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Preface

I began thinking of writing a book about US decline at the end of the George W. Bush administration and finished it in the early months of Donald Trump’s presidency. My concern, then and now, has not been with the men elected president, and not much with the voters who elect them. It is not that elections do not matter; they do, although, as I will try to explain, only in limited and occasional ways. Much of American domestic policy, and almost all of US foreign policy, is determined by elites who are only somewhat constrained by voter preferences and decisions. What seemed remarkable and worthy of sociological inquiry was not Bush’s own personal stupidity or viciousness but the lack, until late in his presidency, of a credible challenge to his policies from any significant power base. As for Trump, we will see if the level of opposition shown in the first years of his presidency is sustained, if it weakens or intensifies. In any case, most of his substantive policies were proposed by earlier Republican politicians at the behest of the elites who fund them, which is why most Republican members of Congress voted to repeal Obamacare and to enact tax cuts that funneled two-thirds of the benefits to the top 1 percent, regardless of their constituents’ disapproval and dismay.

Barack Obama and Hillary Clinton, who seemed destined to succeed him, certainly offered programs to mitigate and reverse aspects of American decline, both at home and as the dominant geopolitical power. I wrote the bulk of the substantive chapters during the Obama presidency and saw little sign that his policies, to the extent that he actually could legislate and implement them, would do anything more than cushion the effects of decline on ordinary Americans. The accomplishments of the Obama years are no small thing for those who gained access to health care and other social benefits or were protected from financial fraud or danger to their health and safety at work and in the environment. However, what Obama offered were gifts from on high, and he did not create political coalitions that could push for further advances or challenge elite power.

Nothing Obama did, or Hillary Clinton might have done, posed a significant challenge to elites’ capacities to serve their own interests at the expense of their nation’s hegemony and of their fellow citizens’ well-being. Indeed, a narrow elite has been able to prevent policy shifts that would endanger their ability to enrich themselves in the pursuit of fossil fuels that are altering the earth’s environment in ways that will cause mass extinctions and render the planet unable to support the current human population of 7 billion. Non-elites, perhaps not in America but certainly in much of the world, will be not just impoverished but killed by global climate change.

As I will argue, it is time to move beyond the fruitless hope that there is a plausible path to reverse or even slow American decline. Instead, the choices that remain are, as they were for inhabitants of the declining Dutch and British hegemons, about who will suffer the effects of decline. In the past, the costs of decline were spread widely, exempting only a narrow, privileged elite. National decline, therefore, becomes decline in most people’s standard of living and sense of well-being. As such, it provokes varying responses, including anger, resignation, solidarity, collective action, mutual animosity, militarism, racism, religiosity, and, yes, plans for reform.

Those reactions do not act directly to produce significant social change. Most often, the actors are inchoate, and their rage and pain are diverted into support for politicians and policies that further elite interests. When anti-elite forces focus their energies on electoral politics, their influence is uneven and of limited efficacy. The small achievements of popular forces in post-hegemonic Britain and the Netherlands illustrate the highly limited parameters of reform and redistribution unless and until those reactions create or revivify political organizations that can challenge elites. However, even when discontent is channeled into mass organizations, those organizations act on a domestic political field on which other forces are arrayed and which is affected by actors located in places abroad that are within or escaping the nation’s hegemonic sphere. All this needs to be taken into account as we trace the varying paths, through organizational structures and contingent events, that lead from the emotions provoked by decline to stasis or transformative actions.

Our analysis, therefore, needs to focus on the question of whether the loss of hegemony can in itself disrupt fossilized domestic or global politics in ways that would undermine elite power. That will allow us to identify the narrow range of plausible political strategies and to be honest about what can actually be accomplished in this moment by engaging with American citizens.

This, then, is a book that aims to be precise in its analysis of how we arrived at the present situation, and how America’s trajectory compares with those of past hegemons. To the extent that I have accomplished that task, this book, by drawing on both historical comparison and contemporary evidence, reaches a pessimistic but realistic conclusion.

I had conflicting emotions as I worked on this project. As a sociologist, I feel enormously privileged to have a front-row seat in observing a major historical transformation, and I hope this book, which is directed primarily, but certainly not exclusively, at social scientists and historians, succeeds in addressing the decline of the United States in rigorous analytical terms. At the same time, as someone who has spent my entire life in a First World democracy (however limited) and who would like my children to have that same option, I regard this country’s present trajectory with horror.

I believe any contribution I can make as a social scientist and a citizen has to be grounded in my capacity for precise analysis and a willingness not to let my hopes and desires for a better future lead me to empty exhortations or to draw implausible conclusions about what political action or an improbable deus ex machina might produce. Our energies are limited and they should not be squandered. A realistic assessment of elites’ vulnerability can help us to focus our intellectual and organizational efforts where they can be most effective. For that reason, analysis must precede exhortation. I have tried, in this book, to bring my energy and abilities to the former task. I hope my contribution helps to map the terrain for those with the ability to inspire others to action.

I have benefited from friends’ and colleagues’ advice and their careful readings of portions of this book. I gratefully acknowledge the help of Jeffrey Alexander, Joel Andreas, Matt Baltz, Robert Brenner, Jonah Brundage, Bruce Carruthers, Steve Casey, Vivek Chibber, Tom Crosbie, Georgi Derluguian, G. William Domhoff, Barry Eidlin, Emily Erikson, Robert Fishman, Julian Go, Jeff Goodwin, Phil Gorski, John Hall, Greg Hooks, Andrew Horvitz, Ho-fung Hung, Ron Jacobs, Meyer Kestnbaum, James Mahoney, Aaron Major, Michael Mann, Eugene Matiash, David McCourt, Mark Mizruchi, Ann Orloff, Stephen Pampinella, Beth Popp-Berman, Isaac Reed, Dylan Riley, Fiona Rose-Greenland, Ian Roxborough, Michael Schwartz, Beverly Silver, Ori Swed, Cihan Tugal, Nicholas Wilson, and Kevin Young. All of these readers and advisors improved the clarity of my argument and alerted me to books, articles, and data sources of which I was not aware and which helped fortify this book. Of course, these helpers are not miracle workers, and there are no doubt errors of fact and interpretation from which they could not save me and for which I alone am responsible.

I appreciate the research assistance and suggestions I received from my graduate assistants at the University at Albany who participated in an ongoing project on depictions of war casualties: Abby Stivers, Lacy Mitchell, Ian Sheinheit, Jing Li, and Mishel Filisha. Some of the results of that project and of our thinking are presented in chapter 7.

I benefited from the questions and comments of audiences at McGill University; Emory University; University of California, Berkeley; Binghamton University; Johns Hopkins University; New York University; Stony Brook University; Northwestern University; the Graduate Center of the City University of New York; University Institute of Lisbon; University of Porto; Fudan University (Shanghai, China); Renmin University (Beijing, China); and Zhejiang University (Hangzhou, China).

Brief portions of chapter 1 are drawn from the first chapter of States and Power; portions of chapters 3 and 4 from the fifth chapter of Capitalists in Spite of Themselves; and portions of chapter 5 from the second chapter of States and Power and from the fourth chapter of Capitalists in Spite of Themselves. Part of chapter 2 was previously published as “Greed and Contingency: State Fiscal Crises and Imperial Failure in Early Modern Europe” in American Journal of Sociology 115, no. 1 (July 2009): 39–73. An earlier version of chapter 1 was published as “Hegemons, Empires, and Their Elites” in Sociologia, Problemas e Práticas (Portugal) 75 (2014): 9–38; a version of chapter 6 as “From Consensus to Paralysis in the United States, 1960–2012” in Political Power and Social Theory 26 (2014): 195–233; and a version of chapter 7 as “The American Military: Without Rival and Without Victory” in Catalyst 1, no. 3 (2017): 117–48.

An extensive bibliography for the book is accessible online at the following address: https://v.versobooks.com/lachmann_bibliography.pdf.





Introduction: The Problem of Decline

A specter is haunting the United States—the specter of decline. Discussion of decline leapt in 2016 from academic treatises to the forefront of public debate as the winning presidential candidate made his slogan “Make America Great Again,” which implied America was no longer great, as it once had been. Trump built his platform on the notion that drastic action was needed to recover from a decline brought on by America’s own government. The 2008 crisis and the government’s response made obvious the extent of economic and political inequality in the United States, and the absolute decline in wealth and well-being for a growing fraction of Americans.

Evidence of decline is manifest to those of us living in America in the first decades of the twenty-first century. Spending on infrastructure has stagnated as bridges collapse, water and sewer pipes and dams burst, air and road traffic become ever more snarled, and passenger trains on a shrinking network struggle to reach early-twentieth-century speeds. From the arrival at the airport to the highspeed train or subway trip into town, a visit to most countries in Europe and East Asia can seem to an American like a journey to a Tomorrowland, never to be realized in the United States outside of Disney World.

Student achievement at the primary, secondary, and university levels has fallen from the top ranks. US students, who attend ever more decrepit schools, are performing less well than their peers in countries with much lower levels of income or educational spending. The United States, which pioneered mass higher education with the GI Bill of 1944 and held the lead in the percentage of its population with university degrees for the following five decades, has now fallen to fourteenth among developed nations.1

The United States does spend lavishly in two sectors, health care and the military, but its relative standing in both realms has been falling for decades. The United States is now thirty-fourth among nations in life expectancy.2 Beckfield and Morris report,


People living in the United States today can expect to live shorter and sicker lives, compared to people living in any other rich democracy. This “health gap” between the US and its peer countries is growing over time, as Canadian, British, Australian, French, German, and Swedish death rates among people aged 45–54 continue falling, and the US fails to keep pace with such changes . . . the US level of [health] inequality is far higher than we observe in most European countries, and the prevalence of poor health is on par with the former Soviet-bloc states of Central and Eastern Europe.3



This is the case despite the fact that medical spending in the US was 17.1 percent of GDP in 2013, almost 50 percent above the next highest country, France, at 11.6 percent. Per capita and adjusted for differences in the cost of living, the United States spent $9,086 in 2013, 44 percent above the runner-up, Switzerland, at $6,325 (Commonwealth Fund 2015).4

Why does the United States get such a poor return on its health care spending, or, to ask the question another way, why is it so expensive to provide worse care than people get in other wealthy and not-so-wealthy countries? It is not because Americans use so much health care; Americans, in fact, go to the doctor less and spend fewer days in the hospital than people in other OECD countries. Instead, Americans pay much more for doctors, drugs, medical devices, and hospital stays than anywhere else on Earth because Congress has repeatedly rejected cost controls and forbids the federal government from negotiating prices.1 America also devotes more than twice as large a share of its medical spending to administrative costs as any other OECD nation.2 This is so because multiple for-profit insurance companies, each with their own set of procedures and reimbursement schedules, need to hire armies of administrators to process their distinctive forms, while hospitals and doctors’ offices hire medical “coders” who seek to classify the care provided to patients in ways that maximize reimbursements, leading insurance companies to hire yet more administrators to check and challenge the bills submitted by hospitals and physicians. Of course, none of that contributes in any way to patients’ health and longevity.

The US military has become ever less able to win wars, even as its advantage in spending and in the amount and sophistication of its armaments has widened over its actual and potential rivals to a level unprecedented in world history. America’s only unambiguous military victories since World War II came in the first Gulf War of 1991, a war with the strictly limited objective of expelling Iraq from Kuwait, and in various “police actions” against pathetically small and weak opponents in the Dominican Republic in 1965, Grenada in 1983, and Panama in 1989. The US war in Korea had an ambiguous result, while Vietnam was a clear defeat. In both those wars, the United States faced significant enemies backed by the rival superpower, and in Korea fought hundreds of thousands of Chinese troops as well. None of those conditions hold for the wars in Iraq and Afghanistan, which, even though they did not end in outright defeat, failed to achieve most of the objectives for which they were fought. Any single defeat can be attributed to particular and ad hoc circumstances, but America is unique among the world’s dominant powers of the past five hundred years in its repeated failure to achieve military objectives over decades. Those failures are even more extraordinary because they occurred in the absence of a rising military rival and as America’s ability and willingness to produce and pay for the weapons needed for military supremacy remained undiminished.

Outside of the lavishly, if ineffectively, funded military and medical realms, the outlook is bleak. At the very moment when further investment is needed for infrastructure,1 scientific and industrial research and development,2 education, and environmental repair, the capacity of the federal and of state and local governments to muster those funds is weakening. Following the Bush tax cuts, federal receipts fell in 2004 to 16.3 percent of GDP, the lowest level since 1951.3 To hold spending steady as tax revenues decline, public debt has increased vastly since 2000, mirroring American families’ use of credit to sustain their spending in the face of stagnant incomes. Federal debt as a percentage of GDP more than doubled from 31.7 percent in 1981 to 67.7 percent in 2008, and then after the Great Recession, federal debt further increased to 101.8 percent of GDP in 2015.4 Private debt, held by individuals and firms, increased as a percentage of GDP at an even faster rate in those three decades, and right before the financial crisis totaled four times the federal debt.5 “Between 2000 and 2007—the total [of household debt] doubled to $14 trillion and the household debt-to-income ratio skyrocketed from 1.4 to 2.1.”1 However, the fastest increase in debt was on the part of financial firms, which rose from 19.7 percent of GDP in 1979 to 117.9 percent in 2007.2

Many commentators have described America’s decline, and many have proposed solutions.3 America’s loss of military and economic supremacy, and its citizens’ continued fall from the first rank in education, health, and well-being, have been accompanied by numerous suggestions of policies that could reverse the process. Yet increasingly those proposals are put forward with a resigned belief that they will not be heeded because the United States is no longer capable of mustering the political will to actually appropriate the revenues needed and has lost the organizational capacity to bring large-scale projects to completion. In essence, American progressives and realists express political options as a series of regrets:

Yes, we know the economic leader of the twenty-first century will develop a green energy sector, and that to do so will require massive governmental investment, efficiency mandates, and taxes on fossil fuels, but America lacks China’s resources and the EU’s willingness to tax and regulate, so such a sector cannot really grow here.

Of course, we understand that a government-directed and -financed universal health care system is the best (perhaps the only) way to lower health care costs and improve outcomes, but the insurance, pharmaceutical, and hospital industries will never allow that here, so America will have to continue to pay more for worse outcomes.1

Every country with better educational results has a single national system and recognizes teachers’ professional worth with high levels of autonomy and pay,2 but America has a tradition of local control, and in any case we can’t afford to pay enough to get capable professionals, so we had better settle for closely supervising teachers by testing their pupils on basic academic skills, even though students who pass those tests are not prepared for university education or international competition.

When commentators do not fall into despair about the consequences of a supposedly unique American approach to politics and governance, they indulge in magical thinking, hoping for a savior or for the spontaneous eruption of a social movement. Barack Obama certainly embodied such hopes in 2008 as his supporters projected onto him personal qualities that would allow him to single-handedly overcome partisan divisions and enact needed reforms. Obama returned the favor, telling those who attended his rallies, “We are the people we have been waiting for.”

Ralph Nader’s book Only the Super-Rich Can Save Us!, a utopian novel that imagines billionaires undermining corporate power and revitalizing citizen action, shows the extent to which progressive plans are based on hopes for elite generosity rather than realistic plans for political mobilization.1 It is especially revealing, and depressing, that this book was written by the American who has been more successful than any other at building citizen organizations over the past half century. In any case, the contributions from liberal billionaires such as Tom Steyer, a hedge fund manager who spent tens of millions of dollars in the 2014 and 2016 elections on ads criticizing Republican climate change skeptics to little effect, were overwhelmed by spending from the Koch brothers and their allies for federal and state-level candidates committed to gutting environmental protections, weakening unions, and making it difficult for African Americans and other Democratic constituencies to vote in future elections.2

“Tea Party” adherents believed that by electing a collection of retired corporate executives, self-satisfied heirs, career politicians, and assorted oddballs they would achieve a dramatic reduction in government spending that would revive the economy while returning government to what they imagine the Founding Fathers intended when writing the Constitution.

Periodically, a new third party is seen as the engine of change. Before he placed his hopes on the superrich, Ralph Nader thought that his third-party presidential candidacy would disrupt the two-party duopoly on power and, in some never-specified way, open a space for progressive politics.3 Thomas Friedman, the most prominent US newspaper columnist of the early twenty-first century, advocated for


a third party on the stage of the next presidential debate to look Americans in the eye and say: “These two parties are lying to you. They can’t tell you the truth because they are each trapped in decades of special interests. I am not going to tell you what you want to hear. I am going to tell you what you need to hear if we want to be the world’s leaders, not the new Romans.”1



Friedman does not explain how such a party would be organized, or how it would finance itself while flouting the “special interests” that fund the two existing parties. Nor does he discuss how and why a third party would be able to overcome the obstacles that Obama, who also pledged to tell the truth, challenge special interests, and overcome gridlock, was unable to surmount. Tea Party activists, though they in fact operate within the Republican Party, believe that a new, purer party could renew the nation in (unspecified) ways that even a purged and revitalized Republican Party cannot achieve.

Another popular trope finds the potential for political transformation in new technologies. Claims that the internet (or Twitter or cell phones) might foster effective political movements that can replace defunct or shrunken unions and mass organizations have yet to be realized.2 Nor is Donald Trump’s use of Twitter a sign that it can serve as an organizing tool. Twitter worked for Trump because “one group is as intoxicated by Twitter as Mr. Trump is: journalists.” Thus, old-style broadcast media amplified each of his tweets, ensuring that “the social media platforms that were once heralded as democratic tools could also be used to undermine democratic norms.”1

So far, the internet is most effective as a fundraising tool, as was the previous technological innovation, direct mail, which was pioneered in George McGovern’s 1972 presidential campaign. Yet, the funds raised online or through the mail continue to be overwhelmed by money collected the nineteenth-century way, from corporations and wealthy individuals that buy the votes of candidates and officials of both parties.

Even when political hurdles are cleared and a new program is instituted, the state’s weakened organizational capacity hampers implementation. Compare Medicare, which went into operation, covering 19 million citizens, only eleven months after Lyndon Johnson signed it into law in 1965, with President Obama’s 2010 health care legislation. The recent law was written with a four-year delay before its government-supervised health care plans would take effect. That long delay was partly an effort to game the accounting rules of the Congressional Budget Office but also reflected the president’s and Congress’s shared belief that the government could not implement such a plan any faster. That belief turned out to be more than justified when the Obama administration postponed the implementation of some elements of the law from 2014 to 2015 and the online system to register applicants for government-subsidized insurance failed to operate properly for several months.

Or, compare the 2009 stimulus with government jobs programs during the New Deal or with the 2009 stimulus spending in China. In the absence of agencies capable of preparing engineering or architectural plans and managing corps of newly hired workers, the “shovel-ready” projects undertaken in the US in 2009–10 were small-scale and incremental, focused mainly on repaving roads and repairing existing infrastructure, paying for existing state and local workers who otherwise would have been laid off, and passing out tax cuts to be spent on consumer goods in the private sector. The sum effect of the stimulus spending was to merely slow the rapid decay of American roads, bridges, dams, and schools, with virtually no progress toward building the new transportation, utility, and other networks needed for international competitiveness or even to sustain existing levels of economic production. The contrast with the monumental dams and other projects constructed in the New Deal, and with the high-speed rail lines, subways, airports, and city centers accelerated by the Chinese stimulus, reveal a decline in the capacity of the US government to plan and execute large-scale projects that parallels the loss of ability to administer benefits.

DECLINE PAST AND PRESENT

The United States is not the first dominant power to undergo decline, nor is this the first book to place American decline in comparative and historical perspective. I have written this book, and hope you will read it, because it makes a new argument about how nations decline. Decline is not inevitable; it is not determined by grand historical cycles and does not conform to a universal clock. Some great powers—Habsburg Spain, France under Louis XIV and then under Napoleon, and the Dutch Republic—lost their geopolitical or economic dominance within decades. In contrast, Britain maintained its dominance over more than a century that spanned the transition to industrial capitalism. America’s ongoing decline comes after less than seventy years of dominance.

The struggle among the great European powers for geopolitical and economic dominance over the past five hundred years coexisted with the development of the capitalist world economy. This fundamental reality sets these centuries of strife apart from the conflicts of the precapitalist era. For that reason, I confine my analysis in this book to the polities that have vied for dominance since 1492. Until 1945, the competition was among European states, albeit ones with empires of colonies beyond Europe. When one declined, another European power rose to supplant it.

The United States since 1945 is different in two ways. First, it lacks the formal empire of previous great powers. Second, in its decline it will not be replaced by another Western power. No European country, nor the EU as an entity, seeks or is capable of asserting global hegemony. The United States today is in decline mostly vis-à-vis non-Western countries, above all China, that were objects of, rather than participants in, the great power rivalries centered on Europe and pursued in part through colonization. Whether the United States is succeeded by China, or American hegemony is followed by a multipolar or anarchic world, the five-century era of global power centered on and organized by Westerners is coming to an end.

While this book is about the decline of great powers, it is an error to analyze those polities as unitary entities. Rather, they—like all polities—are amalgamations of institutions, each of which is controlled by an elite capable of guarding its own interests. That means we cannot predict a polity’s military, economic, or geopolitical success from its absolute or relative resources because competing elites, in pursuit of their own interests, divert those resources in ways that undermine their polity’s ability to carry out policies needed to achieve or maintain dominance. Put another way, “state” policies emerge out of elite conflict more often than they are expressions of a unitary ruler’s (whether conceived as a capitalist class or a state manager) design that it is able to impose upon its subjects.

Elite conflict over, and appropriation of, resources explains why the richest and most powerful polities often failed to attain or sustain dominance. Dominant powers do not decline because they lack the resources to fulfill their geopolitical and economic ambitions. Rather, decline is the result of internal political dynamics that are specific to each great power and that can be understood and explained only if we trace the ways in which elites seek and attain the capacity to protect their own particular interests.

Elite conflict destabilizes each polity’s internal politics. Conditions that allow a polity to achieve dominance can be undermined or fortified by the ways in which domestic conflicts restructure elite and class relations. As domestic social structures change, great powers enhance or weaken their capacities to respond to opportunities and threats from rival powers.

Specifically, when polities conquer other lands, creating formal or informal empires, or when a polity achieves hegemony, relations among existing elites are transformed and new elites are created in the lands the imperial or hegemonic power comes to dominate. As elites moved to protect their particular institutional interests on the new terrains created by imperialism or hegemony, they appropriated resources and stymied rival elites’ institutions in ways that weakened their home polity and undermined the welfare of the home population. These elite actions thus blocked further expansion or even the maintenance of their home polity’s dominance. This process did not happen in the same way in each empire or hegemon. The specific trajectories of expansion and decline were determined by the overall structure of elites and the ways in which elite and class conflict transformed those structures and thereby altered the openings for future conflicts.

My working hypothesis is that contingent chains of elite conflict and structural change determined the viability of modern empires, their relative geopolitical and economic standing, whether they became hegemons, and how long and in what form their hegemony endured. Yet we need to remember that each polity existed in a world in which they competed with varying degrees of hostility against rival powers.

The long time span and growing geographic scale over which great powers competed requires us to be aware of how the requisites of dominance changed. The sorts of resources and organizational capacities that great powers must mobilize to achieve and sustain global dominance have changed over the five hundred years from when the Habsburgs created the first modern empire, to the centuries when the Netherlands and then Britain wielded military power and capitalist hegemony (and France and Germany failed to do the same), to the heyday of American power now reaching its end. Similarly, the techniques elites used to withdraw resources from central control have varied over time and from polity to polity, in part because the organizations elites control and the methods for maintaining elite organizational power have changed over time and differ across polities.

It is the variability in how international geopolitical and economic power has been built, and the variability in how elites have fortified themselves against the interests of non-elites and rival elites, that render universal theories of decline inadequate to the tasks of explanation and prediction. However, the struggle over resources and powers is continual. Therefore, if we want to compare great powers and understand the forces that led to their rise and decline, we need to analyze how elite conflicts affected domestic social relations that, in turn, shaped each polity’s ability to project power in the world, thereby recasting global economics and geopolitics.

The global economy and international relations thus are artifacts of long historical sequences of elite and class conflicts within multiple polities. Of course, some polities matter more than others, and hegemons matter the most of all. The global architectures hegemons create, or the stalemates or disorder generated by multiple powers in conflict, form the terrains on which states oppose one another and on which elites struggle for advantage within and beyond their home polities.

Invocations of past greatness, or of a unique national spirit and destiny, did not save Britain, the Netherlands, Spain, or France from defeat and decline, and they will not further American interests today. In those past moments of political decision, some commentators saw what was needed to stave off, or at least slow, decline. The problem never was, and today in America it is not, lack of knowledge or understanding of how to counter the loss of world power. In each instance, decline is a result of elites’ capacity to guard their particular and immediate interests regardless of the broader and long-term consequences for their country. If we want to understand the decline of great powers past and present, we need to explain how some elites manage to escape the restraints and control of national governments, popular forces, and rival elites. That is my task in this book.

THE ANALYTIC TASK AHEAD

My overriding goal in this book is to explain why the United States will not be able to sustain its global dominance, and to contrast its relatively brief period of hegemony with Britain’s far longer era of leadership and the Netherlands’ similarly short hegemony. Spain and France will also figure in the comparisons as polities that were not able to parlay their military dominance (for Spain in the sixteenth century, and for France in the seventeenth century and then again under Napoleon) into economic or geopolitical hegemony.

The first step in our analysis is to understand what hegemony is, who exercised it, and for how long, since that is the subject of our study. The myriad typologies and definitions of empires, great powers, and hegemons pose the danger of drawing our attention to too many polities over too many historical eras. In chapter 1, I will first seek to explain how hegemony under capitalism differs from the forms of dominance exerted by earlier empires, and also by the empires that have existed concurrently with each successive hegemon. This is especially important since we need to disentangle the long era of British hegemony from the even longer existence of the British Empire, the short era of Dutch hegemony from the centuries of Dutch Empire, and both from the never-hegemonic empires of Spain and France. Chapter 1 will also address the problem of how to identify elites within a hegemon and how to analyze relations among elites whose power is grounded in institutions that exist solely in the home territory with those whose structural locations are external to the home polity and those whose positions span domestic and international sites. This is necessary because our goal in the following chapters is (1) to trace changes in relations among elites in each hegemon or failed hegemon, (2) to identify the conflicts that transform those relations, and (3) to determine how the institutions that are artifacts of those conflicts facilitate or hinder each polity’s capacity to maintain global hegemony. I hope the conceptual apparatus developed in chapter 1 can clarify the historical accounts and comparisons presented in the rest of the book.

This book asks questions that numerous previous authors have also sought to answer. Obviously, I would not have written this book (or it would have been a very different sort of book) if I thought past work was adequate. Chapter 2 reviews the main strands of theories on decline and presents their contributions and shortcomings.

Chapters 3 through 5 look at the internal dynamics of the two European hegemons and their challengers. Chapter 3 explains why Spain and France, despite their military dominance on the Continent, were unable to translate military power into hegemony. The answer is found in the internal dynamics of elite conflict in the two polities, and in how elite relations at home affected the acquisition of colonies and rendered Spain and France unable to funnel colonial revenues into the central treasury or to leverage military power in Europe and beyond into economic growth or control over international markets.

The Netherlands was much more successful at using its resources to capture colonies and to construct the first instance of hegemonic control over the European economy. Chapter 4 explains how that was accomplished and also how the elite structure that was created in the Netherlands’ rapid rise from Habsburg colony to independence was then reinforced as the Dutch took colonies and gained hegemony. The durability of Dutch elite relations, in turn, had the unintended effect of locking the Netherlands into state policies and economic practices that prevented the Dutch from winning subsequent wars and preserving its economic hegemony. Thus, this chapter offers an explanation for the Dutch rise to and fall from hegemony that is grounded in the formation and robustness of elite relations within metropolitan Netherlands and in its empire.

Chapters 3 and 4 both raise the issue of reform. Some political figures and intellectuals understood what was needed to allow Spain, the Netherlands, or France to enhance its global military and economic position and to stave off decline. I explore why ideas for reform never moved beyond the realm of policy debate and were not implemented.

Chapter 5 examines what has been, up to now, the longest-lasting hegemon of the capitalist era: Great Britain. Again, I undertake a close analysis of elite relations and trace how they changed in the centuries from the sixteenth-century Henrician Reformation, through the 1640–51 English Revolution and Civil War, and during the creation of the British Empire in the eighteenth century and its drastic expansion in the nineteenth. I identify the moments when Britain undertook reforms that allowed it to preserve its hegemony in the transition to industrial capitalism, and explain how the elite structure of Britain itself and of its empire had the flexibility to respond to geopolitical and economic challenges.

My goal in this chapter is to explain how Britain, which by any objective measure was weaker than the United States in its era of hegemony, exercised control over the global economy and preserved a Pax Britannica for far longer than its American successor. The chapter concludes by explaining how British elite relations became ossified at the height of Britain’s world hegemony, causing the Empire and its capacities to atrophy in the last decades of the nineteenth century, and opening a period of rivalry among the declining hegemon and its challengers that culminated in two world wars and a global depression.

Chapters 6 through 8 focus on the United States. Chapter 6 begins in the early 1960s, when the United States was at the peak of its global power and elites were linked in ways that led or compelled them to harmonize their interests. I identify the forces that undermined elite coordination and allowed the emergence of autarkic elites who are able to paralyze any policy reforms that could endanger their privileges or their command over specific state powers and resources. I examine how elites became increasingly able to manipulate or paralyze governmental regulation and policymaking, and how such self-dealing and paralysis combined with the decline of unions and of locally based mass organizations to allow for the rise of right-wing politics that culminated in Trump’s election.

Chapter 7 focuses on the US military. I am not the first to note that America’s overwhelming (and after 1989 unprecedented) edge over all other powers has yielded only limited capacity to impose US interests around the world. The explanation of that conundrum requires us first to specify the weaknesses within the US military. Second, we need to identify the elites who set military and foreign policy, and explain how their interests and demands determine the ways in which US military and diplomatic resources are employed abroad. The gentlemen’s agreement that C. Wright Mills found between economic and military elites in the 1950s has been disrupted by the transformation of economic elites in the subsequent half century. At the same time, increasing popular aversion to American war casualties has imposed real restraints on what the US government can attempt abroad. As we trace the changing interests and interactions among elites and against popular forces, we will be able to understand the real, though increasingly limited, power the United States exerts abroad, and to discuss how those limits shape elites’ perceptions of, and capacities to push for, their foreign interests.

Elites, of course, are able to further their interests through economic as well as diplomatic-military means. Chapter 8 examines the bases of US economic hegemony since 1945 and how elites have been able to harness that power to further their collective and particular interests. Tensions—between the general interests of the nation, the particular interests of capitalists or of a power elite, and the specific interests and capacities of individual elites that are located both within the United States and abroad—have been resolved in various ways in the past half century. Chapter 8 traces that change and explores the implications of the fragmentation of elite interests on US economic competitiveness in manufacture and finance.

America’s inability, up to this date, to enact policies that could halt and reverse, or even slow, decline points to the silliness and fantasy in most proposals for reform offered in the United States in recent years (such as those by Ralph Nader and Thomas Friedman, which we outlined at the outset of this chapter). What is needed instead is a sober and honest assessment of how inevitable decline will affect Americans’ standard of living and the capacity of the US state. How does the loss of hegemony transform elite and class relations within formerly dominant polities, and what sorts of political choices are opened by those structural changes? That is the topic of the final chapter of this book. I begin that task by examining how the standard of living and the relative distribution of income and wealth changed in the Netherlands and Britain after their eras of dominance ended.

I also compare the social welfare initiatives taken by those two states and examine the geopolitical policies adopted by those states in their decades of decline. That comparison will prepare the ground for the book’s concluding pages, in which I will offer my predictions on the degree to which inequality will deepen or be mitigated, social welfare programs will be gutted or strengthened, and the United States will rely on military interventions in an attempt to sustain hegemony. I will also speak to the future possibilities of a vital electoral democracy in America and the prospects for social movements to affect electoral and non-electoral politics.

Readers can approach this book in a number of ways. Those who are interested only in tracing and explaining American decline can read the introduction and then skip straight to chapter 6 and read to the end of the book. Those who want to see how America compares with previous hegemons should read chapters 3 through 5 as well. Finally, those who want to explore the theoretical bases of my analysis and see how my argument compares with the many others who have addressed the problem of decline will want to read chapters 1 and 2. For those readers, it is best to read the entire book in order.

All polities, including hegemons, are limited ultimately by their internal structures as well as by international competitors. If we want to understand why polities achieve and lose, or never attain, hegemony, we need to look systematically at their internal conflicts and at the state institutions and social structures that are created by the interplay over time of domestic conflicts and international rivalries. Sociology came into existence as a discipline in order to explain the fundamental and long-term changes Marx, Weber, and Durkheim each believed were occurring in their lifetimes.

No polity, and no elite, can pursue a policy, goal, or ambition at will. The outcomes of each initiative are determined by structures of social relations. Such structural analysis is the core concern and methodology of sociology as a discipline. It is what I as a sociologist seek to bring to the study of decline, and what sets this book apart from the many existing theories of decline (and it is on these structural grounds that I debate with the sociologists and others who address this question). Each hegemon’s history and future prospects must be studied by examining the social forces that discipline and channel each actor’s and each nation’s hopes and desires.




I. Hegemony Past
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Hegemons, Empires, and Their Elites

There have been numerous empires and great powers in world history but, at most, a few hegemons. What is a hegemon and how is it different from an empire or from a single power or group of dominant or great powers? How do hegemons differ from empires in the ways they rule the territories they control, in the ways they affect the rest of the world, and in how they decline?

An empire, in Julian Go’s definition, is “a sociopolitical formation wherein a central political authority . . . exercises unequal influence and power over the political (and in effect sociopolitical) processes of a subordinate society, peoples, or space.”1 This chapter does not offer a critical review of the myriad definitions of empire.2 Those definitions all agree that empires differ from non-imperial polities in that they exert power over territories and peoples beyond their core polity, and that the essential dynamic of an empire is produced by the interaction between the core’s efforts to sustain or expand and deepen its rule over peripheries and the peripheries’ efforts to weaken or end the core’s rule over them.3

I want to step back from definitional debates to make a basic point that will guide the analysis in this book. Empires exert a different sort of control than do hegemons, even though each hegemon had an empire and used it as one of the cornerstones of its hegemony. Those differences determine the sorts of pressures empires and hegemons endure internally and from those they subjugate, as well as the opportunities they derive from their power, and most importantly give rise to different internal political dynamics. Imperial elites are different from hegemonic elites.

Empires use their power to extract resources from their colonies and dependencies and, in so doing, change the social structures of the lands they control. At the same time, imperial metropoles themselves are changed by their domination of territories and peoples beyond their cores. Specifically, in the course of ruling other lands, empires and hegemons change the elite and class structures of both their metropoles and the lands they conquer or dominate. Social structural changes create opportunities for new elite and class conflicts that, in turn, produce further structural changes. My working hypothesis is that contingent chains of elite conflict and structural change determined the viability of modern empires, their relative geopolitical and economic standing, whether they became hegemons, and how long and in what form their hegemony endured.

EMPIRES IN THE ERA OF CAPITALISM

Looking at the centuries from 1492 to the present, which overlap the era of capitalism and are the subject of this book, there have been six empires that have conquered or dominated enough lands beyond their immediate region to vie for global economic or geopolitical dominance: Spain, France, Portugal, the Netherlands, Britain, and the United States.

The Austro-Hungarian, Ottoman, and Russian empires confined their conquests to adjacent lands, albeit, in the cases of the Ottomans and Russians, lands that spanned two continents and, for Russia, comprised the single largest polity in the modern world. None of these three empires were able, or even sought, to parlay their collection of dependencies into military power beyond Eurasia or into any form of economic dominance. The Soviet successor to the Russian Empire did, after 1945, attain a measure of global influence, but beyond Eastern Europe it was not an empire by any definition and never seriously vied with the United States for global dominance. Portugal was never a contender for geopolitical power in Europe; indeed, it was ruled by Spain from 1580 to 1640. Both before and after those decades, Portugal depended on Spain for (often ineffectual) military help in fending off Dutch efforts to seize its American and Asian colonies. Portugal’s trade with its colonies was dominated by the Spanish and later by the Dutch and then the British.1 Germany, Italy, and Belgium had some non-European colonies (and Japan had Asian colonies), but far too few to contend for global power. Germany and Japan’s twentieth-century failed attempts at dominance were confined to their home continents.

As this brief accounting of modern empires makes clear, each empire did not exist in a vacuum. Each of those polities’ struggles for dominance was fought on a global stage against multiple rivals at the same time as capitalists within each polity sought to attain or preserve control over sectors of production, commerce, and finance against established or emerging rivals. Conflicts among great powers and resistance from the dominated shaped geopolitics, while economic competition and exploitation cast and recast the world capitalist system. Thus, each power’s dominance was constantly challenged by (1) rival geopolitical powers, (2) the extent to which its capitalists faced competition from capitalists in other polities, (3) metropolitan elites’ self-serving efforts, and (4) resistance from elites in subordinate territories and from non-elites in both the metropole and colonies.

I will have very little to say, in this chapter and throughout the book, about how subjected peoples are affected by hegemonic or imperial domination. I do not seek to minimize the suffering that those who have been exploited by hegemons and empires endure. The contribution of this book does not lie in adding to the rich literature on the victims of domination. Instead, I seek to analyze how dominant powers and their elites are transformed by their efforts to expand and maintain the realms in which they exercise power. Empires and hegemons, unfortunately, did not decline because they were brutal, and exposing that brutality does not help much in understanding their declines, although, as I will show, massive cruel violence was an essential element in the rise and continuation of imperial and hegemonic power.

Elites make empires, and empires create new elites and change the structure of relations among old and new elites. If we want to understand how empires change over time, and how hegemons emerge, develop, and decline, we need to study the causal relations between elite conflict, elite structure, and class relations. Before we can begin that task, we need to define elites and differentiate them from classes, and elite conflict from class conflict.

WHAT IS AN ELITE?

An elite is a group of rulers who inhabit a distinct organizational apparatus with the capacity to appropriate resources from non-elites. According to this definition, elites are similar to ruling classes in that both live by exploiting producing classes. However, elites differ from ruling classes in two significant ways: First, although in Marx’s theoretical framework the fundamental interest of the ruling class is to reproduce its exploitative relation vis-à-vis the producing class, in my elite model this interest is complemented by an equally vital interest in guarding its existing power from, and extending its power at the expense of, rival elites. Second, each elite’s capacity to pursue its interests derives from the structure of relations among various coexisting elites as much as from interclass relations of production.

Elite conflict is the primary threat to elite capacities; yet the interests each elite seeks to defend are grounded in their relations with the producing classes. Elite capacities change primarily when the overall structure of elite relations changes.1 The outright defeat and elimination of a rival elite is rare, and when it happens it produces a decisive change in overall social structure. More commonly, elite conflict ends in stalemate or produces incremental changes in elite powers and relations that only gradually transform the overall social structure of a society.

Oftentimes, elites resolved their conflicts and fended off challenges from non-elites by combining themselves and their organizational capacities into a single institution. That was the main process that animated state formation. States were not, for the most part, created when kings used force to eliminate enemies on the battlefield or sent bureaucrats or soldiers from a capital to tax and control the hinterland. Force played a much greater role in the formation of empires than of states, yet elite combination and joint rule over complex imperial institutions was as much a part of the dynamic of empires as conquest and elimination. When multiple elites entered into a single institution, they often retained specific powers and exercised control over elements of that institution. Thus, it is a mistake to see states or empires as unified and operating under the direction of a single ruler or elite, or setting policy according to a single logic.

Elites assert and exercise through their institutions a combination of economic, political, military, and ideological powers as they seek to guard their interests against both rival elites and the non-elites from whom they extract resources. While the mix of those powers varies among elite institutions, almost never does an elite survive by relying exclusively or even primarily on a single form of power. It is an error, especially in the precapitalist world, to contrast political and economic institutions.2 Even in the modern era, elites inhabit institutions that simultaneously are state-like and imbricated in production in civil society. Elites in each society were able to mobilize particular combinations of powers in their institutions. Their conflicts with each other and with non-elites were fought on terrains that were in part and simultaneously economic, political, ideological, and military. However, elites combined and exercised those powers in quite different ways in pre-state polities, ancient empires, modern empires, and nation-states. Those differences produce the different dynamics of each of those social formations. That is why we will learn little about the dynamics of empires and hegemons in the capitalist world of the past five hundred years from studying ancient empires.

In sum, elites are defined by the organizations they inhabit, organizations that mobilize a combination of powers. Ultimately, the capacities of those organizations are determined by their position in the overall structure of a polity in which multiple elites jostle to appropriate resources from non-elites. For that reason, elites and their organizations occupy very different positions in empires, nation-states, or hegemons. If the polity they inhabit gains or loses an empire, or attains or surrenders hegemony, elites come to assume different opportunities and capacities as the number of elites changes along with relations among those elites. The fundamental dynamics of ancient imperialism, modern imperialism, and capitalist hegemony generate particular sorts of elite relations and conflicts. We need to identify the basic dynamics of each type, and, in that way, we will be able to highlight what is unique about the hegemons of the past five hundred years. That will lay the theoretical basis for the analysis, in the rest of this book, of the specific dynamics of each hegemon and allow us to determine why each lost hegemony and how that loss affected and was affected by elite and class relations in the former hegemon.

ELITES IN ANCIENT AND MODERN EMPIRES

Ancient empires had very different elite structures than modern empires. Precapitalist empires were characterized by two domestic elites at home (aristocrats/landowners and citizen-soldiers/generals/emperors), and an additional provincial elite in each of the conquered lands that was kept in line largely by military force. Modern empires were shaped and managed by multiple elites. Two of those elites—capitalists and state officials—were fundamentally different from the elites of precapitalist empires, even as those modern elites, like their ancient predecessors, were sustained in their imperial endeavors by their home country’s military power. In modern empires, where older elites—most often landed aristocrats and military officers—played key roles along with capitalists and civilian state officials, those older elites differed fundamentally from the armed men and landowners of precapitalist empires because (1) they wielded much greater infrastructural power than their ancient counterparts, and (2) they had to share imperial power with modern capitalists and state officials.

Capitalists, unlike merchants in ancient empires, did not have to wait until imperial armies had conquered new lands to control trade routes and extract revenues from foreign lands. Capitalists enjoyed a high degree of autonomy for two reasons. First, unlike merchants in precapitalist empires, who often engaged in commerce as a secondary activity to their primary military, officeholding, or landholding positions, capitalists were genuinely separate elites at home because they had independent organizational capacities to appropriate resources from non-elites. Second, capitalists were able to engage in commerce with their counterparts from other polities, which gave them further leverage at home.

State officials in modern empires differed from their ancient counterparts in that they could deploy strong nonmilitary organizational capacities that gave them “infrastructural power”1 to penetrate conquered societies. This gave modern imperial administrators means in addition to the threat of force that they could use to manipulate local elites, and, in some cases, to interact with and extract resources directly from the mass of subjects in the lands they conquered.

Capitalists and state officials had varying effects on metropoles and colonies, and on the place of their empire in the world economic and geopolitical system. Those variations, across time and space, had little to do with the resources and capacities those elites initially commanded as they began their imperial conquests and instead were determined mainly by three factors: the number of elites, their location, and the overall structure of their relations.

Number: Imperialism created new elites at home and in the colonies. Some of the colonial elites were people from the metropole who came to the colonies as permanent settlers or temporarily as administrators, soldiers, merchants, landlords, slaveholders, and/or capitalists. Indigenous elites often were incorporated into the empires that conquered their homelands, either retaining their existing organizational bases (which would be altered significantly by their new place in an empire) and/or being recruited into new colonial organizations created by the conquering empire.

The mere addition of new elites to the existing number of elites disrupted existing elite relations in modern empires. This prevented the stalemates between two metropolitan elites that characterized ancient empires, and that were rarely affected by distant provincial elites. Modern empires thus had more complex dynamics than ancient empires, if only because they had more elites, which created more complex elite structures that had more points for conflict and therefore for change.

In addition, capitalism itself was more dynamic than any previous economic system, and the global reach of both capitalism and modern geopolitics ensured further opportunities for conflict and structural change. The extent to which capitalists cooperated, came into conflict with each other and with other elites, or sought to achieve autarkic positions varied among empires and over the course of each hegemonic cycle. I address the implications of that process at the end of this chapter.

Location: Some colonial elites became permanent settlers in colonies while others left the metropole only temporarily or moved among colonies, and others were involved in colonial rule and exploitation without ever leaving home. Of course, indigenous elites remained located in their colonies of origin. As we will see below, settlers enjoyed more autonomy than officials and capitalists who were only temporarily based in colonies. Empires with settler colonies had very different dynamics than those empires without such colonies, although the very different trajectories of the Spanish and British empires remind us that this factor exerted its causal force in interaction with the number and structure of relations among elites.

Structure: Multiple elites in different and often shifting locations made possible varying and changing alliances among elites. Those alliances, in turn, shaped the elite conflicts that then eliminated elites, created new elites, changed the strategic meanings of each elite’s location, and altered the structure of elite relations, which in turn opened new possibilities of alliance and conflict.

TYPES OF MODERN EMPIRES

Modern empires varied in the extent to which colonial elites were autonomous from metropolitan officials. Similarly, while colonial elites in ancient empires had little effect on the metropole’s economy or politics, some modern colonial elites have had a strong influence over the metropole.

Table 1.1 situates ancient and modern empires along these two dimensions.

Table 1.1: Structural Relations Between Imperial Metropoles and Colonial Elites









	 
	 
	Colonial Elites’ Level of Autonomy from Metropolitan Officials



	 
	 
	High
	Low



	 
	 
	Spanish American colonies
	Dutch colonies



	Colonial Elites’ Influence on Metropole’s Economy and/or Politics
	High
	British settler colonies
	British India & other non-settler colonies



	 
	French colonies
	US formal and informal colonies



	Low
	German colonies
	Napoleonic empire



	Ancient empires
	Nazi empire




The empires in each quadrant had significantly different dynamics. We will begin with the lower left quadrant, the empires whose colonial elites enjoyed the most autonomy from the metropole and also had the least influence on metropolitan economy and politics. This will allow us to understand the essential differences between ancient and modern colonial elites, and also to see how Germany, an empire that never sought geopolitical or economic dominance, differed from the ones that pursued such ambitions. Next, we will focus on the upper left quadrant to see how colonial elites can affect elite relations in the metropole even when they retain a high degree of autonomy.

We will then look at two cases of almost pure colonial exploitation, the Napoleonic and Nazi European empires in the lower right quadrant. While geopolitical forces (i.e., defeat in war) quickly felled both empires, had they endured, both Napoleon’s and Hitler’s empires would have transformed the structure of elite relations in the metropole. Early signs of those changes provide a basis to speculate on the sort of imperial polity that would have developed, and to compare that structure and the dynamics of that quadrant to those in the upper right quadrant.

The three polities in the upper right quadrant are the three capitalist hegemons of the last three centuries: the polities that are the core comparison of this book. I will reserve detailed analysis of those three cases, and of the Spanish and French empires, for the rest of this book. My goal, in the concluding sections of this chapter, is to contrast hegemons to the other cases and to offer a series of hypotheses about how hegemonic social structure and the resulting dynamic of elite conflict differ from the other three types. This will also allow us to adjudicate among various definitions scholars have previously proposed for hegemony and in that way clarify how my approach differs from theirs.

AUTONOMOUS COLONIAL ELITES

Elites in the conquered territories of ancient empires enjoyed autonomy mainly because those empires lacked the infrastructural capacity to control those elites’ behavior or to appropriate much of the surplus local elites extracted from non-elites.1 Empires prevented rebellions in conquered territories by using exemplary terrorism, such as the Athenians’ massacre of men and enslavement of women on Lesbos and Melos or the Romans’ crucifixion of thousands of defeated slaves at the end of the Third Servile War in 73–71 BC, which led to an abrupt end of such uprisings. However, empires lacked enough soldiers or material resources to occupy or repeatedly invade its colonies, hence the decision to use extreme violence in suppressing rebellions.

The everyday administrators of conquered territories were either local elites, who were co-opted into service to the empire in return for a large share of the surplus expropriated from non-elites, or administrators from the metropole to whom the imperial court also had to concede a large share of the revenues appropriated from locals. If metropolitan administrators were allowed to serve in a single colonial locale for long periods, they tended to ally (and often intermarry) with local elites. The danger to rulers was greater if they appointed generals, who controlled armed men who could be marched to the capital to overthrow the ruler, as local administrators. On the other hand, civilian administrators who could not back their decrees with armed force were less of a threat both to the ruler and to the locals from whom they were expected to extract resources and obedience. If imperial officials were rotated among colonies frequently, they lacked local knowledge and became heavily dependent on local elites in controlling and taxing non-elites. In any case, colonial elites achieved a high degree of autonomy from the metropole.2

Rulers’ attempts to deepen control over colonies and over colonial elites were stymied by several factors beyond their lack of resources and infrastructural capacity. First, rulers exercised only limited power over rival metropolitan elites. Ancient rulers enjoyed what Mann describes as “despotic powers [that were] virtually unlimited,”1 i.e., emperors could expropriate or kill any individual they targeted. However, emperors sparked rebellions if they did not maintain the support or at least the quiescence of most of the members of metropolitan elites, and they could do so only by sharing the fruits of their conquests and rule. Each ruler also needed to enrich loyalists at the court to prevent palace coups or assassination, and to give colonial elites enough of the local surplus to ensure they did not rebel. These imperatives of imperial survival mired ancient empires in perpetual fiscal crisis. Even in times of relative financial stability, those empires lacked the resources as well as the technological means to build an infrastructure that would have allowed rulers to create their own organizations capable of collecting revenue or ruling conquered territories without depending on armed forces or local elites.

Second, ancient empires, indeed all polities until the advances in transportation and communication of the nineteenth century, faced severe logistical limits in waging military campaigns more than a few days’ march from home. Their capacities for transporting provisions were highly limited, especially at sites not directly accessible by ships from sea. Animals, like humans, ate more in a week than they could carry. As a result, armies had to feed themselves and their animals by pillaging farms and urban storehouses as they fought. This restricted war and conquest to settled agricultural areas with surpluses capable of producing enough food to support both the farmers and the marauding troops. As a result, armies either focused their efforts on rape, murder, and pillage, in the hope their exemplary violence would terrify locals into paying tribute after the soldiers left, or the soldiers remained in the conquered lands with only episodic communication from and limited control by rulers in the metropole. This meant that resident colonial administrators had a high degree of autonomy from the metropole, while over time soldiers and civilian administrators established familial and economic ties with locals.

Colonies’ geographic, communicative, and organizational distance from the metropole also meant that premodern colonial elites had little influence over the metropole’s economy and politics. Colonial elites’ links with metropolitan elites declined over time as invaders combined with local elites, as discussed above. The backward colonial economies were not significant markets for metropolitan producers. Colonies sent raw goods and slaves to the metropole. As those flows waxed and waned, the metropolitan economy experienced booms and busts, but class relations and the level of production in the metropole remained unchanged by the actions of elites in the colonies.1

The combination of high autonomy for colonial elites and low influence on the metropole did not entirely end with the creation of modern empires that were linked together through capitalist trade and production and through modern infrastructural advances that allowed for rapid communication. The German Empire consisted of colonies in Africa and the western Pacific, and concessions in China. The colonies were established in the 1880s and ’90s, and all were lost during or at the end of World War I. Geopolitically, they were insignificant. Britain and the other great powers regarded Germany as a threat in Europe but not elsewhere, and so were willing to compromise with the Germans’ desire for an empire by conceding them lands in Africa, the Pacific, and China.1

The German Empire’s marginality to its economy and to world geopolitics meant that conflicts among colonial elites could play out without the confounding effects of heavy interventions from central authorities or from capitalists based in the metropole. The German state had the resources and infrastructural capacity to monitor what their agents were doing in the colonies and to intervene to force a change in policy. Yet the central state did not utilize that capacity, and metropolitan elites did not exert enough pressure to make the state do so. This allows us, with the help of Steinmetz,2 to understand a key mechanism through which colonial officials, though not settler or local/comprador elites who are discussed in the following sections, gained autonomy from the metropole.

What does Steinmetz find? First, colonial officials did not arrive in conquered lands as individuals. Rather, they came as representatives of elites transplanted from home and maintained their distinct identities in the colonies. The three principal metropolitan German elites, “the nobility, the propertied bourgeoisie, and the Bildungsbürgertum (i.e., the educated middle class),”3 arrived in the colonies with distinct forms of capital that they deployed to gain control over the German colonial government. The main terrain of struggle was over “native policy.” Each elite made claims to “ethnographic expertise” based on the sort of cultural capital they brought to the colonies from Germany.

Steinmetz shows how “drawn-out contests between different fractions of a splintered dominant class may prevent a field from being settled while enhancing its autonomy, as field-specific modes of action become more systematic and clearly defined,”1 and provide a basis for colonial elites to “enhance their autonomy from the metropolitan state over time.”2 In other words, while the three German elites fought with one another over how to deal with natives, they fought on the basis of expert knowledge, which they claimed was refined through firsthand experience in ruling over the particular natives of the colonies they inhabited.

As each elite asserted expert knowledge, it gained control of particular colonies: the military-nobility in Southwest Africa, the Bildungsbürgertum in Samoa, and eventually in Qingdao, China, as well. Merchants achieved dominance nowhere. Claims of expertise shielded colonial elites from their putative superiors in Berlin, from the metropolitan elites that lobbied officials back in Germany, and from elites in other colonies who, because they ruled different sorts of natives, had different expertise that could not be automatically transferred to another colony.

Once an elite gained control of a colony, it was able to prevent metropolitan Germans from interfering in colonial policies directly or from exerting indirect influence by allying with one colonial elite against the others in return for policy decisions or a share of the colonial spoils. This was evidenced in the growing capacity of colonial officials to take actions that were inimical to the admittedly marginal interests of metropolitan capitalists, or even to the central German government’s minor geopolitical interests in its colonies. It is also demonstrated by the very different native policies officials pursued in Southwest Africa, Samoa, and Qingdao, differences that cannot be derived from economic or geopolitical considerations. At the same time, colonial officials’ particular expertise and their organizational bases gave them no leverage against elites in the metropole. Unlike the colonies or quasi-colonies of Britain, France, Spain, the Netherlands, Portugal, and later the United States, German colonies did not affect elite relations back home. German colonial elites, in other words, deepened their autonomy by isolating themselves from metropolitan interests.

Colonial officials in other empires’ colonies were not able to construct and act on their claims of expertise unimpeded, as we will see below. The metropolitan governments in London and Paris (and Brussels, Rome, and Washington) created central agencies to manage (with varying degrees of success) the officials they posted in their colonies, even when those men in the field claimed expertise in managing natives. Decades later, the Nazis overruled diplomats, military officers, and businessmen to set “native policy” for the conquered lands of Europe and enforced tight control over German officials in those lands. Uniquely, German colonies’ economic and geopolitical insignificance magnified the power of colonial officials’ cultural claims but also guaranteed their isolation from metropolitan politics. The effect of that absence on the dynamics of the entire empire can best be understood in comparison to the empires in the upper half of table 1.1, whose colonies did affect the metropole’s political economy.

COLONIAL ELITES IN THE METROPOLE

Valuable and geopolitically crucial colonies captured the interest, and provoked the intervention, of elites back home. Yet in the Spanish, French, and British empires, listed in the upper left quadrant of table 1.1, colonial elites retained a high degree of autonomy even as they profoundly affected social relations back in the metropole. How was that accomplished?

Some of the colonies seized by the French, Spanish, and British were immensely valuable, and the riches that could be taken from them were quickly apparent to elites in the metropole. Metropolitan elites vied with one another to control colonies by planting their representatives in offices and on landed estates in the conquered lands. The multiple elites in metropolitan Spain and France did not each create a distinct colonial elite in their image, differentiated by forms of cultural capital (as in the German colonies) or by distinct organizational apparatuses. Rather, Spanish and French kings, great nobles, clerics, and state officials each granted a welter of concessions to men journeying to the colonies in return for up-front payments or promised shares of future revenues. While the monarchs were, at least in theory, the ultimate arbiters of conflicting colonial claims, kings often ceded that power or specific colonial concessions to metropolitan elites in return for revenues or domestic political support, further undermining metropolitan leverage over colonial elites.

High levels of conflict among metropolitan elites were a necessary but not sufficient condition for colonial elites to achieve autonomy from the metropole. As James Mahoney1 demonstrates through his comparison of Spanish American colonies, the colonies’ pre-conquest social structure shaped colonial elites’ organizational capacities and thereby determined whether they could sustain their autonomy against efforts by monarchs and other metropolitan elites to reassert (or often to assert for the first time) control over colonial officials and resources.

Mahoney finds that Spanish American colonial elites were more unified in territories where they were able to plant themselves in rich, complex, and densely settled precolonial societies. Colonial elites magnified their control over indigenous peoples where they could appropriate already-existing complex systems of rule and where the conquered peoples were populous enough to supply sufficient labor to work plantations and mines. In those colonies, Spanish conquistadors were able to establish what Mahoney labels “higher levels” of “mercantilist colonialism.” Mahoney’s detailed histories of each colony show that, where a high level of mercantile colonialism was established, there was a tight linkage that in practice amounted to a fusion of officials, clerics, landlords, and merchants. In territories (such as what later became the southern cone countries of Chile, Argentina, and Uruguay) where indigenous peoples were few and scattered and did not have a complex polity, Spanish conquistadors were unable to extract enough resources to sustain themselves in significant numbers. In those territories, the colonial elites had little leverage over the crown and other metropolitan elites, and in the eighteenth century the Spanish crown was able to insert new elites that competed with and subordinated the earlier settlers.

Mahoney identifies a different mechanism for Spanish American elite autonomy than does Steinmetz for German colonial elites. However, those mechanisms reflect the particular elite structures in the two metropoles and the two empires’ organizational capacities. German colonial elites did not have to leverage the political infrastructures of the lands they conquered because they arrived with far more sophisticated (bureaucratized) organizations than did the Spanish conquistadors, possessed far better technologies to communicate with one another and back to the metropole, and wielded far more deadly military technology in the nineteenth century than the Spanish did in their centuries of American rule (in the oft-quoted words of the mediocre British poet Hilaire Belloc, “Whatever happens, we have got / The Maxim gun, and they have not”).

Beyond the different capacities German and Spanish elites brought to their colonies, they arrived holding different positions in the overall elite structure of the two empires. German colonists came from already distinct metropolitan elites, defined more by their sort of cultural capital than by a matrix of structural relations between colonial offices and metropolitan institutions.

In contrast, Spanish colonists held offices and controlled encomiendas and other concessions that overlapped and brought them into conflicts with one another. As long as Spanish colonial elites had to appeal to the Habsburg monarchs, or to other elites to whom the crown had ceded colonial authority, to clarify and guarantee their jurisdictions, they remained limited in their assertions of autonomy.1 However, where there were rich and complex indigenous social organizations that Spanish conquistadors could appropriate, colonial elites were able to rapidly structure themselves in ways that reduced their organizational and ideological dependence on their metropolitan patrons. In terms of winning autonomy, the conquistadors’ social appropriations of pre-conquest indigenous structures served the same purpose as the more gradual German colonial elites’ construction of expertise and British settler colonists’ creation of national identities and institutions (above all representative assemblies). Similarly, French colonial elites unified themselves and guaranteed their autonomy by building slave institutions on islands where they had exterminated the indigenous population. However, when and where slaves rebelled (most notably in Haiti), the colonial elites again became dependent on the metropole and had to surrender autonomy to save themselves.

The structures of rule created in the first moment of colonization mattered for subsequent economic development1 as well as for the room imperial rulers back in the metropolitan capital enjoyed to restructure colonial rule. The complexity of metropolitan elite relations in Spain and France in the sixteenth through eighteenth centuries meant that colonial elites often had multiple patrons whom they could play off against one another for further autonomy. As the wealth produced in the colonies increased, metropolitan elites themselves gained an advantage in their struggles with one another to the extent that they could win the (at least temporary) loyalty and financial support of colonial elites. This, of course, gave colonial elites greater leverage in their negotiations with monarchs and other metropolitan elites for autonomy and to keep a larger share of the revenues they generated. The colonies with less dense indigenous societies and weak colonial elites contributed little to and had little influence on the metropole.

Colonial elites’ deals with metropolitan elites were often significant, and at times proved decisive, in the outcomes of French and Spanish metropolitan elite conflicts. That is how colonial elites affected the structure of elite relations for the empires in this quadrant. The sort of transformation was very different from that which occurred in hegemons (discussed below). The Spanish and ancien régime French empires did not create new metropolitan elites; instead, they affected the balance of power among existing elites.

How did colonial elites’ interference in metropolitan elite conflicts matter for Spain and France’s ability to compete geopolitically and in the world economy? I will present a detailed answer to that question in chapter 3. However, what we must note here is that the stability and autonomy of elites in Spanish and French colonies, while initially made possible by elite instability in the metropoles, then helped to sustain and deepen elite conflicts in France and Spain. In that sense, the French and Spanish metropoles were uniquely disordered among the empires and hegemons discussed in this book and represented in table 1.1.

Colonial elite unity and metropolitan elite disorder weakened Spain and France’s geopolitical positions. While all the great powers attempted to seize one another’s colonies from the initial colonization of the Americas through World War II, Spain and France were uniquely vulnerable because their especially autonomous colonial elites at times were able to ally, or threaten to ally, with rival powers against their nominal rulers, seeking better terms from a new master or greater concessions from their current monarch. Britain had a similar vulnerability, but only with their settler colonies, most notably the Americans, whose victory was sealed with French support. Germany’s colonies were not vulnerable in the same way, since Britain, which acquiesced in and at times facilitated Germany’s colonial acquisitions, did not see value in antagonizing the German state by interfering in its colonies. This reduced German colonial elites’ leverage over the state, and therefore the extent to which those elites or the fate of their colonies entered into German metropolitan politics.

Similarly, British settler colonists did not win their autonomy due to a general lack of capacity on the part of metropolitan officials. Britain’s non-settler colonies, above all India, are in the opposite quadrant in table 1.1 from British America even though all were part of a single empire. While Britain’s overall imperial capacity to monitor and project force was common to the settler and non-settler colonies,1 those two groups of possessions differed fundamentally in the numbers and self-organization of Britons in each colony. In India and the other non-settler colonies, Britons were few and remained highly dependent on metropolitan power and capital of all varieties. (I will discuss the implications of that dependency in the section on hegemons below.)

American and other British settler colonial elites, unlike German colonial administrators or Britons in India, did not plan to return home and therefore assumed identities based on their American social positions and the sorts of capital they could accumulate in the colonies.1 The growing numbers of British settlers in America built their own organizational capacities that progressively lowered their governmental, military, and economic dependence on Britain and, as the 1776 revolution demonstrated, gave them the ability to subvert and challenge officials shipped over from the metropole. In the nineteenth century, settlers in Canada, Australia, and New Zealand achieved a high degree of autonomy and got major concessions from Britain without having to mount their own wars of independence.

British settler colonists strengthened their autonomy by weakening two sources of leverage that European metropolitan governments exerted in other colonies. First, as British settlers created their own governments and were able to limit the number of officials appointed by the crown rather than chosen by the settlers themselves, Britain lost the ability to play settlers against each other in the competition for lucrative offices, as the Spanish and French were able to do at first in their colonies.2 As the Spanish and French crowns sold colonial offices, they too lost that leverage, and colonial elites won increasing autonomy.

Second, settlers also reduced their dependence on the British state and its armed forces by exterminating rather than subjugating the natives. Indeed, the British recognized this point of pressure by at times encouraging Native American attacks on defiant American colonists, and native policy became a key issue for American revolutionaries. As long as settlers did not become dependent on native labor (a problem the southern American colonies solved with slaves), Britain remained limited in the leverage it could gain from native attacks. New Zealanders lost little autonomy when they had to call on British troops to defeat Maori rebellions, while British settlers in southern Africa were limited in their assertions of autonomy by economies organized on the basis of cheap native labor.

Finally, American colonies, like the Spanish and some French colonies, were of such importance as a market for British manufacturers that those businessmen in the metropole intervened with their parliamentary representatives to repeal the Stamp Act.1 The path from colonial customer to metropolitan influence was more direct in Britain than in France or Spain because, first, British manufacturers had greater leverage in a parliamentary system than Spanish or French merchants had with their absolutist monarchs. Second, Britain encroached on French and Spanish colonial markets, diminishing the importance of colonial markets for continental manufacturers and merchants, which in turn diminished those metropolitan elites’ leverage over the central government.

Let us summarize our findings in this and the previous section with a Boolean analysis.

We can see that colonial elites were able to attain autonomy through various mechanisms. Any one mechanism was enough to attain autonomy: German colonial elites’ cultural capital of expertise in native management, the slave institutions created by French colonists in the Caribbean and British settlers in the southern colonies, the national identities created by British settler colonists, or the complex indigenous institutions that Spanish conquistadors appropriated to build their own unified social networks and system of rule. Colonial elites were unable to exercise autonomy only in those Spanish colonies where natives were scattered and complex social institutions did not exist, and, as we will see below, in the Napoleonic and Nazi European empires and in hegemons’ non-settler colonies.

Table 1.2: Boolean Truth Table of Colonial Elite Autonomy











	Colonies
	Four Mechanisms
	Outcome: Colonial Autonomy



	 
	I
	C
	N
	S
	 



	German
	0
	1
	0
	0
	1



	French
	0
	0
	0
	1
	1



	British Settler
	0
	0
	1
	0
	1



	British Settler (American South)
	0
	0
	1
	1
	1



	Spanish Strong Mercantile
	1
	0
	0
	0
	1



	Spanish Weak Mercantile
	0
	0
	0
	0
	0




I = complex indigenous structures appropriated by colonizers
C = colonial elites create cultural capital
N = settlers create national identity
S = settlers create slave institutions

 

Colonial autonomy did not translate automatically into influence in the metropole. The pathways through which colonial elites exerted influence on the metropole and the issues on which that influence made a difference varied across empires and eras. Thus, we need to analyze the full elite structure of each empire if we want to explain why colonial elites had influence on some issues and with some metropolitan elites while being marginal at other times and places. I undertake that task in chapters 3 through 5.

PURE IMPERIAL EXPLOITATION1

Napoleon and Hitler’s European empires, like Spain’s American empire, conquered existing societies with dense populations and complex indigenous social institutions. Like the conquistadors, Napoleon and Hitler’s armies, especially the latter, relied on local collaborators to raise revenues, to corral strategic materials and manufactured goods, and, in the case of the Nazis, to round up Jews for extermination. Napoleon differed from Hitler in his ambition to transform the societies he conquered, and obviously in the goals he had for his conquered dominions. Yet the dense and complex local societies did not provide an opening for the Napoleonic or Nazi elites sent to administer and loot conquered lands to win autonomy. Those two empires stand as polar opposites to the Spanish Empire, or to France’s non-European colonies, even during the Napoleonic era.

The key difference between the Napoleonic and Nazi empires and all others lies in their extreme dominance by a single military or military-party elite in the metropole. That single elite was able to exercise tight control over the men they sent to rule and exploit the conquered lands. As a result, neither capitalists nor civilian state officials in those two empires were able to gain independent access to conquered lands. This weakened the leverage of capitalists and state officials both at home and in the conquered lands. Nor could the “colonial” elites of the Napoleonic and Nazi empires exploit divisions among metropolitan elites in the way that Spanish American elites did. Napoleon had built on the achievements of the revolutionary governments that preceded his in suppressing the aristocracy and subordinating capitalists, while the Nazi Party achieved tight control over the pre-Nazi civil service, intimidated the military, and confined capitalists and landowners to an ever more marginal role. Mann1 notes that, after World War II, landowners were eliminated as a significant class in Germany, and attributes that to Nazi policies that fatally weakened the Junkers’ political and economic bases of power. Mann hypothesizes that, had the Nazis remained in power, the existing capitalist class would have met the same fate, under a postwar state-controlled economy.

The military elite of the Napoleonic Empire and the Nazi Party were on paths to becoming single ruling elites, forcing capitalists, landowners, and civilian state officials (and in Germany the military command as well) into subordinate positions that would have left them somewhat privileged but not elites in the sense of having independent organizational capacities to extract resources, and the power and autonomy that went with such capacities. The high administrative capacities of both the Napoleonic and Nazi regimes ensured that the officials and soldiers sent to rule conquered European lands remained under close surveillance and tight supervision, unlike the ancient Roman or Ottoman colonial elites. French revolutionary ideology and Nazi racial doctrines also made occupying elites loath to establish ties with local conquered elites that could have provided a basis for resistance against metropolitan edicts. Napoleon and Hitler’s defeats cut off that process. The sudden elimination of Napoleon’s army and the Nazi Party created structural room for the reemergence of capitalists and new state elites in both countries. A new corps of state officials and a new capitalist elite in post-Napoleonic France became the central actors in sustaining and expanding France’s non-European empire in the nineteenth and twentieth centuries.

Would a single elite, organized within the Napoleonic state or the Nazi Party, have been able to sustain a monopoly on power in the metropole and the conquered lands if Napoleon and Hitler had won their wars? The answer for France seems almost certainly to be no. Napoleon was far less able than Hitler to suppress resistance in conquered lands, and the need to accommodate local actors would have provided a basis for the French military elite in each conquered territory to develop interests and organizational capacities separate from the metropolitan ruling elite. The Nazis’ success in rapidly conquering much of Europe, and unprecedented capacity and willingness to use massive terror, ensured little resistance in its empire, blocking a potential basis for division between party officials in Germany and abroad.1 The Nazi empire, had it survived, would have become the only empire with a single elite, eliminating elite conflict as a basis for structural change in the foreseeable future. In that way, the Nazi empire was unique in world history, and on its way to creating an actual “end of history” in its domains.

We need, however, to remember that empires never exist in a vacuum. Unlike the ancient empires, which were bordered by deserts and sparsely inhabited woodlands, the Nazi empire was part of the modern world. The war making that created it also inevitably brought it into contact with the forces that destroyed it. Nor could the Nazi regime make peace with its enemies, since continual conquest was necessary to bring in enough loot to sustain the German economy and to sustain the regime’s ideological hegemony at home.2 As a pure empire without elite conflict, the Nazi regime was a short-lived anomaly, indicative of how the elite structure of metropoles remained the ultimate limitation on colonial elites’ autonomy and on the ways in which they could affect metropolitan politics and economics.

HOW HEGEMONS ARE DIFFERENT

We are now ready to address the question with which this chapter opened: how hegemons are different from empires and dominant or great powers. My goal in this book is to explain why particular polities have gained or lost (or never managed to achieve) geopolitical and economic advantage over all other societies in the world. I am not trying to explain why one polity merely held first place, became wealthy, or became a military “great power.” Rather, I want to understand how one polity achieved and held leverage that allowed it to shape the operations of the world capitalist system and geopolitical order to its singular advantage.

Hegemony is not just a quantitative or qualitative edge over rivals. Rather, hegemony is institutionalized—in networks of finance, trade, and production, and in geopolitical alliances and the capacity to project military power throughout the world—to reinforce and further expand the hegemon’s advantage over rivals. Thus, a polity can be said to be hegemonic only as long as it is able to enforce a system of geopolitical and economic relations that advantages it over all other polities.

My definition is similar to Immanuel Wallerstein’s, who describes the difference between empire and hegemon as follows:


A hegemonic power is quite different from a world-empire. The political superstructure of a world-economy is not a bureaucratic empire but an interstate system composed of allegedly sovereign states. And a hegemonic state is not simply a strong state, not even simply the strongest single state within the interstate system, but a state that is significantly stronger than other strong (strong, not weak) states . . . that one state is able to impose its set of rules on the interstate system, and thereby create a world political order as it thinks wise. In this situation, the hegemonic state has certain extra advantages for enterprises located within it or protected by it, advantages not accorded by the “market” but obtained through political pressures.1




Giovanni Arrighi argues that there have been four hegemons since the advent of the capitalist world-system: Genoa, the Netherlands, Britain, and the United States. Arrighi and Silver define hegemony similarly to Wallerstein as


something more than domination pure and simple: it is the additional power that accrues to a dominant group by virtue of its capacity to lead society in a direction that not only serves the dominant group’s interests, but is also perceived by subordinate groups as serving a more general interest.1



Michael Mann uses the “two-power standard” for hegemony, i.e., possessing more than the next two powers.2 He contends that only the United States has been hegemonic. Britain’s


power within Europe had always been limited and dependent on alliance with other great powers. It had the largest imperial segment across the world and the biggest navy, but these were only quantitative differences. True, the pound sterling, tied to gold, was still the linchpin of world finances, but the British were no longer powerful enough to run the system by themselves.3



Mann uses the term “hegemonic” “in the Gramscian sense of routinized leadership by a dominant power over others, which is regarded by the latter as being ‘legitimate’ or at least ‘normal.’ ”1 Mann’s definition is close to Arrighi and Silver’s, although they come to different conclusions about who has exercised hegemony and for how long. We will examine and evaluate the bases for those claims in the substantive chapters on the Netherlands, Britain, and the United States.

Mann, like Wallerstein and Arrighi, is precise in his terminology. He sees hegemony as the extreme case in an array of types ranging from direct empires that are creations of mainly military power, to indirect empires, to informal empires built on military power (gunboat empires), to informal empires through proxies, to economic imperialism and finally to hegemony, which combines economic, political, and ideological, but not military, power. Mann rightly acknowledges that “actual empires . . . typically combine several of these forms of domination.”2 For Mann, the ideological sphere is necessary to achieve Gramscian hegemony. That is the basis of his unwillingness to view the Netherlands and Britain as hegemonic, despite their dominance and world-shaping power in geopolitics and the economy.3

My definition of hegemony differs from Mann’s in that I see coercion playing as much of a role as consent in sustaining hegemony. While Mann sees the “rules of the game” that favor the hegemon as a product of “diffuse, not authoritative power,”4 my analysis of elite relations allows for hegemony to emerge from coercion. In other words, my notion of hegemony, like those of Wallerstein and Arrighi, encompasses all the elements of “informal empire” in Mann’s typology, including military coercion.

Since Mann allows that, in reality, empires can include all these ideal types, our differences are only secondarily ones of definition. Rather, we differ in our explanations for the loss of hegemony, dominance, or empire. Mann is mainly concerned with identifying the strength and coherence of an empire’s ability to marshal economic, political, military, and ideological power. My analysis focuses on conflicts among elites in the metropole and in the formal and informal territories of an empire, or of the entire globe beyond the hegemon’s metropole, as the source of structural changes that can undermine a hegemon’s capacity to mobilize resources or can produce what Mann calls “incoherence” among the four types of power. Wallerstein and Arrighi look to the dynamics of the world-system to explain hegemons’ decline.

Chapter 2 reviews the answers a range of authors in addition to Wallerstein, Arrighi, and Mann give to the question of why hegemons lose hegemony, and I will present what I see as the shortcomings of their analyses. The typology of empires in table 1.1 identifies the conditions in which hegemony can develop and points to the dynamics that can then undermine hegemony. Only where colonial elites had a low level of autonomy could a polity attain the coherence to set a global strategy and mobilize resources necessary to vie for hegemony. The high degree of elite conflict and institutional incoherence in early modern Spain and France and within their empires doomed the efforts of the Habsburgs and Louis XIV to parlay their commanding military and geopolitical positions in Europe into hegemony. Napoleon and Hitler were able to impose coherence and discipline in their metropoles and empires, but the fact that their empires in their short lives were pure creations of a unitary metropolitan elite led inevitably to a military rather than an economic strategy for creating dominance that brought on the combined responses of the other great powers, ensuring France and Germany’s defeats. The similar military foci of the Habsburgs and Louis XIV can also be analyzed as emanations of the limits imposed by high levels of elite autonomy and conflict in the Spanish and French metropoles and early modern empires.

Paul Kennedy,1 among many other scholars, has argued that hegemony in Europe was impossible, that each effort to attain it led the other powers to unite to defeat the putative continental hegemon. However, we need to take the analysis a step back and ask why Spain, France, and (in the twentieth century) Germany took that route while the Netherlands and Britain took their quests for power beyond Europe and constructed global hegemonies, as did the United States in the twentieth century. Strategies of European conquest were not dictated by geography or by unusually martial national cultures. Rather, continental militarism was the only path open to metropolitan elites who were divided among themselves (or under Napoleon and Hitler melded into one) and unable to subordinate colonial elites or create a sufficient non-European empire before engaging rival powers geopolitically or economically.

The quest for hegemony is made possible in the first instance by conditions internal to each polity, just as internal conditions foreclosed the possibility of hegemony in other polities. I hypothesize that colonial elites in the three hegemons, during what Go labels the phases of “hegemonic assent” and “hegemonic maturity,” had low levels of conflict because they were bound together in institutions that within the metropole regulated elite relations in ways that reduced conflicts and stabilized the distribution of resources and power. Those institutions structured the ways in which metropolitan elites achieved concessions and exercised power in colonies, both formal and informal. Polities with such elite unity were better able to mobilize resources for seizing colonies and then holding them against rival elites. Colonial elites from such polities were more closely integrated with, and subordinated to, metropolitan elites, which facilitated the extraction of resources by the metropole and also allowed the metropole to leverage their colonial and neocolonial holdings to create hegemony in production, trade, and finance.

The stability of relations among elites is what distinguishes the three polities that became hegemons from all other modern polities that amassed empires but did not achieve hegemony. While Napoleonic France and Nazi Germany also had stable elite relations, because one elite achieved total control within the metropole, the identity of that single elite—a military or party elite—combined with the previous absence of a significant empire to dictate a military strategy of conquest that precluded the construction of global hegemony. The ancient Roman and Ottoman empires also had elite stability but lacked the infrastructural capacity to penetrate their colonial holdings in a way that could transform them and impose economic as well as geopolitical hegemony.

We can summarize this discussion with another Boolean truth table.

Table 1.3: Boolean Truth Table of Elite Structure and Hegemony











	Empires
	Characteristics of Elite Structure
	Achieved Hegemony



	 
	C
	A
	U
	I
	 



	Spanish
	1
	1
	0
	0/1
	0



	French
	1
	1
	0
	0
	0



	Dutch
	0
	0
	0
	0
	1



	British
	0
	0
	0
	0
	1



	US
	0
	0
	0
	0
	1



	Napoleonic
	0
	0
	1
	0
	0



	Nazi
	0
	0
	1
	0
	0



	Ancient empires
	0
	1
	0
	1
	0




C = high level of elite conflict in metropole
A = high level of colonial elite autonomy from metropole
U = unitary elite dominant in metropole
I = lack infrastructural capacity to control colonial elites

 

Four factors can prevent a polity, even one with an extensive empire, from achieving global hegemony: (1) a high level of elite conflict in the metropole, (2) a high level of colonial elite autonomy from the metropole, (3) a unitary elite that achieves dominance over all other elites, in essence eliminating them as elites, in the metropole, and (4) the lack of infrastructural capacity to control elites in conquered or dominated lands. In ancient empires, the lack of infrastructural capacity allowed colonial elites to achieve a high level of autonomy, foreclosing the possibility of hegemony. For early modern Spain and France, high levels of elite conflict in the metropole allowed a high level of colonial elite autonomy, again blocking the creation of hegemony. Napoleon and Hitler ruled polities that were blocked from hegemony by the single factor of a unitary elite. Only the Netherlands, Britain, and the United States did not face a single structural factor that could have prevented the hegemony that all three achieved.

Why did the three hegemons each lose hegemony? If the overall structure of my argument is correct, hegemony itself must have created one or more of the four factors that blocked hegemony for the other empires. I hypothesize that hegemony affected the first factor, that it disrupted stable elite relations and heightened elite conflict in the metropole. The question then becomes: Through what process did hegemony affect metropolitan elite relations?

Hegemony brought great wealth, but it also restructured the political economy of the metropole and of the capitalist world as a whole. Indeed, each hegemon created a new system of capitalist production, exchange, and finance.1 Profit margins widened during periods of hegemonic expansion, increasing the total pool of wealth and income. This meant that elite and even class conflict were not zero-sum games during those periods. This temporarily reduced elite conflict, creating conditions for further hegemonic expansion—a virtuous cycle.

Elites were not just passive beneficiaries of growing profits during periods of hegemonic expansion. Rather, and this is one way in which capitalism differs from previous social forms, capitalists within the hegemon were best able to capture markets throughout the world and to widen their profit margins through cooperation and coordination of the particular forms of production that each controlled. Such gains from cooperation contrast with the situations of elites in precapitalist empires, whose power was largely political and therefore could not be shared or melded as becomes possible under capitalism.

Virtuous cycles end as dominant capitalists come under competitive pressures from new entrants in rival polities. Capitalists in the hegemon then increasingly employ political means to maintain or expand their rate of profit. This turn to the political shattered the bases for elite cooperation and resulted either in inconclusive and heightened elite conflict or in elites’ successful creation of autarkic organizations that allowed privileged elites to solidify their authority over sectors of the state and economy that they walled off from rival elites.

While no elite in a hegemon achieved the unitary power of the ruling elite in Napoleonic France or Nazi Germany, elites in the Netherlands and recently in the United States succeeded, as we will see in subsequent chapters, in appropriating sectors of the economy and the state for their exclusive benefit. Elites’ success in preserving their particular privileges precluded the reinvestments and strategic shifts necessary to maintain hegemony. Britain maintained its hegemony longer than the Netherlands or the United States because the balance of elite forces was more durable than in the other two hegemons.

The rest of this book is devoted to weighing the theoretical assertions in this chapter against the historical evidence from Spain, France, and the three hegemons. We will need to trace the specific chains of contingent action that led the three polities to achieve and lose hegemony, and the other two powers to fall short. In so doing, we will also be able to explain the particular relations of power that were left after the end of hegemony and so elucidate the choices that were open to elites and non-elites in the Netherlands and Britain as they underwent decline, and the actual choices the United States now faces.




2

Money and Military Success, 1500–1815

Global dominance, as we will discuss in detail in later chapters, confers huge benefits upon the citizens and government as well as the elites of each hegemon. Yet various theories of decline see dominance as ultimately more costly than beneficial to the hegemon. In other words, these theories contend that the global forces or internal factors that create the conditions for a polity to dominate the world economically and/or geopolitically set in motion dynamics that ensure the hegemon’s inevitable subsequent decline. Different theories identify different causes of decline. Some authors acknowledge hegemons as special, with particular dynamics of their own, while others explain dominant powers’ decline in terms of broader theories of great powers, ruling elites, or ecosystems.

What are the claims made by existing theories of decline, and where have they gone wrong? We can group past work on the decline of great powers into four categories: (1) theories that the profits from hegemony or empire finance generous social benefits and/or liberal values that shade into cultural decadence, which then render once-dynamic elites or peoples self-satisfied and soft and sap their will to go abroad and fight to maintain their dominance, (2) environmental/demographic theories, (3) world-system theory that locates the decline of the dominant core polity in the crisis at the end of each stage of the world economy, and (4) assertions that empires cost more to maintain than they return and hence lead to economic decline in the metropole.

The common problem with all four explanations is that they do not examine the internal politics of each hegemon/empire/great power with sufficient seriousness and rigor. As we examine each set of theories in this chapter, we will see that all these authors pay inadequate attention to the dynamics of conflict and the struggle for resources and power among the multiple elites and non-elite groups within each polity. That failure is caused either by a theory’s assumption that the rulers or citizens of dominant powers are helpless in the face of inexorable demographic, environmental, fiscal, or cultural forces, or because those theories misidentify the crucial actors in each polity.

DECADENCE AND DECLINE

Empires and hegemons impose human as well as financial costs on their home populations. One strain of argument contends that the wealth realized through dominance renders the ruling elites and/or the population at large soft and decadent, unwilling to endure the hard service and casualties, or to commit the atrocities, necessary to rule conquered peoples and to fend off rivals.

This line of argument has roots in the elite theory first developed by Vilfredo Pareto and Gaetano Mosca. Pareto proposes a life cycle theory for “the rise and fall of elites.” Arguing by analogy with living organisms, Pareto contends that each elite decays over time, becoming “softer, milder, more humane and less apt to defend its own power.” At the same time, “as [the ruling elite’s] power wanes, its fraudulent practices increase” [i.e., it appropriates more of its society’s income], leaving it more vulnerable to popular rebellion, led by a more vigorous middle class that then becomes the new elite.1 Since all elites decline inevitably and in pretty much the same way in Pareto’s telling, he is unable to account for differences in the longevity of elites, nor for why some elites are able to assemble larger dominions than others before they become soft and weak.

Mosca contrasts elites whose power is built upon military force and those who derive their power from economic wealth. In this, he anticipates C. Wright Mills’s distinction among economic, military, and political elites in the United States. Mosca and Mills both note that these elites sometimes cooperate and sometimes fight one another. Mosca finds cooperation between the (military) aristocracy and economic elite in England during the seventeenth and eighteenth centuries. In France, the aristocracy’s unwillingness to accommodate the bourgeoisie led, in Mosca’s view, to the 1789 revolution.1 Ancient Rome offers a third possibility: There the aristocracy adopted policies that served to weaken the middle class. The aristocracy thus was able to prevent a challenge to its political dominance but also inadvertently starved the economy, leading ultimately to the fall of the Roman Empire.2 Similarly, Mills, while most famous for his analysis of how cooperation among American elites rendered them practically invulnerable to challenge from below, also describes, though he offers no mechanism to explain, the emergence of new elites in what he identifies as five epochs of American history.3 Mills does go beyond Mosca in his contentions that bureaucratic methods of recruitment and promotion ensure that capable new men are recruited into the elite, and (somewhat in contradiction) that the common backgrounds of the men who head government agencies and big corporations and their career movements among organizations minimize conflicts among elites.

Mosca and Mills’s limitations are mirror images of each other. Mosca is unable to explain why some elites, like the British, are better able to maintain their vigor and to accommodate challengers than were French or Roman elites. Mills accounts for the continuing strength of the American power elite, but he did not extend his insightful focus to the institutional sources of elites’ power and the organizational mechanisms that allow them to coordinate their interests to explain how differences among elites can emerge or why non-elites vary in their capacity to challenge elites’ national or global hegemony. I undertake that essential task in this book.

Daron Acemoglu and James A. Robinson argue economic decline is caused by political events that create institutions (a term they never define) that undermine entrepreneurship, which they believe is the source of economic growth. They contrast “extractive and inclusive economic institutions.”1 The former allow rulers to control much of a society’s surplus, but at the cost of stifling individual initiative and thereby retarding economic growth. Inclusive institutions encourage entrepreneurship and foster economic growth. Acemoglu and Robinson argue that rulers are willing to accept slow or no economic growth in return for maintaining political control because, were they to allow


economic institutions that create incentives for economic progress [those institutions might] simultaneously redistribute income and power in such a way that a predatory dictator and others with political power may [lose control of their polities and thereby] become worse off.2



Thus, initially small differences in political and economic institutions, caused by key events such as the English Civil War and the Glorious Revolution, lead to large differences in economic growth and prosperity as interactions between economic and political institutions create virtuous or vicious cycles. In Acemoglu and Robinson’s view, European exploitation of much of the rest of world mattered less because of the resources extracted from colonies and more because colonialism and slavery (and other forms of exploitation) created permanent political and economic institutions in post-independence societies that blocked innovation and entrepreneurship.

Acemoglu and Robinson focus on explaining why countries become and then remain rich and poor; thus, they examine the divergence of British and Spanish colonies in the Americas. Their book does not attempt to address why countries that have become rich through virtuous cycles decline, but their overall argument suggests that political events can undermine institutions that promote entre-preneurship and thereby lead to economic decline. As I will show in later chapters, entrepreneurship (in the sense that Acemoglu and Robinson mean) did not decline in the Netherlands and Britain, nor is it declining in the United States now, although (as Arrighi shows) it focuses more on finance than production. Rather, we need to look for the sources of decline in other sorts of institutions or by looking with more depth and precision at what Acemoglu and Robinson so vaguely label economic and political institutions.

Some recent work on America has turned away from Mills’s institutional analysis and returned to Pareto and Mosca’s focus on elites’ or citizens’ moral strength. The most prominent such commentator is Niall Ferguson, who has abandoned serious historical research in an effort to become tutor to American imperialists, drawing on supposed lessons from the British Empire, much as Greek scholars hoped to instruct Roman conquerors. Ferguson’s key argument is that “a peculiarity of American imperialism—perhaps its principal shortcoming—is its excessively short time horizon.”1 Americans’ quick departures from foreign trouble spots matter mainly, in Ferguson’s view, because potential local collaborators are unwilling to work with the United States if it will soon depart, leaving them at the mercy of anti-American forces. The British, he claims, were easily able to recruit local allies since they announced and gave the impression of planning to stay forever. Similarly, Ferguson says the United States succeeded in Germany, Japan, and Korea, where they have maintained forces for decades.

Why did Americans not stay long enough in Iraq and Afghanistan, or in Vietnam, to accomplish their goals? Ferguson gives two reasons. The first reflects on the general public, the second on the elite:


Besides the obvious constraint imposed on American administrations by the electoral system, which requires that overseas interventions show positive results within two or at most four years, an important explanation for this chronic short-windedness is the difficulty the American empire finds in recruiting the right sort of people to run it. America’s higher educational institutions excel at producing very capable young men and women. Indeed, there is little question that the best American universities are now the best in the world. But few, if any, of the graduates of Harvard, Stanford, Yale or Princeton aspire to spend their lives trying to turn a sun-scorched sandpit like Iraq into the prosperous capitalist democracy of Paul Wolfowitz’s imaginings. America’s brightest and best aspire not to govern Mesopotamia but to manage MTV; not to rule the Hejaz but to run a hedge fund. Unlike their British counterparts of a century ago, who left elite British universities with an overtly imperial ethos, the letters most ambitious young Americans would like to see after their names are CEO, not CBE (Commander of the Order of the British Empire).1



Note first that Ferguson does not even attempt to offer a comparison to the attention span or tolerance for casualties of the nineteenth-century British public. If he had, he would have had to acknowledge that Britain, as we will see in chapter 5, did not endure high casualties in those places where its troops fought for extended periods, in part because it too had regular elections. In the rare instances where British casualties were high in the century from the final defeat of Napoleon to the outbreak of World War I, wars were short.

Ferguson’s criticism of US university graduates for not being willing to sacrifice income and comfort to serve the empire is similarly ahistorical and ignores the very different rewards available to twenty-first-century Americans and nineteenth-century Britons (or mid-twentieth-century Americans) embarking upon careers. Derek Bok provides the needed perspective and context by comparing American graduates of the late twentieth century with those who, like Bok, entered the workforce in the decades after World War II, when, in fact, many graduates of elite universities did pursue careers in the diplomatic corps or the CIA that sent them abroad for extended terms.



All over the country . . . speakers . . . would be exhorting graduating classes to devote their lives to improving society by helping the poor, defending the environment, fighting for racial justice, and pursuing other worthy ends [to which Ferguson would add, serving in Iraq, Afghanistan, or other outposts of the American empire]. The more I thought about this yearly ritual, the more hollow, even hypocritical these speeches seemed. In fact, notwithstanding the commencement rhetoric, society was making it extremely difficult for graduating students to follow the advice of the speakers. Moreover, the problem was steadily growing worse, much worse.

When I graduated from Harvard Law School in 1954, I could have taken a job with a Wall Street firm for $4,200 a year . . . I could have gone to the Justice Department [or the State Department or CIA] for almost as large a salary as private law firms were offering. Or else, by giving up only a few hundred dollars in starting pay, I could have become a teacher and devoted myself to helping young people [which Bok did as a professor at Harvard Law School, rising to president of Harvard University in 1971].

By 1987, the outlook for graduating law students was radically different from the one that I had encountered. They could teach school for approximately $16,000 per year. They could work for the Justice Department for $25,000. Or they could join a Wall Street firm at a starting salary of $65,000 to $70,000.1



Since Bok wrote those words, the chasm between public service and private employment has widened even further, and graduates of colleges like Harvard now can earn even more if they bypass law or other professional schools and go straight to Wall Street. By contrast, nineteenth-century graduates of Oxford and Cambridge who were not in line to inherit landed or industrial fortunes found that they could realize higher incomes by going abroad than they could at home. Whether or not nineteenth-century Oxbridge graduates had an “imperial ethos” is debatable (and the ambiguous evidence will be reviewed in chapter 5). Even more debatable is whether nineteenth-century Britons stationed in the empire were more committed to “spreading commerce, Christianity and civilization”1 than Americans stationed abroad during the Cold War were to furthering “capitalism” and “democracy.” Determining levels of ideological commitment is a slippery and ultimately frustrating task. It is more useful to take a sociological approach and do the hard work of examining the institutional factors that determined who was recruited to diplomatic or military positions abroad and what resources were available to them and to their opponents. That is the task I undertake for Spain, France, the Netherlands, and Britain in chapters 3 through 5, and for the United States in chapter 7.

The problem with Ferguson is not that he compares present-day Americans to nineteenth-century Britons, but that he makes an essentialist argument, attributing the differences to unchanging national cultures or characters. It is his inflated sense of Britain’s capacity to generate imperialists, and his exaggerated belief in what supposedly selfless and well-trained imperialists can accomplish, that leads him to assert, as he did in Empire,2 the book he wrote as a companion to a television series, that the British Empire, and British world hegemony, were felled by the deus ex machina of two world wars rather than by internal weakness, colonial resistance, or world capitalist dynamics. In Ferguson’s analysis, it is the American rather than British empire that is “accidental,” won at low cost by a nation that was unwilling to pay the costs or to perform the dirty deeds necessary to preserve what fell into its lap. Ferguson believes the British were willing to make sacrifices greater than those of other great powers and so could be undone only by overwhelming outside force rather than internal decline. The Americans, in contrast, are so soft that they are declining even as their military edge remains overwhelming.3

Michael Mann1 offers reasons why America’s military, political, economic, and ideological assets are less suited to pacifying conquered territories than were Britain’s. Mann’s focus on America’s incoherence among its sources of power provides a structural explanation for the United States’ difficulty in recruiting reliable locals to do most of the fighting and administering of conquered lands that is more grounded historically than Ferguson’s focus on Americans’ supposed quickness to leave. (Ferguson forgets that America’s South Vietnamese allies were every bit as corrupt and cowardly as the twenty-first-century Afghan or Iraqi governments, even though it appeared that the United States was prepared to stay in Vietnam indefinitely.)

Yet even Mann falls into temptation and steps away from his careful structural analysis to evoke similar national cultural differences to those in Ferguson’s narrative when he discusses Americans’ supposed unwillingness to engage in the “ferocious exemplary repression” that Mann sees as an essential ingredient for maintaining direct or indirect imperial control over conquered peoples. Mann contends that “the lack of an imperial American culture makes for further weaknesses. American kids are not brought up to be as racist, as stoic in combat, as self-denying in crisis, or as obedient to authority as British kids once were.”2 Mann could have accurately added “or as American kids once were.” Certainly, early-twentieth-century Americans were brought up to be racist and had no trouble perpetrating ferocious exemplary repression in their conquest of the Philippines,3 or in their earlier enslavement of Africans and extermination of Native Americans (as Mann notes in volume 2 of The Sources of Social Power), or in later interventions in Latin America, or in attacks on civilians as well as soldiers in World War II, Korea, and Vietnam. If American soldiers have been gentler since Vietnam, it is the result of a historical process that needs explanation, not the product of inherent differences in national culture.

Conversely, Michael Mandelbaum argues that the United States failed in its efforts under presidents Clinton, Bush, and Obama to transform Haiti, Somali, the successor states to the former Yugoslavia, Afghanistan, and Iraq because “in all human endeavors culture matters” and those lands “were dominated by social and political loyalties too narrow” to sustain the sorts of political democracies Mandelbaum believes the United States was trying to create.1 Mandelbaum remains convinced that the United States has the capacity to dominate the world militarily, but that it was an error of hubris, born from America’s triumph over the Soviet Union, to believe that its military power would allow it to remake societies that lack the “Western” cultural and institutional characteristics of the defeated Axis powers that became US allies after 1945.

Mandelbaum’s focus on the alien cultures of the lands and peoples the United States failed to subdue absolves him of any need to explore if and how the US military and other capacities have changed relatively or absolutely over the past half century. Nor does he need to examine American motives and interests since he sees US foreign policy as guided by noble if unrealistic goals rather than elite or class interests. Indeed, the only American interests he identifies are security from attack and global peace.

Niall Ferguson joins many others in making one further argument about how what he views as American self-indulgence threatens its continued world dominance. In addition to America’s attention deficit, which leads it to leave countries before they are pacified, and its manpower deficit (the lack of a draft, which results in too few troops being available to occupy foreign countries), the United States, in Ferguson’s view, suffers from an economic deficit that he attributes entirely to rising future social benefits, above all Social Security and Medicare. He contends (inaccurately) that taxes would almost have to double to pay those obligations, and praises Margaret Thatcher for reducing the indexing of British old age pensions to inflation. Ferguson claims that, by cutting the real value of future old age benefits, Thatcher reduced Britain’s unfunded liabilities to 5 percent of GDP through 2050 vs. 105 percent for France and 110 percent for Germany.1 (David Cameron seemed not to have gotten Ferguson’s good news, since he committed to further cutting Britain’s supposedly now-almost-fully-funded benefits.)

Ferguson and Paul Kennedy suggest that similar benefit cuts in the United States are necessary to prevent growing deficits that would otherwise compel future cuts in military spending.2 Thus, Ferguson is suggesting that liberal democracy produces social benefit overstretch, and that, rather than nonexistent imperial overstretch, will undermine American imperialism. Kennedy, somewhat challenging the thesis of his 1987 book (discussed later in this chapter), argued that growing deficits, due mainly to rising entitlement spending, would in themselves accelerate American economic decline and also make it impossible for the United States to pay for the imperial obligations expanded by the Bush Doctrine.

In fact, as we will discuss in detail in chapter 6, US social programs are modest compared to almost all of Europe, and the main cause of the federal deficit is tax cuts, which have gone mostly to the wealthy and corporations. Overall federal spending in 2008 as a percentage of GDP was no higher than in 1968, while military spending as a percentage of GDP declined by more than half in those decades. The United States, in reality, could easily afford both vastly expanded military spending and existing social benefits with only modest tax increases.

Despite the inaccuracy of his calculations, Ferguson’s focus on social benefits adds to his narrative of American inattention and decadence. He echoes the political claims of most Republicans and a not inconsiderable number of Democrats who see the federal budget deficit as an “existential threat” to US prosperity. The proposal to solve it by cutting social programs rather than raising taxes or cutting defense spending is not original to Ferguson. Indeed, he is unusual in giving priority to increased military spending rather than tax cuts, along with deficit reduction, from the proceeds of cuts in social programs.

The focus on social spending and budget deficits moves attention away from the supposed shortcomings of an American elite that would rather go to Wall Street than Iraq and toward the mass of Americans who have won supposedly unsustainable benefits by playing the electoral system. The view that America’s too-vibrant democracy has produced overly generous benefits is argued most prominently by Peter Peterson, who was successively CEO of Bell & Howell (a major military contractor), commerce secretary in the Nixon administration, CEO of Lehman Brothers, and cofounder of the Blackstone Group (a private equity firm that focuses on leveraged buyouts). Peterson also was chairman of the Council on Foreign Relations and of an eponymous foundation he created to publicize the “deficit crisis.” Peterson, who embodied the meritocratic recruitment, organization jumping, and self-dealing Mills attributed to the power elite, was remarkable less for his decades-long dogged focus on federal deficits, and for the wealth that allows him to hire “intellectuals” and publicists, than for the respectful attention his selective presentations of budget data have won from politicians and journalists. One very rich man’s fixation became the obsession of majorities in Congress and the dominant frame for viewing the budget and economy among journalists and economists.1

The evidence for a unique American aversion to foreign and military service is weak. Nor has there been a recent increase in governmental spending in the United States. The temporary jump in spending in the early years of the Obama administration in response to the financial collapse of 2008 has receded, and the long-term decline of government spending as a percentage of GDP has resumed. Ferguson, coming out of the academic world, and Peterson, as the epitome of the businessman-politician, are merely the latest incarnations of an intellectual tradition that grounds national decline in the essential weakness or developing self-indulgence of the nation’s people. However resonant politically, and however much attention these views receive in the media, they are not supported by evidence. These arguments appear to work only by abstracting current American conditions from both past US history and from the sorts of careful comparisons of other countries’ historical trajectories that I attempt to offer in this book.

DEMOGRAPHY AND ECOLOGY

Just as past social movements gave rise to ambitious totalizing theories, most notably Marxism, which arose in the midst of bourgeois and working-class mobilization, so too has the environmental movement, which has been gathering force since the 1970s, given rise to authors who see environmental exploitation and degradation as the master explanatory variable of societies’ rise and fall. Most environmentalists rightly see the entire globe as a single ecosystem and so focus their attention on the consequences to all of humanity of overpopulation, pollution, resource overexploitation, global warming, and species extinction. Others, engaged in local struggles, write about the disproportionate impact of pollution on communities targeted by “environmental racism.” Neither sort of analysis can help us understand differences among the sort of large polities that vied for global dominance.

Jared Diamond stands out for his effort to find environmental causes for the decline of individual societies and to explain how some societies were able to avoid or reverse environmental degradation.1 He is concerned with cases of “collapse,” catastrophic declines in population that either kill off every member of society, force the survivors to migrate to another ecological zone where life can be sustained, or leave a diminished population living at a much lower level of material comfort and social sophistication. The fundamental cause of each collapse, in Diamond’s analysis, is population growth that leads to overexploitation and irreversible damage of the natural environment. Collapse happens only when environmental damage is exacerbated by the fragility of the local ecosystem, which prevents recovery, and/or cyclical climate change (such as the Little Ice Age of 1400–1800), attacks from hostile neighbors, and failure by the collapsing society to realize what was happening and mend its ways. Thus, in Diamond’s view, humans can repair as well as cause environmental damage.

The entities about which Diamond writes are, for the most part, isolated societies that were unable to draw resources from abroad once they had degraded and exhausted their environments. His one case of an advanced, large-scale society that collapsed, the Maya in the ninth century, also did not depend on “trade with external societies.”1 His model, therefore, is hard to adapt to empires or economic hegemons, which prosper by extracting resources from, and exporting the consequences of their environmental exploitation to, distant lands.

Diamond is as interested in identifying, and drawing lessons from, societies that avoided environmental catastrophe as he is in finding commonalities among those that collapsed. Diamond argues that knowledge about the environment, whether it comes from common citizens who see the effects of rising population on their local environments or national leaders who have the perspective to see how local farming, logging, mining, and industry combine to undermine national ecosystems, has the potential to inform effective policies that can prevent or remediate environmental harm before it causes societal collapse. Diamond’s attention to knowledge is hortatory; he wants to encourage societies, leaders, firms, and ordinary people to become environmental stewards.

Unfortunately, Diamond is less effective in explaining why some act to prevent environmental harm and others do not. His one case of environmental repair in a large-scale historical society is Tokugawa Japan, which reforested much of the country and halted population growth in the eighteenth century. Diamond argues that Japanese rulers husbanded the nation’s forests because “they expected their own Tokugawa family to remain in control of Japan . . . Peace, political stability, and well-justified confidence in their own future encouraged Tokugawa shoguns to invest and to plan for the long-term future of their domain.” Similarly, Diamond looks to Japanese peasants’ secure land tenure as a reason they limited births. On the other hand, Joaquín Balaguer, the dictator who was later elected president of the Dominican Republic, pursued pro-environmental policies even though he was in a precarious position and “constantly maintained a delicate balancing act between the military, the masses, and competing scheming groups of elites.” Security in office or property did not shape Balaguer’s policy; rather, Diamond concludes that Balaguer “really did care about the environment” and presumably was able to rise above his personal interests.1

Diamond’s book is typical of much environmental analysis: precise on how humans’ short-term interests lead to environmental exploitation and on how environmental degradation threatens human survival, while vague on when and how states, interest groups, or social movements generate policies that limit pollution, population, or resource extraction. In discussing China and Australia, Diamond sees hopeful signs of new attitudes toward the environment on the part of the Communist Party and the Australian public respectively, but offers no way of explaining why those attitudes have changed to the limited degree they have. Nor does he identify factors that might further or impede the implementation of pro-environmental policies. He lauds “admirable leaders” who had the foresight to see the need to limit population and pollution and “courageous people . . . who decided which of their core values were worth fighting for, and which no longer made sense.” Diamond acknowledges that individuals and corporations often have an economic interest in cutting costs and extracting resources in ways that degrade the environment, and rightly argues that “government regulation [is] necessary for the enforcement of moral principles” such as the protection of the environment for the collective good.1 But Diamond offers no explanation for why such regulations are imposed in some places and times, beyond his praise of courageous and farsighted leaders and publics.

Diamond’s model, and environmentalist analyses more broadly, need more sociology. We can only understand, as his subtitle puts it, “how societies choose to fail or succeed,” why some modern societies act on broadly available knowledge of how humans degrade and can restore ecosystems, and why most do not, if we can move past hortatory appeals to become better citizens of Planet Earth. Instead, we must identify the conditions under which rulers, states, or environmental parties and movements have been able to overcome interests and practices that lead to environmental degradation. The knowledge of good environmental stewardship is available and widely known; so (as we noted above) is understanding among hegemonic powers today and in past centuries of how to produce economic growth, reform militaries, and enhance governmental fiscal and organizational capacities. What requires analysis is why actors are unable to implement policies that reflect their knowledge of environmental, economic, or geopolitical realities.

Ian Morris presents an even darker view of humans’ future than does Diamond. Morris constructs a “social development index” that is a combination of greater energy use, urbanization, information technology (literacy rates multiplied by speed of communication), and war making (measured by “size of forces, the speed of their movement, their logistical capacities, the range and destructiveness of their striking power, and the armor and fortifications at their disposal”).2 Morris shows that his index of energy alone yields almost the same graph as his four-factor index. Thus, his elaborate model is not far from the definition of modernization, offered in the 1970s, as the moment when the use of inanimate energy exceeds that of animate energy.1 The development of these four factors allowed humans to break through various “ceilings” from the end of the Ice Age through the Industrial Revolution. The societies or polities (Morris is vague on the definitions or boundaries of leading regions of the world) that broke through ceilings to become dominant did so because they were geographically favored with the particular factors that mattered for that transition. Advantage shifted from the hilly lands west of Mesopotamia to the river valleys of China and finally to the coal-rich British Isles on the Atlantic. The varying advantages and disadvantages of particular places overwhelmed the genius or stupidity of the rulers and scientists and technicians of each society. Morris says history is made by “maps,” not “chaps.”2

Morris argues that geographic advantage does not necessarily allow societies or humanity to smash through a ceiling.


Societies rarely—perhaps never—simply get stuck at a ceiling and stagnate, their social development unchanging for centuries. Rather, if they do not figure out how to smash the ceiling, their problems spiral out of control. Some or all of what I call the five horsemen of the apocalypse . . . famine, disease, migration, and state collapse—[which are worse if they coincide with the fifth horseman] climate change—will drive development down, sometimes for centuries, even into a dark age.3



Morris offers no basis to explain or predict why humans get smart in some moments of crisis but not others. He does have an explanation for where humans can exercise their smartness (this is his geographic determinism) but it is on a huge scale (West and East, not Netherlands or Britain). He also has no explanation for when innovations emerge. Throughout most of the book, he argues that turning points could have happened a century or more earlier or later; decades do not matter for his explanations.

Morris identifies dangers that could halt and then reverse human social development in the twenty-first century: Migration could create a new wave of disease, population growth could reach the limit of energy resources, and, most dangerously, resource shortages and global warming could lead to an environmental collapse and/or nuclear war among powers competing for resources. Morris ends his book by asserting that these problems can be solved by smart humans who will figure out how to limit nuclear weapons and advance green technologies. Morris subscribes to the idea of the “Singularity,” the notion that computers will become so powerful they will equal human brains or incorporate human brains, erasing the line between people and machines, and presumably giving humans the intellectual firepower to come up with the needed solutions.

Unfortunately, the problems Morris says now threaten human society are not problems that can be solved with smart technological inventions, except perhaps if some method of environmental engineering is developed to neutralize carbon dioxide in the atmosphere or if innovations lower the cost of green energy drastically. However, even that would not address overpopulation or competition for resources. All these problems require political solutions, and nowhere in the book does Morris offer explanations for how new state institutions came into existence except to say that wars led to increases in political scale, or that the limited reaches of the biggest polities left some areas (like Britain) with the autonomy to innovate. Neither of those mechanisms is of help in identifying pathways that can lead to global political solutions today.

As we will see in later chapters, dominant powers did not decline because of general environmental or economic collapse; indeed, none of Diamond’s cases are of hegemonic powers. Rather, population growth has a direct effect on social relations, undermining states before or instead of its eventual effects on the environment’s carrying capacity.

Jack Goldstone1 is more helpful to our task of explaining the decline of great powers. His goal is to explain “state breakdowns” in early modern Europe, both those that led to full-fledged revolutions (England in the 1640s and France in 1789) and those in which weakened states survived: the French Frondes of the 1640s and the concurrent rebellions in the Spanish Habsburg Empire. While Spain’s heyday came before the 1640s and Britain’s after, and France was a contender, though never a hegemon, in both the 1640s and 1789, Goldstone’s analysis is useful in pointing to ways in which rapid population increase can weaken state capacity and undermine great powers’ ability to compete economically and geopolitically on a global scale.

Goldstone’s central argument is that rapid population increase, as occurred through much of Europe in the sixteenth century and then again from 1750 to 1850, caused inflation (especially of food prices), social mobility, and a decline in state revenues that in combination destabilized the governing regime. Inflation in the pre- or proto-capitalist societies of the early modern world reduced government revenues (as opposed to twentieth-century inflation, which raises revenues from progressive income taxes). States were largely unsuccessful at addressing the loss of revenues, and so their capacity, both domestically and abroad, fell, even as their stratagems to raise new revenues alienated elites who lost privileges, rising groups that were locked out of government, and masses that were hit with higher taxes. Inequality rose during these periods, as some elites gained from inflation while much of the middle class and most urban workers and peasants lost ground. Non-elites reacted to declining incomes and to the geographic mobility forced on them by agrarian crises by mobilizing against both government and elites and by openness to “ideologies of rectification and transformation.” Goldstone finds that “factional conflict within the elites, over access to office, patronage, and state policy, rather than conflict across classes, led to state paralysis and state breakdown.”1

Goldstone is careful to note that his is a theory of the causes of state breakdown: “The model allows that the precise responses to these pressures varied with the capacity of the state to react, elites to organize, and of popular groups to mobilize.”1 Goldstone’s model leaves open the question of whether the rewards of hegemony increase states’ capacities to respond to demographic pressures more than geopolitical constraints restrict them. The model also undertheorizes divisions among elites and therefore has difficulty accounting for elites’ varying organizational capacities, and for the very different structural effects of state breakdowns.2 For these reasons, Goldstone’s model is of limited use in explaining how hegemons, or indeed any polity, change after they go through a period of rapid population increase.3 However, Goldstone’s model is highly valuable in alerting us to the pressure that demography can exert on states. Therefore, we must examine each hegemon to see if demographic pressures hit it at any point in the eras when it contested for, held, or lost dominance. General ecological crisis will be an issue for future hegemons or aspirants to world power. For past and present hegemons, human population exerts its influence directly, along the pathways Goldstone identified for the early modern world.

WORLD-SYSTEMS THEORY: CRISES AND THE DECLINE OF HEGEMONS

Marx and Lenin, and many of those who followed in their analytical footsteps, have little to say about the decline of hegemons since they see formal and informal colonies as an unalloyed gain for countries with such territories. Colonial loot, along with appropriated peasant lands, is, in Marx’s view, the main source of the “primitive accumulation” of capital.1 For Lenin, the continuing transfer of wealth from colonies both fuels imperial powers’ further capitalist development and quiets class conflict in rich countries by subsidizing workers’ standard of living. Lenin argues that imperial powers first gained relative advantage by seizing “ownerless territory,” but by the end of the nineteenth century “the world is completely divided up,” and powers then could gain formal or informal control over additional territories only by taking them from one another through war or other means unspecified by Lenin. Each power’s success in that competition “is a calculation of the strength of those participating, their general economic, financial, military strength.”1

Lenin does not weigh the relative contribution of economic, financial, or military strength to the outcome of great power conflicts. (Such calculations are the province of Paul Kennedy, discussed in the next section, who believes empires are not profitable in the long term.) Lenin’s repeated discussion of finance capital would suggest that the country or countries that dominated finance also gained control of territories, but he sees military conflict as important. While Lenin documents Britain’s growing edge over other powers in the nineteenth century, he never suggests that one power is hegemonic in that or any previous century, nor that a single power would predominate in the future (perhaps because he thought capitalism would not last much longer). As a result, Lenin leaves unresolved the question of why some great powers were unable to adapt to the shift from industrial to financial capitalism and to the new geopolitics of a world in which almost all non-European territories were owned or dominated by a capitalist power, while others, like Germany, Japan, and the United States, benefited from that transition.

This is where world-systems theory makes its contribution. Immanuel Wallerstein and Giovanni Arrighi are able to explain not just the relationship between core and peripheral polities, but why there is a hierarchy within the core. Wallerstein and Arrighi also identify a dynamic in the world-system that they contend accounts for the cyclical decline of each hegemonic core country and its replacement by a successor.2

Each hegemon in the world-system—which Arrighi identifies as successively the Genoese city-state, the Dutch Republic, Britain, and the United States—has operated on a greater geographic scale at home and controlled a greater expanse of the globe than its predecessor. Geographic expansion, as Arrighi citing David Harvey explains, is a “spatial fix” for the crises caused by “the accumulation of capital over and above what can be reinvested in the purchase and sale of commodities without drastically reducing profit margins.”1 Geographic expansion, of the hegemon’s home polity (note that each hegemon has a significantly larger home territory than its predecessor) and also in imperialist control over trade routes, colonies, and dependent nations, opens new spaces for profitable investment. However, the expanding scope of capitalist investment and production spurs “uneven development” as backward territories take advantage of lower labor costs and newer facilities to undercut and out-compete the hegemon. “At this point, capitalist agencies tend to invade one another’s spheres of operation; the division of labor that previously defined the terms of their mutual cooperation breaks down; and competition becomes increasingly vicious.”2 Capitalists respond by keeping their resources liquid, loaning their capital to governments, firms, and individuals in financial crisis. For a few decades, financialization seems to create a new boom, as it did during Britain’s Belle Époque of 1896 to 1914 and for the United States from the 1980s to 2008. But the relief is temporary and the prosperity highly concentrated as “the underlying over-accumulation crisis” intensifies and “exacerbates economic competition, social conflicts, and interstate rivalries to levels that it was beyond the incumbent centers’ power to control.”3

While the crises are inevitable, the responses by capitalists, states, and popular forces are highly variable across space and between each historical epoch. The interactions among classes and states determine the levels of violence and chaos that accompany each crisis and transition, and mold the new hegemonic order that emerges. Hegemonic powers are tempted to use the massive financial resources they attract for military buildups and wars that can stymie rising rivals’ ambitions. Thus, Britain vastly expanded its navy, conquered the bulk of Africa, and carved out the largest concession in China in an effort to block France, Germany, and Japan from leveraging their rising industrial might to challenge its geopolitical and economic hegemony. Of course, Germany and Japan responded militarily in an attempt to break out of the secondary positions to which they were confined by British control over finance and empire. Britain won the two world wars, yet lost the peace to the United States, which followed the model of military intervention the British themselves had pioneered in the Napoleonic Wars: Wait until the other combatants have exhausted themselves, then intervene late in the war, and finish as the only nation left with most of its military and financial resources intact, and thus in a position to dictate the terms of peace.

Arrighi shows that militarism and imperialism are not merely governmental reflexes but actions tailored to address specific opportunities and crises created by the world capitalist system. His focus on financialization allows him to explain why certain states temporarily gain extraordinary resources to finance military buildups and wars that cannot be derived from regular economic measures or Tillyesque conceptions of state capacities. At the same time, the outcomes of wars between hegemons and their challengers cannot be explained simply from the workings and cycles of the world-system. In recognizing that, Arrighi provides a basis to go beyond cyclic theories of capitalism and the world-system. Most crucially, Arrighi brings popular forces into the history of capitalism and imperialism as actors capable of challenging pro-capitalist policies at home and of blocking imperialist grabs for territory abroad.

The United States, even more than Britain in its heyday, saw a high level of worker mobilization during its rise to hegemony. Arrighi shows how unionization and less organized forms of worker power maintained high wages that cut into profits. Arrighi also notes that popular mobilization limits US intervention abroad, but he does not provide the detailed analysis needed to specify why Americans’ antiwar mobilization has varied over time and among wars, nor how US foreign policy has been affected by shifting levels of domestic opposition to intervention and to American casualties, which we will examine in chapter 7. Arrighi therefore remains vague on how such limits curtail present-day US hegemony.

Arrighi is far clearer on how foreign competition in the core and resistance in the periphery undermined US capacity to sustain a world order under its control. Even though it does not face a military rival with any possibility of supplanting it, the United States today is, in other crucial respects, weaker than Britain was a century ago, having become a debtor nation while Britain was still able to rely on revenues and soldiers from its pliant empire, above all from India, in the world wars. Arrighi specifies the ways in which the United States, like hegemons before it, seeks to leverage military, economic, and geopolitical advantage, and therefore how weakness in one realm undermines strategies in the other spheres. Thus, the US wars in Vietnam and Iraq, designed to blunt geopolitical challenges from Third World liberation movements and uppity oil states, instead emboldened their undefeated targets and created budget and trade deficits that weakened the US economy. While foreign creditors so far have not been able to use American demand for capital to mold US foreign policy, China joined other foreign states and private investors to demand the US government take steps to protect the value of their investments in the 2008 financial crisis.1

Arrighi, aided by the sophistication of his world-systems analysis, shows the strengths but also the persistent limitations of that model. He is able to specify what is needed in each era to achieve hegemony in the world-system. However, Arrighi, like Wallerstein and Lenin before him, is less successful in explaining why particular countries achieve hegemony in the first place while others fail. From his world-systemic perspective, Arrighi often ignores the internal conflicts within each core country that set the policies that determine its (changing) position in the world-system. Instead, the countries themselves are often presented as unified actors. We read about the interests and actions of “the Netherlands,” “Britain,” and “the United States.”

We need to look deeper and more systematically within the countries that are the main units of analysis in world-systems theory and identify the actors whose conflicts produced the policies in each country that resulted in the achievement or loss of hegemony. In fact, hegemons, like empires, contain multiple, competing elites. The actors in world history are elites and classes, not polities. Elite and class conflict repeatedly change the structure of each polity and thereby change each polity’s capacity to vie for or sustain hegemony. While the world-systems approach can recognize and address elite and class conflict, I take issue with Wallerstein and Arrighi’s efforts to synchronize structural change within polities to the cycles of the world-system. As a result, Arrighi is unable to explain why Britain’s hegemony lasted so much longer than that of the Netherlands or the United States, nor how Britain was able in essence to succeed itself as hegemon over two successive eras that spanned the transition to industrial capitalism.

George Modelski recognizes that Britain reached two peaks of hegemony:1 one in the eighteenth century, grounded in its settler colonies and undone by the American Revolution and declining profits in the East India Company, and a nineteenth-century hegemony built mainly on industry and supported by its South Asian colonies. In between the twin peaks, Modelski sees a period of decline. Thus, Modelski acknowledges that a hegemon can succeed itself by reforming and reconfiguring its empire. However, Modelski, like the world-systems theorists, fails to explain why the British government was able to reform while rivals did not. Modelski pays little attention to the actors and events that built or undermined hegemony. Indeed, Modelski neglects even to mention the nationalization of the East India Company. In chapter 5 we will see how dynamics internal to Britain and its empire produced two eras of hegemony, and why that hegemony was lost once temporarily and then permanently.

As I hope to demonstrate in later chapters, the politics of each empire or hegemon were idiosyncratic. We will spend the rest of this book tracing contingent chains of conflict and structural change to determine their effects on each hegemon and putative hegemon’s capacity to set and enforce global rules of the game. Once we have done that sort of historical analysis, we then can return to world-systems theory to help us understand the consequences of those decisions in determining the shifting positions of those polities in the world economy and geopolitics.

THE COSTS (AND BENEFITS) OF EMPIRE AND HEGEMONY

Paul Kennedy views formal and informal empires as money-losing burdens that sap great powers’ economic vitality.1 Kennedy’s position is the opposite of Lenin’s in his assessment of the contribution of formal and informal imperialism to a great power’s economic prosperity. While acknowledging that great powers do extract riches from colonies, Kennedy argues that the costs of guarding colonies, dependencies, and trade routes from rival great powers outweigh the benefits of empire. The greatest powers—which he lists as Habsburg Spain, the Netherlands, France, Britain, the United States, and the Soviet Union—came to have strategic interests in so many places in the world that they felt forced to commit military and financial resources to locales and conflicts that could not be justified on economic grounds.

All of this matters because, as the cost of foreign commitments increases, great powers come to suffer from what Kennedy calls “imperial overstretch.” As resources are diverted from productive investment to the military costs of empire, the dominant power’s economy declines until it is no longer able to afford the military needed to sustain its global position. That, in Kennedy’s view, was the cause of each previous great power’s decline—and, he predicted, so it would be for the United States.2


Kennedy gives little weight to the internal fiscal organization or political dynamics within great powers, and has little to say about differences in governmental form and state–civil society relations among great powers because they do not figure into his analysis. “There are no stunning contrasts [among the great powers] in evidence here; success and failure [at raising revenues] are to be measured by very narrow differences.”1

Kennedy makes a second argument, directed specifically at the strongest great power of each era, about why imperialism is costly rather than beneficial. He contends that the leading power of any era will come under increasing challenge from second-level powers that will temporarily set aside their own differences and unite to ensure they do not have to suffer under the putative hegemon’s rule. Kennedy’s focus on geopolitics makes the vital contribution of highlighting the ways in which wars affect the leading power or hegemon differently from lesser powers.2

Kennedy’s historiography leaves little room for contingency. The costs of maintaining empires or hegemony increase inexorably, the resulting economic decline (or at least slowing growth and loss of economic leadership) is inevitable, and the rise of a new power or set of competing powers marks each era since 1500.

Kennedy’s model differs not only from Marxist views of imperialism’s profitability but from the fiscal-military model, the dominant sociological model of state formation and competition.3 Charles Tilly, the foremost exponent of this model, argues that rulers gained revenue and access to armed men (and later to conscripts) as they added territories to their polities within Europe and as they accumulated colonies elsewhere in the world. Rulers’ ability to defeat and absorb rival European polities or to win colonies in the rest of the world depended partly on their political skills in building alliances and winning support from rich and powerful subjects but, more decisively, was determined by the relative concentrations of capital and coercion that rulers found in their territories and that varied across Europe. At first, the advantage lay with capital-rich polities, like Italian city-states. Mercenaries, paid for by rich cities with tax revenues and loans, could be mobilized more quickly, and were better armed, than bands of feudal retainers. In the sixteenth century,


The increasing scale of war and the knitting together of the European state system . . . gave the warmaking advantage to those states that could field great standing armies; states having access to a combination of large rural populations, capitalists, and relatively commercialized economies won out.1



As a result, dominance passed to states that combined capital and coercion that they used to consolidate large territorial states within Europe and also conquer global empires.

The fiscal-military model sees state formation and territorial conquest as path dependent.2 States, once launched on their particular trajectories, were not diverted by later contingent events. Tilly contends that the particular paths of state formation that European rulers adopted at home shaped their strategies of colonial conquest and governance. “European colonizers exported a very similar system to conquered territories outside Europe.”1 As a result, the European states with the greatest supplies of capital and coercion created the largest and most lucrative empires. Just as early modern European rulers needed to conquer and thereby appropriate neighbors’ coercion and capital-containing territories in order to attain the scale needed to protect themselves against similarly aggrandizing rivals, Europeans in later centuries had to follow the same imperative on a world scale. Those who conquered colonies in Asia, the Americas, and Africa gained new sources of capital and coercion that could be employed in wars for additional colonies and back in Europe.

The fiscal-military model offers a coherent account for the expansion of European states and their global empires. However, in explaining defeat, Tilly’s analysis becomes somewhat tautological. He posits that “states that lost wars commonly contracted” and conversely that there is a positive two-way relationship between winning wars and state revenues.2 States able to recruit the most men into their armed forces and/or able to raise the most revenues won wars, and as those states won wars they increased the territories they ruled and thereby gained access to more coercion and capital. This virtuous cycle continued unless a polity was defeated and lost territory to a larger rival and/or revenues were lost due to internal rebellions or tax strikes. Strikes and rebellions, in turn, were sparked by sudden increases in tax burdens. Tilly does not explain why popular resistance broke the virtuous cycle of revenue increase and military victory in some polities but not others.3


TESTING KENNEDY’S AND TILLY’S CLAIMS

We can test both of Kennedy’s claims—(1) that great powers did not differ in their ability to raise revenues, and (2) that dominant powers lost wars when military costs reduced their rate of economic growth and/or their rivals united to attack its hegemonic position—as well as the fiscal-military model’s claim that states with greater revenues will seize European territories and/or colonies from opponents with lesser revenues.

I confine the analysis in the rest of this chapter to Spain, the Netherlands, France, and Great Britain: the four powers that attempted both to achieve dominance within Europe and to build global empires. I ignore Austro-Hungary, Russia, and Portugal. As I noted in chapter 1, while the former two created large European or European-Asian empires, neither sought colonies distant from the contiguous territories under their control. Portugal, while it had a global empire, was never a contender for geopolitical power in Europe. I examine the trends in those four polities’ revenues from 1515 to 1815, the centuries when they were in contention for dominance in Europe and for colonies around the world. The following century was the era of British hegemony, when great power rivalries were modulated. I examine Kennedy’s claims about the United States in chapter 7. I finish this chapter with a look at the relationship between revenue and territorial conquest for the same four countries, again from 1515 to 1815.

STATE REVENUES: AMOUNTS AND TRAJECTORIES

Did states’ revenues expand progressively except when undermined by territorial losses or domestic rebellion, as Tilly contends? Is Kennedy correct that there were no significant differences in states’ fiscal capacities? Tables 2.1 and 2.2 provide the data needed to answer these questions. Table 2.1 presents governmental revenues of the four main European military powers from the sixteenth century through the end of the Napoleonic Wars. The figures for France, the Netherlands, and Spain are converted into British pounds based on the silver content of each currency; the figures are then adjusted for inflation. Table 2.2 converts those data into per capita figures.

Table 2.1: Governmental Revenues of Britain, France, the Netherlands, and Spain 1515–1815 (in thousands of British pounds, adjusted to 1500–49 purchasing power)










	Years
	Britain
	France
	Netherlands
	Spain



	1515
	     126
	  1,800
	
	     558



	1560s
	     149
	    631
	
	  1,099



	1580s
	     173
	  1,500
	     156
	  1,862



	1600s
	     214
	    992
	     361
	  1,794



	1630s
	     218
	  3,429
	     819
	  1,679



	1650s
	
	  4,194
	
	  2,131



	1670s
	     517
	  4,500
	  1,887
	  1,411



	1720s
	  1,846
	  5,139
	  1,417
	  1,574



	1750s
	  1,951
	  5,574
	  1,693
	



	1780s
	  4,670
	  8,554
	
	



	1790s
	10,714
	
	  1,290
	



	1805
	11,042
	
	  1,983
	



	1810
	14,400
	
	
	



	1815
	19,947
	14,890
	
	




Sources: Lachmann, Capitalists in Spite of Themselves, table 5.4 for government revenues in British pounds, 1515–1790s; British data, 1805–15, from Michael Mann, “State and Society, 1130–1815: An Analysis of English State Finances.” Political Power and Social Theory, volume 1 (Greenwich, Conn.: JAI Press, 1980), 193. French 1815 data is for 1814 and from Michel Bruguière, “Finistère,” in Jean Tulard, ed., Dictionnaire Napoléon (Paris: Fayard, 1987). Dutch 1805 data is for 1801 and from Marjolein T’Hart, “The United Provinces, 1579–1806,” in Richard Bonney, ed., The Rise of the Fiscal State in Europe, c. 1200–1815 (Oxford: Oxford University Press, 1999), 312. Inflation index from Robert C. Allen, “The Great Divergence in European Wages and Prices from the Middle Ages to the First World War.” Explorations in Economic History 38 (2001), 426.

Table 2.2: Per Capita Governmental Revenues of Britain, France, the Netherlands, and Spain 1515–1815 (in British pounds, adjusted to 1500–49 purchasing power)










	Years
	Britain
	France
	Netherlands
	Spain



	1515
	0.05
	0.11
	
	0.08



	1600s
	0.05
	0.05
	0.24
	0.22



	1720s
	0.34
	0.27
	0.75
	0.21



	1805
	1.20
	
	0.94
	



	1815
	2.17
	0.55
	
	




Sources: Table 2.1 for government revenues; Lachmann, Capitalists in Spite of Themselves, table 5.3 for population. Per capita figures are derived by dividing 1515 revenues by 1500 population levels, 1600s revenues by 1600 population, 1720s revenues by 1700 population, and 1805 and 1815 revenues by 1800 population.

Table 2.1 shows that Kennedy is wrong; there were dramatic differences among the four states’ fiscal capacities. One polity had a clear and massive advantage over its rivals in each period from the Spanish arrival in the Americas to the end of the Napoleonic Wars. At the start of the sixteenth century, France retained its long-standing advantage of being the largest and most effective European state, collecting more than three times as much as Spain and fourteen times as much as England. Even in per capita terms, as table 2.2 indicates, France had a clear advantage over Spain and especially over England.

Spain’s conquests in the Americas decisively shifted the fiscal balance for the entire second half of the sixteenth century. Spain collected almost twice as much revenue as France did (except in the 1580s, when France briefly came close to parity as it extracted revenues to fight its Wars of Religion). Throughout, England remained a distant third, with revenues a tenth of those of Spain and less than a quarter of France’s. Spain then stagnated: Its revenues in the 1580s constituted a peak that went unequaled until it was slightly exceeded in the 1650s, before Spanish revenues crashed in the following decades.

The Netherlands vaulted ahead of Britain in the 1600s and surpassed Spain to take second place to France by the 1670s. However, the Dutch state then stagnated fiscally in the eighteenth century. French revenues more than doubled from the 1580s to the 1630s and then almost doubled again from the 1650s to the 1780s, giving France a lead that it sustained until the last decade of the eighteenth century. Britain made the most dramatic gains in the period from 1720 to 1815; its revenues increased almost 900 percent from the 1750s to 1815, when it finally had greater revenues than any other European state, a lead that it, in turn, held through the nineteenth century.

If we look at table 2.2 as a measure of state capacity, we see a somewhat different story. France’s sixteenth-century advantage was lost to both Spain and the new Dutch state in the seventeenth century. Spain’s gains were due largely to revenues from its American colonies, which quickly stagnated. Indeed, per capita revenues for Spain and the Netherlands in the 1600s were similar to those of France and Britain a century later. The Netherlands’ gains in state capacity were largely internal and accelerated throughout the seventeenth century. Dutch per capita revenues reached unprecedented levels by the early eighteenth century, almost four times those of France and Spain, and more than twice those of Britain. It was only in the first years of the nineteenth century that Britain took first place in per capita revenues, an amount that then almost doubled by the end of the Napoleonic Wars. France’s per capita also doubled during the war, albeit from a much lower level, and remained about half those of the Netherlands.

Britain’s history, as reflected in both tables, supports Tilly’s model, but the other three countries experienced prolonged periods of stagnation when existing revenues and populations that could be tapped to form armies failed to produce new increases in revenue. Finally, Spanish revenues fell by almost a third from the 1640s to the 1720s, as that empire’s sources of capital and coercion proved ever less effective at extracting new revenues or even sustaining existing levies on the people and commerce within its territories. Thus, the four powers differ significantly in their fiscal capacities, and the fiscal-military model is unable to account for those differences.

REVENUES AND MILITARY SUCCESS

We can test Tilly’s claim that polities with more revenue take territories from rivals with less fiscal capacity. We can also see whether Kennedy is correct that lesser powers ally and succeed in defeating the dominant power of each era. If we want to test those claims, we cannot look simply to victory or defeat in individual wars, because those terms are ill suited for describing what happened at the end of most early modern European wars, which were inconclusive and ended with treaties that more often than not returned all or most conquered territories to their prewar rulers. Unconditional victory in war was a twentieth-century development.1 Thus, extending Andreas Wimmer and Brian Min’s data set on victory and defeat in wars in the nineteenth and twentieth centuries back an additional three hundred years would not help us adjudicate between Tilly’s and Kennedy’s claims.2

Instead, we need to look at each polity’s success in winning territory through war. I have compiled a data set of each change in territorial control in Europe and of colonies on other continents (presented in tables 2A and 2B respectively in the appendix).3 Table 2.3 offers a summary of those changes, highlighting the periods when each of the four powers experienced significant territorial gains and losses in Europe and beyond in the three centuries from 1500 to 1815. Table 2.3 also identifies periods of territorial stasis and specifies anomalies in the relationship between states’ fiscal resources and territorial gains predicted by the fiscal-military model.

Table 2.3: Eras of Military Dominance, Territorial Gains and Losses, and Anomalies, 1500–1815



	SPAIN:



	1500–1580s: conquered lands in Europe; seized colonies in Americas from natives and from Portugal

1590–1648: no land gains [anomaly: richest, then second richest, power]; loss of Netherlands [anomaly: Spain’s budget five times that of Netherlands]

1659–78: losses in Europe to France

1633–1814: losses of colonies to other powers [anomaly: most losses to comparably rich Netherlands and Britain, not richer France]

1810–25: most American colonies independent




	FRANCE:



	
1516–59: expelled British from France, gains in Italy

1659–78, 1735, 1768: added territories along its borders [anomaly: richest, but no gains during most of this period]

1605–77, 1763–95: seized colonies [anomaly: richest, but no gains during most of this period]

1758–97: lost most America colonies to Britain [anomaly: France richer]

1797–1810: conquered much of Europe, but all lost by 1815 [anomaly: gains came after Britain became richest]




	NETHERLANDS:



	
1609: de facto independence from Spain [anomaly: Spain’s budget five times greater]

1605–87: seized colonies [anomaly: third richest, then second to France]

1664–77: lost most American colonies to Britain [anomaly: Netherlands’ budget three times greater]

1714: added Guelders to homeland

1783–1814: lost many colonies to Britain




	BRITAIN:



	
1559: lost holdings in France

1714: gained Gibraltar

1610–72: seized colonies [anomaly: poorest of four powers]

1739–1763: seized colonies [anomaly: poorer than France, even with Spain]

1783: lost American colonies

1783–1815: seized colonies from France, Spain, and Netherlands, but also lost colonies to same three powers [anomalies: took most colonies from France while French had larger budget and were militarily dominant in Europe; lost colonies mainly to poorer Netherlands and after Britain achieved military dominance in Europe]





 


The fiscal-military model is not supported by the data. Five out of the eleven European changes of territory in table 2A among the four great powers went to the state with the bigger budget at that time, four to the poorer state, and two were between states with almost equal budgets. Outside of Europe, twenty-four of the colonial switches among the four great powers in table 2B went to the richer polity and nineteen to the poorer.

More significant than the mixed picture of territorial changes among the four powers is the inability of the fiscal-military model to account for the long periods when the leading fiscal and military powers made no territorial gains at all, despite their advantages over rivals with lesser resources. The richest power of each era did not add territories during most of its years of fiscal supremacy, and the powers that accumulated territories as often as not had smaller budgets than rivals who failed to add to their holdings or lost lands to poorer powers.

Kennedy’s model is of only limited help in explaining the anomalies generated by the fiscal-military model. Some, but not most, Spanish and French military reverses occurred because lesser powers united to thwart those dominant powers’ ambitions. Kennedy’s contention that imperial costs led to economic decline is unsupported by the evidence in any of the four cases.

Spain: Spain made almost all of its conquests in the sixteenth century, when it was vastly outspent by France. In the 1580s, when it had the largest budget, Spain gained temporary control over Portugal and Portuguese colonies. Most challenging to the fiscal-military model, Spain lost military dominance within Europe, exemplified by its loss of control over its richest territory, the Netherlands, and its colonial acquisitions came to an abrupt halt in the 1590s, the moment at which its revenues increased from 120 percent to 200 percent of that of its leading rival, France. Spain lost territories in Europe during the seventeenth and eighteenth centuries to the richer France but surrendered colonies elsewhere in the world mainly to Britain and the Netherlands, which had budgets similar to that of Spain until Britain’s fiscal resources expanded dramatically in the latter half of the eighteenth century. Spain’s capacity to seize and hold colonies, contrary to the fiscal-military model, did not correlate with its fiscal resources.


Spain became a target of the combined forces of lesser powers in the fifteenth century and during the Thirty Years’ War of 1618–48, and Kennedy is able to demonstrate that several Spanish defeats in Europe occurred because “Spain was fighting on three fronts simultaneously, and with her enemies consciously aiding each other, diplomatically and commercially if not militarily,”1 thus accounting for Spain’s inability to gain territory after 1590. Most critically, the Dutch were able to win independence and to take American and Asian colonies from the far wealthier Spain with English and French aid, while Spain was simultaneously fighting France, Sweden, and various German polities.

Kennedy offers little evidence that “imperial overstretch” affected the Spanish economy and sapped the Habsburgs’ future capacities to pay for war. The fiscal weaknesses Kennedy identifies—the great autonomy of each Habsburg territory except for Castille, which provided the bulk of royal revenues, the tax exemptions enjoyed by aristocrats and corporate bodies, and the monopolies that retarded economic growth and commerce—all were artifacts of the Habsburg Empire’s formation. If these weaknesses were deepened by Spain’s efforts after to preserve and expand the empire, Kennedy does not explain how. Above all, Kennedy has nothing to say about the dramatic decline in Habsburg revenues from their American colonies in the first half of the seventeenth century, precisely the period when it suffered its most significant military and territorial losses in Europe.

France: France was, by far, the richest European state from the 1630s until the 1790s. France made modest gains to its national territory at several points during those centuries, while it made unprecedented conquests under Napoleon after Britain had achieved a decisive fiscal advantage. France, despite having a population and receipts that equaled those of its three main rivals combined, was unable to achieve any geopolitical gains in the period from the 1680s to the 1750s. During that era, France gained neither territory within Europe (except for taking Lorraine from the Habsburgs in 1735), nor expanded its colonies, nor did it gain control over any new trade routes. France lost many of its colonies in the second half of the eighteenth century, while it retained a decisive fiscal advantage over Britain. Ancien régime France’s huge fiscal edge yielded some territory in Europe (although the revolutionary fervor of Republican troops and Napoleon’s leadership produced far more). France was singularly unable to translate revenues into colonies.

Kennedy contends that France’s two efforts to achieve continental hegemony (1660–1714 and 1793–1814) were blocked by broad coalitions of the other great powers and lesser states, desperate to avoid living under French hegemony. He argues that France’s ability to fight against those broad coalitions deteriorated as the costs of prolonged wars sapped the French economy.

While Kennedy sees similarities in the failures of France’s two efforts to achieve hegemony, there were crucial differences between the two eras. Napoleon was confronted by a unified and totally mobilized coalition of all the other European states, while the coalition against Louis XIV was less solid, with Britain and various other powers allied at times during that half century with France.1 France’s economic and demographic advantage over the other powers was greater in the earlier period than under Napoleon.2 Kennedy’s model would predict greater French successes under Louis XIV than under Napoleon, yet the opposite happened. Ancien régime France added territories along its borders but managed to hold no other European territories and added few colonies from the 1630s to the 1780s. Napoleon, for a time, held much of Europe, even as he lost most of the remaining French colonies to Britain.

Kennedy offers no analysis of how military spending, as opposed to France’s perennial “fiscal immaturity,”3 weakened French economic growth. He steps outside his model in an effort to explain the anomaly of ancien régime France’s meager territorial gains. He argues that France failed to follow a consistent continental or maritime strategy. “Torn between fighting in Flanders, Germany, and northern Italy on the one hand and in the Channel, West Indies, Lower Canada, and the Indian Ocean on the other, French strategy led repeatedly to a ‘falling between stools.’ ”1 Kennedy describes but does not explain why France dithered under Louis XIV, achieved clarity of purpose under the weaker Louis XVI when it focused its military resources to aid the American Revolution, and then achieved its greatest gains under Napoleon.

Netherlands: The Netherlands achieved de facto independence from Spain when its budget was a fifth that of its ruler. The Dutch took most of their colonies from the natives of those territories rather than from previous European conquerors. The few colonies they seized from rival powers were taken at moments when the Dutch had lower state revenues than those rivals, and the Dutch lost most of its colonies to the British at a time when the Dutch state enjoyed triple the revenues received by the British. During the first two Anglo-Dutch Wars the Netherlands had the added advantage of having France as an ally. The Dutch took Guelders province from the Spanish Netherlands and made it a permanent part of their nation in 1714 when Spanish and Dutch revenues were almost equal, during a time when the vastly richer French were unable to make any additions to their homeland. The Dutch did much with relatively little and lost the most colonies at the apex of their fiscal development.

Kennedy argues that Dutch efforts to sustain great power status were doomed by that small country’s inability to afford both the land forces needed to defend itself against France and naval forces to protect its coast, colonies, and European and international trade routes from British and Spanish attacks. The Netherlands’ inherent strategic weaknesses forced it into an alliance with Britain. That alliance weakened the Dutch commercially due to frequent British-enforced trade embargoes against France and British demands that the Netherlands supply troops for land wars against France, burdens that then further retarded Dutch economic growth.2

In fact, the main Dutch geopolitical reversals happened before it allied with Britain and while it maintained a fiscal advantage over all its rivals except France. The Dutch were able, until Napoleon’s invasion, to fend off both the French (the wealthiest of the four powers) and the Spanish on land, where Kennedy locates their greatest geopolitical weakness, while losing colonies and trade routes to the poorer British in sea battles. The Netherlands’ economic decline occurred in the eighteenth century, decades after the Dutch had significantly reduced their military commitments.1

Britain: Britain took colonies from rivals when it had the smallest budget of the four main powers and lost colonies in the late eighteenth century as its revenues began a dramatic rise, mainly to the Dutch and Spanish, whose revenues were stagnant then. Britain gained much with little and less when they had more.

Kennedy explains Britain’s ability to capture colonies from its richer European rivals in terms of that island nation’s geographic remove from continental wars, which allowed the British to concentrate their resources on building a navy that could be diverted from Europe to colonize lands and to capture existing colonies from rivals preoccupied with European wars. Kennedy ignores the fact that the navy was created to defend Britain from invasion and could be sent to capture colonies only because Britain had an army that could neutralize its enemies on the Continent. That is why Britain was able to seize colonies from other powers even when it was at peace with those rivals in Europe; indeed, Britain took colonies from France just after its American defeat.

HOW KENNEDY GOES WRONG

How can we account for Kennedy’s explanatory failures? How can we construct an explanation that is able to account for the actual fiscal and geopolitical trajectories of Spain, France, the Netherlands, and Great Britain? Kennedy’s model fails to explain so many of the great powers’ territorial gains and losses because he ignores the dramatically varying capacities of each power to actually assert centralized control over the tax collectors, soldiers, and other officials under its nominal control. Nor does Kennedy address or attempt to explain the varying abilities of colonial trading companies, merchants and banks, or colonial administrators and settlers to launch diplomatic or military missions and create incidents that committed their metropoles to foreign wars that made neither economic nor geopolitical sense.

As we will see in later chapters, when we examine Spain, France, the Netherlands, and Britain (and then the United States), the problem was not the availability of resources: Colonies yielded enough revenues to pay for the general costs of fighting wars against other European nations and controlling empires. Rather, European powers lost wars and colonies because they were unable to gain central control over the troops and weapons their budgets bought, or to ensure that colonial profits and domestic taxes actually arrived in the central treasury. If we want to explain both military defeat and economic decline, we must look at hegemons’ and failed hegemons’ internal dynamics. Empires, formal and informal, matter as much for their effects on the structure of elites that determine state policies and capacities within each hegemon as for their contributions to economic growth and their role in animating wars among great powers.
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Spain and France: Military
Dominance Without Hegemony

In the last chapter, I asked whether military success was explained by a polity’s fiscal advantage over rivals. My answer, in a word, was no. This chapter seeks to explain the reasons for the anomalies between revenues and territorial conquest by getting at the dynamics of elite conflict and structural change. Specifically, I ask why Spain and France were unable to meld the fruits of their military conquests into a coherent empire that could funnel resources to the metropole and thereby fuel economic growth and further military success. In order to answer this question, we need to ask and answer a further question: Who controlled the conquered lands and the revenues extracted from them?

Habsburg Spain and France under both Louis XIV and Napoleon demonstrate the limits of empires and of geopolitical power. Those polities sought to achieve military dominance within Europe and to use their continental power to amass a greater collection of colonies than their European rivals. Spain held sustained military dominance in Europe for longer than any other polity since Rome, and it conquered an empire that remained significantly larger than its rivals until the loss of most of its American colonies during the 1811–36 wave of independence revolutions, when it was eclipsed by Britain’s imperial expansion beginning with the defeat of Napoleon. France was unable, during either era of European military dominance, to build a significant empire beyond the Continent, and its military conquests within Europe were, except for modest expansions of its border, only temporary.


THE LIMITS OF MILITARY POWER

As we saw in the previous chapter, Spain built the largest and most lucrative empire of its European rivals in the sixteenth century when it seized most of Latin America, much of what today is the western half of the United States, some Caribbean islands, and the Philippines. From 1580 to 1640, during the union with Portugal, the Habsburgs also held a string of coastal trading ports in Africa, India, and Southeast Asia. In addition, the Spanish monarch as Habsburg emperor ruled the Low Countries (present-day Netherlands, Luxembourg, and Belgium) and much of what became Germany and Italy.

These conquests allowed the Spanish crown to increase its revenues by 233 percent from 1515 to the 1580s, at which point it exceeded, for the first time, the income of the French monarch. However, the 1580s were the fiscal high point for the Habsburgs. Thereafter, Habsburg revenue, controlling for inflation, stagnated. By the 1720s, Spanish revenue was only 31 percent of France’s, 85 percent of Britain’s, and only 4 percent above that of the Netherlands, its former colony.1

Spain’s military success came to an end in the seventeenth century. Money did not buy military victories for the Habsburgs, as we saw in the previous chapter. Spain lost its most lucrative and strategically important European territories in the early and mid-seventeenth century to the combined forces of Dutch rebellion and French interventionism. The Dutch also took some of Spain’s richest Caribbean holdings in that period. Spain ceded the southern Netherlands (Belgium), Naples, Milan, and Sardinia to Austria in 1714, Sicily to the Holy Roman Empire in 1720, and Tuscany and Parma to Austria in 1735. While most of those lands fell to the Austrian Habsburgs, we must remember that the Austrian and Spanish branches of the family had divided their holdings into separate polities two centuries earlier and, during the seventeenth and eighteenth centuries, competed and at times fought with each other for territory and influence within Europe. Spain’s American colonies almost all were lost in a wave of independence movements from 1808 to 1833.

France sought hegemony within Europe twice: under Louis XIV and then Napoleon. Louis achieved little success, taking only some lands bordering France, much of which remains part of the Republic to this day. Napoleon created the greatest European empire since Rome and until Hitler, seizing lands that constitute present-day Belgium, the Netherlands, Portugal and Spain, and much of Italy and Germany. The accomplishments of these two rulers were quite different beyond Europe: Louis XIV expanded French holdings in North America, the Caribbean, and India, mainly by defeating indigenous peoples rather than taking already existing European colonies. Napoleon did little to challenge Europeans beyond the Continent (anticipating Hitler’s strategy), taking only minor possessions in the Americas and Africa.

In essence, success in Europe did little for colonization, and colonial empires contributed little to Spain and France’s battles to rule Europe. The contrast with Britain, to be discussed in chapter 5, and the United States, examined in later chapters, could not be sharper, while the Netherlands occupies an intermediate position. This chapter first examines the dynamics of the Spanish Empire. The subsequent sections perform the same task for France under Louis XIV and then for the Napoleonic era. This chapter concludes by identifying the commonalities in the Spanish and French dynamics and uses them to assess the efficacy of the typology of empires I developed in chapter 1.

SPAIN

The Empire the Habsburgs Built

The Habsburg Empire is often presented as the product of marital deals and demographic luck: Ferdinand married Isabella, uniting Castile and Aragon; their daughter Joanna was married to Philip I, son of Maximilian and Mary, whose marriage had united the thrones of Austria and Burgundy and the Holy Roman Emperorship. The luck was the well-timed death of Joanna’s elder brother, ensuring she and her son Charles would inherit the Spanish throne along with that of Austria. Further demographic luck came when Portuguese king Sebastian died in 1578 without a direct heir, allowing Philip II to claim the Portuguese throne when Sebastian’s uncle Cardinal Henry died in 1580.1 Later, the entire male line of the kingdom of Hungary and Bohemia died off, letting that crown fall to the next generation of Habsburgs. While the Spanish and Austrian crowns were separated, (and the increasingly divergent interests of the Austrian Habsburg/Holy Roman Empire rulers became peripheral to the future of the Spanish Habsburgs and their empire), the Spanish line kept Burgundy and was aided in taking what became the Netherlands due to the leverage of the Holy Roman Emperor.

Accounts of dynastic shenanigans obscure the essential deals that convinced elites in the European territories united under Spain to go along with Habsburg sovereignty. In each place, the Habsburgs selected the largest aristocrats as their main elite ally. The crown then provided the military muscle (or respected the dominant elite’s existing military forces) that enabled that elite to subordinate rival elites and exploit peasants and towns. These deals reflected the Habsburgs’ accurate appraisal of their limited military and organizational capacity relative to nobles.

Castilian aristocrats had provided the armed forces needed to reconquer Muslim Spain and were rewarded with the lion’s share of the lands seized in the centuries-long struggle.1 “Since the late Middle Ages, successive Castilian kings and queens had coaxed the nobility away from rebellion by giving it effective control over the internal economy and local politics of Castile.”2 Crown efforts to limit aristocratic authority with corps of bourgeois officials sparked the fourteenth-century Castilian Civil War. The king was killed and replaced by his half brother, who returned high state and clerical offices to the aristocratic families that claimed those posts. The new king also revoked towns’ autonomous rights in the aftermath of that Civil War. Aristocrats thus regained control over those towns that had sided with the monarchy in the Civil War. Subsequent crown efforts to check aristocrats’ power by supporting peasant demands during the spate of uprisings from 1460 to 1472 were countered as aristocrats crushed all the uprisings.3


King Ferdinand and Queen Isabella and their Habsburg successors learned from those failed efforts. They did not provoke further noble or peasant uprisings in Castile. As they moved to incorporate other kingdoms within an imperial monarchy, these monarchs did so by preserving all the privileges of the incumbent nobilities. The kingdom of Aragon, which itself was a combination of Aragon, Catalonia, and Valencia, and later Portugal, was brought into the Iberian empire not by conquest but instead through accords between the Castilian monarch and the aristocracies of each of those kingdoms. Aragonese and Portuguese nobles recognized the Castilian monarch’s right to wear plural crowns in return for royal recognition of the aristocracies’ broadest claims of ancient rights to tax exemptions, local judicial authority, and power for their representative bodies to veto royal initiatives.1

The Spanish crown did realize fiscal as well as dynastic benefits from its alliance with provincial nobilities. The Habsburgs succeeded in challenging the power of the clergy, thereby claiming a growing share of clerical tithes and appropriating much of the church’s property. Crown appropriations of clerical powers and properties began during the Castilian Civil War and continued in the following centuries. The crown was able to weaken the church for two reasons. First, clerics lost land and tithe rights when they backed losing parties in the fourteenth-century civil war. Second, the pope granted the crown the power to appoint all Spanish bishops and the right to receive a growing share of clerical revenues in recognition first of Ferdinand and Isabella’s reconquest of Spain, then of their successors’ vigor in combating Protestants, Jews, and Muslims through warfare and through the Inquisition, and finally of the crown’s efforts to convert heathens in the Americas.2


The Spanish Church became, after the Castilian peasantry, the largest source of crown revenues in the seventeenth century. Averaging revenues from 1621 through 1640, Castilian taxes (which fell almost exclusively on peasants and laborers) yielded 38 percent of crown revenues, followed by 15.6 percent from the Spanish Church, and only 10.7 percent from American bullion.1 The crown’s clerical revenues came, however, at a political cost. Much like the English crown following the Henrician Reformation, discussed in chapter 5, Spanish monarchs found that in allying with aristocrats to weaken the clergy, they lost a potential counterweight to the great nobles or to local landlords. Before they were weakened by the crown-aristocrat alliance, clerics and urban merchants were the only groups with either the administrative capacity or the local knowledge and political authority to reap the full benefits of clerical lands and tithes for the crown. Instead, the crown had to turn to aristocrats to manage and tax clerical properties. Much clerical land was leased to nobles on favorable terms, with corrupt payments passing between nobles and clerics who often were related to one another.2

Aristocrats in Iberia cemented their control over localities by creating familial alliances that were built upon clear hierarchies of aristocratic titles. These chains of lineages, capped by regional magnates or provincial estates, gained increasingly clear control over land, peasants, towns, and clerical offices as they won concessions from the crown and defeated peasants.3 By the seventeenth century, each Spanish province was ruled by an aristocratic autarky.

The way in which Habsburg territories had been amalgamated allowed aristocrats to maintain hereditary control over officer positions in the military and over their armed retainers. The crown’s limited financial resources meant that the Habsburgs could not create a parallel professional army with the potential to dominate and eventually incorporate or replace the disparate noble armed forces. Habsburg rulers, like their counterparts elsewhere in Europe, did have varying amounts of money to hire mercenaries, but such hired guns would switch sides or disappear the moment the crown lacked the cash to pay and provision them. As a result, the bulk of Habsburg and, indeed, of all European armies were amalgams of armed men controlled by aristocrats. Often, aristocrats came to battle but then held back their men if they disagreed with their nominal ruler’s plans. Thus, victory in battle (and even more in a war that was a series of battles often separated by months or years-long gaps and that extended over years and even decades) often had less to do with the commander’s strategic plan or tactical skill than with a ruler’s financial resources and the degree to which he possessed the political ability and/or leverage to convince the aristocrats he supposedly ruled to bring their armed men to the battlefield and then to fight with dedication and courage in harness to the ruler’s strategy and command.1

WHO CONQUERED THE AMERICAS?

The system of rule, and of empire-building, that the Habsburgs used in Spain and then elsewhere in Europe was applied to the opportunities for conquest that became apparent with the first reports of Columbus’s explorations of the new continent. Spain’s lack of a centralized army and navy and the crown’s chronic fiscal crisis were circumvented by the decision to allow private actors, mainly aristocrats but also urban merchants, to pay for expeditions to America.

We need to acknowledge that the initial conquerors and settlers of Spanish, and of most other European colonies, in the Americas, Asia, and Africa were private entrepreneurs. Schoolbook stories about Queen Isabella pawning her jewels to pay for Columbus’s journey in 1492 mask the true source of funds for American exploration and conquest.



Resources for conquest and settlement came, for the most part, from private individuals . . . The crown and its officials had met some of the small cost of Columbus’s first voyage, but merchants and nobles flocked to lend support to his much larger second expedition of 1493, and they provided the funds for all later ventures. Partnerships of merchants, nobles and soldiers competed for royal licenses to explore and to organize new settlements, guaranteeing shares of their gains to the crown. Capital to provide the ships and their stores, and the colonists’ armament, was raised in Spain itself for the early expeditions, but by 1506 a few of the colonists had accumulated sufficient fortunes from the gold of Española to mount the conquests of Cuba, Jamaica and Puerto Rico . . . The series of expeditions after 1516 which culminated in Cortes’s conquest of Mexico were backed by Cuban resources; and the wealth of Mexico paid for the northward and southward extension of exploration and gave some backing to the conquest of Peru. The net investment of Spanish resources in the New World itself, therefore, was significant only in the first fifteen years after Columbus’s arrival.1



Spanish and then Spanish American entrepreneurs’ access to private capital determined their capacity to finance voyages and to hire soldiers who, like the ancient Romans, made use of exemplary terrorism to subdue the peoples whose lands they conquered. To be sure, European rulers granted the entrepreneurs charters that were supposed to limit the conquistadors’ autonomy in the new colonies; however, for the first centuries of European conquest and rule, the monarchs back home contributed little or no money and very few troops to control and develop the colonies they nominally ruled. In essence, monarchs granted men with ships, money, and guns monopoly rights to conquer, loot, and exploit territories and the people who lived there (and also to import new laborers from Africa to replace the native Americans the conquerors had killed in genocidal campaigns and with the spread of European diseases). In return, European monarchs demanded that colonizers pay taxes and that colonies trade only with their “home” European country. Such demands were hard to enforce, and European monarchs were at best only partly successful. In this and the following two chapters, we will trace and explain the differences in the extent to which first monarchs and then states were able to exert control over “their” colonists. That will then allow us to understand the dynamics and ultimate fates of the Spanish, French, Dutch, and British empires.

How the Colonists Achieved Autonomy and Retarded Spain’s Economy

The Habsburgs rewarded New World explorers and conquerors, and adjudicated among their competing claims, by awarding encomiendas. An encomienda was a grant over the indigenous people in a territory. The holder of the encomienda got the right to the forced labor of the indigenous people within the territory of the grant as well as to any gold and silver already held by the natives or which the natives could be compelled to mine for their overlord. (The encomienda holder was also supposed to see to the natives’ conversion to Christianity.)

Charles V and his ministers realized within two decades of the conquests of Mexico and Peru that Ferdinand and Isabella, and then Charles himself, had given away the store in granting encomiendas to the colonists. Holders of the grants quickly drafted the natives under their control to find treasure. The rigors of mining combined with the introduction of European diseases to wipe out the native populations on the Caribbean islands conquered by the Spanish and then to kill off more than 80 percent of the indigenous population of Mexico.1 Charles V, perhaps prodded by his clerical retainers, seems to have become disturbed at the deaths of so many heathens before they could be converted to Christianity. But he exhibited far more distress over his meager 26 percent share of American treasure shipped back to Spain. Charles V sought to solve both problems in the 1540s by narrowing the privileges granted to colonists. Encomiendas were made to expire upon their holder’s death. Charles V transferred control over indigenous labor from the holders of encomiendas to state officials. However, the crown’s need for revenue led it to sell extensions on encomiendas, turning them, like venal offices, into permanent rights.1

Restrictions on colonists’ encomiendas, if they could have been sustained, should have allowed the crown to become the main beneficiary of treasure mined from the vast new deposits discovered at Potosi, Peru, in 1545 and at Zacatecas, in northern Mexico, in 1546. However, Charles V’s representatives in Mexico and Peru remained totally dependent upon the settler oligarchies for the resources necessary to work the new mines because the Spanish crown remained mired in a permanent fiscal crisis. Just as Ferdinand and Isabella had to rely upon private capital to explore and conquer America (and then reward the financiers and conquistadors with encomiendas), so too bankrupt Charles V had to call upon American capital to open and operate the new Mexican and Peruvian mines. Charles V’s successors were also dependent upon capital from the colonial oligarchy to mine the deposits discovered in Mexico in the 1670s.

Capital trumped control over corvée labor in the mines of Mexico and Peru. The great mines of the 1540s and 1670s, as well as the lesser mines discovered in between, all were controlled by the American financiers who paid for the mining equipment (and for the German technicians who immigrated to Mexico and Peru to set up and operate the pumping and crushing machines). Silver was extracted from low-grade ores using the mercury amalgamation process. The two largest known deposits of mercury were in Spain; American mine owners quickly gained control over Spanish mercury production. State officials became glorified press gangs and crew bosses for the mine owners, supplying masses of indigenous laborers who were trained and provisioned at the mines.2

Ferdinand and Isabella’s decisions to grant encomiendas and thereby create an American oligarchy would not have been irredeemable if their royal successors had had the resources to finance new mines on their own, or even to create and reward an independent corps of officials in America. The crown never was able to generate a surplus large enough to pay the huge start-up costs of new mines and certainly could not weather the frequent losses that mine owners incurred when the amount of silver or gold that could be extracted with existing technology fell off. Thus, the bankrupt Spanish crown had to surrender the lion’s share of American treasure to the only elite willing and able to finance the great mining enterprises in Mexico and Peru.

The crown received between 25 percent and 30 percent of the gold and silver mined and stolen in America from the start of significant treasure imports in 1503 until 1580. The crown’s share fell with the vast increase in mining output after 1580, dropping to the 15 percent range, and then catastrophically (for the crown) to 10 percent or less after 1615. For the five years from 1656 to 1660, the crown received 600,000 pesos of treasure out of 51.6 million produced, little more than 1 percent. Expressed in different terms, the crown’s share of American gold and silver amounted to 4 percent of royal income in 1510, rose to 7.5 percent in 1577, and then to a peak of 16 percent of receipts in 1591. The crown’s take then declined to an average of 6 percent of income for 1621–40 and fell to an insignificant 1 percent for 1656–60.1 American elites took advantage of the Habsburgs’ weakness and preoccupation during the Thirty Years’ War against the Netherlands, France, and Britain (and at the end of the war with the revolt of Portugal) to withhold an ever-greater share of declining bullion production, sealing Spain’s doom in its fight to retain its European empire.

Could Spanish monarchs have undermined the American oligarchs by offering competing mining concessions or land grants to rival elites in Europe? Charles V and his successors laid the basis for such a strategy by granting the merchants of Seville a monopoly on trade with the Americas.1 As long as the crown maintained control over the military and merchant fleets sailing to America, it could have used its naval hegemony to concentrate all the advantages of transatlantic trade on a merchant elite in Seville. Then most of the profits from American mines and plantations would have accrued to Seville, leaving the American oligarchs in a perpetual state of underdevelopment and dependence on Spain for finished goods and mining and farming equipment. American oligarchs never would have generated the surplus to develop and operate the new mines. Instead, the Seville merchants would have been the nexus of Spanish American wealth, much as London merchants were the primary beneficiaries of British American colonial settlements. A powerful commercial elite in Seville could have been a counterweight to the entrenched rural nobility of Spain, allowing the crown to play competing elites against one another as French kings were able to do so well.

The Seville merchant elite never became a major political or economic force within Spain. The crown lost the dual opportunities to subordinate American settlers to a metropolitan commercial elite and to create a counterweight to the rural aristocracy. Seville’s trade monopoly did not foster much industry within Spain because land and labor remained locked in feudal relations of production under aristocratic control as a result of earlier Habsburg deals with large aristocrats. Seville became nothing more than an entrepôt, sending American gold and silver on to the real centers of European production (mainly France and the Netherlands, and later England) and receiving manufactured goods (and even French agricultural products) for shipment back to Spanish America.2

American treasure, in the absence of opportunities for productive investment, stimulated inflation within Spain that further reduced the possibilities for constructing domestic manufactures that could compete with the cheaper products of established industries in the relatively low-inflation economies of France, the Low Countries, or Britain.1 The Spanish crown, under constant fiscal duress and without the immediate possibility of profiting from new domestic industries, milked transatlantic trade as a cash cow.

American settlers built direct commercial relations with trading partners beyond Spain as a way to avoid high Spanish taxes and to compensate for the dearth of Spanish entrepreneurs with the capital and know-how to develop American ventures. American settlers met their needs for agricultural and manufactured goods by building domestic industries. The 1630s were the turning point. Silver shipments to Spain through official channels dropped off abruptly, along with trade. Dutch and British piracy disrupted official convoys, while merchants from those nations became ever more aggressive at undercutting the official markets of Seville. By 1686, only 5.5 percent of Spanish American trade was with Spain (and an additional 17 percent with Genoa), compared to 39 percent with France and the remaining 37.5 percent with Britain, the Low Countries, and Hamburg.2

Britain cemented its position as the dominant investor in and market for Latin America when France’s defeat in the Seven Years’ War removed it as a significant military or economic presence in the Americas. Immediately after the war, Britain, in an effort to funnel Spanish American and French Caribbean commodities through Britain, passed the Free Port Act of 1765, which allowed Spanish and French colonial elites to dock their ships at British colonial ports without threat of seizure and without having to pay duties. Spanish efforts to force colonial administrators to compel their colonies to trade exclusively with Spain failed first because Spain lacked the bureaucracy and political leverage to enforce dictates in the Americas. Second, Spain’s support for France in aiding the revolutionaries in the Thirteen Colonies led to British naval actions that fatally disrupted direct trade between the Americas and Spain and bankrupted some colonial elites, opening the way for final dominance by British merchants and financiers in Spanish America.3


Spanish American commercial separation from the mother country was matched by Mexican and Peruvian political autonomy from Madrid. The share of Mexican state revenue shipped to Madrid or to the new colony in the Philippines fell from 55 percent in 1611–20 to 21 percent by 1691–1700.1 In Peru, state revenues declined 47 percent from 1650 to 1700, and remittances to Spain fell 79 percent.2 Spanish colonialism became a significantly lighter burden on Mexico and Peru in the course of the seventeenth century.

Seville’s own merchants were rapidly displaced as managers and beneficiaries of the entrepôt’s American trade by Genoese who outclassed their Spanish competitors in their access to capital and their commercial connections to markets throughout Europe. The Habsburgs welcomed the Genoese since they had a far greater capacity to buy state debt than did the hapless Spanish merchants of Seville.3 The political and financial benefits of servicing crown debts then accrued to the Genoese, further retarding the Seville merchants’ development as a national elite.

Seville merchants were blocked at every turn by the rigidity of Spanish elite and class relations. They were unable to mobilize the factors of production and the political power necessary to take advantage of the opportunities to spur manufacture opened by American treasure and American markets. The Seville merchants gained neither financial nor political leverage over the imperial government or any measure of control over American oligarchs and the colonial governments. The weakness of the Seville merchant elite, which could have acquired the wealth and power of the aristocracy and clergy through real hegemony over Spanish American markets, extinguished the Habsburgs’ last opportunity to foster political realignment within Spain.

James Mahoney,4 as we discussed in the previous chapter, identifies another factor beyond the structure of elite relations within Spain that stymied Habsburg efforts to better control its American colonists: the already existing complex systems of rule in the pre-conquest indigenous societies that provided the personnel and social institutions that the conquistadors could appropriate for their own colonial governments. Mahoney accurately notes that, in the southern cone of Latin America, where indigenous societies were less dense and complex, colonial elites were unable to create regimes that could resist the efforts of eighteenth-century reformist Bourbon kings to impose tighter control in those colonies. Thus, in the southern cone, the Bourbons succeeded in empowering their appointed intendants to extract greater revenues, to invite in Spanish investors and merchants, and to actually run the colonial governments. In the older colonies, the intendants proved to be far less effective because the local elites had such control over the economies and over the colonial governments that they could not be bypassed or weakened with a divide-and-rule strategy. Spain’s core colonies remained largely removed from the Spanish metropolitan economy through the eighteenth century because during their time under Habsburg rule, elites were established that could not be eliminated by Bourbon liberal reforms. Liberalism mattered ultimately mainly for the former peripheries, by creating an opening for a new commercial elite in Argentina. For the rest of the Spanish colonial world, liberalism arrived too late.

We now have an answer, for the Spanish Empire, to the question I posed at the start of this chapter: Why was Spain unable to meld the fruits of its military conquests into a coherent empire that could funnel resources to the metropole and thereby fuel economic growth and further military success? The structure of relations between crown and elites, established in the formation of the Habsburg’s European empire, was reproduced in the Americas. This was not a matter of institutional isomorphism. As we saw above, the Habsburgs thought they were creating a different system in their New World colonies by rewarding new men, who were not extensions of the great provincial aristocracies of Spain, with encomiendas. Rather, chronic fiscal crisis and the Habsburgs’ lack of governmental infrastructure made it impossible to police the conquistadors’ exploitation of encomiendas or to block them from establishing direct trade links with rival European powers.

We are left with one more set of questions to answer: Why did the Spanish empire survive in such a weakened form? Why did highly autonomous colonial elites hold off in their efforts to attain independence until decades after their North American counterparts succeeded in breaking away from Britain?

The Benefits of Being a Spanish Colonial Elite in a World Economy, and Why Finally Independence Was Achieved

Even as domestic aristocratic oligarchies undermined the Spanish crown’s opportunities to turn its American colonies into an engine of economic growth for the metropole, the Spanish crown sought to exploit the limited openings that remained to profit from its empire. Spain’s perpetual fiscal crisis ensured that the metropolitan government had little capacity to create a bureaucracy or military force that could directly rule and tax the American colonies. Instead, the Spanish crown adopted strategies similar to (if less effective than) those of French monarchs, discussed later. The crown sold venal offices in the Americas. Those offices provided one-time cash infusions for the crown when first sold but were unable to generate continuing revenues, except when holders had to pay fees to renew their rights to offices or to pass the positions on to their heirs, since the crown lacked the resources to create a bureaucracy to supervise American officeholders and to audit the taxes those officials were supposed to collect.

Venality reduced the number of American offices over which the crown retained the right of appointment, which had the effect of limiting opportunities to reward elites in Spain with American sinecures. It also further weakened Spain’s capacity to administer its colonies.1 As a result, the flow of influential and rich Spaniards—most often the younger sons of aristocrats or merchants—to the Americas declined, and white and mestizo elites in the Americas tightened their control over the governments and economies of the colonies and became ever more separate from Spanish elites.

Spanish American elites’ unity, however, was disrupted by the crown’s efforts, within the limited channels still possible in the seventeenth and eighteenth centuries, to profit from its colonies. The crown’s fatal combination of a perpetual need for money, which led it to sell multiple offices and concessions in the Americas, and an inability to enforce decrees in its colonies spurred the formation of new elites who challenged the oligarchies of encomienda holders. Sales of offices and grants of lands and privileges to clerical orders and to military companies, all of which were motivated by the crown’s desire to generate revenues in the Americas, had the effect of creating divisions among American elites. Venal offices had overlapping powers and revenue rights, which conflicted with the powers of offices granted to the original conquistadors. This created conflicts among “regular versus secular clergy, order against order, creole against native-born Spaniard, [and] a state-controlled church all too often impervious to state control.”1

The multiplication of elite positions, identities, and interests inadvertently created reasons for colonial elites to retain their ties to the empire and held back struggles for independence. As the crown sold more and more venal offices, granted new privileges to both regular clergy and those from orders, and sought to encourage creoles to serve in military companies by creating fueros, corporations that accorded special legal and income rights to its military officers and to a lesser extent to enlisted men,2 a welter of overlapping and competing privileges and rights created conflicts among formerly cohesive colonial elites. Venal offices were most attractive to American-born elites, who were mainly creoles and saw the prestige and privileges of those offices as a basis to challenge the autarkies formed by descendants of the original conquistadors.

The crown, however, was not able to benefit much from the growing discord among colonial elites because, by the end of the seventeenth century, the colonial elites, through their connections with Spanish landowners and merchants, had as much influence over the royal government as the crown had over colonial affairs. The colonies’ high degree of autonomy from Spain, and their easy access to markets in Europe, ensured growing wealth for the Spanish American elites who controlled mines, lands, and trade networks within the Americas, making them valued allies for poorer elites within Spain.

Spanish American elites sought advantage in their conflicts with rival elites by appealing to the authority of the crown and by building connections with elites in Spain with whom they were connected and who had influence in the royal government.1 This dynamic was similar to that between provincial venal officials and the crown in France,2 as we will see later. As a result, Spanish American elites, especially more recent notables who achieved wealth and position through venal office or other crown appointments, rather than as land or mine owners or merchants, had an interest in remaining subjects of the Spanish crown and thus favored continued colonial status.

Spanish rule remained light during the eighteenth century, despite the appointment of intendants, and the laws and decrees formulated by the king and his agents in the Americas could be undercut or circumvented. Spanish Americans used the leverage they gained from their great wealth over elites within Spain to repeatedly block crown initiatives that might have increased taxes on encomiendas or on trade within the Americas and with Europe, or that would have limited the autonomy of American officials to make policies and to disregard the proclamations of peninsulares (men who had been born in Spain and came to the Americas with royal appointments and lacked an independent economic base in the colonies or ties to American-born elites). Thus, dynamics internal to settler society created a basis for Spanish American elites’ long-term (nominal) loyalty to the crown.

Ironically, even though the provincial autarkies encouraged by the Habsburg’s empire-building strategy undermined Spain’s ability to compete militarily or economically with the other great powers after the sixteenth century, the dominant elites in each colony were still able to use their alliance with Spain’s rulers, court officials, and metropolitan elites to strengthen their control over rival elites and non-elites within colonies. That is why most of the empire remained intact long after Spain lost the capacity to vie for European or global dominance. Spain’s army (or as much of it as the crown could afford, fiscally and geopolitically, to ship to the Americas) was still able to suppress uprisings in Peru in the 1780s and in Venezuela in 1812–13.

The American independence movements were sparked by Spain’s late-eighteenth-century efforts to increase control over American elites.1 However, the success of those movements was the result of a set of conjunctures. Napoleon’s invasion of Spain, and his replacement of the Bourbon king with his brother Joseph in 1808, left Spain unable to reinforce troops in America and disrupted trade between the colonies and Spain. It also fatally undermined the Spanish crown’s legitimacy and thereby heightened conflict among colonial elites who could no longer count on the crown to adjudicate among their relative powers.2

Britain filled the vacuum, at the expense of both Spain and France, becoming, and remaining for the rest of the nineteenth century, the dominant economic force in Latin America. The colonial elites’ privileges and offices, which, as we saw above, had all been defined in relation to king, were thrown into doubt, removing the prime reason colonial elites had for remaining loyal to Spain. The Cádiz Cortes, which sought to create a new government to challenge the French occupation and included few American representatives, wrote a constitution in 1812 that would have had the effect of reducing Latin American autonomy. This spurred demands for independence that the shrunken and disorganized Spanish army in America (which in any case the new government in Spain lacked the funds to reinforce) was unable to prevent. By 1821, all of Spanish America, except for Cuba and Puerto Rico, was independent.3

The independence of its American colonies permanently demoted Spain from the ranks of great powers. However, that demotion was mainly one of perception. Spain had surrendered military preeminence a century earlier. Spain’s empire never made it a leading economic power, nor did it provide the resources that could have helped Spain in its military competition within Europe. Most fatefully, Spain’s empire retarded rather than developed its economy. In the era of global capitalism that coincided with Spain’s imperial formation, Spain was never a contender for control of global markets; it was a bystander and then a loser as trade became centered on and controlled by other European polities.

FRANCE

Louis XIV and the Limits of Vertical Absolutism

Elsewhere,1 I described seventeenth-century France as a vertical absolutism. I used that term to describe the results of Louis XIV’s strategy of creating or allying with venal and provincial elites in order to undermine the ability of great nobles and the church to extract revenues from peasants and towns and, in the case of nobles, to field armies that could challenge the crown. Vertical absolutism was successful in that it prevented the consolidation of aristocratic oligarchies like those that formed in Spanish provinces. Instead, multiple French elites jostled for the rights to collect taxes and rents from the peasantry. By the time of the Fronde, the simultaneous peasant and aristocratic rebellions of the 1640s that all ended in failure, and which came after a century and a half of crown manipulation of provincial elites and the relocation of aristocratic power within venal offices, each elite’s authority came to rest upon royal grants of “privileges which were subject to differing interpretations and which were defined in reference to the king.”2

The crown, as it weakened nobles and clerics who could mount challenges at the national level, empowered officials and lesser landlords to appropriate revenues and to exercise state-like powers at the local level. Thus, even though France was the richest state from the 1630s, when it surpassed Spain, until it was overtaken by Britain in the 1790s,3 Louis XIV and his successors, like their Bourbon counterparts in Spain, were limited by constant fiscal crises caused by the crown’s growing obligation to pay or divert revenues to venal officials and by the mounting debt incurred in repeated wars. As we noted in chapter 2, nominal tax receipts do not take into account the ability of various elites to appropriate “state” revenues for themselves. The proliferation of venal offices served to encumber much of French state revenue before it reached the central treasury. Therefore, a growing share of royal revenues was not available to pay for wars, the development of a central bureaucracy, or other royal initiatives.

Venality and the crown’s encouragement of overlapping elite powers and privileges affected both economic development within France and the ways in which the French overseas empire was formed and linked to the metropolitan economy. This is not the place to offer a detailed explanation for France’s relatively late (compared with Britain) capitalist development.1 Suffice it to say, in most of France, perpetual elite conflict and the overlapping jurisdictions engendered by vertical absolutism ensured that most farmland never became private property with a single owner in full control of the land and its output, as happened in seventeenth-century England. Crown stratagems that divided elites and ensured tax collectors’ access to peasant production also perpetuated legal rights that became insurmountable barriers for those seeking to enclose their property. French farmers remained limited in their control over land throughout the entire ancien régime. No single elite enjoyed a monopoly of control over land that would have justified capital investments in improvements that could have produced significant increases in yields.

Ancien régime landlords were driven by the exigencies of their situation to create tenancy and sharecropping systems that compounded the other bitter fruits of vertical absolutism, leaving most of rural France economically backward and unable to function as a source of demand for urban merchants and manufacturers or for colonial plantations and industries. Lack of domestic demand, and competition from wealthier and more vibrant competitors in Britain and the Netherlands, kept France’s commercial and financial elites small and relatively capital poor. In any case, the best returns on wealth in France went to purchasers of government debt and venal offices, so the holders of capital in France had little incentive to invest in real industries. Only smaller, politically excluded merchants and landowners invested in industry and agriculture because they were excluded from the more lucrative opportunities within the absolutist state.

The Empire French Absolutism Made

Private entrepreneurs launched France’s empire, like those of the other European powers. France was held back in the initial push to colonize the Americas, Asia, and Africa by its relatively small naval and commercial fleets. As a result, Spain and Portugal got what at first were the most lucrative American colonies with easily exploited gold and silver mines, and the Portuguese, Dutch, and British seized the best Asian trade routes and then the key colonies in Indonesia and India. France’s Compagnie des Indes orientales, charged with colonizing India, was not protected by France’s limited navy and could not afford to purchase its own ships. When the Dutch refused to supply the French Asian settlements, the company failed.1

Why did France, despite its lead over its European rivals in the size of its state revenues, fail to build a larger and more cohesive or more lucrative empire? The answer to this question is found in the nature of the French absolutist state, described above, in the limited size and wealth of the French entrepreneurial elite and their rational orientation toward the more lucrative opportunities in state finance and offices, and in the happenstance of the timing of the Wars of Religion in France.

French colonies were concentrated in the Caribbean and in North America. The northern colonies were perpetual economic losers, partly because the French state, in thrall to a mercantilist theory that regarded a growing domestic population as essential to France’s economic and military primacy, discouraged emigration.1 The British government took the same view; however, settlement in French North America was further reduced by “Richelieu’s decision to exclude foreigners (together with his refusal of Protestant settlement).”2 That proved to be the crucial restriction and fundamentally handicapped French North American settlement in its competition with the British. Even if there had been more settlers, there was insufficient demand in France’s underdeveloped domestic market for the crops that could be grown or foraged in North America,3 and little was produced because so little French capital was enticed to invest in those colonies. The small population of France’s northern American colonies, and the extreme poverty of the slaves who made up the bulk of the inhabitants in the Caribbean colonies, together ensured that the empire would create little demand for French manufactured goods. In contrast, the larger and more prosperous British North American colonies provided a crucial customer base for British domestic manufacture.4

The Caribbean was far more promising, since it was well suited for sugar plantations, for which there was a highly lucrative market in France and elsewhere in Europe. However, profits were smaller than they could have been, or were for Britain’s Caribbean colonies, because the French colonies were perpetually undercapitalized since there were better investments for the politically connected at home. The French colonial ventures were poorly run since, again, skilled administrators could make better and more lucrative careers at home, and there was little royal financial support or military protection against attacks from the Spanish.1 In other words, the superprofits from offices and loans available within the absolutist state in France starved the colonies of investment and skilled personnel.

The profits that were generated from the relatively undercapitalized and poorly managed French Caribbean plantations did little to stimulate the metropolitan French economy and contributed almost nothing to royal finances. This lack of synergy between the colonial and metropolitan was the result of two factors: first, the temporal misfortune that the Wars of Religion occurred at the same time as the development of the Caribbean sugar economy, and second, the fundamental nature of the French royal government, which regarded colonies as they approached decisions at home: as a search for opportunities to reward allies and to generate immediate revenues.

French Caribbean colonization became established at the same time as the Wars of Religion. The main French Atlantic ports were under the control of Protestant forces, and French kings and/or the Catholic League kept those towns under siege, which prevented the Protestant merchants there, or Catholic merchants elsewhere, from controlling trade with the Caribbean. This provided an opening for the Dutch, who became both the principal purchasers of sugar from the French colonies and the main suppliers of slaves to those islands.

A century later, Jean-Baptiste Colbert was able to temporarily divert the sugar trade to French ports when he established the Compagnie des Indes occidentales, gave it a monopoly on sugar in the French Caribbean, and demanded that all sugar produced on the Compagnie’s plantations be shipped to French ports. Colbert backed that demand with French naval power, which was used both to intimidate colonial planters and to offer protection against British piracy. However, the costs of deploying naval ships in the Caribbean overwhelmed the income from sugar, and the Compagnie never made a profit and closed in less than a decade.2 France’s Caribbean colonies were crippled economically again when Britain’s blockade during the Seven Years’ War disrupted the growing commerce between France’s Atlantic ports and its African and American holdings.1

The Compagnie des Indes occidentales’ trade monopoly came too late to dent Dutch control over the sugar trade within Europe. The Dutch had already established a sales network that the merchants in France were unable to duplicate, and so they had to resell the sugar, and thus surrender much of the ultimate profits, to their Dutch rivals. The Dutch, Portuguese, and British profited further from the French sugar colonies because they controlled the trade routes and coastal forts in Africa, which meant that they ran the slave trade that supplied the only source of labor for sugar plantations.2 The king, Colbert, and key members of provincial parlements financed the Compagnie du Cap-Vert et du Sénégal, the firm that received the French monopoly on trade with Africa. However, they never invested enough to build a network of forts to compete with the Dutch; indeed, they sought to rely on Dutch and Portuguese forts for access to slaves and on the Dutch for ships to transport the slaves to America.3

The French crown had to take such a heavy-handed, and ultimately too costly, approach to creating and enforcing a monopoly on the Atlantic sugar trade because it had already lost control of the Caribbean colonies themselves. Nicolas Fouquet, the self-enriching surintendant des finances who was ultimately imprisoned by Louis XIV for corruption (and for amassing a fortune that rivaled the king’s), granted Caribbean colonial charters to his allies, who were given land grants and governorships of colonies at the same time. These privileged colonists used their official positions to ensure that tax rates were kept low, allowing them to retain almost all the profits from their plantations. The Compagnie des Indes occidentales’ monopoly did not disturb land rights or control over offices within the colonies. Throughout the late seventeenth and eighteenth centuries, planters were able to keep the rate of the octroi (the export tax) extremely low, ensuring that the crown continued to realize almost no revenues from the colonies. Offices remained in the hands of the colonists.1 Plantation owners had leverage over colonial policy because they were from the same families as the great financiers and venal officials in France.2 In that sense, French, like Spanish, colonists had more power within the metropole than metropolitan officials and capitalists had over the colonies.

Because the sugar colonies yielded almost no revenues for the crown and did little for the overall French economy, it was easy and sensible for the crown to subordinate its colonial policies to larger geopolitical concerns. Thus, Louis XIV deepened planters’ autonomy in an effort to enlist their support for his quixotic effort to capture Spain’s American colonies during the War of the Spanish Succession.3 The failure of that scheme, and the crown’s lack of leverage within the colonies, reinforced Louis XIV’s focus on expanding France’s boundaries within Europe. France’s main strategy beyond Europe was to undermine Britain’s control over its colonies rather than to capture new lands for France. Thus, France supported Indian princes in their efforts to repel the British East India Company, efforts that were decisively defeated at the Battle of Plassey in 1757. Thereafter, Britain was the sole European power able to exercise de facto and then de jure control over an increasingly unified Indian polity,4 even as France and Portugal periodically lost and regained minor concessions on the subcontinent. France’s sole success was in aiding the American Revolution,5 which, as we will see in chapter 5, struck a major blow against Britain’s “first empire.” However, France’s strategic success “turned out to be chimerical” because France lacked the international trade networks and industrial base that made Britain the most attractive and indeed the only realistic commercial partner for the now independent United States.6 French military forces were largely withdrawn from its colonies, and the opportunities for further colonial expansion outside Europe were blocked until the nineteenth century.

By the time France got its colonies in Africa and Southeast Asia in the nineteenth century, it was too late to matter for the already settled geopolitical and economic competition with Britain, and the colonies were useless for fending off the rising economic challenges from the United States and Germany. France’s nineteenth- and twentieth-century empires did not make significant financial or manpower contributions to France’s wars with Germany, although they did enrich certain French capitalists who, along with strata of colonial officials and settlers, were adamant about retaining the empire even in the face of armed independence movements after 1945.

Napoleon was the exceptional French ruler who was able to extract significant revenues and recruit soldiers from his conquered lands. We need to explain how he alone managed to accomplish that, and why he too built a European empire at the expense of his American holdings.

Napoleon’s Exceptional Empire

Napoleon’s strategy of imperial expansion was based on his accurate perception of: (1) France’s weak position militarily and economically beyond Europe, (2) Britain’s dependence on continental European markets, which could be undermined by the imposition of a continental blockade, and (3) France’s ability to self-finance its wars by looting the territories it conquered (a policy that anticipated the Nazi’s ad hoc war finances and that mirrored Britain’s relationship with its empire).

France after 1789 had three advantages over Britain. First, it was able to field an unprecedentedly large army because it instituted mass conscription. This allowed France to outlast enemies and to tolerate high casualties, since it could replenish its armies repeatedly, while other European nations relied on much harder to replace aristocrats and their retainers, or much more expensive mercenaries. Second, the Revolution and the flight and exile of many nobles eliminated the hereditary officer corps, allowing for the rapid promotion of soldiers and lower-level officers by merit.1 Napoleon was the outstanding example of that, and his military genius gave France its third advantage.

The Revolution transformed French elite structure. The aristocracy and venal officials were swept away. While much of the capitalist landowner class and urban bourgeoisie survived the Revolution and indeed prospered in the Napoleonic era, a new unified elite dominated the state and military. This allowed Napoleon to ensure that his military realized most of the fruits of conquest. By 1809, when the largest landowners in France, many of whom were former nobles, had incomes of 11–50,000, and the very richest 100–150,000 francs per year, Napoleon’s generals received salaries of 100–200,000 francs per year and the top marshals realized 1 million per year.2 Conquered lands were looted and taxed. Under the pre-Napoleonic revolutionary governments, tax revenues from occupied European territories accounted for at least a quarter of total revenues between 1792 and 1799,3 an amount that did not include food and other provisions looted from the occupied territories.

Taxes in conquered lands became even more important under Napoleon. The revolutionary government’s default on debt in 1797 closed the possibility of taking out loans until after Napoleon’s final defeat, although Napoleon was able to revive tax farms. Napoleon also limited paper money, cutting off another indirect way to finance deficits. Instead, Napoleon relied on indemnities and extraordinary taxes he imposed on conquered lands. These revenues “covered one-third of France’s budgeted expenditure, in addition to the maintenance of the army abroad.”4 In addition, France used foreigners from conquered lands in its armies,1 further extending its manpower advantage over its enemies. However, the heavy tax burden combined with damage and disruption from war undermined the economies of the occupied lands. This weakened the efficacy of the continental blockade by reducing the ability of other countries to serve as trading partners with France. The war and French occupation also decisively weakened the Netherlands, which made Britain the undisputed economic hegemon. Britain’s economic expansion as a manufacturer and emergence as the trading and financial hegemon so strengthened British tax receipts that it was able to finance the huge costs of the war, including the subsidies to its allies that ultimately created the coalition able to defeat Napoleon.2

Napoleon’s policy of bleeding conquered lands to support his military and to enrich his key subordinates in the army and occupation administrations meant that local elites in those countries (who were excluded from sharing in, and indeed whose wealth was a main source of, indemnities and extraordinary taxes) had no interest in supporting the new governments Napoleon imposed in the conquered lands. This was a contrast with the Dutch and British approach, discussed in the following two chapters, of creating ways for selected elites to benefit from the colonial regime. Napoleon’s fiscal strategy ensured that his officers and administrators would remain loyal to the metropolitan government and to Napoleon personally. Although Napoleon’s empire lasted for too brief a period to predict what would have happened over the long term in the face of never realized contingencies, French occupying forces and administrators did not develop ties to local elites. This had the advantage of preventing conflicts between, indeed preventing even the development of separate, metropolitan and (European) colonial elites. The disadvantage was that none of the local elites in the occupied countries developed an interest in collaborating with French administrators. Napoleon’s invasions sparked rebellions in many of the occupied countries, rebellions that the British supported financially and that sapped the strength of Napoleon’s armies beyond the damage inflicted in Russia and before the coup de grâce administered by Britain at Waterloo. The Spanish resistance was key in undermining Napoleon by diverting and killing so many of his soldiers, emboldening Britain to finally intervene directly with its own land forces, and fatally weakening the continental blockade.1

The French revolutionary governments and then Napoleon understood that their advantages were best deployed in continental Europe. Efforts to take colonies were doomed to failure by France’s weak navy and by the logistical difficulties of provisioning armies on other continents. These limitations first became apparent and consequential in Napoleon’s defeat in Egypt in 1801.2 France confined its efforts at weakening the British Empire to aiding rebellions, thus following the pattern set with ancien régime France’s aid to the American War of Independence. However, the French Republic and Napoleon were never able to duplicate the earlier American success and instead followed the pattern of failure set in its intervention in India. France’s effort to aid the 1798 Irish rebellion ended with its defeat at Bantry Bay in 1797.3

France’s low capacity to project power and to administer beyond Europe also doomed efforts to defeat the Haitian Revolution. The sugar planters of Saint-Domingue (the future Haiti) were harmed by the French royal government’s trade deals with Britain (the Eden Treaty of 1786) and with the new US government (the Franco-American Convention of 1787). The French government, in essence, traded away the interests of the sugar plantation owners for those of domestic silk and wine producers. While both agreements did not survive the outbreak of the revolution, they spurred the plantation owners to seek representation in the 1787 Estates General and then in the successor National Assembly. However, metropolitan investors in Saint-Domingue had been disempowered if not decapitated in the Revolution, and so the planters had no leverage in the decisions of the revolutionary government. This led the white settlers to push for greater autonomy and for the mulattoes to appeal to the National Assembly for equal rights. The split between whites and mulattoes, and the diminution of French authority, created an opening for the first and “the most successful slave rebellion in the history of the capitalist world-economy.”1 France’s inability to project power across the Atlantic, combined with an ill-fated British intervention that led to a British-French competition for slave support in Saint-Domingue, ensured the failure of efforts to restore white dominance.2

In light of France’s ultimate inability to penetrate and control the settler society in its richest colony, Saint-Domingue, Napoleon’s decision to sell Louisiana (which became all of seven and parts of eight more states) to the United States in 1803 for $15 million that could be used for European wars was rational. Napoleon’s imperial plans reflected France’s highly limited commercial and geopolitical position in the Americas, Asia, and Africa. Of course, in the end, and for contingent as well as structural reasons, Napoleon’s strategy of European domination proved impossible to sustain, as would Hitler’s similar plan in the next century. However, well before Napoleon gambled and lost in Europe, different global strategies of building hegemony had been foreclosed by the nature of the French state and by France’s early concessions to the aristocratic and financial elites that financed the first colonies in the Caribbean and Africa.

Napoleonic France was fundamentally different from Spain and from ancien régime France in that the Revolution had swept away many of the old elites, which allowed a new state elite to consolidate itself and become a unitary elite that could shape and profit from conquest without having to share resources and decisions with autonomous colonial elites. As we noted in chapter 1, this is what made the Napoleonic and Nazi empires different from all other empires, ancient and modern, formal and informal.


Failed Hegemonies: Strong Colonies in Weak Empires

We now are in a position to answer the question posed at the start of this chapter: Why were Spain and France unable to meld the fruits of their military conquests into a coherent empire that could funnel resources to the metropole and thereby fuel economic growth and further military success? Those two polities, which each were for a time (twice, in the case of France) the dominant military power in Europe, either failed to harness that power to build a significant empire outside of Europe (France) or created an empire that quickly declined as a contributor of taxes or trade with the metropole (Spain).

Spanish and French colonization reflected the state’s relationship to metropolitan elites. In both cases, state formation had been accomplished by ceding authority to elites in return for pacifying provinces (often by ending armed challenges that had been mounted by aristocracies) or for supplying funds that the royal government was unable to extract itself. In some ways, the process was very different in Spain and France. The Habsburgs recognized dominant elites in each province, while the French kings constructed a vertical absolutism that left multiple elites vying for power and resources in conflicts that the crown simultaneously adjudicated and spurred in return for a share of the resources those elites extracted. However, the Spanish and French states both surrendered, or, to be more accurate, never achieved, the capacity to mobilize money and armed men and to promulgate and administer laws and regulations independent of the various elites that each held pieces of those “state” powers.

The limits that Spanish and French rulers faced at home were reproduced in their colonial projects. Thus, Spain almost immediately gave near monopolies on land and power in each colony to the entrepreneurs who supplied the men and money for conquest. The French created multiple and overlapping charters and privileges in each of their colonies. Neither monarchy was able to force settler elites to obey high officials sent from the capital. This failure was partly due to the weak capacities each ruler developed in the process of domestic state formation, and partly was the legacy of the concessions made to convince entrepreneurs to invest in, and settlers to voyage to, distant colonies.

The patterns of elite conflict and state formation in Spain and France also precluded the development of single or even of competing elites capable of dominating trade with the colonies and thereby using the profits from colonial production to fan demand for and to support investment in domestic industries. Instead, colonial trade was funneled through capitalists in rival polities, preventing any Spanish or French city from becoming a trading entrepôt or global financial center as Amsterdam and London did. Instead, Spain became ever more dependent on foreigners to finance state debt, while French finance became almost entirely the pursuit of the superprofits from state debt and state offices available only to the politically connected.

Finally, domestic and colonial elite structures in both Spain and France interacted in each empire to allow colonial elites to influence metropolitan politics even as those same colonial elites enjoyed high degrees of autonomy from the metropole. Spanish and French colonial elites had far more sway over metropolitan politics and state policy than did their counterparts in the Netherlands and Britain (and much more than the colonial elites in the Napoleonic empire) for three reasons: First, as we saw above, the imperial center had little infrastructural capacity to rule its colonies; however, this was true of many empires and fundamentally mattered for Spain and France only in conjunction with the other elements of metropolitan and colonial elite relations. Second, elite autarky in Spain and unresolved elite conflict in France made it impossible for the crown or any other elite to resolve disputes over imperial policy, and indeed metropolitan elites appealed to colonial elites for aid in metropolitan elite conflicts. The flow of influence was at least as much from colonies to metropole, and the appeals for allies went both ways. Finally, divisions or autarky in the metropole gave colonial elites the autonomy to develop trade relations with rival European powers. In the end, the Spanish Empire existed mainly in name rather than practice and enriched Spain’s rivals. France’s empire became a shrinking sideshow in the unresolved elite conflicts at home, and once the Revolution recast French elite structure, the winning military elite largely abandoned its overseas empire and turned its resources to European conquest.

Spain and France thus clearly fit in the category of empires that were stunted by the double handicaps of high colonial autonomy from metropolitan officials and high influence of colonial elites over the metropole’s economy and politics. Of course, Spanish and French weakness did not exist in a vacuum. Their inabilities to control and profit from their empires created openings for the Netherlands and Britain. How those two polities developed the capacities to exploit global opportunities, and how their hegemonies ultimately were undone, are the topics of the following two chapters.
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The Netherlands: Elites vs. Hegemony

The Dutch were the first hegemonic power, in the senses that I (and Wallerstein and Arrighi) define hegemony in chapter 1.1 As such, the Netherlands, like Britain and the United States later, “fears no economic competition from other core states. It, therefore, tends to favor maximal openness of the world-economy. This policy is one which some historians have called informal empire (that is, noncolonial and eventually even anti-colonial imperialism).”2 Of course, the Netherlands also had a formal empire, and it was the first European polity that figured out how to generate consistent and long-term profit from its global empire. Our goal in this chapter is to analyze the process by which the Dutch achieved hegemony and the methods they used to accumulate an empire and rule it in a way that differed from the un-, or merely episodically, profitable ways of the Spanish and French. We also need to figure out how that empire related to the Netherlands’ hegemonic position in the global economy of the seventeenth century. We then must explain why this global empire and Dutch hegemony were unable to sustain themselves, even though the Dutch state had greater financial resources than its rivals and dominated the existent global trading and financial networks. Finally, we need to identify the factors that prevented the Dutch from adopting the reforms that some Dutch politicians (accurately) identified as solutions to the challenges posed by Britain.

BUILDING HEGEMONY

How did the Dutch become hegemonic, and what did that have to do with its formal and informal empire? For Wallerstein, the necessary first step was to become the leading agricultural and manufacturing entity in the world, producing “so efficiently that they are by and large competitive even in other core states . . . Marked superiority in agro-industrial productive efficiency leads to dominance of the spheres of commercial distribution of world trade, with correlative profits accruing both from being the entrepôt of much of world trade and from controlling the ‘invisibles’—transport, communications, and insurance. Commercial primacy leads in turn to control of the financial sectors of banking (exchange, deposit, and credit) and of investment (direct and portfolio).”1 “It was the point at which the rising power had all three advantages [in production, commerce, and finance] that corresponded to the moment of true hegemony.”2 Wallerstein thinks that the Netherlands maintained simultaneous dominance in those three spheres only between 1625 and 1675.

Dutch agricultural and then manufacturing supremacy was built on two legs, in Wallerstein’s analysis: dominance of Baltic fisheries and agricultural innovation. The Dutch invented a superior fishing boat, which allowed them to catch and sell fish, above all the “rich trade” in herring, more cheaply than anyone else. Their huge fish industry spurred the development of a large salt industry and also led to further improvements in shipbuilding, which later gave the Dutch a crucial advantage in building a transoceanic merchant fleet. Shipbuilding became ever more efficient as it grew in scale (partly with the use of power from windmills first built for drainage projects) and spurred the development of “ancillary industries in Amsterdam—rope yards, biscuit bakeries, ship chandlering, and the construction of nautical instruments and sea charts.”1 Profits from herring and later from other sources allowed the Dutch to pay for wood imports from Germany needed to build more and better ships than its rivals.2

The need to drain marshlands “led to the invention of windmills and the flourishing of the science of engineering.”3 Poor soil quality forced the Dutch to shift from grain production, which they made up by importing grain from abroad, to growing industrial crops, to horticulture, most famously of flowers, and to livestock husbandry.4 “Between 1600 and 1750, [the Dutch and the English] each experienced an agricultural revolution in which output per worker reached and exceeded Belgian levels.”5 The Dutch grew the crops needed for dyes and so were able to assert control of that most lucrative stage of textile manufacture against Britain in the seventeenth century. An index of Dutch agricultural production rose from 100 in 1510 to 243 in 1650, and more slowly to 305 in 1810.6

The Dutch created and benefited from a virtuous cycle. Dutch shipbuilding efficiency made it possible to undercut rivals engaged in long-haul shipping in the North Sea, the Mediterranean, the Americas, and Asia. This added business spurred more shipbuilding and encouraged further technical innovation and economics of scale, widening the Dutch advantage. As a result,


Dutch shipping dominated the world carrying trade in the seventeenth century. It grew tenfold from 1500 to 1700. As of 1670, the Dutch owned three times the tonnage of the English, and more than the tonnage of England, France, Portugal, Spain, and the Germanics combined. The percentage of Dutch-built ships was even greater. Dutch shipping reached its heyday, in fact, only in the second half of the seventeenth century, the Dutch having used the occasion of the English Civil War to establish “undisputed ascendancy in the world’s carrying trade.”1



The commercial networks that the Dutch created for fish, grain, industrial crops, and textiles provided the basis for Dutch dominance of shipping in general and then allowed Amsterdam to become the controlling entrepôt of the most profitable commodities in the global market. The Dutch centralized in Amsterdam warehouses the major supplies of key commodities, allowing merchants to release limited amounts of each commodity upon markets in ways controlled to maximize profits.2 The Dutch were able to do this because they were the beneficiaries of key geopolitical shifts. Giovanni Arrighi aptly summarizes the bases of Dutch commercial hegemony in seventeenth-century Europe. Taking advantage of an opening in the world-system left by the decline of the Spanish empire and with it of Genoese financial hegemony, the Dutch developed a strategy and built the organizations that were suited to their location “in the place and at the time that were both just right to catch ‘the wind actually blowing.’ ”3

“When Antwerp fell to the Spanish in 1585, the European spice market was transferred to Amsterdam.”4 Skilled craftsmen and merchants with capital also migrated to the Netherlands to escape instability and persecution. This sped urbanization and increased the stock of capital in the Netherlands. Spain’s virtual abandonment of the reconquest of the northern (Dutch) Netherlands in favor of war with France in 1590 allowed the Dutch to decisively capture the Baltic trade from the English and the Hanseatic League, thereby expanding their share of the “bulk” Baltic trade in grain, timber, salt, and herring, and to gain access to the “rich” trade in bringing “spices, sugar, dyestuffs, Mediterranean fruit and wine, and Spanish American silver . . . to the North.”1 Spain’s withdrawal also allowed the Dutch to blockade the southern ports of the Netherlands, thereby ending Antwerp’s role as a major port and center of manufacture to Amsterdam’s benefit,2 and further accelerating the flow of skilled craftsmen and rich merchants to Amsterdam. The Dutch-Spanish truce of 1609 gave Dutch merchants access and then control over trade in the Mediterranean, valuable because it gave Dutch merchants a new customer base, and also key to blocking rival merchants. The Dutch increased the dominance and profitability of the Amsterdam spice market because they gained control over trade and production of the valuable spices grown in Asia through the creation of the Dutch East India Company (Vereenigde Ooost-Indische Compagnie; hereafter VOC), a chartered company given a monopoly if it could enforce it against rival non-Dutch firms. VOC did so by limiting production of spices in Asia, buying the surplus, and fixing prices.3

The exchange at which the carefully controlled supply of spices, futures in spices and other commodities, and contracts and insurance for shipping were traded was institutionalized as the Amsterdam Bourse. The Bourse, “the first stock exchange in permanent session,” made Amsterdam “the central money and capital market of the European world-economy.”4 The Amsterdam Bourse also became the site for trading in VOC stock, the most valuable firm by far in the Netherlands, in shares of other chartered companies, and in government bonds. Because the Netherlands was the only European polity that did not default on state bonds, the Amsterdam Bourse and Dutch state bonds attracted capital from throughout Europe.


Bourse financiers made money by acting as brokers for investors from throughout Europe, by trading on their own accounts,1 and by loaning capital drawn from the Netherlands and beyond to borrowers throughout Europe. Dutch bankers determined interest rates for much of Europe, and their evaluation of borrowers’ creditworthiness determined the ability of firms and governments to attract investment throughout Europe. Thus, Amsterdam became the first financial hegemon of the capitalist world economy.

Wallerstein and Arrighi offer clear descriptions of the building blocks of Dutch hegemony and show how each aspect of Dutch advantage created or reinforced the other elements of Dutch power. They have less to say about why the Dutch, rather than any of its rivals, achieved those advantages. We hear that the Dutch had a unique agricultural system and was unusual in its capacity to reclaim lands, but Wallerstein says little about the origins of the Dutch land tenure and governance systems. We know that the Dutch state’s creditworthiness was vital to its financial hegemony, but not how the Netherlands achieved fiscal stability and, unique among its rivals, avoided default on its debt. Arrighi shows how the Dutch benefited from geopolitical openings but does not explain why it was they and not the British or French who did so. As we will see later in this chapter, Wallerstein and Arrighi’s inability to explain why the Dutch were able to exploit the opportunities that were available in the seventeenth century limits their abilities to find the reasons for Dutch decline in the eighteenth century.

ELITE CONSOLIDATION AND THE ORIGINS OF DUTCH ADVANTAGE

The northern Netherlands came under the sovereignty of an independent count after the collapse of the Carolingian empire. The count and lesser aristocrats exercised only weak control over the peasants who tilled their lands. Peasant freedom was the result of the ways in which the northern Netherlands were settled and ruled. Dutch farmland in large part was reclaimed from the sea, as Wallerstein points out. However, what mattered as much as that environmental reality was the class identity of the people who organized and controlled those projects.

Reclamation work was initiated and financed almost exclusively by peasants, who elected their peers to drainage boards (waterschappen) to plan the dikes and canals needed to reclaim lands and control flooding. To raise revenues, the counts of Holland sold land to intermediaries, who often resold it to peasants, keeping only tithe rights. Thus, in most of the northern Netherlands, nobles and other landlords exercised no juridical control over peasants or land, receiving only rents and tithes, leaving peasants free to manage their collective affairs with little interference from above.

The absence of feudalism in the northern Netherlands shaped elite as well as class relations. Elites, lacking power over land and peasants, withered in political and economic importance. The clergy was an unusually weak elite in all Dutch provinces: They exercised little legal authority, collected few tithes, did not enjoy benefices, and had to depend upon fees from religious services for their income.1 Both contributing to and as a consequence of those weaknesses, there were relatively few clerics in residence in the northern Netherlands. Each province of the Dutch Republic sold lands once owned by the Catholic Church and by exiled Catholic nobles in the decades following the Spanish withdrawal from the northern Netherlands after 1590.2 Those property transfers further consolidated agricultural lands in the hands of urban merchants and rich peasants in Holland and Zeeland, the two wealthiest Dutch provinces.

The nobility was the dominant elite in the less populous and poorer Dutch provinces. “In Friesland and Groningen, the rulers were gentleman farmers. Gelderland was dominated by rural nobles, whereas hedge squires governed in Overijssel and neighboring Drenthe.”1 Those noble elites were the main beneficiaries of the sale of Catholic lands after 1590 in their provinces. The unitary elites of those provinces exercised only limited, non-feudal control over peasants, deriving income from renting the land they owned and from political offices.

In Holland, by far the richest province of the northern Netherlands, the nobility was a weak elite. Noble families were easily bankrupted by war or other extraordinary expenses since they received relatively little income from their lands. “In Holland, around 200 families comprising the province’s nobility, in 1500, possessed approximately 5 per cent of the total cultivable land . . . The church too lagged behind, owning under 10 per cent.”2 Noble and clerical weakness, and the ongoing shift of land and agricultural income to urban merchants and peasants, meant that farmers themselves, as landowners or long-term tenants, had the freedom and interest to improve land and to switch to whichever crops were most lucrative in the domestic urban and international markets to which Dutch farmers increasingly were linked. As urban merchants came to own more and more of the lands once held by nobles, clerics, and peasants, those merchants realized a growing and eventually majority share of the ever-rising agricultural profits that came from the shift to high-margin crops.3

The weakness of the nobility and clergy also shaped the sort of state that developed during the northern Netherlands’ long struggle for autonomy and then independence from the Habsburgs. The absence of feudal agrarian relations in Holland and the other northern Netherlands provinces, and the resulting paucity of elites (few nobles, a weak clergy, hardly any “state” officials in Holland and Zeeland, and almost nothing but nobles in the other provinces), short-circuited the opportunities for factional conflict. As a result, Dutch urban merchants were able to achieve hegemony within their towns. Towns gained charters of autonomy, and urban elites institutionalized their power in return for paying set quotas of taxes to the ruling counts and later to the Habsburgs. Urban oligarchies further cemented their power by granting guilds strong charters and monopolistic privileges.1 Despite their internal cohesion, Dutch guilds lacked the elite allies necessary to leverage their disruptive street potential beyond economic concessions into a political role in urban or state organs.

Urban oligarchies forged links across towns and developed cohesive interests because they needed to cooperate on a broad scale to complete the massive dike and canal projects that were needed as much to preserve existing towns, farmlands, and their water supplies from flooding or salinization as they were to open new lands and waterways for settlement and transport. The Dutch gained control over North Sea trade because urban oligarchies joined together to finance warships and harness the navies of the various towns and provinces into a cohesive force that defeated the Hanseatic League, held off the British, and then confronted the Spanish.

The merchant-regent elite of Holland and the elites of other Dutch provinces faced their ultimate threat from Spain. Spain made increasing fiscal demands on Holland to support the costs of defending the entire Netherlands and for war against France. Beginning in the 1550s, and continuing until 1648, when the United Provinces won Spanish recognition of their independence in a formal peace treaty, Holland—with greater or lesser support from the other provinces—resisted those demands. The struggle against Spain drew popular as well as elite support because it also addressed Dutch Protestants’ desire for religious freedom against the fanatical efforts of Spain to impose Catholic conformity upon all Habsburg subjects. The Eighty Years’ War between Spain and the Dutch was marked by periods of intense and brutal conflict, years of less violent resistance, and times when Spain offered truces in hopes of regaining the financial and military means to recapture the northern Netherlands.

The Dutch won their war for independence in part because Spain became progressively weaker in the sixteenth and seventeenth centuries, as we saw in the previous chapter. The Dutch also were aided by Spain’s enemies, France and Britain. Yet the Dutch did not merely outlast an exhausted Spain to become an independent backwater, as did Portugal. The Dutch emerged from their war as a major military and colonial power and with Amsterdam as the financial and industrial capital of Europe.

War with Spain consolidated the Amsterdam-Holland merchant oligarchy’s capacity to pursue its interests globally. First, as we noted above, the war with Spain undermined Amsterdam’s main commercial rival, Antwerp. Second, war facilitated merchant hegemony within Holland. The revolt against Spain in 1572 was accompanied by a purge of pro-Habsburg Catholic and noble officeholders from town and provincial governing bodies, most drastically in Amsterdam.1 Popular and elite reaction against Catholic allies of the Habsburgs eliminated Catholics from the polity of the United Provinces by the 1580s. The ferocity of the Spanish terror against Protestants in the south led to a flight of Protestants and of Protestant capital to the north in the same decades. The post-1572 ruling elite was almost uniformly Protestant, removing religion as a basis for division within the governing bodies of the Republic and its provinces.

Finally, the cohesion of Amsterdam’s ruling elite gave it the capacity to raise large sums of governmental revenue and investment capital quickly and consistently and to apply those monies to take advantage of the geopolitical opening created with the oscillating imposition and suspension of Spain’s embargo against the rebellious United Provinces from the 1590s to the final peace in 1648. Similarly, elite unity within Holland, and Holland’s wartime dominance over the other provinces, allowed the Dutch state to force a merger of the eight companies engaged in trade with the East Indies into the VOC in 1601.2

The consolidated company could afford to send enough armed ships to Asia to determine the outcome of conflicts among Europeans and with local rulers in Asia. The VOC’s main tactic was to make deals with local rulers for monopoly access to commodities in return for Dutch (mainly VOC) protection from Portugal and from rival local rulers.1 VOC’s goal was not to send settlers to create colonies. Rather, VOC sought to control trade routes and create settlements only to the extent that they were needed to project military power, and to procure, store, and ship the commodities that were the predominant source of VOC profits.

The VOC was chartered with a rigid structure that ensured that all families and factions of the Dutch merchant elite would have an interest in preserving the VOC’s monopoly and would share in the obligation to inject capital and then share proportionally in the joy of reaping profits. The VOC had six chambers, represented by seventeen directors, chosen according to quotas for particular localities2 that had been set to entice the participants in the previous eight East India companies to merge into VOC. That structure also ensured the VOC directors in Amsterdam could exert rigid control over their agents in Asia by preventing the creation of autonomous links between particular Dutch merchants in the metropole and their own agents in the colonies. This central control initially was an advantage in the Netherlands’ colonial and commercial competition with European rivals, but, as we will see later, undermined the VOC in its competition with the British East India Company in the eighteenth century.

Similarly, the Dutch West India Company (hereafter WIC) was structured to incorporate the interests of key Dutch merchant families and factions. It had nineteen directors in five chambers. However, the WIC’s main structural difference from the VOC and its greatest weakness was that private WIC shareholders had the right to claim personal trading rights in the Americas in return for a fee paid to the WIC.3 This fatally undermined the WIC directors’ capacity to control trade in the Americas, making it impossible to regulate prices paid for commodities in the WIC colonies or to confine exports to WIC ships.

The lack of complex native polities (because they had been exterminated by genocide and disease) prevented WIC from using the VOC strategy of negotiating with and coopting local rulers to secure commodities. Instead, WIC followed the path of other European powers in the Americas, constructing colonies and using slaves to grow commodities, and in North America encouraging immigrants who could people colonies and farm and hunt in areas where slave plantations were not feasible. WIC sought to profit by overcharging settlers in Brazil for supplies,1 and tried to reduce settlers in North America to the status of tenant farmers. This strategy yielded short-term profits but antagonized the settlers who did not defend WIC when Catholics revolted, opening the way for the Portuguese to take Brazil. Similarly, the exploited Dutch settlers in New Amsterdam did not fight the British.

The Dutch, through WIC, dominated the transatlantic slave trade,2 creating the crucial African leg of the Atlantic triangular trade. The Dutch profited as well from funneling Spanish American silver to northern Europe. Wallerstein, in describing the Netherlands’ role in developing the triangular trade, points out that


the initial “social investment” was heavy and time consuming and, in bookkeeping terms, borne by the Dutch, with the profit just ready to be reaped after the end of Dutch hegemony in the 1670s by the subsequently productively more efficient English (and to some extent by the French).3



However, the Dutch gave up the chance to profit from their initial investment in large part because WIC had lost Brazil because of its shortsighted exploitation of its colonists. After the loss of Brazil, WIC was reorganized as primarily a trading company that became highly profitable,4 even as it became secondary to British merchants and contributed almost nothing to the Dutch economy besides dividends for its shareholders.

Unity within the WIC and VOC directorships had allowed the rapid mobilization of resources to achieve dominance in Asia and the Atlantic. However, differences among the merchants who backed the two companies prevented cohesive military strategies by the Netherlands as a state that could have allowed those two Dutch firms, and through them Amsterdam, to preserve hegemony over international commerce. We need to look at the development of elite conflicts in the Netherlands in the second half of the seventeenth and eighteenth centuries to explain the loss of Dutch hegemony.

THE SOURCES OF ELITE STASIS AND DUTCH RIGIDITY

i. Taxes and State Debt

The Amsterdam merchant elite and the less prosperous and powerful elites from elsewhere in Holland and the other Dutch provinces were all able to build protections for their political and economic interests into the structures of the Dutch state, military, and colonial enterprises. Julia Adams1 shows that Dutch merchant families (and their counterparts elsewhere in Western Europe) were concerned above all with preserving their families’ privileges and powers over generations more than advancing their individual careers and wealth. They accomplished that dynastic feat by legitimizing their claims to offices, property, and authority in terms of their paternal authority within families and the claims rulers and lesser officials made to be the political fathers of their subjects (and priests and ministers made to be the fathers of their spiritual flocks).

Along with carefully constructing and repeatedly reasserting and living their ideological claims to patrimonial authority, Dutch elites embedded their assertions legally and organizationally. Adams2 shows how Dutch merchant families wrote “Contracts of Correspondence,” legal documents that created a system for rotating offices and dividing the profits from trade routes and merchant companies among elite families, thereby preserving those powers and income rights as patrimonial property. The system also prevented the sort of competition among multiple elites that was rife in France, as we saw in the previous chapter. Elite unity served to forestall significant challenges from Dutch non-elites and prevented the Dutch stadtholder from augmenting his power at the expense of the provinces.1

During the Dutch rise to hegemony, Contracts of Correspondence provided a mechanism for merchants and landowners to join together and pool their resources to fight the Spanish, control Baltic sea lanes and fisheries, and send ships and armed men to the Mediterranean and then the Americas and Asia. Contracts of Correspondence also ensured that participating families would, through their guaranteed control over offices, be able to veto governmental and chartered company policies that could undermine their abilities to protect their wealth or that could marginalize their roles in the Dutch polity. Similarly, the application of Contracts of Correspondence to the merger of eight competing Dutch trading companies into the VOC ensured that merchants would be willing to convert their existing investments and access to Asian markets, trade routes, and officials into company shares, secure in the knowledge that the Contracts would guarantee their access to opportunities to actively engage in Asian commerce as well as passively receive a share of the VOC’s company profits as shareholders. Overall, the Contracts of Correspondence created the framework that ensured the vast revenues realized from the formal and informal Dutch empire flowed to the families that had invested their capital and political power in the creation of the Dutch state and in Dutch military and economic conquests throughout the world.

Contracts of Correspondence prevented elite conflicts2 and allowed for the consolidation and mobilization of merchant wealth and power because they contained “written succession rules, which laid out systems by which all eligible elite families would take turns getting mayoralties, East Indies Company directorships, and other corporate privileges.”3 The Contracts of Correspondence existed within a larger constitutional system that set relations among the towns of Holland and between Holland and the other, poorer and less populous, provinces. The United Provinces’ institutional structure was fixed in 1609 and remained unchanged until the fall of the Republic in 1795,1 long after the Netherlands had been supplanted as the hegemon by Britain.

The Dutch fiscal system was designed, like the Contracts of Correspondence, to entice multiple elites to enter into a single polity by protecting, seemingly in perpetuity, each province and town’s ability to block policies that would impose new fiscal burdens they did not want to assume. Each province had one vote in the States General of the United Provinces, and any province could veto increases in the total tax burden.2 Each province’s contribution to the national budget was set as a share of the total, adapted from the provincial quota system devised by the Habsburgs, and which remained unchanged from 1616 to 1792. Holland paid 58 percent. Only customs duties and some minor levies were directly assessed, and those taxes contributed only 20 percent of the national budget. The provinces met their quotas for the remaining 80 percent mainly with excise taxes in Holland and land taxes in the other more rural provinces.3

In essence, the Dutch constitutional structure and the organizations of the VOC and WIC created “veto points” that gave each province and town, and the major merchant families included in the Contracts of Correspondence, the ability to block any reforms or adjustments that would have undermined their particular familial and financial interests, even at the cost of preventing investments or policy changes that were needed to extend or preserve Dutch hegemony. If Dutch institutions were designed to create early unity and mobilize the resources that allowed the United Provinces, in Giovanni Arrighi’s words, “to catch ‘the wind actually blowing,’”4 then those same institutions prevented the Dutch from changing course or reconditioning the ship of state to catch the winds that blew in different directions and with much greater force once Britain built the capacity to compete in manufacture, trade, war, and finance.

The Dutch fiscal system worked well in the first decades of the seventeenth century, since the poorer provinces shared Holland’s desire for an aggressive military stance against the Habsburgs, and Holland was paying the majority of the cost of military ventures all the provinces endorsed. However, once the Spanish retreated and seemed to accept the northern Netherlands’ autonomy, the Amsterdam merchants, eager for a truce with Spain and the wealth that would flow from renewed trade, were willing to settle for a status short of full independence. In contrast, rural Dutch elites profited from the high food prices brought on by the Spanish embargo and so gained from continued war. Similarly, Leiden and Haarlem, the centers of the Dutch textile industry, benefited from “high wartime customs duties” that kept textiles from rival producers in the southern Netherlands out of the United Provinces and therefore those two towns “were mostly the core of the war party.”1 In addition, Amsterdam and the rural provinces were divided over religion. Amsterdam was mainly Remonstrant (less orthodox Protestants who were not committed to spreading rigid Calvinism beyond the northern Netherlands), while the rural provinces were allied to William II, the stadtholder who wanted to keep fighting.2

The growing economic divergence between Holland and the other provinces also undermined unity over increasing the state budget. The excise taxes that Holland used to meet its quota of the state budget were borne mainly by middle-class consumers and therefore would not have significantly impacted rich merchants, while the land taxes in the other provinces fell mostly on wealthy landowners.3 As yields on land investments fell with peace and a decline in food prices and rents after 1667, the burden of land taxes became relatively heavier. In response to the falling returns from investments in land, urban merchants dumped much of their land holdings1 so that the Amsterdam elite was ever less affected by any potential rise in land taxes. In addition, Amsterdam and Rotterdam became wealthier relative to the other provinces,2 so an increase in the state budget, and hence in each province’s quota, would hit the other provinces and their landowning elites much harder than the Amsterdam merchants.

The Dutch constitutional system gave veto power to the declining landowner class outside Holland since those landowners named the men who served as representatives of their provinces in the States General and set tax quotas. The poorer provinces blocked increases in the total tax, and Holland was unwilling to increase its quota to relieve the poorer provinces.3 The result was stalemate and a stagnant budget. Revenue peaked in the 1670s and declined, controlling for inflation, 25 percent by the 1720s.4 Two of the principal methods—selling offices and coining (and debasing) currency—that other European governments used to raise revenue were closed to the Dutch. Existing officials guarded their control over offices, guaranteed through Contracts of Correspondence, by blocking any attempts to create venal offices.5 Local governments minted coins and prevented the central government from competing in that realm. Local officials were pressured consistently and successfully by merchants to never debase their currencies since merchants needed a stable currency for international trade and, in the eighteenth century, to attract foreign capital.6

Elite veto points in the administrative and fiscal arenas, while motivated solely by self-interest, did have the effect of making the Dutch state administration more rational (in Weber’s sense of the word) and furthering Dutch merchants’ goal of dominating international trade and finance. Venal offices that could have competed administratively and financially with the Dutch military and civilian administrations were never created. Therefore, the state’s zones of inefficiency and paralysis were the result of elites’ collective abilities to veto policies rather than individual actors’ capacities to appropriate governmental powers and resources for their personal interests. The stability of the various local Dutch currencies facilitated the floating of bonds by the central, provincial, and local governments as well as the development of the Dutch Bourse and of Amsterdam as the banking center of Europe.

Dutch elites, for whom government bonds became an ever-greater share of their wealth, rising from 24 percent of their estates in 1650–74 to 61 percent in the eighteenth century,1 used their political power to ensure that interest payments were the first priority in the central and provincial budgets, even at the cost of military expenditures. This created a fiscal virtuous cycle, but a geopolitical vicious cycle, for the United Provinces.

As tax revenues stagnated, debt increased first to meet extraordinary war costs and then to close deficits in the regular budgets of the central government and even more in the provincial budgets.2 However, the fiscal burden of rising debt was limited by the extremely low interest rates Dutch state organs had to pay. Holland, which borrowed by far the most and which was the richest Dutch province, paid less than 5 percent interest on bonds in the mid-seventeenth century, and that rate fell to less than 3 percent by the 1690s and was 2.5 percent for the entire eighteenth century.3 In comparison, the British government, as we will see in the next chapter, paid 8 to 10 percent in the first half of the seventeenth century and 4 to 6 percent in the second half of the seventeenth century, while other governments paid substantially higher rates.1

Interest rates were low because, until 1688 (when British state debt was guaranteed by excise taxes and so became safe from default), Dutch government bonds were the safest investment available in Europe.2 Low interest rates kept annual payments low. Low rates on government bonds kept interest rates in the private sector lower than in other countries, making it cheaper for Dutch firms to borrow and giving them an advantage over foreign competitors.

’T Hart3 shows that debt service, as a percentage of the entire budget of the Dutch Republic, rose from 4 percent in 1641 to 41 percent in 1801, when it almost equaled military expenditures. Nevertheless, thanks to low interest rates, this burden could be borne without threat of bankruptcy, default, or restructuring of debt. The increasing share of the budget devoted to debt service also reflected the slow rate of increase in tax revenues.

Provincial debt was far greater than that of the Republic. The province of Holland’s debt rose from almost nothing in 1599 to 50 million guilders in 1632, 200 million in 1700, and 300 million in 1720.4 In part, the increase in debt was the result of a deal in which the national government’s debt was assumed by Holland in return for other provinces accepting slightly higher shares of the national tax quota, when the national debt had ballooned from 13 million in 1648 to 61 million by 1715. The transfer allowed the national debt to decline to 21 million by 1786.5

Holland agreed to the deal since its richest merchants were the ones who stood to lose the most if the national government suspended payments or sought to renegotiate the debt. As debt payments consumed ever more of the budget, and interest on government bonds became the main source of income for the Amsterdam elite, state policy, in the absence of a mechanism to increase taxes overall, became focused on minimizing military expenses so that there would be no danger of a default on debt. Amsterdam thus pushed to reduce the size of the army after 1648, a position that overwhelmed the militarist desires of the other provinces after the death of stadtholder William II in 1650.1 Amsterdam demanded and achieved significant reductions in military spending. This allowed Holland’s provincial debt to decline to 295 million in 1740. It rose with the United Provinces’ involvement in the War of the Spanish Succession to 360 million in 1756 and then, with the Republic neutral in the Seven Years’ War, fell to 320 million in 1780, which was the equivalent of a drop in debt service from 70 percent to 60 percent of Holland’s annual revenue.2 The central and provincial states’ fiscal rectitude, which reflected their overriding concern for merchant bondholders, had geopolitical consequences that were fatal for Dutch hegemony, as we will see below.

ii. VOC and WIC

Initially, the armed men and merchants of the VOC and WIC were able to capture trade routes and win access to lands that produced valuable commodities because they only had to fight less-well-armed Asians and Native Americans. Similarly, it took only limited armed force to capture Africans and transport them as slaves to the Americas.3 As we discussed above, the Dutch advantage was due to the institutional mechanisms that united traders into single chartered companies for Asia and the Americas. That unity, in turn, created a disciplined structure for transporting and holding commodities so that they could be released onto European markets in volumes and with timing designed to “achieve a stable medium-term optimum rather than a short-term maximization.”4


By the mid-seventeenth century, other European powers had established chartered companies, most significantly the British East India Company (EIC), and sent armed ships to Asia and the Americas to compete with the Dutch commercially and militarily. Similarly, in Europe, the declining economy of the mid-seventeenth century prompted protectionist measures by Britain and France, which led to a contraction of Dutch industry, since the domestic market was too small to sustain Dutch manufacture.1 Most significantly, the Navigation Act of 1651 required goods shipped within the empire to be carried on British ships. That act severely reduced demand for Dutch ships and stimulated the British shipping industry. The French state also favored its own ships by imposing high fees on goods brought to France on Dutch vessels beginning in 1649 and further handicapped Dutch merchants by raising the duties in later years.2 Dutch merchants responded to limits on their access to Britain, France, and their colonies by ceasing to invest capital in shipbuilding in the Netherlands. Instead, Dutch merchants invested their money in, and sold their technical know-how to, the British shipbuilding industry, and within the Netherlands moved their capital to other sectors. By the end of the seventeenth century, British and French shipbuilders had surpassed the Dutch in their technological level.3

The Netherlands’ loss of dominance in manufacturing and shipping meant that Dutch control of international commerce and commodities and of finance loomed ever larger in determining the United Provinces’ position in the global economy and, of course, became an ever more significant source of national income and of Dutch elites’ wealth. The Netherlands’ remaining advantage was its vast and unrivaled store of capital, which increased from 10–12 million guilders in 1500 to 1,750 million guilders by 1790.4 However, the particular organizations of the WIC and VOC combined with the United Provinces’ political structure to prevent the investment of that capital, including to expand and deploy an army and navy, in ways that could have allowed the Dutch to retain commercial and financial hegemony even after they lost manufacturing hegemony to Britain.

The WIC, as we saw above, differed from the VOC in that it empowered its shareholders to trade individually for their own accounts: at first in supplying settlers, and then, after Brazil fell to the Portuguese, in the even more lucrative slave trade. WIC merchants maximized their profits by limiting the number of slaves they imported to the Dutch American colonies. This created a slave shortage that drove up labor costs and restricted sugar production. WIC shareholders were able to block efforts to repeal their monopoly on the slave trade in the Dutch empire until 1730.1 After the slave trade was opened to competition, more slaves were brought to the Dutch Caribbean, which allowed a significant expansion in sugar, coffee, cocoa, and cotton. However, that reform came too late; by that time, Dutch plantation owners faced competition from the British and French and therefore were never able to control trade in those commodities. Nor was the United Provinces willing at any point to pay for military forces to attempt to seize more Caribbean colonies, retake Brazil, or disrupt rival European shopping networks. WIC shareholders and Dutch Caribbean plantations owners were marginalized politically in Holland, and the richer and more politically central Amsterdam merchants who were invested in the VOC never supported WIC requests for spending on Atlantic military ventures.2

The decline in the scope and volume of WIC’s commodity business did not mean that its privileged shareholders lost income.


Ironically, this progressive marginalization of the Dutch position in the Atlantic economy made them the preferred suppliers of slaves and commercial services to the Spanish colonies. The WIC and its Curaçao trade center, its teeth having been drawn by British and French protectionism [and the unwillingness of the Dutch state to intervene militarily] prospered in the 1680s and ’90s as the holder of the Spanish . . . slave supply contract, and as tolerated purveyor of manufactured goods and shipping services.1



For the WIC shareholders who had the lucrative Spanish concession, their nation’s geopolitical weakness in the Atlantic made them a more desirable business partner than British or French merchants who could have called on their governments’ military might to subordinate Spanish colonies to their more robust commercial networks, which the British managed to do in the eighteenth century.

Dutch ship owners reacted to the lack of diplomatic and military support from their government by shifting vessels from West Africa and the Americas to Asia and to the speculative and ultimately unprofitable whaling industry.2 However, the VOC also came under competitive commercial and geopolitical pressures in the late seventeenth century from the EIC, which, like the VOC, mobilized its own armed forces to control territory and trade networks. The VOC lost the competition to the EIC for two reasons: First, its rigid organizational structure could not be adapted to the new competitive situation because the merchants who controlled VOC high offices in perpetuity and could exercise veto power over VOC policies, thanks to the Contracts of Correspondence, blocked any reforms that would have lessened their share of VOC profits. Second, the military forces the VOC was able to field with its own resources were never augmented by the Dutch state, while the EIC was able to call on the British navy in key battles. Dutch fiscal restraint was fatal to the Netherlands’ overall geopolitical situation (as we will see in the next section), and that further narrowed the VOC’s commercial opportunities.

The VOC attracted more investment as manufacturing in the United Provinces and opportunities in the Americas contracted, and as the total pool of Dutch capital increased. The VOC issued long-term bonds in the 1680s and ’90s, and used the proceeds to invest in



expanding markets such as calicoes, silks, porcelain, coffee, sugar, and tea [even though] the Company directors recognized that they were shifting from [spices] over which the VOC had substantial market power to goods traded—in both Asia and Europe—in competitive markets.1



The VOC confined its Asian trade to company ships that were required to bring their commodities to Batavia, where they then would be sent on VOC ships to warehouses in Amsterdam, giving the VOC total control over supply and pricing. This organizational structure had three defects once the VOC faced competition from the British. First, the effort to keep all commerce within VOC ships and warehouses prevented the company’s agents from expanding their trading networks. The VOC system worked well for a few high-priced commodities that were produced in relatively small geographic areas that the VOC could control with military force and/or through alliance with local rulers. However, when the VOC sought to enter into other lines of trade that could not be monopolized, it found itself at a fundamental disadvantage to the EIC. Emily Erikson2 shows that the EIC expanded its Asian trade networks beyond company-controlled territories because it was unable to control its captains’ private dealings. EIC captains established ties to, and gained knowledge of, products and markets that allowed them to enrich themselves while making use of EIC ships. However, in the long run these self-dealing captains brought new products and producers into the EIC orbit. Each captain had only small amounts of personal capital to use in their personal trade, and so the new markets could be maintained only when the captains brought the EIC in as the senior partner. In this way the EIC outflanked the VOC in markets for products beyond the few spices that had first enriched the Dutch. Heavy VOC investments in markets for other Asian goods were “speculative,” and “rarely succeeded in . . . earning a profit;” this was an “era . . . of profitless growth.”3 The VOC could not earn a profit in these new lines of commerce because they lacked the information about the new markets that the EIC got from its captains.

Second, the Contracts of Correspondence ensured that the old merchant families that controlled company offices would determine the future direction of the VOC. As the VOC profit rate fell, due to declining European demand and greater competition from the British, the VOC offered less of a return than alternative investments, above all state bonds. The controlling families insisted that the dividend be maintained and that the offices they controlled continued to be lucrative. The result of those preferences was that all the VOC profit was paid out in dividends and the company’s trading capital declined and had to be supplemented with money borrowed from outside investors who, ignorant of the workings of the VOC, made what became a poor bet. From 1730 to 1780, the dividend yield on VOC stock averaged 2.9 percent, but considering that the stock lost half its value in those decades, the actual return was 1.9 percent. For those who held onto VOC stock until 1795, when its value fell to zero, the annual return was 0.9 percent.1

Third, the already existing rigidity of the Contracts of Correspondence, which blocked entry of any new families into the elite, combined with economic stagnation in the eighteenth century to convince a growing number of colonial agents to remain in Asia. These agents engaged in corrupt practices: trading on their own accounts, skimming commodities from VOC plantations and warehouses, and selling lesser offices they controlled.2 To avoid detection by the VOC, corrupt agents conducted much of their illicit trade and repatriated corrupt profits through the EIC, which strengthened the EIC’s trade network.

Dutch elites, by the eighteenth century, were reduced largely to rentier status, with more and more of their income coming from passive investments outside of the Netherlands and the Dutch empire. The incomes of the Dutch rich increasingly came to depend on the prosperity of British industries and the creditworthiness of the British state since British stocks and state bonds made up growing portions of their portfolios, although Dutch government bonds remained their largest assets and hence elite pressure for fiscal restraint was unstinting up to the end of the Dutch Republic. Both pillars of Dutch wealth were threatened by warfare between the United Provinces and Britain: During wartime, when the central and provincial Dutch governments took on more debt, it became harder to pay the interest due unless taxes were increased. The same dynamic threatened the British bonds held by Dutch elites. Similarly, British openness to Dutch investment was lost in wartime. These financial considerations sapped Dutch elites’ support for military efforts by the Netherlands to push back against British geopolitical expansion.

GEOPOLITICS: THE UNITED PROVINCES VS. BRITAIN IN EUROPE AND ASIA1

The Netherlands fought three wars with Britain in 1652–54, 1665–67, and 1672–74. A fourth war occurred a century after the other three and well after Britain had clearly achieved hegemony at the Netherlands’ expense, so it need not concern us here.2 These wars, like the other early modern wars we analyzed in chapter 2, for the most part ended inconclusively with treaties that returned most of the lands seized in battle to their former rulers. Nevertheless, by the end of the three Anglo-Dutch Wars and the longer Franco-Dutch War of 1672–78, “the Dutch suddenly became a secondary [military] factor despite continuing Dutch economic strength.”3 Although the Dutch fought those wars with a number of objectives, they did not achieve the ones most important for their contest with Britain for hegemony: undermining Britain’s Navigation Act and controlling colonies and trade routes in Asia and the Americas. Why did the Dutch fail to realize their objectives by military means?


Wallerstein believes Dutch decline was because that polity was too small to pay the rising costs of naval and land wars.


By the end of the seventeenth century, the demographic consequences of the partition of the Burgundian state [into the United Provinces and the southern Netherlands, the future Belgium] had begun to take their military toll. The United Provinces, despite its wealth, was too small to carry indefinitely the insupportable burden of military and naval defence they had to bear.1



In fact, the Dutch enjoyed an overwhelming financial advantage, with state revenues more than triple those of Britain throughout the years of the first three Anglo-Dutch Wars.2 In the first two wars Britain had no allies, and in the second war France, then the strongest land power in Europe, provided massive and decisive military assistance to the Netherlands. In the Third Anglo-Dutch War (1672–74) France was allied with Britain, but when the Netherlands was on the verge of defeat, Britain, fearing French hegemony on the Continent, made a quick peace with the Dutch and, in the later years of what then became the Franco-Dutch War (1672–78), Spain and other countries fought on the side of the Netherlands against France. Thus, allies made no difference in the first war, favored the Dutch in the second, and in the third at first harmed the Netherlands but then, after Britain’s withdrawal, the Dutch had a more powerful coalition than did France.

Despite their fiscal advantage, and, in the second war, a stronger set of allies, the Dutch were unable to prevent Britain from enforcing its Navigation Act and thereby shifting commercial hegemony from the Netherlands to Britain. While neither Britain nor the Netherlands gained territory in Europe, Britain won control over key Dutch colonial territories, ports, and trade routes. The end result of the first three wars was a decisive shift of land and trade routes from Dutch to British control in the Americas, Africa, and Asia. Again, why were the Dutch unable to translate fiscal advantage into military success?


Two factors explain the incongruity between the Netherlands’ fiscal strength and its failure to effectively harness military power to protect its geopolitical interests. First, elites disagreed with one another over their objectives for Dutch foreign policy. Second, those elites had the institutional power to withhold funding, and the ships and armed men they controlled, from foreign ventures they opposed. Thus, the total state budget and “Dutch” naval ships were not under the control of a head of state or central government that could deploy those assets. Instead, there were five separate Dutch navies, each financed by customs duties and excise taxes raised from within the territory controlled by the town or province to which the navy belonged. In addition, the WIC and the VOC had their own fleets and armed forces as well. All efforts to consolidate the five admiralties, or even to place them under a genuine central command, foundered.1 Attempts to control WIC and VOC forces through the stadtholder or any other appointee of the States General repeatedly failed. The stadtholder’s nominal control over all land armies was undermined by the fact that each company was financed by a specific province and by the willingness of Holland especially to disband its troops when the stadtholder’s foreign policy became too aggressive or otherwise did not conform to the desires and interests of the Amsterdam regents.

All elites, and indeed the population at large, shared in their determination to maintain Dutch independence and to preserve the territorial integrity of the United Provinces. Dutch financial and military power were unified and effectively mobilized behind that particular goal. When French forces invaded the Netherlands in 1672 at the outset of the Third Anglo-Dutch War and the British sought to blockade the Dutch ports and capture VOC fleets arriving from Asia, provincial elites united, in part because of popular pressure and the threat of mass violence being turned on them, and mobilized enough ships and armed men (and agreed to breach dikes to flood farmlands to halt the French army’s advance). This ensured that Britain withdrew from its alliance with France and made a separate peace with the Dutch. Dutch provincial armies remained united, and the provinces continued to appropriate enough money to push the French out of the United Provinces and to ensure that French conquests in the later years of the Anglo-French War would remain limited to the southern Netherlands.

Dutch elites were divided over their objectives beyond Europe. Polities can pursue various and often conflicting objectives in war. Since the United Provinces, like every other polity in the seventeenth century (and indeed like every polity throughout human history), lacked the military resources to advance all of its interests, the Anglo-Dutch and Franco-Dutch wars reveal the priorities that mattered most to the United Provinces government in this era. Or, to be more precise, the wars highlight the political capacities of various elites to make the government pursue their particular priorities.

The elites of Holland, above all the Amsterdam merchants, were most concerned with asserting their demand for free shipping rights everywhere, including to Britain and its colonies, and with maintaining control over trade routes and colonies. Elites in the other provinces did not gain much direct financial benefit from commerce and colonies and were less willing to pay for naval vessels and hiring and equipping armed men. Amsterdam merchants were divided between those who invested in the VOC and those who financed the WIC. As we saw when we tracked the history of the WIC, those merchants were an isolated faction and were unable to mobilize state resources to defend their interests in the Americas against rival European powers and those nations’ chartered companies and privateers. In the absence of support from the provinces, WIC ships were overwhelmed by rival European powers in the Americas, while the richer VOC was able to float a larger navy and pay for armed companies that controlled its colonies and trade routes through the seventeenth century—but then was overwhelmed by the more powerful EIC and British fleets early in the eighteenth century.

Amsterdam merchants’ commercial interests, and their short-term calculations, prevented the Netherlands from preserving the geopolitical advantage it had gained from its victory over Britain in the Second Anglo-Dutch War. The French-Dutch alliance that had won that war could have acted as a long-term check on British naval and commercial domination of the North Sea. However, Amsterdam quickly split from other Dutch elites at the end of the war to advocate for an alliance with their former Spanish rulers against France. Amsterdam merchants had three reasons for wanting to break the alliance with France. First, French expansionism in the Caribbean threatened Dutch colonial interests in the Americas. Amsterdam merchants thought they were not threatened by Spain’s weaker military presence in the Americas and that, in any case, they could profit from trade with Spanish American colonies. Second, Amsterdam merchants feared their exports would be limited by French mercantilism. Finally, Amsterdam merchants feared that if the United Provinces and France forced the Habsburgs out of the southern Netherlands, Antwerp would revive and prosper in the absence of Spanish control and then pose a commercial challenge to Amsterdam.

The Amsterdam merchants were able to force their diplomatic preferences on the other provinces, successfully antagonizing France by imposing a ban on French imports and using WIC to attack French shipping in the Caribbean. Amsterdam’s preferred Dutch-Spanish alliance backfired in the short-term, pushing France to ally with Britain and bring the United Provinces to the brink of total defeat and conquest with the French-British joint attack at the outset of the Third Anglo-Dutch and Franco-Dutch War in 1672. Holland’s strategy was a disaster over the long term, because the Amsterdam merchants misjudged the source of its biggest economic challenge. It was not the potential revival of Antwerp, or French mercantilism, or French expansion in the Americas. Rather, the British, whom Amsterdam merchants regarded as challengers only in the North Sea, mounted their main challenge in the Americas and Asia and served to destroy the WIC and progressively weaken the VOC.

The elite of Holland already had underestimated the threat from Britain as they negotiated an end to the First Anglo-Dutch War. The Staatsgezinde faction, which was composed mainly of elites from Holland, joined with the British in demanding that the treaty include a secret annex obliging the United Provinces to pass an Act of Seclusion that would forever ban any member of the House of Orange from becoming stadtholder. Other provinces opposed this provision but were unable to overcome the combined power of Britain and Holland. Holland got what it wanted, a permanent weakening of the central government. However, Holland won this advantage in internal Dutch politics and government at the cost of having to agree that Britain could maintain the Navigation Act, which had drastic long-run effects on the Netherlands’ position in European commerce. And, of course, the permanent weakening of the Dutch state through the Act of Seclusion made it impossible for the elite of Holland to build up a military powerful enough to challenge the British in later decades, when such a military became essential to any efforts to preserve Dutch hegemony from British challenge.

In the absence of a strong central state, there was no mechanism to challenge the Amsterdam merchants’ narrow self-interest or its repeated geopolitical misjudgments. As we discussed earlier, the national budget was divided among provinces, and within each province, among towns. If any one province refused or reduced its share of the assessment, all the other provinces would reduce their payments in proportion. Thus, tax increases for war required consensus among all the provinces. Amsterdam controlled Holland and Holland withheld or cut its contribution when it decided that negotiations with France, Spain, or Britain were better for those merchants’ short- or long-term interests and plans than continued fighting. The division of Dutch land and sea forces into multiple navies and armed forces allowed any province to withhold its men and weapons, undermining the war effort and forcing an end to efforts to defeat rivals in Europe or in Asia and the Americas.

Provincial autonomy undermined preparation for war as well as the fight during wartime. Naval warfare was even more vulnerable to elite dissention than land-based war since it required high up-front expenditures on ships. Thus, efforts to build up Dutch naval power required years of consensus among provinces, or at least within Holland, to finance a sustained warship-building program. Britain and the Netherlands, as we saw earlier in examining its merchant fleet, were at the forefront of marine technology. They engaged in a naval arms race with each other, attempting to build larger and faster ships with more firepower than those of their enemies. This caused a rapid escalation in costs and reinforced the need for sustained spending in peacetime to prepare for war.


The Dutch were at an additional disadvantage to Britain in that they did not use press gangs to recruit (or more accurately to kidnap) sailors for their warships. Few Dutch were willing to volunteer or even to fight for pay in the army. In the 1590s, only 17 out of 132 army companies fielded by the Dutch republic were made up of Dutch fighters; the rest were foreign mercenaries,1 and the United Provinces continued to rely on mercenaries in its later wars with France and England, although the Dutch did contribute to defensive efforts, most notably during the opening of the dikes to prevent a French advance in 1673. Mercenaries everywhere in Europe were expensive and would quit if not paid.2 The Netherlands’ wealth and unparalleled access to credit gave it an advantage in recruiting and keeping mercenaries in battle, but the Dutch army could and did quickly unravel if any province refused to pay its share of the tax quota and other provinces then followed suit and reduced the government’s war budget. The resources that could have allowed the Netherlands to build an army and navy capable of overwhelming Britain, or at least of preventing the British from excluding the Dutch from a widening sphere of European and world commerce, remained decentralized in provinces and chartered companies. Dutch wealth was locked up by institutional paralysis.

LOST HEGEMONY AND THE PRESERVATION OF ELITE PRIVILEGE

A single elite, the Amsterdam merchants, preserved multiple veto points in the Dutch polity. No matter how far those merchants’ interests diverged from those of other elites, nor how badly that single elite misjudged its own long-term interests as well as those of the nation as a whole, no political force or combination of forces within the Netherlands and its empire could loosen the merchants’ capacity to guard what it considered its rightful privileges.

This chapter has focused on the contingent chain of conflicts and institutional formations that first allowed the Dutch to achieve hegemony and then prevented the steps needed to preserve that hegemony. In chapter 1, I argued that the Netherlands was the first polity (followed by Britain and the United States) that lacked any of the four factors that precluded previous and rival polities from attaining hegemony: (1) a high level of elite conflict in the metropole, (2) a high level of colonial elite autonomy from the metropole, (3) a unitary elite dominant in the metropole, and (4) the lack of infrastructural capacity to impose economic hegemony. Dutch elites came together to fight against Habsburg rule and to gain commercial dominance in the North Sea, creating elite unity (removing factor number one), while developing a political system that prevented the Amsterdam merchants from eliminating or subordinating the other elites in the Netherlands (blocking factor number three). The way in which the WIC and VOC were financed and organized ensured that company agents in the Americas and Asia lacked autonomy (removing factor number two). And we have seen how the Dutch built the infrastructural capacity in commerce, manufacture, finance, and military organization to assert hegemony under those favorable social structural conditions.

How were the conditions that facilitated Dutch hegemony undermined? In chapter 1, I hypothesized that hegemony itself must have re-created one or more of the four factors that blocked hegemony for other empires. I suggested that hegemony affected the first factor, that it disrupted stable elite relations and heightened elite conflict in the metropole. That, as we have seen in this chapter, is indeed what happened in the Netherlands in the late seventeenth century. Amsterdam elites used the wealth they amassed from their hegemonic control over global markets to buy enough armed force to pursue their own military and foreign policy in Asia and the Americas and to determine Dutch policy toward Britain and France in Europe. In this way, elite accord became conflict and, while the Amsterdam merchants did not become a single unitary elite in the metropole, they did attain the power to block the central state from pursuing any policy that they opposed. The Amsterdam merchants’ shortsightedness degraded Dutch military infrastructure. The system that elites of Holland used to control the VOC and WIC gave colonial elites in the Americas a degree of autonomy that crippled the WIC’s capacity to defend itself against rival European powers. In Asia, metropolitan elites maintained their hard control over colonial agents in the VOC, but that system, which had allowed the Dutch to get the jump on rival European powers, could not be maintained once the British attained a significant presence in Asia through the EIC.

The Netherlands’ loss of hegemony was thus internally generated, the consequence of a structure that once had facilitated elite harmony and the mobilization of resources for shared goals. However, that structure allowed any dissenting elite to block collective action at the state level. Amsterdam elites came to have an interest in, and a capacity to, oppose other Dutch elites because of the wealth they accrued from their colonial ventures. It was in this way that colonial elites had influence on the metropole. Not by direct investment or lobbying, but by transforming the Amsterdam merchant elite that they served. At the same time, the Amsterdam merchants maintained rigid control over their agents in the colonies.

The elite structure of the Dutch polity and of its larger empire blocked reform. Various writers in the late seventeenth and eighteenth centuries recognized the need for change and identified reforms that could have preserved Dutch dominance or at least slowed decline. Self-interested elites in other provinces, but also some Amsterdam officials who saw the need for larger and more consistent revenues for the central government, proposed changes in provincial tax quotas or a shift to nationally assessed taxes that would circumvent provincial quotas entirely or at least provide another stream of revenue that provinces could not limit or block.1 However, the majorities of Amsterdam elites opposed such reforms and were able to veto both changes to provincial tax quotas and the imposition of new national taxes.

Nor was it possible to reform the structures of either the WIC or the VOC. The latter especially was stultified by the rigid Contracts of Correspondence that prevented any organizational changes to respond to competition from the EIC or to the opportunities the EIC created for VOC agents in Asia to engage in self-dealing. The low level of autonomy enjoyed by VOC agents and the high degree of autonomy for WIC plantation owners both had facilitated Dutch dominance during the years of colonization but later underlined Dutch power in Asia and the Americas.

The absence of a strong central authority also made it impossible to stem the flow of Dutch capital abroad. The Netherlands’ massive store of capital, the ultimate basis of a financial hegemony that lasted after the Dutch had lost manufacturing and commercial supremacy to the British, became instead the source of rentier income, increasingly derived from abroad, for Dutch elites whose familial interests therefore diverged sharply from that of their nation by the mid-eighteenth century.1

The Dutch did not lose hegemony and decline because of a lack of awareness of the nature of competition from the British. Nor was there a lack of understanding of how the structures of the Dutch state and of the WIC and VOC prevented needed adaptation. Rather, elites maintained their unassailable power to protect their particular interests even at the cost of their collective futures. We now must see whether British and US elites built similar structural protections for their privileges, and analyze how those privileges shaped British and American responses to economic and geopolitical challenges.
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Britain: Exceptional Reform

Britain began to create its empire during an era of heightened domestic elite conflict. It achieved hegemony after those conflicts were resolved in a stable structure of multiple elites. Britain was exceptional in the durability of its hegemony, which lasted from the late eighteenth to late nineteenth centuries,1 and, above all, in its capacity to enact reforms that maintained British hegemony through the Industrial Revolution.

My goal in this chapter is to track and explain the chains of contingent change, propelled by elite conflicts and alliances, that first formed the British Empire, culminated in a century of British dominance, and then ended in the loss of that primacy decades before the achievement of US hegemony. This chapter proceeds chronologically. I begin by tracing elite conflict in Britain from the sixteenth to the seventeenth century and show how those conflicts produced a stable structure of multiple elites in the wake of the Civil War and the Glorious Revolution. I then explain how domestic elite structure shaped state policies and capacities and the forms of British colonialism and trade during the “First Empire,”1 the period from the conquest and settlement of Britain’s first colonies up through the American Revolution and Napoleonic Wars. I contrast the distinct dynamics of the settler and dependent colonies and their varying effects on British political economy.

This chapter then focuses on the era of British hegemony in the nineteenth century. I identify the colonial elites of Britain’s “Second Empire,” the period from the end of the Napoleonic Wars until World War I, and analyze their interactions with existing domestic elites and with the rising financial elite. Following the structural template presented in table 1.2, I specify the degree of colonial elites’ autonomy from metropolitan officials, and colonial elites’ influence over Britain’s domestic economy and politics. As I suggested in chapter 1, we will see a sharp contrast between the pattern of Britain’s settler colonies and that of India and the other dependent colonies.

British historians, most famously Cain and Hopkins, found that the landed elite and City financiers maintained a close alliance throughout the nineteenth century, and argue those ties shaped and stabilized British imperial policy. Cain and Hopkins’s interpretation remains dominant, but they do not explain why that alliance endured.2 As a result, they are unable to explain what forces, domestic or from colonial elites, ultimately disrupted that alliance or made it less effective for sustaining British dominance. That lacuna in their analysis, in turn, undermines efforts to explain the decline of British hegemony. As we will see, most existing work attributes British decline to the dei ex machina of imperial overexpansion, the rise of US or German economic power, or the costs of World War I.

My focus on the dynamics of domestic and imperial elite relations provides the basis, in the last sections of this chapter, to explain both Britain’s uniquely long hegemony and its demise in the last decades of the nineteenth century, well before the United States or Germany became significant rivals, before Britain was weighed down with the costs of World War I, and before the world wars “emboldened demobilized soldiers who joined teachers, lawyers, trade unionists, and civil servants to form nationalist movements in the colonies” that unraveled the British Empire.1

Elite analysis will also allow us to understand the sources of the “financialization” of the British metropolitan and imperial economy, and to identify the ways in which finance, and the political power of financiers, contributed to and then undermined British hegemony. This chapter, and indeed this book, can be read as an effort to understand the central role of politics in the rise and demise of empires and hegemons. In so doing, we are taking up Arrighi’s invitation, which he attributes to Braudel, to “follow the possessor of money into another hidden abode, where admittance is only on business but which is one floor above, rather than one floor below the marketplace. Here, the possessor of money meets the possessor, not of labor-power, but of political power.”2 We will find that it is the interactions among elites, inhabiting different institutions and wielding different forms of power, that creates the geopolitical and capitalist dynamic that made Britain dominant and then undid its hegemony.

FROM FEUDALISM TO CAPITALISM AND COLONIALISM

England prior to the Reformation was characterized by a tripartite elite structure. Kings, lay landlords, and the clergy each controlled manors at the local level, while the crown and church also controlled judicial systems that regulated land tenure on all manors. All three elites had the capacity to extract revenues and labor from peasants. Both kings and lay landlords wielded armed force, while the clergy was linked to the transnational Catholic Church.1 Relations among elites, and with peasants, changed little over centuries of feudalism, justifying Weber’s description of it as “a chronic condition.”2

The Reformation almost entirely eliminated the Catholic Church as a distinct institution in England. Yet the Henrician Reformation did not simply allow the tiny royal government to absorb all the Catholic clergy’s powers and properties. The crown, with only a few dozen officials directly under its control, had used clerics to carry out administrative functions. With the elimination of much of the clergy and (often justified) doubts about the loyalty of the remainder, the crown, already dependent on nobles to collect taxes and provide armed men, was forced to collaborate with lay landlords in expropriating the property and powers of the Catholic Church. Most monastic properties, and also benefices (the right to appoint ministers) and clerical rights to collect tithes, ended up in the hands of the lay elite. This transformed the previous tripartite elite structure of crown, lay landlords, and clerics into a dual elite structure in which the crown was unchallenged at the national level while the gentry gained full control over land, peasant labor, and county and local politics. Henry VIII and his successors were able to use their national-level hegemony to break the military and political power of the landed magnates, creating a monopoly on the legitimate use of armed force in England and later in all of Britain. In this way, the English dual elite structure diverged from that of Spain, which we discussed in chapter 3. The Reformation gave the English crown the resources to break the magnates and devolve landlord power down to the local level, in contrast to Spain, where the lack of a Reformation meant that the Habsburgs had to reach a settlement with each province’s aristocracy as a bloc (a bloc that in most provinces was controlled from the top by magnates), foreclosing the possibility of challenging the greatest Spanish nobles.

English kings, despite their safety from national-level military or political challenges, were never able to escape from their dependence upon lay landlords. Monarchs lacked the resources to create a bureaucracy, since they had alienated most of the seized monastic properties to meet war expenses or to buy the loyalty of lay elites, and had to win parliamentary approval for taxes. Kings therefore continued to rely on largely unpaid local officeholders who served their own private interests and were controlled by county political blocs. Unable to play clergy and laity against one another in Parliament after most clerics were purged from their seats, the crown found it increasingly hard to control the county blocs, which by the eighteenth century had coalesced into two national parties. The fiscal crisis brought on by Charles I’s eleven-year attempt (1629–40) to rule without calling Parliament, and the outcomes of the Civil War (1642–51) and the Glorious Revolution (1688), demonstrated the limits of royal power and kings’ narrow room for autonomous action. All royal initiatives, whether to increase taxes, pass legislation, or fight wars, required consent from the Members of Parliament who represented the interests of the dominant elite of county-based landowners and later also of merchants organized into guilds and chartered companies and represented through city governments.

At the same time as relations between the crown and landowners were restructured in the aftermath of the Henrician Reformation, the crown lost control over an ever larger and more prosperous faction of merchants who then allied with the landed elite that benefited from the Reformation and emerged victorious in the Civil War. Let us examine how sixteenth- and seventeenth-century elite conflicts affected the crown’s ability to control traders and colonial elites and settlers.

Robert Brenner, in his massive and magnificent study Merchants and Revolution,1 finds that there were three largely distinct groups of merchants in seventeenth-century England: (1) the Merchant Adventurers, (2) the traders of the Levant, East India, Russia, and other chartered companies, and (3) the colonial interloper merchants. The first two groups waxed and waned relative to each other as the crown traded favors for revenues from increased customs duties and for political support during the Civil War and then after the Restoration. At the same time, both groups were buffeted by transnational economic forces: The Merchant Adventurers were harmed by declining continental European demand for the cloths that they exported, while the rapidly growing home market for imported luxuries delivered great wealth to the investors in the geographically defined trading companies. Nevertheless, the Merchant Adventurers and Levant–East India traders both benefited from royal efforts to shield them from competition. The crown eliminated foreign cloth merchants from England, ensuring that the Merchant Adventurers would be able to monopolize a shrinking market; in that way foreigners, not English investors, bore the brunt of declining demand for cloth. The company traders benefited from royal monopolies that restricted entrants into their markets and, as Brenner emphasizes, from the even more important royal prohibition of artisans and retailers from foreign trade. This latter limit ensured that traders could demand a uniform and high markup on imported goods, preventing domestic merchants and retailers from undercutting their prices.

Brenner certainly demonstrates that the Merchant Adventurers and Levant–East India traders’ profits were politically derived from royal concessions. While the crown repeatedly demanded increased customs duties in return for those concessions, and at times (especially in 1624–25) alienated the company merchants with unprecedented demands or outrageous antics, the two groups of chartered merchants remained dependent on the crown for their livelihoods.

The third group of merchants, the colonial interlopers, was quite different. They were excluded from the great chartered companies because of the double handicap of limited capital and unimpressive social origins. Most were sons of lesser gentry, shopkeepers and manufacturers in London, or involved as ship captains or traders with the American colonies. For a time, in the early seventeenth century, the traders involved with the Americas were able to operate with little interference from the chartered merchants. Trade with the Americas depended upon the establishment and growth of permanent colonies, which, in turn, required the long-term investment of capital. The great merchants and landed elite had safer and quicker opportunities for profitable investment in eastern trade and by improving landed estates at home. American plantations were built by the lesser strata who became rich by selling provisions and slaves to American settlers and importing American tobacco and furs to Britain.

Only this third group of merchants was capitalist in Marxist terms or even in Weber’s sense of economically oriented capitalism. Their prosperity depended upon the free import of American products to Britain outside the monopoly system of the chartered companies. These colonial merchants also desired government help in excluding foreign traders, especially the Dutch, and in forcing the colonial settlers to buy only British provisions. Of course, slaves were vital to the “triangular trade” with the colonies and provided the labor for tobacco, and later sugar and cotton, plantations.

The colonial merchants were unable to get Stuart monarchs to defend their interests against the established merchants, or even against foreign rivals. Later, when colonial shippers became interlopers in the East India trade, the crown attempted, albeit with little effect, to guard the East India Company’s monopoly. The colonial interloper merchants did receive a more sympathetic hearing from Parliament. A majority in Parliament represented interests opposed to the company merchants: the outports that had been decimated by the chartered merchants’ centralization of trade in London, and manufacturers and growers, especially of wool, who sought wider markets for their products than were provided by the merchant adventurers and chartered companies. The colonial-interloper merchants were also linked by business and ideological ties to the subset of great landlords who invested in and guided the Puritan colonies in the Americas.

The business and political links between colonial-interloper merchants and great Puritan landlords with American interests endured from the 1620s through all the conflicts of the 1640s. Indeed, they are central to Brenner’s analysis of the Civil War. His study of merchants allows him to explain why the colonial interlopers were stalwarts of the parliamentary cause (their economic interests depended upon defeat of the crown and a reversal of royal commercial and foreign policies), and why the company merchants generally were spurned by Parliament even though the crown’s inconsistent and exploitative relations with its chartered merchants gave those merchants reasons to join the opposition (company merchants demanded policies that were costly to important parliamentary constituencies, leading Parliament to reject the basis upon which company merchants could have split from the crown and forcing those merchants back into the arms of a monarch who cared about them only as pliable sources of revenue). In any case, long-standing business, political, religious, and personal ties between Puritan colonizing landowners and the colonial interloper merchants gave the landowner-parliamentarians confidence in 1641 that they could rely upon and control the London popular forces whom the colonial interloper merchants mobilized against the crown. This alliance was further reinforced because the landowners and capitalist merchants (though not the popular forces, which were increasingly marginalized after they had served their purpose and helped Parliament win the Civil War) had a common interest in an anti-Catholic militaristic foreign policy and a shared desire for state stimulation of foreign trade and the domestic economy. Both elites demanded a Presbyterian or an independent religious settlement that would guard landowners and merchants’ control over former church properties and over the ministers in their congregations.

The elites who won the Civil War and dominated the Rump Parliament of 1648–53 rewarded their colonial interloper merchant allies. The Rump created a permanent blue-water British navy, which ensured consistent and more effective protection for merchants’ foreign investments than had the privateers the crown previously used for that purpose, although privateers continued to be allowed to harass Dutch ships and those of other enemy countries.1 The Commonwealth adopted an aggressive foreign policy designed to seize Portuguese and Dutch colonies in the Americas and to roll back rival European powers’ control over transatlantic trade routes. Parliament accommodated merchants’ desires and created free trade zones that allowed for the reexport of goods without duties that would have eaten into or eliminated Britons’ competitive edge over Dutch and other commercial rivals. The Rump established the Commission of Trade, which provided permanent support for free trade ports. While Parliament reauthorized the East India Company’s charter, it gave interloper merchants control over the EIC’s board. The 1651 and subsequent Navigation Acts required all British and colonial goods to be carried on British ships, freezing out the Dutch merchant fleet and tying the colonies tightly to merchants based in Britain.1 These policies all continued even after the Restoration, except that Charles II and James II sought to ally with Catholic France. However, while the religious aspects of that alliance were repulsive to interloper merchants, France posed less of an economic threat to merchant interests in Europe or the Americas than did the Dutch.

The alliance of landed and financial elites, which Cain and Hopkins2 argue endured from the Glorious Revolution of 1688 until World War I, was an artifact of the contingent series of elite conflicts outlined above. The elimination of the clergy as a national elite, and the crown’s consequent inability to reach down to the local level, left locally based elites in firm control of each county and town government. Crown weakness allowed interloper merchants to take advantage of openings in the world economy and in Britain’s growing empire. Landowners and interloper merchants allied to defeat the crown and its chartered company supporters in the Civil War. We will trace the shifts in the makeup and interests of this enduring alliance in the rest of this chapter. However, the alliance itself was formed in response both to crown threats and to the contingent opportunities first created by the Henrician Reformation. The British state then became, and remained into the twentieth century, an amalgam of elites, each with its own institutional base for wielding economic and political power, and with strong ideological legitimacy.


DOMESTIC STABILITY AND IMPERIAL DYNAMICS, 1688–1815

The resolution of the conflicts between the crown and the landed elite and among different sorts of merchants shaped British imperialism in three ways. First, as we noted above, the victors of the Glorious Revolution recast British foreign policy and set in train dynamics that (often unintentionally) created constituencies for that new imperialist policy. Second, the dominant landed and commercial elites increased state administrative and military capacity to realize their foreign policy aims. Third, the political gains by colonial interloper merchants and the Puritan landlords who had invested, financially and ideologically, in the North American colonies in essence served to institutionalize a bifurcated empire in the century after the Glorious Revolution. Let us examine each of these consequences in turn and see how imperial goals, capacities, and structure affected one another in the long century from the Glorious Revolution to the end of the Napoleonic Wars.

i. Foreign Policy Goals and Their Supporters

The British crown, like monarchs elsewhere in Europe, sought to play and win the great power game. Britain was handicapped in this pursuit by its relatively small population and, until the eighteenth century, its relatively weak fiscal capacity.1 Britain’s location at the periphery of the Continent protected it from frequent invasions, even as it at times sent armed forces onto the Continent. Monarchs and/or parliaments varied in the efforts they made to gain territory within Europe or take colonies elsewhere in the world. As we saw in chapters 3 and 4, the Habsburgs, French kings, and the Dutch stadtholder in collaboration with States General and the assemblies of the seven United Provinces selected foreign policy goals opportunistically, based on where they had realistic opportunities to add to their home territories or to accrue colonies, and defensively, in response to attacks from rival powers. However, when multiple opportunities opened up, rulers were constrained by the interests of domestic elites, who in the sixteenth through eighteenth centuries still provided the armed men and resources for war. Rulers thus selected military targets that met domestic elites’ interests in and capacities for procuring trade routes or new landed domains in border regions, further afield in Europe, or in the rest of the world. Once colonies were taken, the elites who controlled them became a new lobby for and constraint on rulers’ foreign policy objectives. We saw how interactions between rulers and a varying number of elites produced foreign policies in Spain, France, and the Netherlands in the previous two chapters. Now we will conduct the same analysis for Britain, beginning in this section by showing how the outcome of the Civil War and the Glorious Revolution combined with Britain’s initial colonial conquests to transform foreign policy.

Tudor and Stuart rulers went to war to (1) maintain or expand a territorial presence on the Continent, (2) to block rival powers from interfering in crown efforts to gain control of Scotland and Ireland, and (3) to take and hold trade routes and colonies beyond Europe. They pursued those objectives at times in alliance with Catholic monarchs, and even allied with Catholics against Huguenots (French Protestants) and Protestant Netherlands. The first two objectives took precedence in crown decisions of where to fight and with whom to ally over non-European goals. Those priorities reflected the high degree of pre–Civil War royal autonomy in war making that was made possible by the Henrician Reformation, which provided a source of revenues (the sale of former monastic properties) beyond Parliamentary control, and furthered by the crown and great nobles’ joint interests in and capacities for procuring lands in nearby Scotland and Ireland. Merchants and lesser landowners lacked the weight in Parliament to demand that foreign policy respond to their interests in long-distance trade and colonial acquisitions. Favored merchants, as we saw above, were able to procure charters allowing them to mobilize resources to act on their own in the Americas or in Asia. The crown’s failure to suppress interloper merchants was a sign of the crown’s inability or unwillingness to commit significant resources far from England.

Once monastic lands had been sold off, the crown’s freedom to commit the state to war was restricted, a limit confirmed by the outcome of the Civil War. Thereafter, any British war had to be funded, and therefore supported, by Parliament. Britain continued to involve itself in continental wars in the period from the Civil War to Waterloo. However, the interests Parliament sought to protect when they funded those wars changed from those that animated the Tudors and Stuarts. England had finally lost all of its French holdings in 1559. Thereafter, English nobles were unwilling to fight to regain those properties or for any other continental lands. Landlords looking for new profitable domains had easier pickings in Ireland and in the new American and Asian colonies. In the subsequent centuries, the only continental lands Britain secured were Gibraltar and Menorca in 1714, and those tiny properties were taken and were of value only to guard British naval and trade access to the Mediterranean.

Scotland and Ireland remained a focus of English wars in the seventeenth century. The Commonwealth solidified England’s military and economic position in Scotland and Ireland. England successfully fought off French efforts to interfere in those lands and to disrupt William of Orange’s claim to the English throne, a result confirmed in the Nine Years’ War (1688–97, aka the War of the League of Augsburg), and guaranteed French non-interference in the 1697 Treaty of Ryswick that ended the war. Thereafter, except for a small and unsuccessful French effort to intervene in the 1798 Irish Rebellion, Britain was secure from external attack.

Britain’s safety from invasion and its lack of territorial ambitions on the continent allowed it to pioneer a new method for influencing the balance of power in Europe, in which it remained interested. Britain used its growing fiscal resources to pay for mercenaries who fought under British commanders and subsidized allied armies in various continental wars,1 intervening with its own forces infrequently and often only at the climax of a war, once the other combatants had exhausted themselves.2 Britain had fewer than 200,000 personnel in its army and navy during the Nine Years’ War, War of the Spanish Succession, War of the Austrian Succession, Seven Years’ War, and American War.1 In 1709, at the height of the War of the Spanish Succession, foreign troops “accounted for 81,000 out of 150,000 in the field.”2 After each war, the British army was largely demobilized. “The regular army expanded in the course of the French Revolutionary and Napoleonic Wars from some 40,000 in 1793 to a peak of over 250,000 personnel in 1813 [plus] 140,000” in the navy.3

British spending on wars increased 62 percent in real terms, controlling for inflation, through the eighteenth century, from an average of £3.64 million per annum in the Nine Years’ War of 1689–97 to £12.15 million per annum during the American War of 1775–84, and then exploded during the Napoleonic Wars to £55.1 million per annum, a real increase of 250 percent since the American War.4 However, the major change in the 1688–1815 era was that Britain committed armed forces and funds to military ventures beyond Europe. As we saw in table 2B, Britain seized vast lands in the Americas and Asia, and smaller holdings in Africa from the non-Europeans who lived there, and then in the late seventeenth and eighteenth centuries from other European powers. This was partly opportunism, a way Britain could strike a blow against rival powers at a much cheaper cost than was needed to win victories on the Continent. However, increasingly, the focus on colonies reflected the interests of domestic elites who aspired to attain or increase the size or number of their colonial plantations and concessions, or who sought protection for the trade routes they used. As with the Americas and India, interloper merchants successfully used their influence in Parliament to challenge the charter company monopolies in Africa, winning legal recognition for their position in 1697.5


As Britain took more territories beyond Europe, the British economy became increasingly reliant on trade with colonies and informal dependencies for growth. British overseas trade quadrupled from 1759 to 1790 and then doubled again in the 1790s.1 “[B]etween 1700 and 1773 the trade to America and Africa multiplied 7.75 times while that to continental Europe increase only 1.13 times.”2 By 1772–74, the share of British exports to North America exceeded those to Europe,3 and were double the value of Asia and the Near East by 1785. North America was also, by far, the biggest source of Britain’s trade surpluses in that century.4 Legislation ensured that the benefits from this growing market would accrue to British elites. The Navigation Acts served to create a huge British merchant marine and made sterling the sole currency of a vast market.5

The growing British economy and empire created openings for new groups of merchants and for settlers, investors, administrators, and soldiers in the colonies. Following the 1707 Act of Union, Scots, Welsh, and Irish became increasingly active and prominent in London trade and finance, as did foreigners. “By 1763 around three-quarters of London’s merchants were of foreign origin or descent.”6 The Whig politicians who dominated London city government in the eighteenth century were largely dissenters. Huguenots, Jews, and Dutch moved into Anglo-Dutch trade in the early eighteenth century, allowing (or forcing) English merchants to shift capital from the North Sea to the Atlantic trade.

British imperialism created opportunities for non-English Britons, religious dissenters, and immigrants to prosper and to build economic and political links with each other and with English elites. Increasingly, it was Scots, Irish, and Welsh rather than English who settled in the colonies and who staffed government, military, and EIC offices abroad. Scots were a plurality of immigrants to North America and Caribbean colonies in the first half of the eighteenth century and were disproportionately represented among colonial officials both in London and abroad. This created another basis for ties between metropole and colonies and between merchants and settlers. Dissenter merchants linked their churches at home with brethren in colonies, such as the Quakers in Pennsylvania.1 A third of merchants in eighteenth-century Britain were foreigners: Huguenots, Jews, (mainly from Portugal), and Dutch, although some of the Dutch may have been returning Dissenters or descendants of English exiles.2

Rich Britons, and over the course of the eighteenth century a growing fraction of the middle class, had direct or indirect investments in the Americas and India and/or had family members who had settled in the colonies.3 The amount of capital needed to enter trade fell through the eighteenth century, bottoming out at £3–4,000 before inflation at the end of the century raised that to £10,000.4 Settler colonies became sites for highly profitable investments by British merchants, nobles, and gentry landowners looking for places to deploy their surplus capital, and by financiers who loaned money (both theirs and funds from the landed elite) to settlers in North American colonies and the owners of Caribbean slave plantations and to the merchants who traded with both.5

Joint ventures and shared interests in the colonies linked once-separate elites, building on the ties between colonial interloper merchants and Puritan landlords identified by Brenner. Military officers, who often were younger sons of the gentry or great aristocrats,6 served in the American colonies and were given land grants at the end of their terms of service to encourage them to remain in America,1 turning those retired military men into bridges between the British landed families of their origin, the merchants who financed their American enterprises, and the merchants with whom they did business. There was also intermarriage between North America and Caribbean settlers and the (usually younger) children of landowners and merchants in Britain.2

The links forged by commerce and colonial settlement between old and newly expanding elites had the effect of unifying elites throughout Great Britain around an aggressive colonial policy. Interests and policies reinforced each other. As foreign policy increasingly focused on colonies, more and more Britons were able to invest or live in the empire, and they then provided ever more political support for a foreign policy that protected their interests.

ii. State Capacity

The desires by various elites for an aggressive foreign policy, and for measures that fostered and protected commerce and private investments abroad, depended on a state with the capacity to project military power and to administer the Empire’s growing territories. The alliance among landed and commercial elites that was institutionalized and confirmed in the Glorious Revolution enhanced the ability of Parliament to act through the state administration to limit self-serving behavior by individual elites both in the metropolitan state and in the colonies, increasing state capacity in the fiscal, administrative, and military realms.

Revenue is the first measure of state capacity. As we saw in chapter 2, British revenue rose dramatically following the Glorious Revolution, up 257 percent from the 1670s to the 1720s, 1,972 percent from the 1670s to the 1790s, and another 86 percent from the 1790s to 1815, the peak year of the Napoleonic Wars. This is even greater than the increase in the Netherlands, which was 1,110 percent from the 1580s to the 1670s, at which point it remained stagnant until the Netherlands were absorbed into Napoleon’s empire in 1806. The comparison is even more favorable to Britain on a per capita basis. British revenue increased 2,300 percent per capita from the 1600s to 1805, while per capita Dutch revenue was up 292 percent in those same two centuries.1

Governmental tax revenues rose from 3–4 percent of national income under James II (1685–88) right before the Glorious Revolution to 9 percent in 1715.2 In another calculation, O’Brien shows that taxes collected as a share of national income was 6.7 percent in 1693–97, stayed in a range of 9.1–11.7 percent from 1703 to 1782, and then jumped to 18.2 percent in 1812–15.3 Since the poor in England, and almost everyone in Ireland and Scotland, paid little tax, that meant that for the remaining population of England the effective tax rate rose from 15 percent in 1700 to 30 percent in 1810.4

Britain’s increasing revenue was a political as well as a bureaucratic achievement. Not only did the state figure out how to collect taxes, it also adopted policies that minimized opposition to the growing tax burden. First, because the British state was able to borrow as much as it needed at rates that declined over the course of the eighteenth century, from 8 percent in 1710 to 3 percent by 1735, the state was able to greatly reduce the need for short-term tax increases during wartimes. This eliminated the opposition that had been created in earlier centuries and was still evoked in other countries by sudden and sharp increases in the tax burden. Interest rates popped up to 5 percent in the early 1780s, then fell below 4 percent and again briefly rose to over 6 percent in the mid-1790s before the imposition of an income tax lifted government revenues and caused rates to fall back below 4 percent.1 In addition, eighteenth-century governments tolerated tax avoidance by Scots and Irish (unlike their error of trying to tax American colonists).


Realistically, ministers also chose to ignore demands for reform to the anomalous valuations of land and other types of wealth assessed for taxation in different counties2 [and] Compassion, or perhaps a prudent anticipation of potential outbreak of disorder, restrained Chancellors from pushing the incidence of indirect taxes too far in a blatantly inequitable direction.3



Public debt became increasingly widely held and made up a growing fraction of the income and assets of the wealthy and then of the middle class.4 Britons either held government bonds directly or invested in joint stock companies that then “loaned the money to the government. The companies received interest on their loans and paid this to shareholders in the form of dividends.”5 This gave the growing number of bondholders an interest in the government’s ability to collect enough taxes to repay the loans, or at least to pay interest on the loans. As we will see below, direct and indirect bondholders became a lobby for restraint in government spending in the nineteenth century, but in the 1689–1815 period they expressed their interests as bondholders by supporting parliamentary primacy in fiscal and budgetary matters. David Stasavage6 finds that bondholders were crucial allies of the Whig Party, providing votes to keep or bring the Whigs to power in return for Whig commitments to pay bond interest. Interest rates went up when Conservatives won parliamentary elections in the 1689–1815 period.

Political considerations also shaped the extent to which tax collection was bureaucratized. The level of bureaucracy varied among the types of taxes and reflected British governments’ pragmatic decisions to respect elite power and to avoid provoking opposition. Parliament either exempted or set low excise rates on “many of the rapidly growing sectors of industry, transportation, internal distribution and finance.”1 For items on which Parliament did agree to impose an excise, the revenues were collected by Commissioners of Excise who ran an efficient, bureaucratized department, staffed with officials recruited from the lower middle class who were hired and promoted on merit, trained on the job, and paid good salaries and pensions.2 The customs agency was less professionalized, and smugglers cut into tariff revenues until the Napoleonic Wars, when increased navy patrols of the waters around Britain and the government’s determination to raise revenues led to dramatic increases in customs in both absolute and relative terms, rising from 24 percent of governmental revenues in 1785 to 35 percent by 1805.3

The land tax remained low throughout the eighteenth century, and even during the Napoleonic Wars.4 Volunteer officials, drawn from the landed elite, collected it. Continuing a medieval practice, these officials ensured that their own lands paid virtually no tax. Taxes on the rich increased and became significant only when an income tax was imposed in 1799 during the Napoleonic Wars at a moment when bond prices were falling in response to fears of a default, and soldiers and sailors mutinied to demand the money that they were owed and the government lacked the funds to pay.5

Even more important than the revenue total, which remained less than that of the Netherlands and Spain until the 1720s, and less than France until the last years of the Napoleonic Wars, was the fact that Parliament gained full control over the national budget after the Glorious Revolution: During the Tudor and early Stuart era, 75 percent of revenues were not under parliamentary control since they came from crown lands, profits from the royal mint, and sales of monastic lands. After the Glorious Revolution, such non-parliamentary revenues were only 3 percent of the state budget;1 the rest were taxes and customs duties voted by and therefore controlled by Parliament. The Triennial Act of 1694 guaranteed that Parliament would meet annually (with elections at least every three years), preventing the king from ruling on his own. That act, combined with precisely written annual appropriation bills that spelled out in detail how state revenues would be spent,2 ensured that control over state funds passed permanently into parliamentary hands.

The growing number of revenue officials, which increased 295 percent for all fiscal departments and 405 percent for the excise commission from 1690 to 1782,3 became increasingly professionalized and invulnerable to royal and partisan political pressure as they carried out their duties (even as the policies they were hired to enforce continued to be set politically). During the eighteenth century, tax collection was by far the largest and most bureaucratized branch of government: “By 1782 there were almost 8,300 full-time tax collection employees . . . The Board of Trade had only 122 employees in 1782,” and other departments were even smaller.4

The professional tax bureaucracy replaced tax farmers. The customs tax farm was abolished in 1671, the excise farm in 1683, and the hearth tax farm in 1684; none were ever revived.5 By the early eighteenth century, tax and other administrative officials were no longer dismissed when parliamentary control shifted parties or when new factions gained sway over the monarch, who in any case had ever less control over the “royal” government.1 While many positions were filled through “influence,” once those men took office they were part of a bureaucracy that limited their abilities to enrich themselves or to do favors for those who had arranged their appointments.

British military success outpaced state revenue growth, as we saw in chapter 2. Britain’s outsized colonial gains, and its ability to defeat rival powers Spain, France, and the Netherlands when each of those three had larger budgets than that of Britain, were possible because Britain reformed its army and especially its navy sooner and more thoroughly than the other powers. The British army, and more so the navy, increasingly came under central control in the century after the Glorious Revolution. The navy had been largely private in the sixteenth century. “Only 34 of the 197 vessels which sailed in 1588 to stop the Armada were crown ships.”2 Private ships, as we saw with the navies of the VOC in chapter 4 and with French and Spanish ships in chapter 3, did not necessarily follow the orders or pursue the aims of commanders appointed by the crown, nor did they always even show up for battle. The same lack of coordination and commitment weakened the efficacy of private armies under noble control.3

Appropriations for the three naval wars against the Dutch in the seventeenth century served to build up the Royal Navy,4 leading to a rapid decline in the number and significance of armed ships under private control, at the same time as the Navigation Acts funneled commercial demand to a growing British merchant marine and thereby built a constituency for a strong navy. In the eighteenth century, authority over the navy was centralized under the Admiralty Board. The board took control over and used a staff of professional officers to manage the hiring and promotion of personnel, the building of ships in naval yards owned and operated by the navy, and the purchase of food and supplies. By the time of the Seven Years’ War, the British navy was the largest organization in Europe.5


The navy was better able than any other state military entity in seventeenth- and eighteenth-century Europe to assert and maintain its autonomy from outside interests. While private merchants got rich provisioning army bases and selling supplies to the navy,1 the navy was able to keep the construction of ships under its own control. The navy in general and the yards in particular gained political leverage from the fact that the navy controlled ten parliamentary seats.2

The Admiralty kept control over promotions, ignoring recommendations from civilian politicians that would have weakened the navy’s authority over its own officers and disrupted the “followings,” the patronage networks that high officers created for themselves.3 Officers built followings by recommending junior officers to the Admiralty for promotion. Senior officers ultimately advanced their careers, and put themselves in positions to have their promotion recommendations heeded, through military success (theirs and that of their followers), so they rarely risked picking well-connected but incompetent men for promotion.

Captains and admirals sought to be stationed abroad because empire widened opportunities for them to advance their careers in several ways. First, deaths and injuries in battle or from disease were more frequent abroad and created new openings and upward mobility for junior officers. Gentlemen in the navy were mainly younger sons who were willing to risk their lives (as they also were in the colonies) for the chance to get rich.4 Second, ships captured in battle needed captains, so battle victories created new officer positions. Third, overseas commanders-in-chief were allowed to promote junior officers on their own, subject to the Admiralty’s usually granted approval.5 Thus, it was easier for a high-level officer to create a following while stationed abroad than it was back in Britain.

There were openings for corruption and abuse of trust in the navy, mainly because captains and crews that captured enemy ships got prize money (i.e., a share of the value of the ship and cargo seized). This had the potential to distort battle tactics as captains vied to chase enemy ships even if that was detrimental to overall victory in battle. That “tragedy of the commons” was solved through agreements among commanders to share prize money from a battle equally among all the ships involved. Captains also engaged in private deals to carry private specie or cargo on navy ships in return for payments to the captain. Some captains listed ghost employees, members of their family who did not sail and whose pay the captain could pocket. However, both sorts of private dealing were limited by Admiralty supervision and by the lure of promotion, which depended on military success that could be undermined by ships weighed down with private cargo or insufficient crews due to the diversion of pay to ghost employees. The Admiralty was more concerned with abuses that affected performance than with those that cost money,1 and had the resources and autonomy to create long-term career incentives that oriented captains toward military success over private dealing.

The flow of influence went mainly from the navy to the civilian sector, as the Admirals who controlled the navy’s parliamentary seats used that leverage, and their allocation of civilian contracts and decisions to protect shipping routes and colonial outposts, to win support from civilian politicians and interests. By insulating naval promotions from outside influence and allowing high officers to construct followings that gave them leverage over junior officers and their civilian families, the navy became a highly autonomous organization within the British state and empire. Naval autonomy made possible a highly meritocratic promotion system for officers. The navy was the only professional career that did not require a cash investment for education, as did the law and clergy, or to buy an office, as the army still did. Sailors on merchant ships needed to invest in the ship if they wanted to rise above the rank of mate.2 Thus, the navy drew from the middle class and tradesmen, which widened the navy’s talent pool and built support for the navy among Britons who either were voters or who had indirect influence on electors.


The army was less autonomous and less professionalized than the navy in the eighteenth century.1 Nevertheless, significant reforms weakened the power of officers who had inherited or purchased their positions. A growing fraction of army officer vacancies were not filled by purchase, and even those who bought offices had to demonstrate competence. Proprietary soldiering, where officers were given an allotment to pay for troops and supplies, and therefore had an incentive to underpay troops and skimp on weaponry, was largely ended in the eighteenth century.2 The Napoleonic Wars created a demand for many new officers to command the enlarged army. Many of those posts were sold to wealthy young men to raise revenue for war expenses, while commanders, most notably the Duke of York, sought to commission and promote officers on merit. The British army officer corps remained divided between rich dilettantes and professionals throughout the Napoleonic Wars.3 In the half century from Waterloo to the end of the Crimean War, “officers continued to be drawn from a narrow segment of society, principally from the landed aristocracy and gentry, often from families with military traditions.”4 The purchase of commissions was abolished only in 1870.5

The growing efficiency of the Treasury and the navy cannot be understood merely or even largely as the working out of a Weberian logic of bureaucratic rationality. Those two organizations’ capacities did not extend to other governmental entities, as we saw above. The land tax was collected inconsistently and corruptly in response to landowners’ political powers and recognition of the dangers of provoking gentry anger in Scotland and Ireland. The army remained a bastion of nepotism and amateurism for more than a century after those practices had been isolated and minimized in the navy.

The Treasury and the navy benefited from the political realignment produced by the Civil War and the Glorious Revolution. The landed and financial elites who emerged victorious from those conflicts created and sustained an alliance over the following centuries because each needed the other to gain policies and resources at the national level that they could not take for themselves without broader political support. Parliament became the primary locus of national power, the site at which property rights and political authority were allocated and protected, and the only institution through which elites could work out compromises on issues of national or foreign policy that they were not able to resolve unilaterally within counties or towns.

The dominant elites’ shared interest in empire led them to grant immense resources to the navy and to allow that institution’s leadership to undermine the vested privileges of narrow elites in order to fulfill its mission of protecting the broader elite’s colonial and trade interests. Similarly, the relative weight of, and methods for collecting, tariffs, duties, and land taxes responded to a combination of national and local elites’ weight in Parliament, capacity for tax resistance and avoidance at the local level, and ability to place the burden of each tax on non-elites. That complex political calculus yielded a bureaucratized Treasury to collect tariffs and duties and sustained an archaic land tax under the control of local landed elites.

iii. A Bifurcated Empire

The political gains by colonial interloper merchants and the Puritan landlords who had invested, financially and ideologically, in the North American colonies in essence served to institutionalize a bifurcated empire in the century after the Glorious Revolution. The chartered companies, albeit with the addition of some interloper merchants, retained control over the expanding British domain in India, and over other Asian colonies and trading posts that Britain added to its portfolio in the eighteenth century.1 In such “dependent colonies,” chartered companies bargained directly with the royal state and elites within Britain over the terms of their charters. Chartered companies were authorized by the state to use armed force to protect their colonial possessions and at times to seize new territories, although often companies undertook expansionist military ventures on their own initiative, most famously when the EIC bribed (mainly) and fought (slightly) its way to control over Bengal in 1757.1 Companies’ autonomy and share of the spoils extracted from colonies and from international trade waxed and waned as their relationship with British elites changed.2 We will examine, in the section on India below, the trajectory of company-state relations and identify the elites who were spawned by and who benefited from the companies’ presence in dependent colonies.

In contrast, “settler colonies,” peopled with emigrants from Britain who exterminated the indigenous populations and, where profitable, brought in slaves from Africa, were increasingly run by the settlers themselves, even as they depended on royal armed force for protection from other colonial powers and for help in subduing and killing indigenous peoples.3 No single British entity or elite was able to control any of the settler colonies and, as a result, those territories became increasingly open to trade and investment by English landlords and smaller interloper merchants.4 The growing economic weakness and ultimate political defeat of the chartered company merchants in the Civil War eliminated the main advocates back in Britain for strong central control over the American colonies.5 This left the interloper merchants as the main lobbyists on policy in the Americas. These merchants had relatively little capital to invest in creating American plantations. Thus, they came to favor giving land to settlers, who the merchants then could profit from by supplying inputs and exporting their agricultural products to Britain and elsewhere in Europe. White settlers demanded autonomy (as we will see in the next section), but they were pushing against an open door since the politically dominant interloper merchant faction after 1648 had adopted, by necessity, a business model based on trade with autonomous settlers rather than collecting political rents or exploiting conquered natives. Any possibility of an alternate colonial system in British America was extinguished by the interloper merchants’ victory over the chartered company merchants in the Civil War.

Once the die was cast with the outcome of the English Civil War, an America with access to free land for white settlers became enticing to emigrating Britons. Certainly, there were factors (poverty, overpopulation, lack of mobility) pushing Britons abroad, but the post–Civil War political settlement created conditions in North America (and later in South Africa, Australia, and New Zealand) that pulled emigrants to those colonies. The next section examines how settler colonies won increasing autonomy and how that autonomy affected elite relations and the economy within Britain and in the empire in its entirety.

SETTLER COLONIES FROM THE GLORIOUS REVOLUTION TO AMERICAN INDEPENDENCE

The American colonies, despite (and in part because of) the myriad tight links between settlers and their families, co-religionists, and financial backers in Britain, became sites of contestation between the royal government in London, appointed and elected officials in the colonies, settlers, and various interest groups in Britain that stood to gain or lose profits depending on the outcomes of those struggles for colonial power.

Britain’s colonial policy became ever more central to the wealth and income of a growing fraction of the metropolitan population. Until the late eighteenth century, British manufacturing technology was similar to that of France and the Netherlands. Britain’s advantage over rivals for most of the eighteenth century was commercial, not technological, and in turn derived from its political structure. As we discussed above, parliamentary legislation, most notably the Navigation Acts, funneled the benefits from the empire’s growing market to British elites and deepened the financial, political, and familial links among colonists and merchants in the metropole. These ties served to integrate the economies of the colonies with Britain and with one another, and built a constituency for a large and capable navy. This made it easier for British merchants and investors to penetrate the economies of the parts of the Americas colonized by other European powers, and after 1783 to maintain a strong commercial presence in the United States.1

The settler elites of the colonies were able to use their business and familial ties to merchants and landowners in Britain to win royal favors in the forms of colonial land grants and offices and then to press for greater autonomy from the crown. The crown and, increasingly after 1689, Parliament were the sites at which colonial officials and settlers pushed against each other, as governors sought to claim the power to collect taxes and grant lands and privileges on their own, and to appoint lesser officials. Settlers sought to protect their lands and incomes from taxation and to assert the right to self-government.

Colonial governors and ultimately the crown were the long-term losers in the struggle with settlers. Settlers’ advantage was partly because


the colonies were three thousand miles from the mother country, with considerable logistic autonomy and therefore de facto civil and political freedoms. Under eighteenth century communications conditions, America could not be run from London . . . Sailing ships took at least four months to complete the round trip, virtually an entire campaigning or agricultural season.2



Yet we should not exaggerate the value of frequent communications. Fundamental conditions did not change quickly, and supervision could work when and where loyal and capable agents could be placed in office. In some colonies, slow communication empowered governors rather than colonists1 because governors could act before colonists could appeal to their allies in London. The Thirteen Colonies won independence even while the other colonies, which were just as distant, did not. As we will see below, Canada, Australia, and New Zealand won greater autonomy in the nineteenth century, and Britons in Africa acted without London’s permission, just when steamships and then the telegraph greatly speeded communications and it became possible for London to be in almost immediate and constant contact with their colonial agents. In neither the eighteenth nor nineteenth centuries did speed of communication determine the degree of central control over colonies.

Ultimately, American colonists won autonomy because they had more leverage in Parliament than did the governors since the settlers had more links to investors, business partners, and relatives in parliamentary districts throughout Britain. The governors, as we noted above, lost powerful allies when the chartered company merchants ended up on the losing side in the Civil War. This left the interloper merchants as the main lobbyists on policy in the Americas. As the population of settlers grew, and the number and value of their commercial ties to Britain increased, colonists had more avenues of influence in parliamentary politics. Colonists also gained autonomy because they were on the front lines of what had become, by the middle of the eighteenth century, a global war between France and Britain. The British government needed settlers’ support in the Seven Years’ War and had to offer greater autonomy to get it. As a result, the crown acceded to settler demands that it abandon plans to centralize crown control of the American colonies by empowering governors.2

Despite the mutually lucrative political and trade relationship between Britain and the American colonies, points of tension arose and deepened in the course of the eighteenth century, especially after Britain’s 1763 victory over France and Spain in the Seven Years’ War removed those rival powers from the lands west of the Thirteen Colonies. “The military threat to the colonies was virtually over . . . The colonies now barely needed British protection or rule.”1 With foreign attack (though not native raids or slave rebellions) unlikely, British governments focused on minimizing the costs of protecting North American and Caribbean colonies and adopted policies designed to achieve that aim.

Britain attempted to restrict westward settlement in North America after 1763 as a way of limiting the costs of defending far-flung settlements and also to reduce the attraction of America to potential emigrant Britons by limiting the amount of new land open to settlement; British politicians, like their French counterparts, acted on the mercantilist doctrine that a large domestic population was a source of economic strength. Those efforts were thwarted by Britons who were invested in America and benefited from increases in the number of settlers with whom they could trade. In addition, rich colonists saw new settlements as opportunities for themselves to engage in land speculation and commerce (e.g., George Washington’s career, before he became commander of the revolutionary army, was surveyor/land speculator), while poorer colonists saw the West as a place where upward mobility was possible. Thus, even though efforts to limit westward settlement were largely ineffective, they angered colonists.2 Most fatefully, Britain sought to recoup the costs of the Seven Years’ War in America by taxing colonists, which provoked boycotts of British goods3 and armed resistance, and culminated in a successful revolution.

Settlers elsewhere in the Americas were in a weaker position in the eighteenth century than were the residents of the Thirteen Colonies. Canada was sparsely settled and remained more dependent on British troops to suppress indigenous peoples than the colonies to the south. In the Caribbean, whites remained dependent on Britain to protect them from the danger of slave rebellions, and Britain, in an effort to avoid the cost of having to commit troops to suppress slaves, sought to restrict white settlers’ opportunities to provoke racial rebellion by limiting local white rule.1 Whites in the Caribbean were much less likely to settle permanently than their counterparts in North America,2 and therefore did not develop the dense ties nor develop the sense of themselves as Americans with distinct interests that propelled the American Revolution.

American independence and the Napoleonic Wars both served to concentrate wealth and control over international trade in the hands of the richest merchants. Smaller merchants were less able to repatriate their investments in the American colonies and on continental Europe than were bankers and traders with greater and more diversified investments. Thus, when the national and state governments and local vigilantes in the newly independent United States expropriated British property in the areas under their control,3 numerous merchants were bankrupted. Similarly, merchants whose capital was trapped on the Continent suffered when Napoleon seized their assets.4 Nevertheless, the United States remained dependent on British capital and the trade networks controlled by British merchants through much of the nineteenth century,5 which provided continuing opportunities for larger and better-capitalized merchants.

Despite American independence and the beginnings of autonomy in other settler colonies, British merchants remained able to secure policies and investments from their government that allowed them to profit from commerce with the remaining settler colonies as well as with the United States and the growing number of other non-European lands that were part of British commercial networks. We will trace the effects of those profits, and the influence of the merchants who secured them, on British politics below, but first we need to examine the dynamics of the dependent colonies and see how the men who controlled that part of the empire interacted with the political economy of the metropole.

INDIA AND THE DEPENDENT EMPIRE FROM 1600 TO 1858

The British holdings and concessions in India until 1858 belonged not to the royal government but to the chartered East India Company. Throughout the two and a half centuries, from the EIC’s first voyages to and establishment of trading posts in India at the turn of the seventeenth century until the government nationalized all the EIC’s powers and holdings in 1858, the company and the government maneuvered against each other to increase their relative share of the wealth extracted from the subcontinent. The government had the ultimate advantage since the EIC’s presence in India was legalized by a royal charter, which had to be renewed periodically by Parliament. The royal government used each renewal to extract payments or loans from the EIC, and would expand the scope of the company’s charter in return for additional payments. Thus, each gain in EIC privileges was bought with payments and loans.

A similar dynamic of selling charter rights for money marked the government’s relationship with the other chartered companies, most notably the Bank of England, during the seventeenth century. The government pushed the Bank of England, the EIC, and other companies to renew charters years before their expiration as a way to extract low-interest loans that allowed the government to reduce interest costs on loans amassed to pay war costs.1 The crown’s frequent need for quick infusions of cash during wartime, and the political necessity of reducing interest costs after wars had ended, gave the EIC and other chartered companies leverage that mitigated their total dependence on government charters for their legal existence. The EIC took advantage of a fiscal crisis in 1688 to gain greater autonomy in return for giving the Treasury a cash infusion.1 In 1709, in return for a loan of £3.2 million to the Treasury, the EIC won permission to merge with and absorb the rival “new” East India Company (formally the English Company Trading to the East Indies) and thereby reassert its monopoly on the East India trade. The British government also agreed to guarantee EIC bonds.2

It would be a mistake to see either the British state or the EIC as unified entities with singular interests. The upward trajectory of greater EIC autonomy and ever-higher payments by the EIC to the Treasury was confounded and ultimately destroyed by the ability of actors within the EIC to pursue their own interests and by opposition from elites within Britain who were harmed by the growing wealth and power of the EIC. Let us examine, in turn, the bases of autonomy and decentralization within the EIC, the sources of opposition to the EIC in Britain, and the development of government policy toward the EIC, which culminated in its nationalization. Then we will see how British India and the rest of the dependent empire became part of a stable imperial polity in the mid-nineteenth century.

i. EIC Decentralization and the Autonomy of Its Agents

The EIC, unlike the VOC examined in chapter 4, was unable to exert full control over its agents in Asia. The captains who commanded EIC ships and the officials who administered EIC forts and factories in India found ways to enrich themselves, although such self-serving enterprise in some instances ultimately increased rather than diminished EIC profits. Captains engaged in private trade with Indians, with local merchants throughout South and East Asia, and with other Europeans, trade that had the unanticipated effect of expanding the EIC’s network of commercial relations and increasing the company’s profitability and the volume of trade between Britain and Asia.3

The EIC’s conquest of Bengal and of other Asian territories was for the most part planned by company officials in India on their own initiative and for their own profit, realized from looting and exploiting conquered lands and from accepting payoffs from local Indian rulers for deploying EIC troops against rival Indian forces.1 Conquests diverted military resources from what the EIC directors back in London regarded as their highest priority: fending off French efforts to seize Indian territories and trade.2

The British state was unable to prevent further efforts by EIC agents to conquer parts of India despite stratagems like sending a government plenipotentiary to India in 1769 to try to take over negotiations with local rulers from the EIC.3 Agents’ autonomy was fostered by the EIC’s high degree of decentralization, with separate “presidencies” that administered each region under EIC control. Erikson4 shows how the EIC organizational structure combined with opportunities created by the presence of powerful local elites and Asian merchants with whom EIC ship captains and officials could partner. Parliament in 1785 gave a governor-general, appointed by the crown rather than the EIC’s “Court of Directors, their nominal employers,”5 full authority over the presidencies and all their officials. Yet, even after 1785, EIC administrators continued to develop revenue collection systems in each presidency that reflected the administrators’ particular conceptions of Indian society.6

The company was also limited in its ability to prevent EIC officials from enriching themselves, even after Governor-General Cornwallis’s 1786 reform of the EIC civil service.7 In the nineteenth century, the EIC began paying high salaries to company men in a partly successful effort to reduce personal corruption. However, company officials still used their positions to steer contracts to their family firms and to ensure that their sons got into Haileybury school, where EIC men were trained in England, providing a way to indirectly pass on offices, contacts, and contracts to their scions.1

ii. Beneficiaries and Opponents of the EIC in Britain

Opposition to the EIC’s trade monopoly and other privileges, and to its close and mutually enriching relationship with the government, came from merchants, especially those in British outports, who were excluded from the monopoly. In the nineteenth century, landed elites felt threatened by the EIC’s growing political power and saw the inducements the EIC offered to MPs as a threat to British liberty and governance.2 However, for the seventeenth and much of the eighteenth century, those oppositional forces were overwhelmed by the lure of EIC payments and loans to the state and by pressure from EIC shareholders, traders, and current and retired company employees who lobbied and bribed Members of Parliament to ensure that the company’s charter was renewed on favorable terms,3 and to fend off parliamentary inquiries into the malfeasance of the EIC and its officials.4

The immense amounts of money that flowed from India through the EIC into Britain distorted parliamentary politics and ultimately created divisions among EIC beneficiaries. As more and more rich Britons held EIC shares or profited from business with the EIC, they came to have an interest in protecting the EIC from increasing Treasury demands for revenues and from laws and investigations that could undermine either company profits or the ability of merchants to enrich themselves through side deals with the EIC. Blocs of EIC merchants and the Britons with whom they did business lobbied for special favors against the interests of the EIC as a whole. Thus, when Parliament passed the first bill limiting EIC autonomy, the 1773 Regulating Act, it exempted EIC merchants in southern India who had established strong ties to a parliamentary bloc.1

Opponents of EIC privileges gained strength in the latter half of the eighteenth century. Internal divisions among EIC merchants, and the ability of captains and traders in India to engage in private ventures outside the company’s control, created groups of merchants in Britain with interests antagonistic to those of the EIC, while opening new opportunities for EIC officials and other merchants to make money from plantations and internal trade within India and to other parts of Asia that were not dependent on the EIC’s trade monopoly. Furthermore, happenstance weakened the EIC politically in the last decades of the eighteenth century. In 1769, false reports of British defeats in India led to a crash of EIC stock, which had become the object of a speculative bubble, wiping out some of the biggest British investors.2 The panic points to the overwhelming role of EIC stock in British financial markets during the eighteenth century and the political risk the company faced when it proved unable to deliver steadily rising profits to its shareholders and growing payments to the Treasury.

The EIC was further tarnished and its leverage in Parliament undermined by the charges of corruption made by Edmund Burke at the impeachment trial of Warren Hastings, the governor-general of Bengal, and by reports of the millions of Bengals who died in the 1769–73 famine that was brought on by EIC taxes and agricultural policies. Another force beyond the EIC’s control was the American Revolution. Colonists’ boycotts of British tea left the EIC with supplies in their warehouses and on ships sailing from India that it was no longer able to sell. The EIC then suspended payments to the Treasury, thereby undermining its main base of support in the government.

Parliament, reflecting the shifting balance of power and interest among British elites, passed a series of bills that limited EIC autonomy and gradually undid the EIC’s trade monopoly. Liverpool merchants, who displaced their London rivals and came to dominate the cotton trade, mobilized to gain direct access to Indian markets rather than having to trade through the EIC. The EIC was able to keep its monopoly in 1792, but in 1813 the company was forced to share the India trade with “licensed private traders shipping to Bombay, Madras, Calcutta and Penang.”1 “The gradual build-up of pressure from the provinces had served to undermine the defences that had long protected the Company’s privileged position.”2 Within the EIC, shareholders and others who felt that the company’s, and their personal, opportunities for profit were inhibited by those who gained from their longstanding control over EIC shipping joined the opposition to renewing the EIC monopoly in 1813.3 While Parliament continued the monopoly, it cut back on EIC privileges. Over the following decades, actual control over trade and profit opportunities in India shifted from EIC to agency houses, firms that began as agents for domestic manufacturers but then traded on their own accounts, invested abroad, including in India, and then became conduits for EIC officials and other expatriates seeking ways to repatriate their foreign profits.4

As the agency houses became wealthier, established their own connections with Britons in India, and deepened their political influence in the metropole, they transformed the Indian economy, supplanting indigenous Indian businessmen as well as the EIC. Those firms were able to extract favors from the British colonial administration and from dependent Indian rulers. By the 1830s,


British business houses now came to enjoy, if sometimes informally, privileged access to loans from state treasuries and banks, to licenses from state monopolies, to contracts for government supplies, and to powers over land and agricultural production in order to found plantations.1



The agency houses’ success at winning contracts and privileges within India was a marker of the company’s declining ability to ensure that it, or even its employees, were the exclusive beneficiaries of deals with Indian rulers. The non-EIC community of expatriate British businessmen became a lobby opposed to renewal of the company’s privileges.2 Over time, British businessmen in India and the agency houses with whom they collaborated parlayed their privileged access to British markets and capital to supplant indigenous Indian businessmen as well as the EIC in Asian markets. The EIC’s decline as a political and economic power opened markets in India, the rest of Asia, and beyond to British financial and commercial interests that, as we will see below, became the essential advocates of free trade and political reform.

iii. From Regulation to Nationalization

Parliament sought to limit EIC autonomy in a series of bills that were only partly effective. The Regulating Act of 1773 asserted the government’s right to supervise all aspects of EIC activities.3 In 1784, the East India Company Act created a Board of Control appointed from the Cabinet and Privy Council and established the office of governor-general, who was de facto ruler of EIC territories, but these measures had only limited success in preventing EIC officials from engaging in self-dealing.4 These and later parliamentary interventions sought above all to ensure the EIC was capable of making regular payments and loans to the Treasury while attempting to balance the demands of EIC shareholders and traders against the growing interests of outport merchants excluded from the EIC’s monopoly system.

The British government’s continuing and overriding interest in India was to realize revenues, and later to defray costs by building up an Indian army (financed by the EIC and then under direct British rule by taxes on Indians) that could be used along with, or, even better, in lieu of British forces to take and hold other colonies and to fight European rivals. The crown, Cabinet, and navy worried that EIC initiatives to take more lands in India would divert British military assets from their primary task of countering European rivals, both in Asia and in Europe. Expansion of the EIC was not encouraged by the British state; instead, conquest was spurred by EIC civil and military officials’ desires for “jobs, plunder and perquisites.”1 Thus, the British/EIC Indian army conquered lands elsewhere in South and Southeast Asia, and then in the 1840s took Punjab.2 EIC officials were able to use the company’s army to further their opportunities for profit ahead of any strategic considerations determined in London.

Parliament attempted to tailor a trade policy that maximized state revenues, either through tariffs or by allowing the EIC to generate profits that could be rebated to the Treasury. The general interests of British industrialists, to the extent that those could be determined, were not a significant factor in parliamentary changes in trade policy toward the EIC.3 However, as we noted above, the particular interests of provincial business interests to gain their own access to Indian trade were allowed to undermine EIC profits and thus the amount the company could give to the Treasury. Parliament sought to compensate fiscally from the EIC’s decline by ending the company’s trade monopoly with China in 1833 in an effort to increase Indian trade with China and thereby boost tariff revenues. Thereafter, Britain raised and lowered tariffs on India’s trade depending on the EIC’s, and then the British Indian government’s, ability to raise revenues from other sources and on British India’s military costs.

Despite the inroads of non-EIC merchants and firms and the loss of its trade monopoly, the EIC was bolstered in the 1840s by the conquest of the Punjab and other Indian lands. In the early 1850s, the EIC had revenues of £30 million a year, about half that of the British state. The EIC used its income to hire 250,000 Indians for its company army and to pay the British Treasury £1 million p.a. for the 20–30,000 British troops stationed on the subcontinent. However, those payments went straight to the Treasury rather than to support the army. “The reward for Britain’s taxpayers was great; the strain on the army unremitting.”1

The 1857 Indian Rebellion (or Mutiny) exposed the inherent conflict between EIC interests, or more often the interests of EIC officials in India, and those of the British imperial government. The government was concerned above all with excluding rival European powers from India and thus saw EIC weakness as a fundamental strategic problem for Britain, and worried that an EIC bankruptcy would be a disaster for state revenues and for the overall British economy.2 The rebellion itself was interpreted by the British government, most notably by Disraeli, as the result of misguided efforts by EIC officials to reform Indian society that upset existing land tenure systems and disrupted local elites. EIC-directed reforms came to an end, although many of the changes in land tenure arrangements were irreversible by 1857. Missionaries and some in the India Office still advocated for further reforms of land tenure arrangements and of other aspects of Indian society,3 but their proposals were rejected by the British state officials and civil servants who ruled India after 1857.

The 1858 Government of India Act dissolved the company and put the British government in direct control of India, with a Cabinet official, the secretary of state, at the head of a new Indian Civil Service that replaced company officials. Opportunities for civil servants to profit from their offices were sharply curtailed, and the far less lucrative civil service positions attracted a different sort of recruit than had the EIC. At first, a majority of those who entered the Indian Civil Service were Oxbridge graduates, but as the size of the civil service expanded and their activities were more tightly controlled from above, the Oxbridge graduates turned to different, more profitable careers elsewhere.


Between 1860 and 1874 three-quarters of the recruits came from professional, middle-class backgrounds, over a quarter from the clergy, a tenth each from government service and the medical profession, and 15 per cent from mercantile or legal families. Many did not have degrees. Most, having no Indian connections, signed on for a career of which they could know little.1



The broadening of the pool of men who served in and profited from India had the effect of blurring the line between Britons in India and the broader landowning and commercial elites in the metropole. Former Indian Civil Service officials and their relatives resided throughout Britain, and businessmen throughout the nation profited directly or indirectly from Indian ventures. Instead of an insular and self-perpetuating elite, viewed as corrupt by those excluded from opportunities to share in Asian loot, the post-EIC India was (accurately) seen as a source of revenue and armed force for the state and a contributor to the overall British and imperial economy.


Considerable sectors of British society depended, however, upon posts in the civil and military hierarchies of the Indian Empire . . . the effect on the British public mind of the presence in society of quite large numbers of influential persons whose active life had been spent in India, and who carried from that experience a bias perceptible in their reaction to many major issues of foreign policy or defence [generated support for imperialism in general].2




Colonial Elites and Domestic British Politics: A Stable Imperial Polity

The fate of the East India Company demonstrated the limits of elite autarky in nineteenth-century Britain.1 Despite access to vast sources of revenue and an army of its own that was able to protect and expand its territories against both rival European powers and indigenous rulers, the EIC lost the capacity to shape the British state’s policies as they affected the company and ultimately was unable to block its nationalization. Why was the EIC vulnerable to outside forces in ways that the VOC or French and Spanish colonists were not? The EIC was less dependent on its home government than were colonists from the other major European powers, or even than British colonists elsewhere in the world. The EIC was self-financing and militarily autonomous: Only the Spanish American colonists (analyzed in chapter 3) were similarly self-sufficient, and they sustained their positions without challenge from the metropole and were the beneficiaries if not always the instigators of independence from Spain. Chartered companies everywhere depended on royal and/or legislative approval for their continued legal existence, but only the EIC lost its charter while still profitable, unlike its French counterparts (discussed in chapter 3) or the British companies in Africa, Russia, or the Americas, which lost charters only when they fell into financial difficulties.2 We are left with the question: What changed for the EIC in the decades from the last renewal of its full monopoly in 1792 to its nationalization in 1858?

What changed was British politics. The restrictions on the EIC and then its nationalization were political decisions. We need to explain how the balance of power in Britain shifted. In essence, the EIC lost its charter because the British state and the structure of elite relations in Britain and throughout the Empire were transformed in the first half of the nineteenth century. The winners of the Civil War and the Glorious Revolution, the mainly English lay landowners and financiers, were challenged by rising elites: manufacturers from northern England, Wales, and Scotland, and men who increasingly combined commerce with manufacture. These new men became rich in large part as a result of imperial and trade policies that the established elites had pushed forward with the power they gained from the Civil War and the Glorious Revolution. Thus, the growing empire, with the EIC as its greatest source of wealth, created new opportunities for elite careers and investments.

The wealth gained from Britain’s growing domestic economy and formal and informal empire did more than create new cohorts of rich men. It is a mistake to view the old and new elites as separate groups with consistently opposed interests. Rather, old and new elites increasingly came together to make money and to press government to enact policies favorable to them all. “Incumbents did not have to beat the new sectors, they could join them fairly easily by investing in turnpikes, canals, cotton mills, and later railroads.”1 World events led British businessmen to diversify their investments, while the inability of agriculture to absorb more capital investment, since increased profits in the mid-nineteenth century were due entirely to rising rents rather than gains in efficiency, pushed landowners to invest in commerce, blurring the lines between landed and commercial elites, and between London and the provinces, and over time fostering an increase in the scale of British firms.

MPs and judges, whose positions remained largely out of reach for merchants and their sons in the first half of the nineteenth century, became passive investors in bonds and stocks2 and thereby reduced their political difference, at least on issues of tariffs and trade, with manufacturers. The abolition of slavery weakened old mercantile interests.3 The expropriation of British assets in the newly independent United States, and Napoleon’s conquests and the British embargo of France and French-controlled territories, combined to bankrupt primarily smaller merchants and pushed British businessmen to shift their focus to opportunities in Asia, the Americas, and Africa. At the same time, other merchants got rich supplying war matériel. Opportunities for war profiteering flowed mainly to those with already substantial assets, causing an increase in the scale of British firms and a shift in the locus of wealth from the North West manufacturing centers to London and the surrounding counties.1

Commerce rather than manufacture or plantations became the main mechanism through which profit was extracted from both the settler and dependent empires, from Britain’s commanding position in global commerce, and from the fact that sterling was the global reserve currency between 1815 and 1900. The City merchants who were bankrupted in the 1847–48 financial crisis were the ones who had made heavy and illiquid investments in West and East Indies plantations.2 Their bankruptcy, at just the moment when repeal of the Corn Law and Navigation Acts was being decided, eliminated the strongest supporters of those legislative restrictions on trade.

In the second half of the eighteenth century, so much money flowed from India to Britain that “Indian plunder became a substitute for Dutch money.” Britain’s debts to the Netherlands were extinguished, and by the early nineteenth century British investors became the primary suppliers of capital in the world.3


Until 1905, the City’s “invisible earnings” from banking, insurance, and shipping exceeded its income from foreign investments. And both far exceeded income from domestic manufacturing industry . . . The City and the treasury began to cement the alliance that has dominated British political economy ever since. Investment went through country and city banks, discount houses, bill brokers, and solicitors to banks that lent to industry, usually over the short term, or more commonly to manufacturers’ merchant suppliers and commercial distributors . . . [At the same time] petty bourgeois savings went through solicitors and insurance companies into landowners’ consumption and investments [through land mortgages].1



Growth in the size of firms and in the volume of capital flowing through Britain created links between formerly separate elites. Landowners and the petite bourgeoisie came to share an interest in the profitability and market access of the commercial firms in which they directly or indirectly were invested. Power followed profits. Liverpool overtook London as the center of the cotton trade in the first half of the nineteenth century, and Liverpudlian and other provincial merchants were central in opposing the EIC monopoly and in demanding other policies that facilitated their ability to profit from international trade.2 Those policies undermined special privileges and fostered “free trade.” The political and financial successes of the biggest firms—the ones that had the resources to diversify and ride out wars, expropriations, and depressions—were possible because they were embedded within an international commercial system centered on Britain, and as the links among bankers, merchants, and manufacturers deepened, they magnified merchant-financiers’ political sway.

The old elites’ need to accommodate the growing power of provincial interests and of the ever richer and more numerous commercial men (who often were their business partners) led to a series of reforms that undermined the ability of narrow groups to claim a share of state revenues and offices, to protect their special privileges, or to block new policies. The nationalization of the EIC was the culmination of a series of reforms that reversed the policies of the early nineteenth century when the fiscal pressures of the Napoleonic Wars combined with the entrenched power of the landed elite and London financiers to pass the 1815 Corn Law and to restore the gold standard in 1819.3

The most significant indicator of a shift in the balance of power was the 1831 election,4 which the Whigs won in a landslide after campaigning in favor of electoral reform and against the Old Corruption, the offices and privileges given to parliamentary and country allies of the royal government and scions of old families. The 1832 Reform Act added “300,000 men . . . to the electorate of 500,000. The elimination of 140 rotten boroughs was the death knell for royal and ministerial patronage over the Commons.”1 Economic growth and ever-denser commercial links gave merchants more leverage over landowners through their economic relationship and shared interests with the petite bourgeoisie who “were ‘virtually represented’ by participating in long-established segmental patron-client networks.”2

Electoral reform combined with the 1836 Established Church Bill, designed to eliminate corruption within the Church of England, were rapidly and highly effective in reducing the Old Corruption, in essence removing opportunities for what Weber3 labeled political capitalism from domestic though not imperial British politics, thus ensuring that British elites after 1832 would gain wealth within Britain almost exclusively from land and commerce. The change was profound: Prior to the reform, one hundred MPs in Commons were “members of the court and treasury party—civil servants, courtiers, merchants, lawyers, and military officers seeking preferment, sinecures, or honors.”4 William Rubinstein finds that income from the Old Corruption


in 1831 . . . may well have been equal to, or even exceeded, the entire agricultural income which the Tory aristocracy derived from its rent-rolls at the time . . . To be sure, there remained colonial administration, the army and navy, even the church, and eventually business directorships, but one must conclude that had the period between 1837 and 1879 not fortuitously been one of agricultural prosperity, much of the decline of the lesser aristocracy and gentry, so notable after 1879, would have occurred long before. Similarly, although the military and the empire doubtless absorbed many an aristocratic relative after 1832, its rewards could simply not be compared with those possible in the past; for many minor aristocrats one cannot help feeling that the Reform Bill marked the end of a way of life and the beginning of an era of diminished opportunities.1



The City bankers, and the Bank of England above all, were the first beneficiaries of the new parliamentary balance of power. The Bank Charter Act of 1844 gave the Bank of England exclusive power to buy and sell gold, allowing it to manipulate the money supply and interest rates for its own profit at the expense of smaller banks that previously had the ability to issue their own notes. Although this was in fact a form of rent-seeking, industrialists backed this policy in the belief that it would reduce deficits and taxes and weaken the beneficiaries of the Old Corruption, who depended both on government sinecures and on their ability to borrow from smaller banks. The industrialists’ political calculations were correct, even though the Bank of England’s interest rate manipulations harmed those firms’ profits in the long term.2

The tariffs that protected British farmers (and ultimately and primarily landowners) from foreign competition, and the system of protected trade with colonies and preferences for British shippers, were abolished with the respective 1848 repeal of the Corn Law and the 1849 repeal of the Navigation Acts. Pressure for those legislative changes came from provincial interests that were harmed by the trade preferences and that did not own enough land to gain from the Corn Laws,3 and were facilitated, as noted above, by the bankruptcy of anti–free trade City bankers in the 1847–48 financial crisis, and supported by those landowners whose wealth was moving into commercial ventures.4 Yet the parliamentary votes of the 1840s cannot be understood in terms of the balance of interests within Britain alone. Commercial interests in Canada and the West Indies also objected to the continuation of the Navigation Acts, especially after earlier tariff cuts undermined the advantage enjoyed by traders within the Empire.1 As the Empire became better integrated commercially, the wealthiest settlers became an ever more powerful political force within Britain, exerting indirect influence through their ties to British merchants and landowners and also with their ability to shift commerce to the United States or rival European powers, which brought British businessmen to their side.

The British state differed from those of the Netherlands, Spain, and France in its capacity to revoke the privileges of autarkic elites. The electoral reform, nationalization of the EIC, repeal of the Corn Laws and Navigation Acts, and the drastic cutbacks in Old Corruption were the outstanding signs of elites’ inability to sustain autarkic privileges. Autarkic elites, for the most part, did not suffer absolute declines in their capacities and resources, although, as we saw above, financial crises and bankruptcies removed some merchants from the political equation, just as the Indian Mutiny changed the government’s strategic calculus and stance toward the EIC. Rather, the overall structure of elite relations within Britain and the Empire were transformed in the first half of the nineteenth century by the growing links between old and new elites. Empire was essential to that restructuring, as the flow of resources from, and investment opportunities in, the dependent and settler colonies and the informal empire created new elites and enticed old elites to invest in new enterprises that supplemented and increasingly overwhelmed income from land and Old Corruption. As a result, the number of men who paid a significant price in wealth and income from the proposed reforms declined until it became possible in the 1830s and ’40s to pass the legislation and implement the policies that undid autarkic monopolies, offices, and privileges.

The reform policies sustained themselves politically because the financial returns from the “free trade” system made possible by abolition of the EIC, the repeal of the Corn Law and Navigation Acts, and reductions in tariffs so quickly enriched both old and new elites. The top 0.5 percent of Britons tripled their share of the nation’s wealth from 11 percent in 1688 to 31 percent by the turn of the twentieth century. The next 6 percent held 40 percent of the nation’s wealth in 1895–1903.1 This increase in the concentration of wealth was not achieved by impoverishing average Britons. Wages, which in 1800–09 were the same as in 1680–89, rose rapidly after the end of the Napoleonic Wars, more than tripling in the century from 1800–09 to 1900–09.2 In fact, the era of rapid and sustained increases in wages and per capita GDP began in Britain in the early nineteenth century, at the same time as the rich became so much richer. Britain’s empire and commanding position in the world economy made most Britons better off, but the vastly disproportionate benefits enjoyed by the elites ensured that the top 0.5 percent and the next 6 percent pulled far head of the rest of the nation.

The unified and relatively open elite of mid-nineteenth-century Britain had the power to create an imperial system that generated unprecedented profits. The nationalization of the EIC allowed the increasingly professionalized government officials who administered India and the other dependent colonies3 to impose taxes on Indians that sucked resources out of the subcontinent and increasingly from other parts of Asia to subsidize Britain’s military and domestic spending, while organizing Asian trade in ways that enriched Britons rather than Indians.

FINANCIAL ELITES IN THE TRIUMPH AND DECLINE OF BRITISH HEGEMONY

Free trade and the declining share of resources tied up in land, sinecures, and other forms of politically derived profit meant that Britons incurred few costs, financial or political, as they shifted assets across sectors and around the world in search of higher rates of return. The financialization of the British economy, analyzed so clearly by Arrighi,1 was spurred by the fact that British elites did not endanger their political and social positions or their network ties by moving their money out of land and industry into finance, or from Britain abroad, or even out of the empire entirely. In fact, elites strengthened their mutual interests and deepened their political ties as they invested with one another beyond the sectors in which they originally made their wealth.

The vast scale of British foreign investment “fertilized a growing service sector in South-East England which, with the City of London’s financial and commercial businesses at its centre, became the most dynamic and innovative part of the British economy after 1850.”2 Indeed, in 1859–60, by far the highest percentage of Britons rich enough to owe income tax were in London, indicating that finance rather than manufacture was the main source of wealth, even at the height of the Industrial Revolution.3

Financialization, i.e., the shift of capital into financial assets, was the result of both push and pull factors. Money was pushed out of agriculture, as the repeal of the Corn Laws reduced the profitability of farming and made investment in British land less lucrative than North American farms.4 Similarly, the end of British shipping privileges codified in the Navigation Acts pushed investment away from ships. The end of Old Corruption pushed money away from government. When elites could no longer get rich from offices or from trading in government bonds with inside knowledge, they shifted to a consensus in favor of low government spending and low taxes,5 freeing up more money for private investment. At the same time, the profitability of finance increased due to the position of sterling as the global reserve currency, a position that was the result of conscious government policy, above all the gold standard, which weakened the competitive advantage of British manufacturing, pushing capital out of British industrial firms and into the Empire.1 Britain’s resulting low interest rates, and the higher interest rates in other countries with weaker currencies, pulled investment abroad. The share of money raised in London that went to domestic British firms fell from 47 percent in 1865–69 to 20 percent in 1909–13.2 Money was pulled abroad by opportunities in the growing empire, both in settler and dependent colonies, but also pushed by “the steady decline in returns on safe British investments like government paper and railways which forced gentlemanly investors to look abroad after 1870.”3 British fiscal and foreign policies created conditions that pulled capital into financial instruments throughout the world. Britain imposed free trade on India and the rest of the dependent empire and protected investors from nationalization or defaults by local governments, even in locales not part of the formal British empire.4

The structure, size, and membership of British investment firms changed over the course of the nineteenth century, drawing new entrepreneurs from increasingly diverse backgrounds and capital from Britain and abroad into the financial sector. British investment firms grew in size in the second half of the nineteenth century. Agency houses, which had played a central role in allowing British merchants to circumvent the EIC monopoly, became mechanisms through which Britons in the metropole as well as those abroad could invest capital in multiple foreign markets. While the agency houses, and home trade and international houses, began by specializing in a single commodity or manufactured good and often trading with a single country, they diversified over the course of the nineteenth century by investing in multiple sectors and countries. Most investors in Britain had little knowledge of foreign markets in which they sought to invest in search of higher yields and so relied on the reputation of well-known firms. This gave established British firms an advantage in attracting capital from Britons and also from investors in “India, China, Russia and some of the Latin American republics.”1

Investment firms remained under family control throughout the nineteenth century yet were able to attract investors as a result of the prestige of their named partners (even when those partners were long dead and the firms were directed by less able scions). At the same time, those investment firms relied on smaller trading firms, often run by immigrants (Germans who were largely Jews, Irish Americans, and Greeks), to actually engage in trade or to run the plantations and manufacturers which they had bought in other countries.2 Chapman argues that investment firms achieved economies of scale by outsourcing trading, manufacturing, and management functions to other firms, and that the mix of British and foreign entrepreneurs, and the frequent bankruptcies of inefficient or just unlucky firms, created dynamism in British finance.

The domestic banking sector was less dynamic and became much more concentrated than the investment sector. Britain’s two-tier banking system, with provincial banks that had long-term relationships with, and made loans to, firms of their particular local industries, and big banks that focused on international finance,3 was transformed in the last decades of the nineteenth century. The regulatory power the Bank of England was granted in the 1844 Bank Charter Act combined with repeal of the Joint Stock Banking Act in 1857 and the subsequent rise of checking to undermine small banks’ ability to issue their own still profitable banknotes.4 This encouraged mergers.5 “The number of independent banks fell to 60 by 1901 and to 40 by 1917, by which time the five major clearing banks controlled two-thirds of the system’s resources.”1 As a result, smaller British firms were increasingly unable to access capital from the ever fewer small banks that once had provided them with long-term loans.

Britons’ international investments, and the ease with which British investment firms facilitated the transfer of capital around the world, helped firms in other countries borrow the money needed for industrialization.2 This led to a boom in industrial production worldwide, but a decline in profits, which hit the less efficient older British firms harder than newer, technologically advanced and vertically integrated American and German corporations.3 Mann, who defines hegemony as exceeding “the next two Powers combined,” finds that Britain met that standard for “industrial production between 1860 and 1880.” On a per capita basis, its industrial production was more than double the next two powers “from the 1830s to the 1880s. Britain still retained first rank in 1900, falling behind the United States by 1913,” by which time total US industrial production was 250 percent of Britain’s, and Germany had surpassed Britain.4 Britain accounted for a third of world industrial output in 1870, and a seventh in 1913. It produced a third of world steel in the late 1870s, and a tenth in 1909–13, when Germany produced twice as much and the United States quadrupled Britain’s output.5 Chronic trade deficits were clear indicators of Britain’s declining position in the world economy.


By the late 1890s Britain was regularly recording import figures 50 per cent above her exports. Those massive deficits were bridged partly by the interest on her capital investments abroad . . . The empire did something to help the situation, but not much.6




EMPIRE WITHOUT HEGEMONY: THE FAILURE OF REFORM IN PRE–WORLD WAR I BRITAIN

Foreign investment in itself did not undermine Britain’s position at the apex of the world economy. Large British firms and the state were able to attract all the capital they needed, as evidenced by the very low and falling interest rates they paid for loans in the second half of the nineteenth century. Rather, the British state and British firms failed to adopt reforms that could have allowed Britain to counter the growing power of its economic and military rivals: France, Germany, and the United States. British elites continued to share an interest in, and voiced strong support for, low taxes, free trade, and the gold standard. However, the coherence of shared interests, derived from British elites’ joint investments and ventures in the metropole and the Empire, were distorted by the growing weight financiers, settler colonies, and investors in fringe areas were able to assert over governmental policy.

In essence, it became easier for the state to preserve relations with increasingly self-interested settler colonies and to expand the Empire into marginal areas, and for financiers to invest in more successful foreign firms, than to undertake the policy reforms needed to sustain British industrial as opposed to financial hegemony.1 Similarly, the budgetary and policy costs of maintaining British military and geopolitical dominance were not paid since that would have required tax increases, the imposition of a draft, or transforming Britain’s relationship with the settler colonies in ways that would have cost British elites money and undermined their relationships with the lands where they invested and potentially provoked the lower classes at home.

As British investments flowed abroad and were increasingly kept in highly liquid form, and therefore were ever more vulnerable to speculative fluctuations,1 wealthy Britons demanded policies that (1) fostered their abilities to protect their foreign investments, (2) maintained the value of sterling, the currency they used to attract foreign capital and to invest abroad, and (3) minimized taxes on their incomes. Ultimately, these three objectives came into conflict with one another, and even more with the settler colonies’ demands, the initiatives of the new imperialists seeking to expand the Empire in Africa, and above all with the rapidly rising costs of maintaining geopolitical preeminence. Thus, even though late-nineteenth-century British elites, with the exception of some of those who sought to create new colonies in Africa, were unable to establish autarkic privileges, they were able to preserve governmental policies at home and in the Empire that enriched them in the short and middle term but doomed British hegemony by blocking reforms that could have allowed Britain to revitalize its economy and reassert its geopolitical mastery. Let us look at the stasis of British financial and industrial firms, fiscal policy and its effects on military and foreign policy, and finally the metropole’s evolving relationship with the settler colonies and the imperialists who initiated imperial expansion in Africa. We want to understand how those policies were set in ways that undermined British hegemony and why they were not reformed.

i. Stasis and Decline in British Firms

The disappearance of the small provincial banks in waves of bankruptcies and mergers in the second half of the nineteenth century, which were results of the broader process of financialization, starved many British industrial firms of access to the capital needed to modernize, expand, or merge. (In chapter 8, we will examine how bank mergers in the United States affected the American economy and politics.) The surviving big banks preferred to invest abroad and offered mainly short-term loans to both large and small British firms. The share of money raised in London that went to domestic firms declined from 47 percent in 1865–69 to 20 percent in 1909–13.1 “London did not finance the factories and mines of the north . . . London’s own economic base, as always, led to the outside world, to finance and commerce abroad and overseas.”2 Large banks’ short time horizon also meant that they did not make the effort of their American or German counterparts to reorganize industries to create oligopolies. British firms therefore were subjected to more domestic competition and had lower profits than US or German firms, making it difficult to attract new investors or to pay for modernization with retained earnings.3 This problem was compounded by the fact that British firms did not enjoy the tariff protections of their German or American competitors. Nor did British industrial firms merge or buy up competitors to achieve the economies of scale that American and German firms did.4 Revealingly, merger activity was largely confined to banking and finance rather than industry in Britain in the decades before World War I. The few large industrial firms formed through mergers were “holding companies which were loosely organized as federations of firms, with small central headquarters, little co-ordination or integration, and with operating decisions left to the constituent companies. In most cases, owners and their families continued to control and mange both at the holding company and subsidiary level.”5 While these loose federations were competitive within Britain, and would have been profitable in a closed empire, they were ever less able to compete with the more tightly integrated and growing German and US corporations.

Cain and Hopkins argue that British firms, both large and small, did not seek long-term financing from banks because they did not want to endanger family control.6 External financing was limited because “British companies . . . appear to have been consistently more secretive than American and German companies, and obviously without information there was great disincentive to invest.”1 Chapman finds that investment groups as well as industrial firms gave priority “to maintain[ing] the wealth and power of the family (or families) that controlled the particular business,”2 rather than to maximizing control of a market or profits. Those priorities were facilitated by British corporate law, which allowed firms’ founding families to maintain control by limiting new capital to bonds or preferred shares.3

British firms, in seeking senior and junior employees and potential partners who were socially compatible with the scions who owned and ran the firms,


recruited staff whose family backgrounds and education prepared them for careers in the civil service, armed services, Church and law, and only a few technical men like jute mill managers and mining engineers were recruited to subordinate positions for their technical expertise.4



It became increasingly difficult for British firms with technically ignorant managers to compete with US and German firms that looked to engineers for leadership. The familial and cultural commonalities among the landed elite, government officials, bankers, merchants, and manufacturers that facilitated the development of policy consensus in the eighteenth and nineteenth centuries then held back the recruitment of men with the sorts of education and experiences necessary to compete against the large corporations that formed to invent, produce, and market advanced machines and consumer goods in the late nineteenth century.

ii. British Budgets, Military Strategy, and Foreign Policy

British elites were able to keep taxes low throughout the century from the end of the Napoleonic Wars until the start of World War I. Elites were able to protect their interests against efforts during the Crimean and South African (Boer) wars to raise land taxes or reimpose tariffs.1 Instead, the Treasury paid for the wars with bonds that then were paid down in peacetime by keeping government civilian and military expenses low.2

The overall budget of the national government fell from 23 percent of GDP in the final year of the Napoleonic Wars to a range of 12–13 percent in the 1830s and ’40s. The budget was 13 percent of GDP in 1855, the peak year of spending during the Crimean War. The budget fell into the 6–7 percent of GDP range from the 1870s to ’90s, and rose only to 11 percent in 1902, the peak year of spending during the South African War. In 1913, as Britain prepared to counter a militarized Germany, spending was just 8 percent of GDP.3

British military spending as a percentage of GDP from 1870 to 1913 was “78 percent that of the French, 67 percent that of the Russian, and 41 percent that of the Japanese” and comparable to that of Italy, Germany, and Austria.4 However, since those other countries used conscription, and Britain had to pay salaries to its soldiers, all of whom were volunteers, the data understate the gap between Britain and all the other great powers, except for the United States, the only power that spent less than Britain (and also relied exclusively on volunteers). Nevertheless, to “Victorian statesmen,” the expenses were “onerous and deplorable.”1

The British government justified low military spending by redefining its strategic needs. After viewing the United States as more of a threat than Japan in the last decades of the nineteenth century, Britain abandoned competition with the United States in the Americas and signed a 1901 treaty ceding rights to build the Panama Canal to the United States. Britain’s decision to treat the United States as an ally and junior partner rather than a strategic rival provided justification for abandoning the goal of maintaining a fleet equal to that of all the other powers combined, and instead adopting the more modest standard of trying to equal the combined French and Russian fleets.2 Throughout the last decades of the nineteenth century, Britain remained focused on threats to its empire from France, Russia, or the United States rather than from Germany on the Continent.3

The weight of interests and sources of income for British elites, their allies in the Empire, and the Treasury justified the attention to Empire over Europe. Elites were able to maintain the low taxes they desired as long as the military was focused on the cheaper task of holding and expanding the Empire rather than the far more expensive goal of countering Germany, France, or Russia in Europe. This approach worked as long as the Empire was profitable and there was peace in Europe. The Empire was cheap to maintain and expand because of the Indian army, a force that did much of Britain’s dirty work in the nineteenth century. Trained in European combat techniques and led by British officers, India supplied the bulk of troops for nineteenth-century fighting in Abyssinia, China, Burma, Afghanistan, and the Persian Gulf.4


Most of Britain’s nineteenth-century colonial wars were cheap in monetary terms and in British, though not in non-European, lives. Singer and J. David/Melvin Small identify five wars in the 1816–1913 period from the end of the Napoleonic Wars until the start of World War I in which more than 10,000 “British” soldiers died: the Anglo-Burmese War of 1823–26 (15,000 dead), the British-Afghan War of 1838–42 (20,000 dead), the Crimean War of 1854–56 (22,000 dead), the Mahdist War in Egypt of 1882–85 (20,000 dead), and the South African War of 1899–1902 (22,000 dead).1 The Anglo-Burmese and Mahdist wars provoked little debate or dissention in Britain, in part because they were successful in securing Burma and Egypt for British control and because almost all the “British” dead in fact were Indian soldiers in the case of Burma2 and were Egyptians fighting for Britain rather than Britons in the Mahdist war.3

The British-Afghan War was fought mainly with Indian troops.4 The 4,500 “British” troops who were massacred in 1842 in one of the worst defeats in British military history included fewer than 700 Britons; the rest were Indians.5 Britons evidenced no concern at all with the deaths of these Indian soldiers; however, there was opposition to the monetary cost of the war, especially since plans for the war were drawn up in secrecy and the war’s reasons and objectives were kept opaque by the government. The newly victorious Tories, who replaced the Whig government in 1841, midway through the war, contributed to Britain’s defeat: The Tory government instructed British commanders in Afghanistan to reduce costs. They did so by cutting their subsidies (bribes) to the Ghilzais, who then stopped protecting British troops, making the 1842 massacre possible.6 The massacre of the mainly Indian troops in Afghanistan “unleashed a torrent of criticism in the press in India,”1 while the British press focused on the financial costs of the war. The Times was typical: “This nation spent £15 million on a less than profitable effort after self-aggrandizement in Afghanistan.”2

The other two of Britain’s major wars in the years between 1815 and 1914 were longer and more costly in money and British lives than the military commanders or Cabinet Ministers expected. Britain’s difficulty, despite the help of its French and Ottoman allies, in winning a decisive victory against Russia in the Crimean War sparked debates over the causes of British military weakness as well as demands that the British army give an honest accounting of the number of war casualties. The Crimean War’s strategic blunders and the lack of supplies and of medical facilities for wounded troops were reported by newspaper war correspondents, reporting from the battlefield for the first time in Crimea. Public outrage led to the resignation of the prime minister and the war minister.

After the Crimean War, limited reforms were made in the army. The government took over provision of troops, ending profiteering by officers. The organization of the army was simplified and centralized, eliminating autonomous departments outside the chain of command. Military schools were expanded to allow for in-service training of officers, though little was done to train ordinary troops.3 Most effort was put into fighting small colonial wars, at which the British excelled and were almost uniformly successful.4


The British army, which as we saw earlier in this chapter had not reformed its officer corps as decisively as had the navy in the eighteenth century, made little further progress in the second half of the nineteenth century. Unlike the Germans, who forced officers to attend military schools that focused on technical training (an approach the French and Americans emulated after the Prussian victory over France in 1870), British officers continued to be drawn from the ranks of gentlemen who received a very different sort of education that was virtually worthless in preparing to fight modern wars with rapidly improving weaponry. Gentlemen had a virtual lock on officer positions in the army because, until 1871, they were allowed to purchase their commissions, and then afterward were promoted based on social background and education rather than attendance at military academies.1


The social composition of the officer corps proved resistant to change, too. Abolishing purchase [of officer rank in 1870] had little effect, as the low rates of pay, the high cost of living, and the expensive uniforms and regimental traditions ensured that officers came from broadly the same classes in 1914 as they had done in 1870.2



The characteristics the British army used to select for their officers throughout the nineteenth (and previous) centuries were not entirely irrational. The army, after Waterloo, was used in colonial rather than European wars, and for the most part officers were charged with the tasks of administering the native soldiers in colonial and neo-colonial states’ armies. They also, in many cases, were the main administrators in the territories where they were based. Thus, selecting officers for political skills and connections rather than military ability made sense for Britain as an empire, even though it weakened the army’s ability to fight against European rivals.

The contradiction between Britain’s needs as an empire and as a European power underlay the disaster of the Crimean War. Contradictions within the Empire, between the ability of politically well-connected freebooters, most notably Cecil Rhodes, and the overall needs and limited resources of the state, caused Britain’s other costly foreign intervention in the century from 1815 to 1914: the South African War, which was sparked by Rhodes, who, after he was granted a British charter in 1889, took unilateral actions that antagonized the Boer Republic. Rhodes was able to buy parliamentary support and newspaper coverage with shares in his firms and outright bribes.1

At first, the South African War was popular; “the government was returned with a convincing majority at the ‘khaki’ election in 1900.”2 However, the war took much longer to win than expected, “required the services of 448,435 British and colonial troops and had cost the British taxpayer some £201 million. In all, 5774 men had been killed in action and another 16,168 had died of disease or wounds.”3 British public opinion turned against the war. Opposition focused on the costs in money and British soldiers’ lives. (In chapter 7, we will track similar and even more intense reaction against the death toll of one’s own soldiers in the United States during Vietnam and later wars.) There was virtually no attention given to the effects of the South African, or any other British, war on the inhabitants of the countries in which they were fought, although after 1870 the British public, spurred on by activists and newspapers reports, did voice outrage at atrocities committed by other European powers, most strongly against mass killings and torture by the Belgians in the Congo4 and “opposing the Portuguese at the time of the Anglo-Portuguese Treaty of 1884.”5

The difficult victory in the South African War led to further retrenchments in British strategic goals rather than increased investment in the military. Defense focused on India, and the army’s main planning was to prepare for war against Russia in Afghanistan,1 a war that could be fought mainly with Indian troops whose deaths would be of no concern to the British public. Britain was unable to settle on a global strategy, in part because authority for decisions was fragmented among the army, navy, and various ministries.2 However, even if the government had been able to decide on a plan of action, implementing any plausible grand strategy would have required imposing significantly higher taxes, which both elites and voters would have resisted. Indeed, after the South African War, the main concern was the increase in state debt caused by military expenditures. This led to cuts in spending on social programs and opposition to expanding the size of the army.3 Elites retained the political sway to block narrowly focused taxes, such as tariffs on specific industries or commodities,4 banking taxes, or the land transfer tax proposed in 1909 by the Liberal Party.

When taxes finally were increased in 1910 with the passage of the Liberals’ People’s Budget after a year-long stalemate and new elections, the income tax rate on the wealthiest Britons was doubled, albeit to a still-miserly 7.5 percent, while a proposed tax on land sales opposed by the landed interests that still dominated the House of Lords had been dropped. Those new revenues were enough for only limited social spending and totally inadequate for a significant increase in military spending, which was not attempted. The Parliament Act of 1911 did permanently limit the Lords’ ability to block tax and spending bills. However, the removal of that veto point did not lead to significant peacetime increases in taxes or to social programs until after World War II. Nor did British social movements, which were focused mainly around expansion of the franchise, demand such redistributionist policies. Liberal reforms were in part an effort to coopt that mobilization,1 while opposition to increased taxes and social spending by Conservatives and some Liberals preceded and outlasted voting rights agitation before and after World War I.

With India already supplying 250,000 troops, which was the limit of what the revenues Britain extracted from that colony could support (and perhaps was the limit of the number of “loyal” Indians Britain could recruit), any further troops needed to fight land wars in Europe or Asia would require that Britain emulate the Continental powers and impose a draft. Britain did enjoy some success in getting volunteers from settler colonies to fight in the South African War to make up for the government’s unwillingness to accept non-white soldiers from India to fight whites in Africa,2 but the 30,000 troops from Canada, Australia, and New Zealand who fought in that war were less than a tenth of the total soldiers Britain fielded,3 and would have been (as they proved to be in World War I) a marginal element in a major land war.4

The South African War was an instance where, contra Michael Mann, British racism weakened empire: First, Britain’s unwillingness to send non-white Indian soldiers to fight white Boer rebels means that more white Britons had to be sent to fight and die than if Britain had been able to overcome its racist queasiness at the thought of whites dying at the hands of non-whites. Second, Britons, while cruel to their Boer enemies, were not as brutal and hence less effective than they were in wars against non-whites, where there were no compunctions about employing extreme violence.

British elites never considered imposing conscription. Indeed, Britain fought the first two years of World War I with an army of volunteer and colonial troops and only resorted to the draft after its army had been decimated in bone-headed assaults on German trenches. The difficulty of imposing conscription during World War I gives retrospective support for the political impossibility of using conscripts to sustain empire or impose hegemony in Europe. The British masses were as unwilling to sacrifice their lives as the elites were their money to the cause of British military power. Even though Britain’s wealth from commerce depended on divisions among its European rivals and ultimately on its ability to prevent those other powers from going to war, except against colonial subjects,1 it lacked the ability to mobilize its existing fiscal and human resources to sustain geopolitical dominance.

iii. Settler Colonies and the Costs of Empire

“The mid-Victorians had solved the problem of Imperial cohesion by a bold set of pragmatic compromises . . . [creating a] tripartite world system” of settler colonies with increasing autonomy, India, and a dependent empire controlled with a combination of military coercion and cooption of local elites, and an informal empire managed by “private enterprise or an erratic combination of diplomacy and force.”2 That stability was undermined in the late nineteenth century as British imperial policy developed in two contradictory directions in response to the demands of domestic and colonial elites. The government sought to reduce its costs in the existing empire, especially in the settler colonies,3 while at the same time moving to add new colonies in Africa and concessions in China.

The colonial additions partly reflected a geopolitical calculation that if Britain did not take those lands, other European powers or the United States would do so.4 Porter sees British expansionism as grounded in “pessimism . . . The suggestion now being made was that Britain had to expand in order to stay alive.”5 However, the specific decisions to intervene in Africa or China came at the behest of particular British entrepreneur-adventurers or firms seeking to exploit foreign territories. Financialization, and the increasing urgency with which British investors and firms sought new opportunities to realize higher returns as profits from land and older businesses at home fell, made it easy for entrepreneurs to round up funding for ventures in Africa that then created a presence that drew in governmental assistance. We need to remember, as John Darwin so aptly puts it, “ ‘Empire’ is a grand word. But behind its façade (in every place and time) stood a mass of individuals, a network of lobbies, a mountain of hopes: for careers, fortunes, religious salvation or just physical safety.”1

Despite the desire for economy, Britain did intervene when its interests, or more accurately, the interests of politically influential elites, were threatened and the cost of military action seemed to be low. City firms with growing investments in Africa demanded and got British diplomatic and military intervention in those lands.2 Britain invaded Egypt in 1875 to put a new ruler in power who would honor Egypt’s debt to Britain. Britain, as we noted above, fought the Afrikaner Republic, largely at the behest of Cecil Rhodes, to protect British control over newly discovered gold and diamonds.3

In tropical Africa, colonization was pushed by Foreign and Colonial Office officials for geopolitical reasons, for personal and organizational self-aggrandizement, and by “a mass of overlapping mini-empires of traders, investors, migrants, missionaries, railway companies, shipping companies, mining ventures, banks, botanists and geographers”4 who stood to gain financially and/or in career advancement if the areas where they invested became formal British colonies.5 Missionaries for the most part were from modest backgrounds—artisans, tradesmen, craftsmen, or the sons of such6—and found their work in distant colonies more lucrative and prestigious than the careers open to them at home. “Commercial companies, religious dissidents, planters, and adventurers were at least as important in extending the bounds of Empire as the soldiers and sailors of the monarch.”1 Parliament and the voting public endorsed the taking of new colonies provided there was no cost to the Treasury and the lands could be won without war. Advocates for taking new colonies built public support by planting articles in the Times and other newspapers, and by eliciting endorsements from emigrants, retired civil servants, and military men.2

In chapter 2 we heard from Niall Ferguson, who compared contemporary Americans with “their British counterparts of a century ago, who left elite British universities with an overtly imperial ethos.”3 Now, having examined British colonialism and colonists from the sixteenth through nineteenth centuries, we can conclude that any imperial ethos was overlaid with the continuing reality that it was easier to get rich in the colonies, and especially in lands that were “unexplored” and “uncivilized,” than it was back home. Missionaries often did have an imperial ethos; however, their views were never determinative, and at times their behavior in the colonies and advocacy at home undercut the policies fostered by capitalists and the Foreign Office.4

To the extent that Britons at home supported imperialism, it was the result, as we just noted, of campaigns by self-interested investors and adventurers to orchestrate public pressure on the government to send troops. As we saw in the previous section, whenever the costs and casualties mounted, public support melted away and was replaced with anger and retribution over the “needless” sacrifice of British lives. Ferguson misreads the history of an era of which he supposedly is expert, viewing it through a miasma of Churchillian rhetoric, nostalgia for the jingoism of the early days of World War I, and the real devotion and sacrifice of World War II.5


At the same time as the empire was expanding, the British government faced repeated challenge to its rule in the settler colonies. Beginning with the 1837 Canadian rebellion, which, while small, raised fears of US intervention,1 Britain responded with offers of ever-greater autonomy, which then failed to prevent demands from colonists for further concessions. The policy was a success in that it made the settler colonies self-supporting, although they contributed virtually nothing to Britain’s defense of their territories or to general imperial military expenses.2 Britain, then and afterward, was unwilling to pay the costs of sending enough troops to its settler colonies to bolster local elites or to sustain direct rule. British elites, rather than raise taxes or impose a draft, instead took the only remaining option: Establish local governments in the settler colonies that would remain within the Empire but also raise the funds needed for their own administration and self-defense. Thus, Britain withdrew most of its troops from Canada in the 1850s and ’60s. It did send troops in 1860 to suppress a Maori rebellion in New Zealand, but then quickly withdrew most of them to keep costs down.3

Elected governments in the settler colonies, not surprisingly, served the interests of their electorate, or at least of local elites. In 1859, Britain allowed “responsible governments” in settler colonies to impose tariffs, and they all used that new authority to raise revenues and to protect local industries from British and other foreign competition.4 Despite repeated lobbying by business groups in Britain against tariffs,5 Britain never challenged the settler colonies as they raised those taxes. It was easier politically to minimize expenses in, and the potential for a rupture with, the settler colonies6 than it would have been to confront the colonists and try to reverse their demands for autonomy and pursuit of economic self-interest by resuming direct rule, which also would have required Britain to pay the cost of those territories’ defense. In any case, the various colonial departments were all understaffed and under constant pressure from white settlers and from lobbies for the white colonists in the dependent colonies1 and were unable to formulate a new, more assertive strategy.

In addition, the British government had offered loan guarantees for the notes issued by both dependent and settler colonies,2 so to avoid having to pay for defaults Britain allowed those colonies to protect their industries while the “home market [was] kept open and unprotected, in part to assist the nation’s competitors to service their debt to British investors.”3 The interests of British industrialists harmed by the settler colonies’ tariffs were overwhelmed by these larger fiscal and geopolitical considerations, and by the power of financiers to make repayment of their bonds a top priority in foreign and imperial policy. The question of how long the Empire remained profitable for Britain is a complex problem that has yet to be resolved. However, what is beyond dispute is that it remained profitable for “the interlocking elites of government, finance, landownership, commerce, and the professions in the south east of the country.”4

iv. Conclusion

How did the changing relationship of settler colonies to metropole matter? Think back to table 1.1. Colonial elites in India and the dependent colonies were located in the quadrant with a low level of autonomy from metropolitan officials and a high degree of influence on the metropole’s economy and/or politics. That classification, as we have seen in this chapter, is justified by the nationalization of the EIC and the British state’s continuing ability to appropriate Indian resources for the Treasury and Indian soldiers to fight battles to preserve British geopolitical supremacy. However, elites in the settler colonies occupied the opposite quadrant, with a high level of autonomy from metropolitan officials and a high degree of influence on the metropole’s economy and/or politics. We have seen the high level of autonomy in the successful American Revolution and in the growing ability of the remaining settler colonies to achieve self-rule and use their political powers to adopt policies, like tariffs, that benefited the colonies even as they harmed the metropole. Settler colonial elites leveraged their interlocking economic relations with the metropole to influence British politics and foster policies that undermined Britain’s ability to sustain its dominance in manufacturing and shifted the balance of power, both economically and politically, toward the financial elite.

In essence, Britain in the late nineteenth century lost one of the four essential attributes for achieving and sustaining hegemony identified in the Boolean truth table of table 1.3: The settler colonies’ increasing autonomy, and their growing ability to influence policy in metropolitan Britain, came to outweigh or at least to counterbalance India’s lack of autonomy and contributions to British fiscal and military power. Thus, to understand the rise, sustainability, and demise of British hegemony, we needed to analyze the Empire and its elites as a whole, to track the interactions among metropolitan and colonial elites, and to weigh the relative effects of autonomous and dependent colonial elites on metropolitan political economy. I hypothesized in chapter 1 that hegemony disrupted stable elite relations and heightened elite conflict in the metropole. That turns out not to have been true for Britain. Rather, settler elites found a path to greater autonomy within British hegemony. In the case of Britain, it was greater elite autonomy in settler colonies rather than heightened elite conflict in the metropole that fatally weakened British hegemony.

British imperialism created new elites, both at home and in the colonies, altering the overall structure of relations among elites. Financialization was the product of British imperialism and of the double dynamic of metropolitan and colonial elite formation it engendered. Britain’s monetary and financial hegemony, the windfalls from colonies and commerce, and the demands from colonial elites for both autonomy and protection, made the financial elite the keystone that united the material interests and political goals of other landed, colonial, commercial, manufacturing, and governmental elites, creating an unalterable consensus behind low taxes and a strong currency. Those policies ensured that finance remained the most profitable form of investment, and in turn blocked the reorganization of British industry and the domestic investments needed to counter competition from American and German firms. Low taxes prevented the level of military spending necessary to overwhelm the other European powers, above all Germany, and thereby prevent the great power rivalry that doomed British commercial and colonial hegemony. Britain’s unusually long hegemony, which spanned the Industrial Revolution, was undermined uniquely without the formation of autarkic elites. Rather, consensus among interlocking elites allowed an enduring imperial and fiscal policy that actually was able to serve all those elites’ self-perceived interests but that blocked reforms vital to countering the rise of economic and military rivals.




II. Hegemony Present
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From Consensus to Paralysis in
the United States, 1960–2016


Most of us are conditioned for many years to have a political viewpoint, Republican or Democrat, liberal, conservative, moderate. The fact of the matter is that most of the problems, or at least many of them that we now face, are technical problems, are administrative problems. They are very sophisticated judgments which do not lend themselves to the great sort of “passionate movements” which have stirred this country so often in the past. Now they deal with questions which are beyond the comprehension of most men.

President John F. Kennedy, 19621



From our vantage point a half century later, President Kennedy’s confidence in experts’ capacity to solve problems with their technical knowledge seems both touching and misplaced. Yet what appears most unrealistic, to those of us who spent the first decades of the twenty-first century in the United States, is his belief that elites or citizens more broadly could be convinced by expert judgment to abandon their ideological positions or to subordinate their particular interests to policies that would advance general prosperity and the common good.

At the time Kennedy spoke, though, there were good reasons for his confidence that ideological convictions were giving way to expert consensus. What Kennedy described in another speech as “the practical management of a modern economy” enjoyed bipartisan support. Leaders of both parties in Congress endorsed Keynesian strategies of tax cuts and government spending,1 as did the “corporate moderates” who headed most of the largest US firms.2 The consensus extended to foreign policy in the early 1960s, with agreement on an aggressive approach to armament and to counter-insurgency in the Third World. Leaders of both parties agreed not only on the broad goals of economic growth, reduction of poverty, and the containment of Communism; they also believed in the efficacy of the strategies formulated by experts in government. (Mort Sahl mocked this consensus when he summarized the 1956 presidential campaign: “Eisenhower stands for ‘gradualism.’ Stevenson stands for ‘moderation.’ Between these two extremes, the people must choose.”)3


At the same time, there was little effective opposition to these policies from outside government in the United States. On the left, the peace movement was weak and focused mainly on ending nuclear tests, while slighting US military intervention around the world.1 Unions endorsed the government’s macroeconomic policies and limited their demands to wage and benefit increases that tracked the rise in productivity and corporate profits. The influence, in national politics, of what was then labeled “the lunatic fringe” was becoming marginalized as the Republican Party led by Eisenhower and Nixon embraced an internationalist foreign policy, government management of macroeconomic growth, and modest efforts to gradually ameliorate poverty. Outside the South, both parties supported the gradual extension of civil rights to blacks.

Capitalists, at least those who headed the largest industrial and financial firms, were supportive of or, more often, resigned to government social programs, economic regulation, progressive taxation, even as they tried to block or slow new governmental initiatives. This acceptance, like the regulatory regimes and social programs themselves, were pragmatic responses to the massive upsurge of labor and farmer militancy in the 1930s and to radical electoral politics within (and potentially beyond) the Democratic Party exemplified by Huey Long.

The American rich, like their counterparts in Europe, saw no choice but to accept historically unprecedented low levels of inequality in income and wealth.2 The seventy-six wealthiest Americans (those with fortunes of more than $75 million) portrayed in a 1957 Fortune article “think it’s a little immoral for their children to live on money they didn’t earn.” However, even those who wanted their children to inherit their fortunes felt resigned to high tax rates. “A cut in the 90 percent inheritance tax is politically impossible without a general reduction in taxes. Yet even if real tax relief is impossible, the situation of the Very Rich could hardly be called desperate.”1

Businessmen’s support for US foreign policy was greased by the US government’s diplomatic, financial, and military protection of their foreign investments, and by the outsized profits they earned from contracts for weapons that flowed not only to large firms but to subcontractors that were located in virtually every congressional district. Unions, treasuring the well-paying and stable jobs their members held at defense firms, supported the foreign policy that made the weapons their members built necessary.

Bipartisan agreement on the goals of foreign and much domestic policy, and on the methods for achieving those goals through governmental management, was built upon a high degree of cohesion among elites. Firms were linked together by director interlocks, centered on the largest banks. The ability of corporate managers to pursue their own interests, rather than act as fiduciaries of their shareholders and workers, was hemmed in by their dependence on banks for financing and by a web of government regulations that stymied their capacities to alter the shares of income that went to owners, managers, and workers. Firms were constrained by unions’ ability and willingness to strike in the era from the 1930s to the 1970s. Non-union industrial firms outside the South faced the threat of unionization if their wages and benefits fell significantly behind those won by unionized workers. The government’s share of national income had grown significantly in the 1950s and increased again in the 1960s in the absence of effective opposition to military spending, and as both political parties were committed to maintaining New Deal social programs and differed mainly on which of those programs should be expanded and at what cost.

Conflict along ideological, class, or other lines was limited, above all, by the United States’ commanding position in the world economy and geopolitics, which provided the resources to accommodate multiple interests and priorities. Tax revenues made new social programs affordable at the state and local as well as national levels. Public sector construction, which had expanded drastically with New Deal programs, continued in the quarter century after World War II with the main focus on schools, universities, hospitals, and roads. University enrollment, which had risen gradually in the first half of the twentieth century, immediately doubled after the end of World War II and more than quadrupled by the end of the twentieth century.1 US military dominance was financed by a Pentagon budget that consumed 7–10 percent of GDP in the two decades from the end of the Korean War to the end of the Vietnam War,2 and supplemented by foreign aid, which totaled 1–2 percent of GDP.3 Productivity, wages, corporate profits, and GDP all grew rapidly and in tandem in the 1950s and 1960s, and the S&P stock index increased 527 percent from 1945 to its peak in 1969.4

The elite consensus around foreign and domestic policy was reflected in bipartisan support for presidents Kennedy and Johnson’s commitment of troops in Vietnam, and in the heavy bipartisan majorities in favor of many of Johnson’s Great Society and civil rights bills. The Eighty-Ninth Congress of 1965–66, in which the Democrats had their largest majorities in both the House and Senate since 1937–38, enacted a wave of legislation in civil rights; the Hart-Celler Immigration and Nationality Act, which abolished national quotas favoring Europeans; anti-poverty programs; environmental protection, including the Endangered Species Act; public broadcasting; created the National Endowments for the Arts and Humanities; and established Medicare and Medicaid, which were the largest social programs since Social Security. Many of these programs enjoyed support from significant blocs of Republicans in Congress.


THE EXCEPTION

The major exception to (large) capitalists’ acquiescence in Keynesian economics and government social programs was their continuing opposition to, and desire to weaken, labor unions. Employers had been helpless to stop the waves of unionization before and after the passage of the Wagner Act and during World War II, and only after decades of concerted efforts were they able to diminish unions’ scope and power. Employers’ first and most far-reaching victory over unions, the Taft-Hartley Act of 1947, was achieved opportunistically, during one of the only two congressional sessions between 1932 and 1994 in which Republicans had majorities in both the House and Senate, and following the wave of strikes and price inflation immediately after the end of World War II. Yet the congressional coalition of Republicans and southern Democrats that enacted Taft-Hartley over President Truman’s veto1 was the same coalition that pushed through the Landrum-Griffin Act in 1959, a year in which Democrats had large majorities in the House and Senate, which further hobbled unions, and which has successfully blocked every single effort to counter employers’ growing ability to thwart union organizing drives by easing the path to National Labor Relations Board (NLRB) recognition of unions.

The employers who lobbied for Taft-Hartley did not anticipate the dramatic long-term effects that legislation would have in hampering unions. Indeed, Kotz argues that


a critical mass of corporate leaders concluded the time [after the passage of Taft-Hartley] was right to make a deal with a labor leadership that was now more moderate and hemmed in by Taft-Hartley . . . Had the elimination of unions been a possibility, it is likely that few, if any, of the big corporations would have signed onto this deal, but the option of continuing the effort to drive out unions was an unrealistic one




in the 1940s, ’50s and ’60s.1 The provisions that allowed individual states to create “right-to-work” laws that ban closed shops, i.e., the requirement that all employees in a unionized workplace belong to and pay dues to the union that represents them, were intended to maintain the South as union-free. No one foresaw the extent to which firms would move facilities to the South, creating leverage they could use against employees in the rest of the country. Also unexpected was the ability of capitalists to muscle through right-to-work laws in the Southwest as well as the South in the 1940s and ’50s, and then in Michigan, Indiana, and Wisconsin in the twenty-first century. Finally, the Taft-Hartley Act of 1947 made it possible for firms to sue unions for damages from losses during wildcat strikes. This gave national unions a powerful incentive to discipline and control locals, which over decades sapped locals’ autonomy and weakened militancy among members.2

Unions inevitably lose members as firms and industries they have organized decline. Only if unions are able to organize emerging businesses and sectors can membership remain steady or increase. Thus, the ways in which Taft-Hartley, Landrum-Griffin, and NLRB rulings during Republican administrations have reinforced one another to hobble union organizing have been reflected in a decades-long decline in membership, both in absolute numbers and especially as a percentage of the workforce. Union density, as a percentage of the non-agricultural workforce, peaked at 33.3 percent in 1954 (the same as the earlier 1945 peak), declined to 28.6 percent by 1960, declined only to 26.6 percent in 1972, but then fell at an accelerating pace: to 23.9 percent in 1981, 18.2 percent in 1991, 14.8 percent in 2001, and 13.0 percent in 2011.3

American unions have been weakened by a combination of factors that have endured from the postwar decades to the present. First, the sorts of divisions among capitalists along dimensions of industry, size, locality, or ideology that created openings for social welfare legislation and regulation in other policy realms never extended to unions. Employers were always unified in opposition to unions,1 so it was impossible for unions to find allies or to strike deals with capitalists or the federal government in the absence of massive strike waves or the need to quell labor unrest during wartimes.

Second, unions were divided by racism and so made little effort to organize in the South, the bastion of the anti-union congressional majority and the region to which unionized firms relocated factories before they exported facilities and jobs to other countries. While racism divided unions and their liberal allies,2 it united southern Democrats and Republicans in Congress and repeatedly allowed Republicans to appeal to voters who otherwise would have been antagonized by conservative economic policies.3 Gregory Hooks and Brian McQueen find that the congressional districts that the Republicans picked up in 1946, and which provided them with the majority that passed Taft-Hartley over Truman’s veto, were the sites of aircraft manufacturing plants that experienced significant in-migration of non-whites during World War II.4 Racism also provided an opening, as we discuss below, for Nixon to use the issue of affirmative action to split trade unions away from their northern Democratic allies who were committed to civil rights.

Third, unions were divided over communism, leading to purges that removed the most dedicated and successful organizers, leaving unions headed by increasingly passive and bureaucratic officials.5 Thus, a corporate strategy designed in the years following World War II to limit the expansion and growing power of unions had the long-term effect of weakening unions and isolating them politically to an extent no one foresaw when Taft-Hartley and Landrum-Griffin were enacted. Finally, the string of Republican and conservative Democratic presidencies from 1969 through 2008 shifted the membership and rulings of the NLRB in ways that hampered union organizing and allowed employers to use union-busting methods devised by firms like Modern Management Methods in the 1970s.1 The turn toward intensified efforts to fight union organizing accompanied the wave of mergers (discussed later) that removed the divisions between (primarily northern) formerly union-accommodating corporations and (primarily southern) firms that previously stood out for their vehement opposition to unions.

THE GREAT U-TURN

The American economy and public policy changed abruptly after the 1960s. Individual wages, family incomes, labor productivity, corporate profits, and government revenues, which all had risen rapidly since the end of World War II, stagnated in the 1970s. As bad as the 1970s were in comparison to the boom of the 1950s and ’60s, the rate of growth in GDP (both in total and per capita), labor productivity, and real compensation per employee fell off in each subsequent decade, reversed only by the 1995–2000 expansion that was sparked and sustained mainly by a financial bubble that was punctured with the 2000 stock market crash.2

US labor productivity, which grew an average of 2.5 percent per annum from 1950 to 1973, grew only 1 percent from 1973 to 1984.3 Real wages, which rose at 10 percent per annum in the 1960s, increased only 2.7 percent per year in the 1970s, which itself was more than double the rate in any subsequent decade.1 The rate of profit for non-financial business firms, “which fluctuates sharply over the business cycle,” had peaks of 9.2 percent in 1982, 12.6 percent in 1997, and 11.7 percent in 2006, which compared poorly with peaks of 16 percent in the 1950s and 17.3 percent in 1966. In addition, the peaks lasted longer, and the declines were shorter and less severe in the 1950s and ’60s than in any subsequent decades, including the 1990s.2

Workers captured only a small share of productivity growth after 1973. From 1948 to 1973, productivity increased 96.7 percent and average hourly compensation of production/nonsupervisory workers in the private sector 91.3 percent. From 1973 to 2014, productivity grew 72.2 percent while wages increased only 9.2 percent.3

Income inequality, which fell under every president from FDR to LBJ except Eisenhower, under whom it remained stable, has risen under every president from Nixon through Bush, including Clinton. It fell slightly under Obama. Wealth inequality has widened even more rapidly since the 1970s, reaching a peak under Bush in 2007 that exceeded the peak previously set in 1929.4 The top 1 percent’s share of total national income was in 23.9 percent in 1928, fell to 10 percent in 1979, rose again to 23.5 percent in 2007, and had fallen slightly to 20.1 percent in 2013.5 Expressed another way,



The top 1% used to earn 11% of national income in the late 1960s and now gets slightly over 20%; the bottom 50% used to get slightly over 20% and now captures 12%. Eight points of national income have been transferred from the bottom 50% to the top 1%. The top 1% income share has made gains large enough to more than compensate the fall in the bottom 50% share, a group demographically 50 times larger. While average pre-tax income has stagnated since 1980 at around $16,000 for the bottom 50%, it has been multiplied by three for the top 1% to about $1,300,000 in 2014. As a result, while top 1% adults earned 27 times more income than bottom 50% adults on average in 1980, they earn 81 times more today.1



From 1949 to 1979, the top 1 percent captured 10 percent of total income growth during years of economic expansion, in line with or a bit less than their share of national income, while from 1981 to 2013 the top 1 percent captured 58.9 percent of the growth, far outpacing and adding to their share of national income.2 “US CEOs of major companies earned 20 times more than a typical worker in 1965; this ratio grew to 29.9-to-1 in 1978 and 58.7-to-1 by 1989, and then it surged in the 1990s to hit 376.1-to-1 by the end of the 1990s recovery in 2000.” CEO compensation fell with the 2000–01 stock market decline and with the 2008–09 financial crisis, but quickly recovered in both instances: “the CEO-to-worker compensation ratio in 2014 had recovered to 303.4-to-1.”3

Government policy also made a dramatic turn in the 1970s. The only significant expansion of the federal government’s regulatory or social welfare role came in the early years of the Nixon administration with the establishment of the Environmental Protection Agency in 1970, enactment of the Clean Air Act of 1970 and the Clean Water Act of 1972, and passage of the Occupational Safety and Health Act of 1970.1 Since then, no significant environmental laws have been passed in the United States.

Efforts to further expand social benefits were blocked again and again in the four decades since the Great Society. Most famously, plans to guarantee health care to all Americans were defeated in the Nixon, Carter, and Clinton administrations. All three defeats occurred when the Democrats controlled Congress, in the case of Carter with majorities in 1977–78 that were almost as large as those Johnson enjoyed in 1965–66. The plans proposed by those three presidents were each more comprehensive than the one that became law under Obama in 2010.

The only civil rights legislation to pass since the Johnson years was the Americans with Disabilities Act of 1990, and a series of modest bills designed to reverse Supreme Court decisions that undercut existing laws protecting African Americans and women from discrimination. Even when groups won court cases that expanded their civil rights, they failed to gain enhanced social benefits. American women won legal equality in many realms since the 1960s while failing to achieve the government-funded maternity leave and childcare benefits that are the right of women in every other wealthy nation.2 The overall poverty rate at the end of Obama’s presidency was higher than in 1973 at the end of the first Nixon administration, still the lowest level ever recorded.3


The most consequential governmental initiative toward African Americans since the 1970s, joined by officials at the federal, state, and local levels and during both Democratic and Republican administrations, has been the extraordinary increase in black imprisonment, which rose from 3 percent of all black men aged 18 to 65 in 1980 to 7.9 percent in 2000.1 This has affected more African Americans, with far more profound consequences, than have tepid affirmative action programs by employers or universities.2

The history of US governmental policy since 1968 is not only a story of the total absence of significant new programs until Obama’s Patient Protection and Affordable Care Act in 2010, but also of a government taking affirmative steps to weaken protections for workers and consumers while altering regulations and tax policies in ways that increased inequality and left citizens far more vulnerable to the depredations of large corporations. All the strides of the New Deal and Great Society in reducing inequality were reversed in the three decades from Reagan’s election to Obama’s as the United States returned in the first decade of the twenty-first century to 1920s levels of inequality in wealth. The United States also returned to the 1920s in terms of state control of capitalism. New Deal laws regulating banking and finance were almost entirely repealed in the 1990s. Thomas Volscho and Nathan Kelly find that declines in union density have the greatest and longest-lasting effect on the top 1 percent’s share of income, followed by asset bubbles in stocks and real estate, Republican’s share of Congressional seats, and then the top marginal tax rate. All four measures shifted in the period from the late 1970s to the present in the direction that enhanced the income and wealth of the top 1 percent.3 Bruce Western and Jake Rosenfeld find “the decline of organized labor explains a fifth to a third of the growth in inequality—an effect comparable to the growing stratification of wages by education.”1

We already noted the drastic increase in income and wealth inequality from 1970 to 2008. That increase was due in part to changes in the tax code. The top income tax rate fell from 77 percent at the end of the Johnson administration to 28 percent under Reagan. In 2009–10, Congress, with Democratic majorities in both houses, debated whether to leave the top rate at the 35 percent it was under Bush or return it to the 39.6 percent of the Clinton years, a debate that was settled with a bipartisan deal brokered by Vice President Biden and Republican Senate Minority Leader Mitch McConnell to continue the Bush levels through 2012. The Clinton rate became permanent again with legislation passed in 2013. The restoration of the 39.6 percent rate, along with a tax surcharge on investment income to help fund Obamacare, combined with “tax cuts on the middle-class and poor . . . reduced incomes for the highest-earning 1% by an average of 5% per household and increased incomes for the lowest earning tenth of households by an average of 9.7% . . . Obama had moved the needle against income inequality.”2 The 2017 tax cut bill dropped the top rate to 37 percent, and it is unclear when conditions will allow for a new reduction in inequality.

Along with the rate cuts, the federal government has acquiesced in wealthy Americans’ use of an increasing array of techniques for sheltering income, stratagems that will be expanded by the 2017 tax legislation. Aided by lawyers, accountants, and offshore bankers from the “income defense industry,”3 the four hundred Americans with the highest incomes paid only half of the nominal 35 percent top rate in 2007, down from 85 percent of the nominal rate of 31 percent in 1992. Such tax avoidance schemes reduce federal tax revenues by $70 billion a year. President Obama, in 2009, proposed measures to crack down on “tax cheats” and “shut down overseas tax havens.” Those measures, which would have recovered only $8.7 billion of the $700 billion that would be lost to tax avoidance by high-income taxpayers over the next decade, were rejected by the Democratic Congress.1 The release in 2016 of the Panama Papers, files leaked from Mossack Fonseca, a Panama City–based law firm that specialized in helping rich people create offshore shell companies, gave insight into the continuing scale of this form of tax avoidance. The United States and Britain have for the most part refused to participate in EU and OECD efforts to force disclosure of the true owners of these assets and thereby collect taxes from them.2

Corporate income tax receipts have also declined dramatically, from 23 percent of federal revenues in 1967 to 12 percent in 2008, mainly because Congress has voted into law a growing array of tax credits and deductions, and administrations from both parties have ignored firms’ use of corporate tax shelters that are similar to those used by rich individuals to hide money in foreign tax havens.3 The share of federal revenues from estate and gift taxes, paid only by the richest 2 percent of Americans, and mainly by the wealthiest tenth of 1 percent, dropped in half between 1967 and 2008.4

The two main pillars of governmental support for the poor have been carved away over the past four decades. The minimum wage, which raises incomes not only for those paid at that rate, but for the entire lower half of the work force, whose wages are set in relation to that minimum, has been eroded by inflation. The minimum wage, controlling for inflation, peaked in 1968 when a full-time worker at that wage earned 90 percent of the poverty-level income for a family of four. That declined to little more than half the poverty level by the late 1980s, and even less in the mid-2000s. The three-part increase in the minimum wage in 2007–09 brought it up to two-thirds of the poverty level.1 “Had the minimum wage risen in line with productivity since 1968, it would be over $18.”2

Aid to Families with Dependent Children (AFDC), the federal welfare program created in the New Deal and drastically expanded under the Great Society, was also undermined by a lack of benefit increases to make up for inflation in the 1970s and 1980s. The program was abolished in 1996 and replaced with Temporary Assistance for Needy Families (TANF). TANF fulfilled Clinton’s campaign pledge “to end welfare as we know it.” The effects of the end of AFDC and the decline in the minimum wage were masked in the 1990s by a general expansion in the availability of low-wage jobs and partly cushioned by an increase in the Earned Income Tax Credit. The recession that began in 2008 produced levels of hunger, homelessness, and extreme poverty not seen since the years before the Great Society.

Finally, the federal government has retreated in the extent to which it regulates corporations on behalf of workers and consumers. Deregulation in most sectors has been accomplished by rule changes or lack of enforcement of existing regulations rather than through outright abolition of regulatory agencies. Antitrust laws remain on the books, but federal authorities have approved virtually every merger since the Nixon era.3 Television and radio stations, which are given free licenses to profit from bands of publicly owned airwaves, had their obligations to provide public service programming and to offer equitable coverage to political candidates and controversial issues eliminated by the Federal Communications Commission in 1987 when it revoked the fairness doctrine. Various agencies, such as the Environmental Protection Agency and the Occupational Safety and Health Administration, have become far less effective as they fall ever further behind in developing new regulations to limit or ban unsafe chemicals, machines, and work practices that have been developed since the initial spate of environmental and work safety regulations those agencies promulgated in the 1970s when they were founded. This is partly the result of “policy drift,” the inability of existing laws and regulatory agencies to keep up with new technologies and organizational forms, and partly due to conscious decisions by Republican and, to a lesser but real extent, Democratic administrations to reject new regulations that they view as too burdensome on business and as not justifiable by market-based calculations.

The NLRB has become increasingly lax since the 1970s in preventing firms from using intimidation and other illegal tactics to undermine unionization efforts.1 Efforts by the Carter, Clinton, and Obama administrations to reform labor law to strengthen the NLRB and unions against such employer tactics were defeated in Congress (in 1977, the Labor Law Reform Act came within one vote of overcoming a Senate filibuster and being enacted). As a result, unions are increasingly helpless against employer efforts to break strikes and block organizing with both legal and illegal methods, and unionization rates, as we noted above, have steadily declined as existing unions are ever less effective in protecting their members’ wages, benefits, and working conditions.

Marc Linder traces efforts by large construction and industrial firms to weaken construction worker unions, which they perceived as the source of demands for large wage increases that cut profits and, by encouraging other unions to imitate construction workers’ contract successes, spurred inflation.2 Linder shows that the Business Roundtable was formed initially to lobby the federal government to undermine construction worker unions. The Johnson administration largely spurned businessmen’s entreaties, but under Nixon the NLRB issued rulings that made it harder for construction worker unions to challenge the growth of non-union construction firms. Later court decisions and NLRB rulings made it possible for construction firms to establish non-union subsidiaries that could share contracts with and bid against the firms’ divisions that were unionized. The campaign against construction workers was the opening wedge in a broader effort by a unified national corporate elite to progressively weaken unions in the 1970s and subsequent decades,1 thereby creating a political opening for that elite to move to the right and enact a range of policies, now labeled “neoliberal,” that further undermined non-elite political influence and shifted income and authority to that elite.

Most fatefully, the banking and financial sector was deregulated in a series of administrative decisions and legislative acts,2 culminating in the Gramm-Leach-Bliley Act of 1999, a collaborative effort of a Republican Congress and the Clinton administration that repealed the 1933 Glass-Steagall Act, and in the Commodity Futures Modernization Act of 2000 (CFMA, also signed by President Clinton), which ended most regulation of derivatives. The deregulation of the financial sector allowed the sorts of speculative practices and outright fraud that produced the 2008 financial crisis.3

WHAT KILLED THE POSTWAR ELITE CONSENSUS IN AMERICA?

How can we explain the post-1960s shift in public policy, whose contours we have just outlined? Why did the narrow range of political debate, and more importantly of structural opportunities to challenge the balance of power among state and civil society, capitalists and workers, military and civilians, elites and masses, open in varied and dramatic ways in the decades after Kennedy’s speech? Today, we are still debating the reasons why the stasis of the early 1960s was disrupted, and who benefited from the political flux that followed. Five main culprits appear, alone or in combination, in almost all explanations for the disorganization of American politics and the weakening of the US state. These five are not contemporaneous, and so in some explanations the factors build upon, or undermine, one another.

The five factors are: (1) US economic decline since the 1970s, caused by the rise of economic competitors and/or general globalization, which rendered the state unable to finance further expansion of social programs and heightened social conflict as groups fought over a shrinking or stagnant economic pie; (2) America’s loss of geopolitical hegemony, variously timed from the 1960s to the 2000s, which caused a crisis in the world capitalist system and forced firms and the state to adopt neoliberal strategies, i.e., to reduce social expenditures to meet international competition and the demands of world financial markets; (3) the end of the Cold War, which meant, in Margaret Thatcher’s words, “there is no alternative,” and therefore corporations and capitalists no longer had to restrain their pursuit of profit to avoid making American capitalism appear less desirable than the socialist alternative; (4) mobilization from the left in the 1960s and after by African Americans, women, students, and other “new social movements;” and (5) mobilization, beginning in a few accounts in the late 1960s or ’70s, and more commonly in the 1980s, from the right by business interests or populist forces, reacting to liberal state policies, leftist movements, and/or a crisis of falling profits.

These five explanations are helpful in identifying forces that disrupted the balance of power and undermined the bases for progressive social reform. They are not so useful in accounting for the specific policies that both Democratic and Republican administrations furthered since the 1970s and for the uneven decline in state capacity that were the intended and unintended consequences of the post-1960s political realignment and policy changes.


Let us examine each of the five sorts of explanations in turn and identify the strengths and limits of each. We then will see that the forces and interests identified in these explanations had their greatest impact indirectly. We cannot understand the changes in the US state from 1970 to 2010 as merely a successful adaptation to new geopolitical or global capitalist conditions. Rather, the actions of social movements on the left and right, and of self-interested elites, had the effect of weakening the federal government’s capacities, and occurred at the same time as deregulation set in train processes of intra- and interfirm restructuring that disorganized economic elites in the United States. Once we understand the new structure of elite relations that emerged at the end of the twentieth century, we will be able to explain the geopolitical, economic, and social policies adopted by the US state in recent decades, and the strategies of profit-seeking and wealth accumulation adopted by firms and wealthy Americans in those years.

AMERICA, INTERNATIONAL COMPETITION, AND THE CRISIS OF PROFITS

Perhaps US decline and a resulting pullback in social spending were unavoidable. The overwhelming advantage the United States enjoyed as the only major power whose homeland and industrial capacity emerged unscathed (indeed vastly strengthened) by World War II narrowed as other countries rebuilt their economies (in part with US aid). Competition, facilitated by the widening of world trade and the globalization of finance, led to a falling rate of profit. When that happened, the postwar practices of sharing productivity gains with unionized workers and expanding social benefits became untenable. American firms responded by demanding givebacks from their workers and tax cuts from the federal and state governments.

Robert Brenner,1 who offers the most sophisticated and empirically grounded version of this argument, accurately points out that the US government managed to cushion and postpone the crisis for decades, beginning with Nixon’s policies of economic stimulus and de facto dollar devaluation, thereby shielding US workers and firms from the consequences of their declining competitive position at the expense of their Japanese and German rivals. Ultimately, those interventions deepened the crisis since they allowed firms to maintain production in sectors that never could be competitive absent government manipulations and subsidies. Brenner does not identify the interests that led firms to cling to declining sectors, nor the political forces that enabled workers and firms to extract benefits from the state in the 1970s. Brenner has even less to say about the political shifts that led the hidebound firms of the 1970s to restructure themselves in the 1980s and ’90s, nor does he attempt to explain why the Reagan administration and its successors were able to favor financial firms at the expense of industrial firms as well as workers. The shifts from a low to a high dollar and back to a low dollar under Reagan, and then a renewed high dollar under Clinton, are described but not explained. Brenner’s is a Marxist analysis with virtually no politics.

Brenner’s inattention to politics, and his focus on competition among capitalists rather than conflict with workers,1 means he is unable to account for changes in policy that do not match the temporal rhythms he identifies in the overall US or world capitalist economy. Most seriously, he is unable to account for intra-class differences: Why did some capitalists gain state subsidies and protections while others did not? Why did some workers and mass groups make extraordinary gains in the 1960s or ’70s while others did not?

There are two problems with Brenner’s sort of argument. First, it assumes that US capitalists in the quarter century after 1945 were willing to leave potential profits in the hands of workers and the state as long as their rate of profit and share of national income remained steady, and only confronted workers and demanded tax cuts and regulatory rollbacks when profits fell below some unspecified level. In fact, capitalists always seek to increase profits; this is one of Marx’s fundamental claims. If workers or the state are able to take a steady or increasing share of productivity gains, it is because they have the power to make those demands of capitalists. Capitalists’ success after 1970 in forcing wage and benefit cuts on their workers and tax cuts and regulatory rollbacks on the state reflects a shift in the balance of power, not new desires or fears on the part of capitalists.

Second, this interpretation of history assumes that all capitalists everywhere react to a crisis of profits by squeezing workers and the state. In reality, capitalists in each country, and in different industries and firms within countries, have pursued particular strategies of advantage. Some seek to drive down costs to undercut competitors; others are willing to pay relatively high wages to produce better quality goods and services that can then be sold at a premium. Capitalists and their firms do not make these decisions on their own: Governments and other institutions offer incentives and impose costs that create path-dependent “varieties of capitalism,” directing investments along channels that sustain “liberal” or “coordinated market economies.”1

Generalizations about varieties of capitalism, or Esping-Andersen’s typology of the “worlds of welfare capitalism,”2 are most useful in showing that capitalists and countries vary in their capacity to insulate themselves from competition and from the pressures of globalization. These theories are a powerful antidote to policy prescriptions, such as those of Thomas Friedman,3 who believes all states including the United States are incapable of controlling the heightened global competition unleashed by technologies that facilitate the flow of goods, people, and capital, and to the assumptions that undergird the demands the International Monetary Fund (IMF) has imposed upon debt-ridden countries to open their economies to foreign competition in return for loans. For the United States, the IMF’s prescriptions remain purely rhetorical, since America remains able to attract all the funds it needs to finance its deficits at low interest rates, even after the 2011 downgrade of the federal government’s credit rating by Standard & Poor’s. Hall and Soskice and Esping-Andersen’s path-dependent explanations of national differences in welfare states or capitalist strategies are less helpful in accounting for reversals of policy within countries, whether in specific areas where neoliberalism was implemented or the broad U-turn US policy took in the 1970s. Such models also ignore the ways in which US firms still draw subsidies from the state and rely upon governmental coordination to provide benefits for their employees.1 We need to understand these firm-state interactions if we hope to explain the uneven changes in state policies and capacities over the decades since the 1960s.

NEOLIBERALISM AND THE END OF AMERICAN CAPITALIST HEGEMONY

The United States is different from other capitalist countries, and was affected by and responded to the global crisis of capitalism differently, because it is still the hegemon of the world capitalist system. World dominance in any realm (economic, technological, military, or geopolitical) confers vast benefits on its holder, and dominant powers therefore respond to crises differently from other polities when they adopt strategies designed to maintain their hegemony. This is the great insight of world-systems theory.2 Hegemony, in Arrighi’s analysis, means that the United States is more than just another, albeit especially large and rich, competitor in the world economy. Hegemons are able to respond to crises caused by “the accumulation of capital over and above what can be reinvested in the purchase and sale of commodities without drastically reducing profit margins”3 with what Arrighi, citing David Harvey, calls a “spatial fix.”

Geographic expansion, of the hegemon’s home polity and also in imperialist control over trade routes, colonies, and dependent nations, opens new spaces for profitable investment. However, the expanding scope of capitalist investment and production spurs “uneven development” (this is the process at the center of Brenner’s analysis of the profits crisis) as backward territories take advantage of lower labor costs and newer facilities to undercut and outcompete the hegemon. “At this point, capitalist agencies tend to invade one another’s spheres of operation; the division of labor that previously defined the terms of their mutual cooperation breaks down; and competition becomes increasingly vicious.” Capitalists respond by keeping their resources liquid and loaning their capital to governments, firms, and individuals in financial crisis. For a few decades, financialization seems to create a new boom, as it did during Britain’s Belle Époque of 1896–1914 and for the United States from the 1980s to 2008. But the relief is temporary and the prosperity highly concentrated as “the underlying over-accumulation crisis” intensifies and “exacerbates economic competition, social conflicts, and interstate rivalries to levels that it was beyond the incumbent centers’ power to control.”1

While the crises are inevitable, the responses by capitalists, states, and popular forces are highly variable across space and between each historical epoch. Here is where Arrighi moves well beyond Brenner’s economistic argument or the path-dependent analysis of varieties of capitalism and types of welfare states. His focus on the interactions among classes and states, which he uses to explain hegemons’ foreign policy decisions, above all the extent to which they go to war to stymie rising rivals’ ambitions, can be employed as well to explain internal policy decisions. Arrighi reminds us that elites and classes within polities derive resources and have goals that extend beyond their home countries. Their interactions with the world beyond can only be understood in terms of the world-system as a whole, one whose dynamics cannot be reduced to the competition among leading economies traced by Brenner, or described in terms of unfettered markets as claimed by Friedman (Thomas or Milton), or assumed in IMF prescriptions.

Arrighi’s model needs to be twinned with an analysis of political dynamics internal to hegemons, such as that offered by Monica Prasad2 in her comparison of the diverse forms of neoliberalism. She finds that the US, British, French, and German governments differed in the neoliberal policies they were actually able to implement. Firms were privatized in France under Chirac and in Britain under Thatcher, as were the government-owned Council Houses where 30 percent of Britons lived, but there was virtually no privatization in Germany or the United States. The main neoliberal policy in the United States was tax cuts, of which there were some in Britain and almost none in Germany and France. Social benefits were cut for the poor in the United States under Reagan, but not for the middle class, and social programs remained largely intact in the other three. Deregulation was confined mainly to the United States and to the financial sector in Britain.

For Prasad, this variability points to the necessity of analyzing the specific policy-making processes in each country. To do that, we must pay attention to changes in political dynamics internal to each country as well as to global capitalist cycles. These diverse policies may all be justified in terms of market fundamentalism, an “ideology [that] insists that the private sector is efficient and dynamic while the state is wasteful and unproductive,”1 but they are implemented by actors constrained by domestic as well as international politics. Neoliberalism’s particular and variable successes can only be explained if we combine world-system analysis with an understanding of domestic political dynamics within hegemons. That is our task in this book because, while elites and classes are disciplined by and derive resources from a global economy and engage in geopolitics, they are organized and act through institutions that still remain national, above all the nation-state.

THE END OF THE COLD WAR AND THE SOCIALIST ALTERNATIVE

One force that might have compelled capitalists to forgo profits, and to give their workers better treatment than the balance of class or market forces would have indicated, was fear of the Soviet Union. However far-fetched it now seems in retrospect to imagine Soviet communism as a viable alternative to US capitalism, American elites did fear the appeal of communism or at least of socialism to their workers as the Soviet Union matched and, in some years, exceeded the US growth rate in the first two decades after 19451 and demonstrated technological prowess with Sputnik in 1957. Beyond the United States, “there were many intelligent and idealistic people outside the Soviet Union in the 1950s, and even 1960s, to whom [Khrushchev’s] faith [in socialism’s superiority to capitalism] did not seem incredible.”2

Capitalists did not decide on their own to forgo profits or to treat their workers with dignity in order to score propaganda victories against the Soviet Union. Indeed, a significant minority of US capitalists thought even the most modest demands for and governmental concessions on civil rights and social benefits were signs of existing communist power in the United States rather than antidotes to its appeal. (The John Birch Society was the most extreme manifestation of this view.) Rather, geopolitical competition affected domestic policy through the efforts of presidents and members of Congress whose offices spanned the foreign and domestic policy realms.

The cohesive elites that set US foreign policy in the postwar decades definitely did see the US and Soviet systems in competition for the loyalties of publics in Europe and the Third World. In large part, the US government fought for the support of foreign peoples with economic aid, most notably in the Marshall Plan, but also sought to portray the United States in a favorable light. Fear of what Soviet propagandists could do with the dark side of American reality prompted reform measures.3 Supreme Court justices and members of Congress alike discussed civil rights as a way to counter (accurate) Soviet depictions of American racism,1 as did Vice President Nixon, who in 1954, a few months after the Brown v. Board of Education decision, asserted:


There are six hundred million people in this world who hold the balance of power, and who are not white. They are trying to determine whether they should be on the Communist side or on our side . . . One of the factors that would be tremendously helpful is for us here in the United States to show by example, by word and deed that the dream of equality—equality of opportunity, of education, and of employment and the like—is coming true.2



President Kennedy as well, in his first and only major speech about civil rights on June 11, 1963, stated:


We preach freedom around the world, and we mean it, and we cherish our freedom here at home, but are we to say to the world, and much more importantly, to each other that this is the land of the free except for the Negroes; that we have no second-class citizens except Negroes; that we have no class or caste system, no ghettoes, no master race except with respect to Negroes?



Similarly, US labor unions and their rights and their members’ benefits were held up as a contrast to the state-controlled unions and low living standards of the Soviet bloc. American social benefits, from Social Security old-age pensions to the high levels of college attendance, were justified by their political sponsors in comparison to those offered by socialist governments, and anti-poverty programs were seen as a way to eliminate yet another source of anti-American Soviet propaganda.

The collapse of the Soviet Union removed the need to present an egalitarian or socially progressive American reality, or at least image, to the rest of the world. The end of ideological competition on a world scale allowed Margaret Thatcher to contend, “There is no alternative.” Yet it is not clear how that ideological shift has affected public policy in the United States. The end of new social legislation, and the U-turn away from the redistribution of wealth and income and the alleviation of poverty that began with the New Deal, can be dated, as we noted above, to the early 1970s, almost two decades before the collapse of the Soviet Union. While the rhetorical rejection of social legislation and egalitarianism intensified and encountered very little challenge after 1989, elites developed their capacities to institute policies that achieved those ends earlier, even while an ideological alternative existed.

The collapse of communism mattered little for US ideological debates since, despite the paranoid fears of a right-wing fringe that spanned the twentieth century from A. Mitchell Palmer to Joseph McCarthy to Robert Welch to Phyllis Schlafly, American ideological arguments on both the left and right drew almost exclusively upon domestic cultural traditions and engaged hardly at all with ideas and actors from the rest of the world. The fall of the Soviet Union affected domestic US debates indirectly. No longer did American domestic or foreign policy need to be restrained by the concern that prejudice and inequality at home or rapacious capitalism abroad would make the United States appear less appealing in comparison to a rival power. Under those conditions of American ideological hegemony, foreign policy elites could and did withdraw from championing liberal social and economic policies.

Most consequentially, the end of communism allowed the US government and firms to press for market fundamentalism in international agencies and in Third World countries whose own governments could no longer play two superpowers against each other. The United States’ capacity to impose the “Washington Consensus” restructured United States as well as world capitalism, reorganizing elites within the United States in ways that we will examine later in this chapter and in chapter 8, and facilitating those elites’ efforts to block domestic social legislation while furthering measures that redistributed wealth and power in their favor.


CHALLENGE FROM THE LEFT

C. Wright Mills, in The Power Elite, identified the bases of elite hegemony and then in his later writings identified sources of challenge to elite rule. Mills argued that the quiet of the 1950s and early 1960s was bought with the exclusion of most Americans from the sites where actual decisions to allocate resources and set policies were made. Mills identified the top officers of major corporations, federal agencies, and the military as the only men (and they all were men then) with true power to set domestic and foreign policy and to make the investments that determined the future of the national economy. The men of those elites, in Mills’s view, had two advantages over all other Americans: First, the organizations they headed had so many more resources, including technical expertise, than every other public and private entity. Second, those elites used personal and organizational ties to harmonize their interests, allowing them to reach decisions without having to submit them to public view or approval.

Elite power and consensus, Mills argued, could survive only because of the demise after the New Deal of “voluntary associations . . . the working class . . . parties and unions” as effective agents of historical change. Yet, in 1960, only four years after he analyzed the decline of the American public into an apathetic and demobilized mass, Mills heralded the emergence “all over the world” of the “young intelligentsia . . . even in our own pleasant Southland, Negro and white students are—but let us keep that quiet: it really is disgraceful.”1 Mills, who died two years later in 1962 (the same year in which Kennedy gave his speeches on the end of ideology), did not get the chance to evaluate the efficacy of the mobilizations whose beginnings he recognized.

Later authors2 celebrated an array of “new social movements” and asserted that African Americans, women, gays, immigrants, students, environmentalists, and others would be able to replace the working class as effective challengers to elected officials. (These authors are much more modest, if not silent, about the capacity of new social movements to challenge capitalists and other private interests.) In the realm of personal rights, those movements achieved notable successes, as citizens who identified themselves in terms of race, gender, and sexual orientation achieved real advances in civil rights and moved toward formal legal equality. Those gains were achieved largely through a combination of mass mobilization and court challenges.

The movements have been far more limited in their abilities to make material demands on economic elites or on government at any level, achieving success in those realms only in brief periods. The civil rights movement in the 1960s enjoyed support from labor unions (though much less so from union members, as we noted earlier) and became engaged in electoral politics, providing crucial political support for the anti-poverty programs of the Great Society. Yet almost all that legislation was enacted during a single two-year period, the Eighty-Ninth Congress of 1965–66. Since then, virtually no social legislation has been enacted in the United States, even as minority groups and women have gained enhanced legal rights.

The environmental movement stands out as the only progressive force that was able to enact significant legislation after the Great Society, if only for a few years, adding to the environmental laws passed under Johnson with landmark legislative acts and the establishment of the EPA under Nixon. It is especially notable that environmentalists succeeded in forcing legislation that imposed regulations and costs on private firms as well as creating new governmental programs. Since then, no significant environmental laws have been passed in the United States.

Why did the long-lasting civil rights and environmental social movements produce only concentrated bursts of legislation, and the upsurge of worker militancy in the 1960s yielded little besides wage increases that were reversed in later decades? How can we explain the sudden, and decades-long, inability of any US social movement to extract benefits from government? Social movement theories, which were formulated to explain how those movements recruit supporters and sustain their commitment, are not so helpful in explaining when and how activists succeed in winning enduring concessions from government. Social movement scholars have yet to produce the equivalent for the 1960s and ’70s of Theda Skocpol’s Protecting Soldiers and Mothers,1 which shows how movements, in her cases of veterans and mothers, found openings within the then patronage-based two-party political system that allowed them to win significant benefits, and also how changes in US politics (partly caused by those movements) blocked further expansions of social benefits.1

Similarly, we have a far better understanding of how activists came together to oppose nuclear weapons, the Vietnam War, and other US interventions abroad than we do of the short- or long-term effects of their mobilization. It is difficult to disentangle the effectiveness of the peace and anti-war movements from the brute fact of US defeat in Vietnam at the hands of Vietnamese willing to endure massive casualties over many years. To do so requires considering two counter-factuals: If there had been no anti-war movement, could the United States have continued to maintain the war for years longer? And if the United States had “won” the Vietnam War, would the draft have been abolished and would Americans have been more willing to fight other wars in the years after Vietnam?

Even if we will never be able to answer those questions (and we examine the effects of Vietnam on the US military in the next chapter), we can identify the combined consequences of opposition to and defeat in the Vietnam War. The draft was ended, never to be revived. Military spending fell drastically under Nixon, from 45 percent of federal outlays in 1969 to 26 percent in 1975,2 and the nuclear arms race with the Soviet Union was restricted by a series of treaties. The United States switched to a strategy of foreign intervention that relied upon proxies. We will examine in the next chapter the effectiveness of the US military as it operated under those limitations in the subsequent decades.


In contrast, the peace movement and America’s defeat in Vietnam left only a limited legacy at home. The “peace dividends” that followed both the end of the Vietnam War and the disintegration of the Soviet Union were not used to pay for any new social programs. Vietnam mainly affected American politics by weakening and discrediting presidents Johnson and Nixon and isolating the liberal wings of both parties, preventing them from building political coalitions that could have provided support for further social programs and governmental investments in economic restructuring. Vietnam War spending sparked inflation that could have been restrained had Johnson either increased taxes earlier than he finally did in 1968 or imposed wage and price controls. Instead, inflation became a political issue that unfairly discredited Keynesian economics and opened the way for financialization and neoliberalism.1

Block,2 as we will see in the next section, argues that Johnson and Nixon’s policy failures in Vietnam and on the economy, and their inability to contain dissent, undermined business support for liberal policies. The failure to manage dissent also weakened mass electoral support for the Great Society and for the Democratic Party. Support for Johnson, the Democratic Party, and the Great Society fell dramatically following the 1965 Watts and 1967 Newark and Detroit riots, and steadily in reaction to anti-war protests.3

Johnson was fully aware of the political costs of Watts and Vietnam. As Johnson put it in his inimitable way, “that bitch of a war” took money and attention away from “the woman I really loved,” the Great Society.4 Johnson was correct; in the absence of the war, and the splits it opened in the Democratic coalition, he certainly could have further expanded the Great Society and better financed the myriad programs that were established and almost certainly won a second term as president in 1968, allowing him to consolidate the Great Society and to ensure liberal control of the Supreme Court for decades. Johnson also asserted, following the 1967 Newark and Detroit riots: “It’s [the riots] knocked our polls down 15 percent—more than Vietnam [and] inflation . . . Every white man says he doesn’t want his car turned over, [he] doesn’t want his neighbor throwing bricks at him.”1 The riots, even in the absence of the Vietnam War, would have damaged Johnson politically but, in combination with Vietnam, were fatal to the Great Society and to liberalism for the next forty years.

We cannot study leftist social movements in isolation. Indeed, the dominant explanation for the now four-decade-long drought of legislative achievements for progressive social movements is the rise of countervailing pressures from populist and/or corporate groups on the right.

THE RISE OF THE RIGHT

The postwar liberal consensus was challenged from the right as well as the left, by the privileged as well as the impoverished and disenfranchised. Recent historical research has uncovered the ways in which backlash politics was framed, organized, and legitimated by well-funded organizations that became, by the end of the 1970s, the dominant shapers of Republican Party politics and designers of the Reagan administration’s policies.2 Those organizations, in turn, were financed by and embodied the concerted interests of much of the economic elite, which had decisively broken from their acceptance of government regulation, Keynesianism, and social reform. Domhoff shows how the Committee for Economic Development, which represented the interests of and organized policy proposals on behalf of the “corporate moderates” who ran many of the largest US firms, lost influence to harder right organizations, such as the Business Roundtable, in the 1970s.1 Domhoff traces the effect of that shift in business elite organization and sentiments on federal policy and legislation. The Business Roundtable, in turn, lost influence in the 1990s as the US Chamber of Commerce became by far the largest lobbying organization in the nation and allied directly with the Republican Party, eschewing bipartisanship to push for an agenda of deep cuts in social programs, deregulation, and tax cuts for the rich.2

The literature on conservative movements presents the move to the right, on the part of business elites and both the Democratic and Republican parties, as mainly a matter of desire and resources. Conservative businessmen, in some tellings aided by social conservatives, decided they wanted to reverse the New Deal and later reforms. They then invested the resources necessary to sustain a long-term strategy of creating foundations and media outlets to develop and propagate conservative ideas.3

The problem with this analysis, as Domhoff demonstrates,4 is that right-wing opposition to the New Deal existed since FDR’s election, just as businessmen had opposed the reforms of the Progressive Era. We cannot explain the post-1960s triumph of the right in terms of the desires or farsightedness of rich businessmen. There have always been enough businessmen who opposed redistributive and social welfare programs to fund politicians and organizations capable of mounting a challenge to progressive government. What needs explanation is how businessmen’s desires, and the efforts those desires produced, yielded success since the 1970s that they failed to produce in previous decades.

One possible explanation can be found in Fred Block’s contention that business elites turned against expansive government programs because the Johnson and Nixon administrations failed to win or end the Vietnam War, manage political dissent, and formulate policies that could address economic decline.


It is difficult to exaggerate the cumulative impact on business of the political missteps by Johnson and Nixon between 1964 and 1974. The fact that neither of these two highly skilled and centrist politicians was able to make headway against the multiple problems that the United States faced led to an agonizing reassessment of their assumptions about US politics. They decided, in short, that the “vital center” could not hold and that they needed to move away from their support for big-government politicians of both parties.1



Block argues that, up through the 1960s, a large faction of big business supported Keynesian policies and social programs. This faction, in alliance with unions and self-aggrandizing state officials, was enough to defeat right-wing objections to new social programs. Block’s description of the 1960s tracks the picture of elite consensus we drew earlier in this chapter. However, his explanation for the shift away from “corporate liberalism” is mainly focused on elite perceptions and ideology: Big business was disillusioned by dissention and governmental failures in the 1960s and ’70s and therefore fell for the blandishments of market fundamentalism.

There are two problems with Block’s analysis and similar arguments that attribute the fall of liberalism to its policy failures in the 1960s. First, he cannot explain why a strengthened right wing produced the uneven accomplishments of neoliberalism that we noted above. Elsewhere, Block2 accurately describes the continuing role of the US state in regulating and subsidizing business and offering benefits to the middle class, but he offers no mechanism to explain how government drew back in some realms but not others.

Second, we should be careful not to exaggerate the policy shortcomings of the 1960s. Civil rights legislation, court decisions, and Great Society social programs did succeed in their stated aims of eliminating legal segregation and reducing poverty, which fell from 22 percent of the US population in 1960 to 12 percent in 1969.1 In actuality, dissatisfaction with governmental domestic policy during the Johnson and Nixon administrations came mainly from popular forces on the left and right rather than from elites. Significant sectors of the population, but not corporate elites, regarded those administrations’ egalitarian and reformist measures as ideological choices rather than objective applications of legal rules or expert knowledge; when so framed by political opportunists on the right, including Nixon himself, despite his administration’s efforts to desegregate schools in the South and establish affirmative action,2 the measures aroused broader and more sustained, if less intense, opposition on the right than did the Vietnam War on the left.

Nixon was brilliant at adopting policies that had the effect of dividing Democratic constituencies, as when his administration forced construction unions to adopt affirmative action plans, sparking anger on the part of working-class whites against African Americans while widening the pool of construction workers in ways that ultimately undermined union control over construction jobs in northern cities.3 (Mayor John Lindsay’s transfer of control over schools in New York City to community-elected boards also sparked conflict between liberal, heavily Jewish, unionized school teachers and African Americans, although Lindsay, unlike Nixon, was not Machiavellian, just very foolish.)

Backlash politics combined various elements, and different authors have highlighted particular aspects. To some, including Martin Luther King, Jr., the backlash was a sign “that the roots of racism are very deep in America,” in the North as well as South.1 Others view it as a spontaneous reaction to student radicals’ arrogance and cultural obtuseness,2 or a challenge to what Donald Warren3 believes were the radicals’ liberal allies in government. Others focus on its anti-feminist4 or religious fundamentalist elements.5 Phillips-Fein6 finds that the 1978 IRS ruling denying tax exemption to segregated Christian schools (the so-called “seg academies”) brought the religious right into an alliance with business against the IRS. This contingent event strengthened and popularized anti-tax ideology, and in widening the coalition for tax cuts paved the way for Reagan and Republicans in Congress to push for the Kemp-Roth individual income tax cuts over business tax cuts in 1981.

Hacker and Pierson combine these and other elements into a comprehensive explanation of how the Republican Party has been transformed into an extreme right party since the 1990s. They ask, “Why would the GOP want to move so far to the right? Second, and equally puzzling, why can it move to the right without paying an unacceptable electoral price”7 since most Americans still favor progressive taxes, enhancing rather than reducing social benefits, universal health care, and stronger regulation of banks? Hacker and Pierson note that the GOP has the motive and means for its rightward shift in a base that reliably votes Republican in elections at all levels and has been pushed ever further to the right by three forces: “Christian conservatism, polarizing right-wing media, and growing efforts by business and the wealthy to backstop and bankroll Republican politics.”1

Christian conservatives give “the GOP a substantial base of middle-income voters who side with the party for mostly noneconomic reasons”2 but go along with the party’s shift to the right on economic issues. Hacker and Pierson note that the Civil Rights Act of 1964 pushed the nation’s most conservative voters, southern racists, out of the Democratic Party. As we noted above, Nixon used law and order to pull northern and southern Christians into the GOP, uniting them around the social issues Hacker and Pierson see as the main motivator of their party loyalty. The base is further spurred to vote by right-wing media, most notably Fox News and talk radio. The money to finance Republicans’ electoral campaigns and to discipline Republicans in Congress and intimidate Democrats is provided by superrich donors who also finance their own electoral organizations and lobbying groups. Thus, Hacker and Pierson believe a racist/religious base, excited and mobilized by right-wing media, and unlimited funding are the motivators for Republican politicians to adopt ever more extreme positions.

However, if the majority of voters are moderate, how does an extreme party win elections and get away with pursuing extreme policies once in office? The Republicans have controlled the House for all but four years and the Senate for all but eight years of the twenty-four years from 1994 to 2018. The GOP as of 2017 controlled two-thirds of state governments (holding the governorships and majorities in both legislative houses). Only at the presidential level have the Republicans not dominated, losing the popular vote in six of the seven elections from 1992 to 2016 (but, thanks to the electoral vote, winning the presidency in three of those seven elections). Conservative Republican majorities have controlled the Supreme Court ever since Nixon appointed four justices in his first term.

Hacker and Pierson note that low turnout of Democratic voters in midterm elections, the concentration of Democrats in urban areas combined with gerrymandered House and state legislative districts, and voter suppression (with ever more blatant measures condoned by the Supreme Court) mean that Republicans are more likely to show up at the polls and to have their votes actually counted, and their votes carry more weight in districts as they are drawn and in the Senate where small rural states get the same two senators as urbanized states with far greater populations.1

In addition, Republicans, beginning with Newt Gingrich’s elevation to Speaker of the House following the Republicans’ 1994 victory, have adopted a scorched-earth policy of opposing virtually every initiative proposed by Democratic presidents, capped by the use of the once rare Senate filibuster to require sixty votes for almost every bill. This had the effect of making Clinton and Obama appear to be ineffective presidents2 and making Democratic candidates’ promises of new programs appear unbelievable.


Josh Pacewicz, in a study of politics in two Iowa cities, finds that mergers and deindustrialization undermined the local business and union elites that organized municipal politics and acted as intermediaries between their constituents and state- and federal-level officeholders. In addition to this large structural shift,


subsequent reforms of federal social service and urban development funding transformed the large, discretionary transfers of the Keynesian era into a complex system of small, targeted, hyper-competitive grants controlled by a shifting mix of federal agencies, state agencies, and middle-men nonprofits.1



Party politicians representing long-standing but weakening local business or labor groups generally were incapable of creating the “broad-based, shifting, and flexible partnerships [that] could make the city appear as all things to all people,” or at least to outside grant bestowers.2 Instead, local planning entrepreneurs, whom Pacewicz labels “partners,” eschewed partisan politics, which they accurately saw as impediments to developing the plans that could win outside grants or entice national corporations to their locales. This left the field of politics to “partisans” who, Pacewicz argues, get most of their ideas about which issues to care about from national and increasingly ideological media rather than from interactions with citizens in their localities who are ever less likely to be organized into clear interest groups like unions or business networks.3


Pacewicz shows that partners’ local-level divorce from partisan politics, and partisans’ focus on externally generated social issues, undermines elected politicians’ abilities to develop programs at the national or state levels because at those higher levels politics remains a matter of allocating scarce resources, not winning grants from above. As Pacewicz reminds us, there is no higher level to which the federal government can appeal for resources. Therefore, attempts to replicate a post-political grant-getting consensus that works in a few successful localities at the national level are doomed to fail. Such failures will not be reversed unless local-level partners engage in partisan politics and are able to displace partisan ideologues. Thus,


This utopian celebration of the antipolitical is problematic firstly because it is self-reinforcing . . . People see the latest crackpot to be elected governor and exclaim that reasonable people should stay out of politics. But their governor, who was championed by otherwise politically marginal activists [marginal because they embody tropes created by national media rather than represent actual local constituencies], was elected precisely because community leaders desire to be reasonable and avoid partisan politics.1



Pacewicz identifies structural forces that leave the field of politics to ideologues, allowing right-wing extremists to win state and then national elections. Pacewicz’s book anticipates that Obama, who presented himself as postpartisan and who in office championed programs that rewarded nonpartisan “partners” over class-based politicians, would enable “those with a real axe to grind [to] eventually take over political institutions.”2

Finally, the increasing harshness and vulgarity of election campaigns and of Republican legislators once in office has repelled many voters.3 Conservative true believers and racists, motivated by right-wing media, still turn out to vote. Indeed, after years of failing to get substantive benefits from government, such voters will find racist showmen like Trump more attractive and worthy of the effort of voting than sober right-wing technocrats like Romney. For such diehard Republican voters, the bluster and bigotry are features, not bugs. But more moderate voters and even committed Democrats are less likely to vote after such harsh campaigns and with the prospect that public policy will not change even if Democrats win smashing victories as they did in 2008. Trump’s openly bigoted and vicious campaign was a culmination of past trends, not a break with past Republican campaign practices.

The vast expansion since the 1980s in the number of lobbyists, and in the number of firms and trade associations that hire full-time Washington lobbyists, further deepens voters’ cynicism and alienation from politics. The growth of corporate spending on lobbying has created a highly lucrative career path that entices


more and more experienced and talented government staffers [to] become lobbyists, drawing policy expertise and political know-how out of the public sector and into the private sector. The increasing complexity and specialization of policy makes this public-private gap in expertise all the more consequential, as inexperienced staffers come to need to rely on experienced lobbyists to make sense of policy. [Corporations that can afford to hire the most knowledgeable and best-connected lobbyists] gain from policy complexity, both because it gives them more opportunities to insert narrow provisions with limited public scrutiny and because they are more capable of supplying expertise to overworked staffers.1



Lobbyists, as they provide or coordinate campaign contributions, constantly monitor the progress of legislation and often propose the actual language of bills and amendments tailored to their corporate clients’ desires for tax breaks, regulatory preferences, or appropriations. While lobbyists most often succeed merely in preventing adverse legislative and regulatory changes, “One key advantage for corporate America in having a network of savvy lobbyists is its ability to capitalize quickly on unexpected developments . . . propitious circumstances [that] can arise out of the blue.”1

Lobbyists’ specific achievements remain invisible to most voters, and few unions or nonprofit and citizen organizations can afford to match the focus and expertise of corporate lobbyists. Voters have limited attention spans and so it is difficult to mobilize them to oppose insider dealing except in rare circumstances. Even when voters become engaged, they usually lack the time for the unending grind of monitoring legislation and pressuring their elected representatives. In contrast, time and money are what lobbyists have in abundance. Voters do have some awareness of the aggregate effect of lobbying in creating an unfair tax system and directing federal funds to rich and privileged insiders. Yet, as the 2016 presidential election made obvious, voters are unable to identify the principal culprits or to evaluate which remedies or politicians could be effective rather than counterproductive in “draining the swamp” or even just minimizing future unfairness. The perception that Washington is incurably corrupt contributes to voter cynicism and further reduces participation in elections.

Hacker and Pierson, along with kindred scholars, offer a convincing explanation for why Republicans win elections with increasingly extreme positions. However, Hacker and Pierson make clear that Republican politicians and their core supporters had no commitment to specific economic policies even as they were stalwart in their demands for conservative social policies and for pushing back against civil rights. Rather, Republicans are presented as passive acceptors of the economic policies large firms and wealthy individuals ask them to support. Thus, we are still left with the question of why elites rejected the postwar consensus and pushed for more extreme policies beginning in the 1970s. If the more moderate policies elites supported during the decades of consensus were not what they really wanted, why did it take until the 1970s for them to begin to create the conditions for enacting a much more conservative agenda? After all, those elites had the resources to build alternate media and to back right-wing candidates (and some elites did so) in the 1950s and ’60s. What and who held them back during the decades of consensus?

THE TRANSFORMATION OF AMERICAN POLITICS

If we want to understand what changed and what did not, we must trace the decline of support for progressive government. That decline can be found in a combination of three sources: (1) the movement of business interests that had supported or acquiesced in liberal policies from the 1930s through the 1960s to alliance with their counterparts who had always been in opposition, (2) the decline of mass organizations, above all labor unions, capable of mobilizing supporters of existing and proposed progressive governmental policies, and (3) a loss of capacity by the government to implement public investment and social welfare programs still supported by the majority of voters. In other words, the right-wing victories from the 1970s into the twenty-first century were not the fruition of strategies set in motion in earlier decades, or the product of a sudden and complete disillusionment on the part of corporate moderates, but consequences of a realignment and restructuring of elites and classes that first transformed politics and degraded government in the 1970s and, in turn, made possible further shifts in the capacities of American political actors in both the state and civil society.

Political actors are motivated by ideas and interests, but political accomplishments arrive at particular moments because opponents have been weakened, alliances strengthened, and structural impediments cleared away. If we can trace the sources and course of political transformation in the United States since the 1960s, we will be able to understand why the right has been able to block further expansion of the state. We will also be able to specify why certain governmental programs have been vulnerable to efforts to roll them back while others have been maintained or even expanded in the decades since the Great Society.


THE STRUCTURE OF ELITE POLITICAL ACTION

The United States was characterized during the postwar decades of consensus by a dual elite structure, which, like the similar structure in Britain after its Civil War, ensured that local and national elites could limit each other’s attempts to appropriate state powers and offices.1 National firms, linked together by director interlocks centered on the biggest commercial banks,2 and which devised joint positions on government policy through policy-discussion/lobbying groups,3 coexisted with regional and local banks and firms that were shielded from competition with bigger rivals thanks to federal and state regulations that local elites had the political muscle to sustain through influence on their congressional delegations and in their state governments.

That structure of elite relations has been transformed in recent decades by waves of mergers in sectors such as banking, telecommunications, media, utilities, retail sales, and agriculture,4 and by the declining capacity of national banks to control firms. US antitrust policy first shifted under Nixon, but the overall process needs to be seen as having a ratcheting effect. Each merger eliminated a firm that had an interest, and a degree of political sway, to block further mergers or regulatory changes that would allow national firms to encroach on local firms’ privileges and markets. As smaller and locally based firms disappeared, intra-industry differences in various sectors over government policy were reduced, creating unified voices that pushed legislative changes to enactment.1 The banking and telecommunications “reform” acts of the 1990s had failed to pass Congress in earlier decades due to counter-lobbying by sectors of those industries with opposed interests. Mergers resolved those disagreements as secondary sectors were brought within larger firms (or merged themselves to form new large firms) and so came to share the most general interest of their industries. Deregulation then opened the way to further waves of mergers and acquisitions,2 intensifying elite consolidation within major industries.

Just as banks were the central actors in the director interlocks that set corporate and governmental policy toward business practices in the 1945–1968 era, so their consolidation and the interacting changes in US financial regulation and legislation epitomized and guided the overall changes in the structure of US capitalism. Bank mergers were not just, or even primarily, a process of national banks buying out smaller local banks. Rather, the Nixon and Reagan administrations catered to their business supporters, who were for the most part outside the New York and Chicago banking centers, by allowing regional banks to merge and buy out rivals. Reagan’s base in the southern and western states easily explains this tilt. For Nixon, who began this shift, the orientation was somewhat contingent, created by his rival in presidential politics, Nelson Rockefeller’s stranglehold over support from New York bankers, and by the political opportunities in the South opened by Democrats’ visible shift toward civil rights in the 1960s.

The formerly dominant national banks faced increasing competition in the 1980s and 1990s from the rise of new regional behemoths created by the merger of smaller competitors. That competition and the relaxation of federal regulations,1 which both the national and large regional banks demanded, led national banks to focus their resources on more lucrative investment banking, further removing them from active involvement in the management of industrial firms.2 Non-banking firms had a widening range of financial firms to which they could turn for financing, epitomized by the rise of “junk bonds” in the 1980s and hedge funds in the 1990s. Bankers thus lost the capacity to manage firms in other sectors, just as federal deregulation gave bankers the interest and capacity to focus on more lucrative financial engineering and speculation instead.

Consolidation within sectors facilitated the capture of government agencies and powers by those elites, narrowing the room for state actors to exercise autonomy, which further reduced “the limited institutionally available means of political mobilization and communication open to a US president or allied policy promoters in the 1990s.”3 A weakened state, combined with the decline of labor unions, undermined


two of the key forces that had disciplined the business community . . . The consequence of [the commercial banks’ decline] was a paradoxical situation in which business appeared to lack any kind of unifying institution that would be the source of long-term perspective, while at the same time its power seemed virtually unchallenged. This unchecked power, combined with the absence of disciplinary forces, either internal (the banks) or external (labor or the state), may have contributed to the excesses of the late-1990s and early-2000s.1



Johan Chu and Gerald Davis are more emphatic, finding a sharp drop after 2000 in director interlocks. They show that firms with few or no interlocks contribute less money and personnel to civic organizations and most significantly give just to Republican or Democratic candidates rather than splitting contributions between the two parties.2

Facing such weak state and class actors, elites are able to block new social programs that threaten their hold over existing budget items or their capacities to profit by providing services such as health care, education, credit, and retirement benefits that could be offered through government but instead are left to the private sector. Elites’ leverage over government has been strengthened further by their growing unity as moderate conservative business leaders joined with right-wingers to formulate and lobby for NAFTA and other “free” trade treaties, deregulation, and tax cuts,3 and with a decisive shift in campaign donations to Republicans, including ultraconservative challengers, over Democrats beginning with the 1980 election.4

President Obama recognized this reality when he designed his health care legislation. His plan protects the interests and profit opportunities of every private industry involved in selling health insurance and medical services and supplies. Indeed, his recognition of insurance firms’ power led Obama to include the mandate that all Americans buy private health insurance (except those who qualify for government programs). In essence, Obama accepted a mandate that quickly aroused popular revulsion (with ample prompting from the Republican Party and right-wing media outlets, above all Fox News) in return for the insurance firms’ support. Without that deal, Congress never would have enacted the legislation.

United States fiscal policy and budget priorities are increasingly set by such deals, which reflect the power of consolidated corporate elites over politics and policy. This is different from the unified national elites of the 1945–68 period, described by Mills, Domhoff, and others. The contemporary elites do not use their financial and organizational muscle to push for broad national policies, with the exceptions of anti-labor legislation, discussed earlier, and trade agreements, to be discussed in more detail in chapter 8. Rather, they use their leverage over legislators and regulators to win privileges that can best be described as autarkic. Their goal is not to shape the overall economy or to formulate programs and policies with national reach. Instead, they seek to appropriate resources from the federal, and state and local, governments, and to secure laws and regulations that protect their particular interests and profit opportunities from competitors, both foreign and domestic, and to undermine the rights of their customers, clients, and employees.

As a result, a continually growing portion of the federal budget is allocated to the long-standing claims of existing elites who also enjoy the right to shelter portions of their incomes and assets from taxation. Current examples include:

(1) Subsidies, water rights, and access to federal lands for the overproduction of agricultural commodities that then can be sold abroad thanks to provisions US negotiators placed in trade treaties;

(2) The commitment of a sector of the federal budget to a Medicare drug plan that pays prices significantly higher than anywhere else in the world for drugs developed mainly in federal or university labs or for copycat drugs designed to extend patents with no medical advantage over older generic drugs.1 “Product hopping”—small, clinically insignificant changes in drug formulations—allows pharmaceutical firms to renew patents. The firms then use their marketing muscle to convince and/or pay off physicians to prescribe the patented drugs instead of equally effective and far cheaper generics. Drug companies employ such maneuvers without legal challenge to increase their profits at the expense of Medicare and Medicaid and of private consumers through increased insurance premiums and higher out-of-pocket expenses.1

Drug firms’ profits are not for the most part invested in research. Indeed,


from 2003 through 2012, Pfizer [one of the largest pharmaceutical firms] funneled an amount equal to 71% of its profits into [stock] buybacks, and an amount equal to 75% of its profits into dividends. In other words, it spent more on buybacks and dividends than it earned and tapped its capital reserves to help fund them. The reality is, Americans pay high drug prices so that major pharmaceutical companies can boost their stock prices and pad executive pay,2



not for research, which is left largely to the federal and nonprofit sectors;

(3) Free access to federal lands for mining, ranching, and logging with no obligation to pay for environmental effects, which are then borne by public funds and health;

(4) Federal tax and direct subsidies for the export of technology and capital to foreign subsidiaries and customers;3 and


(5) The growing share of federal student loans that are channeled to for-profit colleges and trade schools even as they fail to graduate most of their students, charge much more than state schools, and account for almost half of all student loan defaults despite enrolling less than a tenth of post-secondary students.1

Together, these claims and immunities ensure either growing deficits or, even in times of fiscal stability as in the late 1990s, an inability to finance new public projects for either infrastructure or the development of human capital. The new structure of elite autarky also allows individuals to loot their own firms as well as the state, as we will discuss in further detail in chapter 8. Managers took some of their firms private and increased their share of publicly traded firms through stock options, which amounted to “one fifth of non-financial corporate profits (net of interest) [in 1999] . . . Whereas in 1992, corporate CEOs held 2 per cent of all equity outstanding of US corporations, by 2002 they owned 12 percent.”2

MASS ORGANIZATIONS

Mass membership organizations in the United States underwent a transformation that was almost the structural inverse of the one that made American elites decentralized and autarkic. In contrast, mass membership organizations and unions lost efficacy as they became highly centralized and their local chapters lost autonomy.

Skocpol3 finds that, prior to World War II, the largest US membership organizations were cross-class in membership and had local chapters from which leaders were elected and could rise in a national hierarchy. At the local level, the organizations “combined social or ritual activities with community service, mutual aid, and involvement in national affairs. National patriotism was a leitmotif.”1

Such organizations were highly effective at mobilizing members across the nation to lobby for government programs that addressed concerns that members raised at the local level. A prime example is the Servicemen’s Readjustment Act of 1944 or GI Bill, which provided subsidized home mortgages, unemployment benefits, and free university educations for returning veterans. This bill was the first significant piece of social legislation since 1937 and came long after the New Deal coalition lost control of Congress. It was pushed primarily by the American Legion, a veterans’ group that became notorious during the Vietnam War for its ultra-reactionary political positions. The plans that Congress proposed to address the millions of soldiers who would be demobilized and thrown onto the housing and job markets with the end of the war were regarded as inadequate by the veterans who had suffered the consequences of a similarly weak program at the end of World War I. Those veterans, who met at American Legion halls to socialize, discussed the issues and formulated a stronger program. Veterans’ organized presence in every congressional district allowed them to pressure Congress to approve the bill. This was legislation from the bottom up,2 albeit amended by southern congressmen to ensure that the states rather than the federal government administered most GI Bill programs to ensure that African Americans would be excluded, at least in the South, from opportunities to escape agricultural labor.3

The mass membership organizations lost potency in the second half of the twentieth century as women went to work, sex-segregated social activities lost favor, and the number of veterans declined. They were supplanted by new sorts of organizations staffed by professionals and reliant upon contributions solicited through the mail (and today on the internet). Those organizations do not call on members for anything but money, and so their proposals have little resonance with their members. Since the members are not mobilized, elected officials feel free to ignore them and instead cater to the desires of their largest financial contributors, who, in the United States, are mainly investors in and officers of large corporations.

A similar process occurred in labor unions. Locals, which were the site of organizing drives, strikes, slowdowns, and other actions against employers, and mobilizations for political campaigns, increasingly lost autonomy to the national unions into which they were amalgamated. Locals lost power for a number of reasons. Some were the same that affected mass membership organizations: the professionalization of leadership, the decline of ties among members based on race, ethnicity, and residency in homogeneous neighborhoods and communities, and the weakening of sex segregation and male solidarity. In addition, as we noted above, Taft-Hartley further encouraged national-level union officials to control and weaken locals, sapping them of their organizing strength and initiative, since under Taft-Hartley national unions became liable for damages to firms from wildcat strikes.

All of this matters, not because we pine for a lost world in which cohesive ethnic groups could practice bigotry and women were confined to the role of helpmate, but because US politics is constitutionally structured to reward localized power. Members of Congress are elected from districts or states, and they respond to those who hold power within a state or district or to entities that have a significant economic or organizational presence across a number of districts. From Henry Jackson of Washington State, who served in the 1950s and ’60s as the “Senator from Boeing,” to Lloyd Bentsen of Texas, who ran against George H. W. Bush for the Senate in 1970 in a race to become “errand boy for the oil companies,” to Charles Schumer of New York, who ran interference for banks and hedge funds from the moment he arrived in the Senate in 1999 (and for two decades before that as a representative), industries based in locales have had their congressional champions and lackeys. When and where unions were strong, they had their particular advocates, such as the Michigan delegation’s advocacy for auto unions or New York’s for garment workers’ unions. As unions and membership organizations lost the capacity to mobilize supporters in localities, they lost their leverage over representatives and senators (as well as over state legislators).

Elites, whether organized through banks and interlocking directorships, or in autarkic firms, have leverage at the local level, and that leverage is magnified as they face ever-weaker worker and popular organizations. Business has always contributed far more money to congressional campaigns than have unions and liberal organizations. The advantage that liberal groups, and especially unions, have is in providing campaign workers. As local organizations lose resources and surrender initiative to national headquarters, they are less able to mobilize their members to pressure legislators between elections when laws and regulations affecting them are under consideration, even as unions retain the resources and organizational capacity to mobilize members to work on campaigns.1 It is in the ongoing work of lobbying that elites, who can marshal contributions and who pay attention on a continuing basis, have the advantage.

When elites and popular forces were more evenly balanced in the attention they brought to government and in their ability to mobilize supporters, members of Congress also had to balance their votes and the pressures they placed on executive agencies to satisfy both elite and popular constituents. As popular organizations have lost the capacity to educate and mobilize their members, elites have achieved close to a monopoly of influence in Congress and within the executive branch.

GOVERNMENTAL CAPACITY

Citizens who turn out to vote once every two years at best, and whose votes for one party or the other are open to myriad interpretations, lose influence over governmental policy in the absence of popular mobilization or continuing organizational presence and pressure on their members of Congress at the local level.

Larry Bartels1 argues that elections are still decisive because the Democratic and Republican parties have diverged ever more sharply on key economic issues such as the minimum wage and the inheritance tax. Hacker and Pierson2 concur with Bartels, but emphasize that the divergence is due to the Republicans’ sharp move to the right over the past forty years, not to a significant move by the Democrats to the left. Bartels makes two major arguments. First, voters focus on the incumbent party’s economic record in the year before a presidential election rather than over the whole four-year term. This favors Republicans because they attempt to concentrate growth in the pre-election year. (Bartels is unable to determine if this represents a higher capacity on the part of Republicans at economic manipulation for electoral ends,3 or if this is a natural outgrowth of the two parties’ divergent policy preferences, which leads Democrats to push for growth from the start to provide jobs and rising incomes for their mass base but is hard to sustain at a high level for four years, vs. the GOP’s interest in curbing inflation, which leads to recession early in their term and then recovery at the end.)4 Regardless, this favors Republicans and allows them to win more presidential elections than they would if voters focused on the whole four years, a time frame over which Democrats have consistently produced better results. Bartels’s second argument is about the policy consequences of voters’ (mistaken) preference for Republicans. He argues that inequality, which he measures as “the ratio of incomes at the 80th percentile of the income distribution to those at the 20th percentile,” has gone up under each Republican president since 1945 but has remained stable under each Democrat except for Carter.1

If Bartels is correct, then the decline of unions and membership organizations, and the transformation of the structure of elite relations in the United States, matter little to the outcomes of elections. Nor do those structural changes explain policy outcomes, which for Bartels reflect deep-seated and increasingly polarized preferences by professional politicians in the two parties. A similar logic propels Thomas Frank’s argument in What’s the Matter with Kansas? How Conservatives Won the Heart of America.2 Frank contends that Republicans win elections not because voters misperceive the two parties’ economic performance, but because religiously-addled fundamentalist Christians vote against their self-interest in an effort to ban abortion or to strike back at “elites” whom they define as graduates of prestigious universities or practioners of decadent lifestyles, rather than the economic elites who are looting Kansas and the rest of the United States. Block3 sees religious conservatives as playing a secondary role in the Republican’s rise to power since 1980 but argues that the religious right plays an increasingly decisive role in setting policy, although Block’s only examples are Supreme Court appointments and support for Bush’s decision to invade Iraq, neither of which are incompatible with the economic elite’s interests and agenda that we highlighted earlier.

The Great U-Turn then appears in Bartels’s (and Frank’s) analyses as a result of voter misperceptions that turned elections. However, Bartels’s argument is unable to explain other data that he presents. He shows that incomes in all percentiles rose almost equally (except for the top 5 percent, whose incomes rose more slowly) from 1947 to 1974, a period that includes Republican presidents Eisenhower and Nixon. After 1974, incomes were stagnant for the bottom half of the population and only grew substantially for the very top percentiles.1 These data align closely with the pathbreaking work of Piketty and Saez, who find that the share of national income received by the top 0.1 percent was stable from 1960 to 1980 and rose continuously since then, with the sharpest increases under Clinton.2 That top group’s tax rate declined mainly under Carter and Reagan.3 These data allow us to conclude that, even if the Democrats had won more presidential elections after 1974, it would not have had a substantial effect on the dramatic increase of income and wealth inequality since then. Nor does Bartels offer any evidence that Democratic victories would have produced significant advances in social benefits, since the years when Democrats controlled both the presidency and Congress, 1977–80 and 1993–94, yielded no new social programs, not a single one.

The most recent episode of Democratic control of the presidency and Congress, 2009–10, resulted in passage of the Affordable Care Act, the first major piece of social legislation since the 1960s. Unfortunately, Obamacare, in contrast to the Great Society programs, was not part of a spate of legislation that addressed a range of problems and constituencies. The hopes that the worst economic crisis since the Great Depression and the debacles of Afghanistan and Iraq would create a significant progressive opening were not realized. Obamacare was sui generis, both in that it was not accompanied by other redistributionist measures or by checks on corporate power, and that its enactment required massive subsidies and concessions to the for-profit entities that control the US health care system.

The Democratic Congress of 2009–10 rejected proposals from Obama that would have fostered unionization, controlled global warming, and liberalized immigration; executive measures on those issues have been modest in their effects. The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 has so far been limited in its effect on the financial sector. Its ultimate effect will be determined by regulations that were not yet fully written six years after the law’s enactment, and which will have to be enforced by executive agencies that under Obama, as under previous presidents, exhibited little appetite for confronting Wall Street (and under Trump are committed to undermining if not revoking these rules)—as evidenced most notoriously by the almost total lack of prosecutions against financiers whose fraud brought on the 2008 collapse.1 As James K. Galbraith observed, “nothing [was] done about bankers’ pay, with obviously disastrous political consequences as bonus reports came in. No one can say that the administration handled this matter with an eye on public opinion.”2

It is a mistake to attribute Obama’s shortcomings, as so many journalists and political rivals have done, to his supposed lack of assertiveness, or his aloofness, or a deep psychological need to find compromise, or too much faith in the judgment of highly credentialed advisors. In fact, even a more aggressive and assertive president could not have accomplished significantly more than he did, neither in his first two years with a Democratic Congress, and certainly not after that, with Republican control of first the House and then the Senate as well. Obama had to work within narrow political limits, created by the processes I analyzed above, and which were not overcome by the 2008 election or subsequent events.3

Any explanation that focuses on elections and differences between the two parties masks the dramatic shift of both parties after the early 1970s away from policies designed to maintain each stratum’s share of national income, which included high tax rates on the rich, and a commitment to expanding social programs. Only the sort of structural analysis we offered above can account for (1) the capacity of elites to appropriate resources from publicly held corporations as well as from the state, (2) the dramatic decrease in regulation of firms, (3) declining investment of public funds in education and infrastructure, and (4) the inability to legislate new social programs on any terms but ones that allow private firms to maintain or increase their claims on public resources (as demonstrated in both Bush’s Medicare Part D for pharmaceuticals and in Obama’s health reform).

Thus, if we look at the long sweep of US history from 1945 to 2016, we see a transition from one era of political stasis to another. The first, the liberal consensus expressed by President Kennedy, was institutionalized in a structure of state regulation, relations among business firms and with government and unions, and commitments to maintaining the power of the national government to sustain global geopolitical dominance and to foster economic growth and social progress at home within circumscribed limits. After the political and policy failures (and successes) of those who sought and held office in the federal government in the 1960s, and the structural shifts in the United States’ world position, which we examine in the following two chapters, sparked challenges from many directions, the consensus was disrupted. The ideological debates opened in those years remain unresolved and animate the two parties’ platforms as well as the agendas of social movements and professionally directed membership organizations focused on identity and environmental issues on the left, and on religion and other “social” issues on the right. Yet, during those decades of unresolved debate, a new stasis emerged. Elite relations were restructured and mass organizations, especially unions, lost much of their capacity to challenge elite initiatives. The state itself lost the capacity to enact new legislation or to implement regulations and policies that challenged elite interests. The new stasis was challenged only modestly and reversed even more slightly by the Obama administration.

Our task in the coming chapters is to see how the domestic transformation we just traced combined with changes in the United States’ capacity to exert military, geopolitical, and economic power abroad. We will then be in a position to trace the course of US decline and determine how the loss of world dominance will further narrow the possibilities for future political action and affect American social well-being in the coming years.
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The American Military: Without
Rival and Without Victory


“You don’t know the connection? You don’t know that every privilege in your life and every thought in your mind depends on the ability of the two great powers to hang a threat over the planet?”

“That’s an amazing thing to say.”

“And you don’t know that once this threat begins to fade?”

“What?’

“You’re the lost man of history.”

Don DeLillo, Underworld



The United States, we are told, is the most powerful nation in world history, the sole superpower, winner of the Cold War, the “indispensable nation,” a “hyperpower” that has achieved “full spectrum dominance” and “command of the commons”1 over all other military forces on Earth. Yet, as we noted in the introduction, the United States failed to achieve its objectives in Iraq and Afghanistan, was defeated outright in Vietnam, and since World War II won clear victories only in the first Gulf War of 1991 and in smaller “police actions” in the Dominican Republic in 1965, Grenada in 1983, and Panama in 1989. How can we explain this dichotomy between unparalleled military advantage over all rival powers and a virtually unblemished record of military defeat since the end of the Cold War? And how has the strange mix of great military capacity and inability to utilize that power to attain military victories affected America’s ability to maintain geopolitical hegemony?

We explained in chapters 2 through 5 why the European polity with the largest budget did not necessarily win wars or take colonies from poorer rivals. We examined why Spain and France were unable to parlay their military dominance within Europe into economic or geopolitical hegemony, and why the era of Dutch hegemony was so brief, while Britain was able to build the dominant global empire and maintain hegemony for far longer than any other polity over the five centuries of global capitalism. We identified five factors that caused disjunctures between military resources and the outcomes of wars: (1) lack of central control over the military, (2) high levels of autonomy for military officers, (3) divisions among branches of the armed forces, (4) self-serving weapons suppliers, and (5) lack of innovation in strategy. We will see that all five factors are present in the US military in recent decades with the addition of two new factors: a dramatic decline in the willingness of Americans to risk their lives (or to allow professional and volunteer US troops to lose their lives) in combat, and US efforts to impose neoliberal policies in countries it invades.

The first part of this chapter follows the trajectory of US military spending in relation to its geopolitical rivals from World War II to the present. I then examine the organization of the US military, its relation to private contractors, and its war-fighting and counterinsurgency strategies. My goal is to examine how the five factors that weakened the militaries of previous great powers manifested themselves in the US military, determine the extent to which they are strengthened by interaction effects, and track the particular American dynamics that in the past mitigated those factors but no longer do so. The next section of the chapter traces the decline in casualty tolerance in the United States since the Vietnam War. I then look at the switch by the United States in its goals for the countries it dominates/invades, from developmentalism to neoliberalism, and how that shift affects America’s capacity to win wars and to dominate other countries. This chapter concludes by explaining how, despite its loss of military efficacy, the United States retains (at least for the moment) a degree of geopolitical hegemony.


THE TRAJECTORY OF US MILITARY SPENDING

Champions of US global dominance have an easy and clear explanation for America’s military setbacks. The problem, in their view, is that Americans are unwilling to pay the financial or human cost of maintaining their empire or, when they bother to express it in more palatable terms, to uphold democracy and the rule of law in the world. I will address American attitudes toward casualties below, but in terms of spending there is no evidence to support this claim by twenty-first-century imperialists. The United States, in fact, has easily maintained, and since the end of the Cold War vastly expanded, its edge over the budgets of geopolitical rivals. Indeed, the US advantage in military spending and technology is unprecedented in recorded history.

As we see in table 7.1, the United States spent more than the Soviet Union throughout the Cold War, and America’s NATO allies spent six to eight times as much as the USSR’s Warsaw Pact allies, widening the margin. In 1954, at the peak of American power and after the end of the Korean War, the United States and NATO spent more than twice as much as the USSR, Warsaw Pact allies, and China combined. In 2016, the United States and NATO spent three times as much as Russia and China combined. Much of the spending by the “rest of the world” is from US allies in the Middle East and Asia, which widens the margin of the US bloc over any potential enemies.

Table 7.1: Military Spending as a Percentage of World Spending1












	
	1954
	1964
	1974
	1984
	2010
	2016



	United States
	49
	40
	32
	31
	43
	36



	Other NATO
	16
	16
	18
	19
	16
	15



	USSR/Russia
	24
	29
	23
	22
	04
	04



	Other Warsaw Pact
	02
	02
	03
	02
	  –
	  –



	China
	03
	05
	06
	06
	07
	13



	Rest of world
	06
	08
	18
	20
	30
	35




Throughout the twenty-first century, the United States has spent as much as the next ten biggest spenders and in most years as much as the next fourteen, a majority of whom are allies.1 This is a margin far greater than that enjoyed by any of the dominant powers in Europe, as we saw in chapters 2 through 5, and appears to be the greatest margin ever.2


The United States has been able to enjoy this unprecedented advantage even as its military spending as a percentage of GDP has declined drastically from war to war. The military budget in 1968, the peak year of Vietnam War spending, was, as a percentage of GDP, two-thirds that of spending during the Korean War. And the burden of the 1968 military budget was the same as that of 1961, the peak year of Kennedy’s Pentagon budget, which itself was a decline from the Eisenhower peacetime military budgets of 1955–59. Reagan’s peak military budget of 1986 imposed only two-thirds the burden of the Vietnam and Kennedy Cold War budgets. Reagan’s military budgets were never burdened by any real wars. Yet the peak George W. Bush military budget of 2008 was only 70 percent of the Reagan peak (as a percentage of GDP), despite the costs of two wars.

Table 7.2: US Military Spending as a Percentage of GDP1







	Year(s)
	Percentage of GDP



	1943–45 (World War II)
	37–38%



	1952–54 (Korean War)
	13–14%



	1955–59 (Eisenhower post-Korea)
	10–11%



	1961 (Kennedy peak spending)
	     9.4%



	1968 (Vietnam peak spending)
	     9.4%



	1978 79 (post-Vietnam trough)
	     4.7%



	1986 (Reagan peak spending)
	     6.2%



	1999 2000 (post-Reagan trough)
	     3.0%



	2008 (G. W. Bush peak spending)
	     4.3%




The United States’ ability to lessen the burden of military spending so greatly while maintaining and enhancing its edge over both allies and opponents is the exact opposite of Paul Kennedy’s prediction that the United States would follow previous great powers in overspending on war to an extent that would sap economic growth. Similarly, America’s success in accumulating and holding a set of allies that was far richer than the Soviet satellites, and therefore far more capable of contributing to the US-directed military bloc, is at odds with Paul Kennedy’s thesis that leading powers are brought down by alliances among lesser powers (just as we saw in chapter 5 that Britain gained enormously from its ability to tap the fiscal and manpower resources of India and the Commonwealth). Thus, Paul Kennedy is utterly unable to account for either the fiscal or geopolitical bases of America’s continuing and deepening military advantages.

THE CONFLICTING REQUIREMENTS OF THE MILITARY-INDUSTRIAL COMPLEX AND OF WINNING WARS IN THE EARLY TWENTY-FIRST CENTURY

The US military command occupies a central place in determining when and how American wars will be fought. Once the decision to go to war has been made, or is in the process of being made, the top generals play a decisive role in decisions about how to fight it. They do not have absolute authority, but it is very difficult for the civilian leadership to defy their advice. This is in part because any move to oppose the generals’ recommendations opens politicians to the charge of weakness in defending America and of failing to give the troops “the tools they need.”

The generals’ views of how to fight wars and what weaponry they need are shaped, indeed determined, by the ways in which their careers and those of lesser officers are structured. They advance by commanding expensive and technically complex weapons. Success in winning appropriations for those weapons systems ensures long careers for the ever-expanding corps of generals. These career and organizational imperatives mesh perfectly with defense firms’ interest in selling advanced weapons systems, which consistently yield the largest profits. Thus, advanced weapons continue to absorb the lion’s share of the Pentagon budget, even though those weapons are fundamentally ill suited for the actual wars the United States fights in the twenty-first century.

The Structure of the US Military

The United States military differs from those of earlier great powers in fundamental ways: Officers are professionals who are recruited and promoted on merit. They are not able to purchase or inherit their positions and, instead, are bureaucrats in Weber’s sense of that term. The US military depends on the federal government for all of its funding; it does not have its own income-producing assets, nor is it able to raise revenues on its own. (The hybrid venture capital funds that the Pentagon has created since the 1960s are designed to foster technological innovation that is useful to the military, and almost all profits from the firms spun off from those funds are allowed to accrue to private investors. The Pentagon’s interest in those investments is technological. They are not intended to subsidize other portions of the military budget, and the profits the Pentagon retains are plowed back into new high-tech enterprises).1 Yet, despite the US military’s “modernity,” it suffers from debilitating structural handicaps that in some ways parallel those of early modern armed forces and account for the paradoxical coexistence of American strategic defeats along with an unprecedented technological and fiscal edge over all rivals.

The US military is highly autonomous from the rest of the federal government.2 At the same time, the military is itself divided among four service branches: Army, Navy, Air Force, and Marine Corps, and each has an interest in maintaining its own organizational autonomy, in large part because (as we will discuss in detail below) officers make their careers in a single branch and career advancement depends on having men and especially weapons to command. Each branch maintains its own academy that trains junior officers and awards undergraduate degrees, as well as war colleges for advanced postgraduate training that helps officers advance in rank and influence. These separate educational and training institutions foster distinct “personalities” in each service branch: Officers learn to prize particular weapons and develop strategies for warfighting based on their control over those weapons systems.1 These preferences and career interests in turn, as we will see in the next section, drive each branch to fight to maintain its share of the overall Defense Department budget and of sophisticated weapons. Thus, the Navy and Marines as well as the Air Force buy and fly planes, and the Navy, Air Force, and Army each purchase and command nuclear weapons.2

The Defense Department, since World War II, has cultivated direct relations with their military counterparts elsewhere in the world, as has the Central Intelligence Agency,3 both agencies going far beyond the level of coordination with allies that existed during the two world wars. In addition, the military and CIA sustain independent relations with civilian officials of many foreign governments.4 More broadly, the Pentagon has created “commands” for each region of the world, headed by senior generals or admirals, who negotiate directly with both military and civilian officials in the countries of those regions about policy matters that extend far beyond military cooperation.5 These commands endure across presidential administrations and thus provide more continuity in US strategic policies and in relations with foreign governments than do the civilian side of the US government. These commands override service rivalries at the level of strategy (although service differences still impede military missions within these commands). However, these commands are yet another source of independent bailiwicks that prevent unity within the military, and they also create policies that civilian officials find difficult to reverse in the rare instances when they might wish to do so.

Military officers increasingly receive postgraduate degrees, often in foreign affairs and public policy, at elite universities and “thus possess proconsul skills that far exceed those necessary to command men in battle.”1 Those academic credentials, beyond any knowledge and wisdom actually conveyed through study at places like Harvard’s Kennedy School or Princeton’s Wilson School, add to senior officers’ claims of prestige and auras of expertise in their dealings with presidents and their aides, members of Congress, and journalists who display added deference to officers with advanced degrees even though (or perhaps especially when) those politicians and journalists attended elite schools themselves. In addition, there has been a drastic decline in the fraction of politicians and journalists, even more so than in the general population, who have served in the armed forces and thus have direct experience of any sort with military matters. By 1949, as World War II veterans were elected to office, 65 percent of senators were veterans. More than two-thirds of senators were veterans until 1993. By 2012, only 16 percent of senators were veterans.2


Civilian officials in the US government, including presidents, find it politically risky to deny military commanders’ requests for troops once wars have been initiated. President Truman’s dismissal of General Douglas MacArthur was a rare instance of a president who rejected a military strategy (in that case, a direct armed confrontation with China) and backed that decision by replacing the commander in the field. Truman and congressional Democrats paid a high political price for their opposition to MacArthur, although the price was reduced by the rare unwillingness of the rest of the military high command to support MacArthur and his strategic proposals after his dismissal.1

The Vietnam War was propelled forward by presidents’ fear of denying generals’ demands for more troops. Historians still debate why the United States government launched itself into a war in Vietnam that at its peak committed 550,000 US soldiers and ultimately resulted in 58,220 US military deaths and those of perhaps 2 million Vietnamese. Porter argues that the Vietnam war was prosecuted by a US military convinced that it enjoyed such an overwhelming strategic edge over the Soviet Union and China that it could roll back communism in Vietnam without having to fear a significant pushback from any communist power. Gareth Porter contends that the Soviets, Chinese, and North Vietnamese concurred in that view and were ready to stand aside as the United States crushed the southern insurgency, but that the three governments were pushed into countering the United States by the autonomous decision of South Vietnamese communists (the Viet Cong) to successfully fight the Americans and their puppet government.1

Frank Logevall finds that Johnson and some of his advisors already in 1964–65 were highly pessimistic of the chances of winning the war, and that American allies and some in Congress and the media were willing to endorse withdrawal even if it led to communist control in all of Vietnam. Logevall sees Johnson’s macho unwillingness to preside over the “first” American “defeat” as the main cause of the decision to escalate rather than withdraw.2 H. R. McMaster argues that the Joint Chiefs knew early on that Johnson and McNamara’s strategy was inadequate to win the war but that they failed to confront the civilian officials both because generals accepted their constitutional subservience to presidents and because interservice rivalries allowed the far more politically skillful Johnson and secretary of defense Robert McNamara to divide and stymie the generals. Nevertheless, McMaster’s book is based on the premise that, with the right strategy, the United States could have defeated the communists, echoing Porter’s rendition of the generals’ view thirty years earlier.3

In an analysis of an unpublished memoir by McGeorge Bundy, one of Johnson’s key pro-war advisors, Goldstein finds that Rusk and Bundy were concerned mainly with preserving US credibility with its allies, and both aides thought that was reason enough to fight in Vietnam, even if the war could not be won. American credibility also became Nixon’s reason for not negotiating a settlement of the war that would lead to a unified communist Vietnam, although Nixon was more concerned with what US adversaries, above all the Soviet Union, thought of his toughness than he was worried about allies. This leads Goldstein and Bundy to conclude that George Ball, the main advocate of withdrawal within the Johnson administration, made a strategic error in proposing negotiations as the alternative to war, since Ball was never able to convincingly explain how Johnson could force a negotiated solution that would preserve a neutral South Vietnam.1 Logevall, in contrast, contends North Vietnam as well as the USSR and China would have accepted a neutral South Vietnam over the long term. Ball would have done better, in Goldstein and Bundy’s retrospective views, to have made a realpolitik argument: The war was “a loser—so lose it as cheaply as you can.”2

In any case, Bundy makes clear that the real negotiations were between McNamara and William Westmoreland (the commander of US forces in Vietnam) over the minimum number of new troops Westmoreland would accept. Johnson shaped his war strategy in 1965 and afterward “to sustain a consensus among General Westmoreland, the Joint Chiefs of Staff, and the civilian leadership of Pentagon,”3 a view that undercuts McMaster’s picture of a subservient or divided Joint Chiefs. Johnson needed the generals’ consent to the end:


Johnson had won the partial bombing halt [announced in the same March 31, 1968, speech in which he declared he would no longer be a candidate for reelection] by a vote [of the Joint Chiefs of Staff] of three to two, but explained now that if he had pursued a compete cessation he would have lost, four to one.4



Porter and Logevall’s opposing interpretations of American motives both find support in government documents as well as in Bundy’s memoir. Successful politicians like Johnson are highly skilled at taking varying and even opposed positions with different audiences, and in all these books analyses of original documents are overlaid with officials’ post-hoc efforts to exaggerate their contemporaneous concerns and premonitions about the war and/or to guard the Kennedy legacy. Nevertheless, Porter, Logevall, and Bundy/Goldstein all agree that the high command of the US military was confident that the war could be won and remained so even well after Tet, which they interpreted as a fatal blow to the Viet Cong.

Ultimately, it did not matter whether or not the generals had a viable strategy to win the war, as John Nagl1 claims, or, as it turned out, were delusional about the nature of the enemy they faced, the weakness, cowardice, and corruption of their South Vietnamese allies, and the actual capacities of US forces.2 President Johnson felt he could not deny their requests for troops, even when prediction after prediction of success made by the generals proved wrong. Only in the face of mounting popular protests, business elite disquiet, and some divisions within the military (motivated more by fears of enlisted men’s mutinous conduct than over the prospects of victory) was Johnson able to deny Westmoreland’s 1968 request for 200,000 more troops on top of the 550,000 already in Vietnam.

Kennedy was able to deflect demands for massive numbers of combat troops, but he made clear that he did not feel he could abandon South Vietnam or even deescalate until he had been safely reelected, and it remains unknowable if, in a second term, he would have dared to take a different course from the one Johnson ended up following, or what the consequences of such a decision would have been for him and his party politically. Nixon too remained stuck in Vietnam for another four years and signed off on various harebrained schemes dreamt up by the generals to win a lost war, most notably the invasion of Cambodia. We need to remember that more than 20,000 American soldiers died after Johnson left office and was replaced by Nixon.

President Obama, despite his boasts of having read histories of the Vietnam War and learned from them, agreed to a surge in Afghanistan.1 He also signed off on the reintroduction of “advisors” in Iraq in the hopes that a few thousand advisors could rout ISIS when over a hundred thousand troops had failed to defeat the insurgency under Bush. Perhaps, for a brief time, Obama convinced himself that the Joint Chiefs and David Petraeus had a viable strategy to win in Afghanistan, but even after he realized he had been fooled (or that the generals were fooling themselves), he dared not deny the generals.2

Similarly, the United States has vastly expanded its military presence in Africa despite the United States Africa Command’s (AFRICOM’s) almost perfect record of failure. In 2010, General Carter Ham, testifying before the Senate Armed Services Committee on his nomination to head AFRICOM, identified al-Shabaab as the major threat in Africa and one largely confined to Somalia. Three years later, his successor, General David Rodriguez, said, “A major challenge is effectively countering violent extremist organizations, especially the growth of Mali as an al-Qaeda in the Islamic Maghreb safe haven, Boko Haram in Nigeria, and al-Shabaab in Somalia.” And then in 2016, Rodriguez’s successor, General Thomas Waldhauser, repeated almost word for word Rodriquez’s observation: “A major challenge is effectively countering violent extremist organizations, especially the growth of al-Qaeda in the Islamic Maghreb, Boko Haram in Nigeria, al-Shabaab in Somalia, and ISIL in Libya.”3

Evidently, the only change was the addition of ISIL in Libya, which came into existence after the United States and NATO engineered the overthrow of Muammar Gaddafi. Thus, the growing web of US bases, agreements with militaries in more than two dozen African countries, and hundreds of Special Forces missions and drone attacks each year have resulted in a rapid increase in the number and lethality of terror threats. President Obama and Congress did not conclude that the US military presence in Africa should be reduced, nor have any of the AFRICOM commanders been dismissed or even criticized for their failures.

Elected civilian officials at best share with the military a role in deciding when, where, and how many American troops to commit to foreign wars. However, the details of how to fight those wars remain in the hands of the generals, and once the war begins the role of civilian officials is diminished. Even when civilian officials were more eager to fight a war than the generals, as with Iraq, once the decision to invade had been made, the generals asked for a far larger fighting force than Bush and his aides allowed.1 The generals remained confident of victory despite repeated setbacks, and eventually wrested control of the war away from Bush, Cheney, Rumsfeld, and their civilian aides. However, by then strategic decisions, omissions, and blunders, along with policies (which we examine below) that ensured the alienation of Iraqi elites and armed opposition from the mass of Iraqis, made it impossible for the United States to achieve its aims in Iraq.

Donald Rumsfeld famously said, in response to the complaints of soldiers heading for Iraq that they lacked armor to protect their vehicles from bombs planted in roads, “You go to war with the army you have, not the army you might want or wish to have at a later time.”2 Of course, the US Army is a product of past spending decisions. Let us now examine who makes those decisions and what sort of weaponry the United States has bought with its massive expenditures.

Contracts and Careers


The way I estimated my fees for the Army . . . was to dream up a figure that seemed unreal and add a zero. The Army didn’t trust you if our fees weren’t preposterous.

Greg Baxter, The Apartment




The United States has consistently devoted a disproportionate share of its military spending to technologically innovative weapons rather than for simpler weapons useful in counterinsurgency wars. Similarly, soldiers are trained and promoted for their skill in using high-tech weapons rather than for interacting with local populations. C. Wright Mills1 noted that weapons contracts for private firms gave the economic and military elites a shared interest in high military budgets. While the economic elite in general would prefer lower military spending to prevent tax increases (Mills wrote in the era before both the Reagan military buildup and the George W. Bush wars were accompanied by tax cuts and instead when the Eisenhower military was financed with taxes that topped out at 91 percent), that consideration was outweighed by the fact that military contracts then and now are abnormally profitable. Firms consistently gain far more in profits from military contracts than they, or their managers and shareholders, pay in taxes to finance the Pentagon budget. Thus, private firms come to have an interest in, and lobby for, military budgets weighed toward weapons procurement, and especially toward the purchase of innovative weapons, rather than for personnel.

America’s invention of nuclear weapons, and its improvement of German-developed missiles, sparked a “military revolution”2 that made possible a strategy of projecting power on a worldwide basis, premised on having those new weapons always ready for use. That strategy reinforced the preference for investment in high-tech weapons rather than personnel and, in turn, required constant technological innovation, especially after the Soviet Union developed its own nuclear arsenal. While America’s perpetual technological lead and always greater resources dictated the Soviets’ responsive nuclear strategy, the United States as the technological and geopolitical leader had strategic options. However, those options were shaped by the interests of defense contractors in winning and maintaining lucrative long-term contracts for high-cost, high-volume, high-profit weapons systems1 and by the career trajectories of the growing cadre of military officers who inhabit four distinct services. Together officers’ institutional cultures and interests and defense contractors’ sway over Congress combine to shape the budgetary decisions and determine the efficacy of America’s armed forces.

The military is not a unified organization. Rather, Carl Builder2 found that the Navy, Army, and Air Force each had a “personality” that had been developed over decades and that was expressed in a hierarchy of weapons preferences. Thus, the Navy seeks to maximize its number of ships, especially of capital ships (i.e., the largest ship that takes the leading fighting role in wars, actual or planned, which, since World War II, have been supercarriers). The Air Force cares most about technology and procuring the most advanced planes, even if it has to trade quantity for quality. Repeated efforts to develop “jointness” among the military branches3 have mostly failed.4

“Service ascendancy,” i.e., the organization of all weapons purchases and career pathways, and the planning of war strategies, in terms of the interests and desires of four autonomous military services, has endured despite the Goldwater-Nichols Department of Defense Reorganization Act of 1986, which had the avowed purpose of better coordinating war plans and weapons procurement through a Joint Chiefs of Staff that was supposed to override the parochial interests of each service.5 Builder thinks interservice rivalry was reduced by “a long history of budgets, roles, and missions [that] has brought considerable stability, harmony, and cooperation in their relations with one another.” However, he also identifies the limits to such cooperation: “But if the issues get too close to their vital institutional interests—their budgets, independence, or control—then barriers are likely to come up, and the threatened service typically withdraws within itself rather than striking out at the other.”1

Builder sees these preferences as matters of institutional culture, reinforced by officers’ personal experiences of devoting long years of their careers to particular weapons systems. For example,


The ardent advocates of the new ICBM were committed to that cause because they could not be otherwise. They had devoted their professional lives to those machines. Their own personal worth and the worth of ICBMs had become intertwined in a way that could not be easily separated . . . For their sense of personal worth, people will fight hard and long.2



However, personal preferences and officers’ senses of self-worth are fortified and given material bases by the ways in which military careers are structured.

Officers’ careers are organized in terms of the weapons systems they command, more than in relation to the men and women they lead. Technical expertise in a single weapons “platform” is valued over “joint, interagency, and international experience.”3 Officers are assigned to units that man and deploy specific weapons systems. A naval officer, for example, commands submarines designed to fire nuclear missiles or aircraft carriers built to allow fighter planes to shoot down enemy air forces or bombers to destroy land targets. A decision to invest in mine sweepers to counter the sort of low-cost and low-tech challenge most likely to be posed by actual enemies at the expense of submarines or carriers would stymie the careers of officers attempting to rise in the resultantly stagnant submarine or carrier corps. For that reason, “mine warfare is a stepchild of the navy, despite those who warn that it could, and has occasionally, become the central aspect of naval warfare.”1

During the Iraq War, mines did become central. Ian Roxborough argues that the deployment of mines by Saddam Hussein’s forces at the outset of the war prevented the arrival of relief supplies, fatally poisoning the atmosphere in Iraq against US forces. He sees that as one of the crucial causes of the defeats suffered by the United States after its initial success.2 Had the US military invested in cheap minesweepers rather than the multibillion-dollar vessels preferred by naval officers and military contractors, the mines could have been removed to allow the rapid arrival of goods.

For another, more recent example, Admiral Harry Harris, the former commander of the US Indo-Pacific Command, complained to the House Armed Services Committee in April 2017 that “Critical munitions shortfalls are my top warfighting concern. Munitions are a large part of determining combat readiness in pursuit of national strategic objectives. We are short in ‘here-and-now’ basic munitions like small diameter bombs.”3 The immediate cause of the shortfall was the need to shift bombs stored in the Pacific to the Middle East for use there in the small-scale wars the United States is fighting in Syria and Iraq. These bombs are cheap, do not use impressive new technologies, and therefore are neither sources of high profits for defense contractors nor platforms on which officers can make dynamic careers. Thus, these weapons are underfunded, underproduced, and become scarce after only a few months of stepped-up fighting in small, low-intensity wars of the sort the United States is fighting in the Middle East.

Officers almost never receive further promotions and often have to leave the military if they transfer from one weapons system to another, hence their reluctance to take command of forces devoted to counterinsurgency,1 civilian administration, or low-tech weapons designed for actual combat. Roxborough shows that the Army and Marines abandoned thinking about and training for counter-insurgency at the end of the Vietnam War, returning to their preferred focus on “high-tech conventional warfighting.”2 The Air Force promotes officers who are expert in the technology of specific weapons rather than “defense intellectuals” who understand overall strategy.3 The Army is “a collection of tribes . . . The largest are built around weapons systems.”4 Officers are not willing to leave their “tribe” and abandon command of high-tech weaponry for the more difficult and probably time-limited task of counterinsurgency, even if that is needed to win a war since such operations, unlike weapons designed for fantasy wars with the former Soviet Union or China, are funded only during wartimes and thus cannot sustain officers’ decades-long careers. As one Iraq War combat veteran put it, “The officer corps is willing to sacrifice their lives for their country, but not their careers.”5

Weapons systems also reward officers in their retirement. Mills viewed the circulation of individuals among the military, political, and economic elites as a key basis of those elites’ harmony.6 Defense firms often hire military officers after their retirement, and the promise of high corporate salaries to supplement their pensions gives officers a powerful incentive not to question the worth of expensive weapons systems, nor to dispute contractors’ bills and pricing decisions. “The number of retired three- and four-star generals and admirals moving into lucrative defense industry jobs rose from less than 50 percent between 1994 and 1998 to a stratospheric 80 percent between 2004 and 2008.” When former generals themselves cannot lobby Congress, the major defense contractors make use of former congressional staff members, who make up the bulk of their Washington lobbying offices.1

Officers’ opportunities for career advancement, and hence each service branch’s opportunities to reward institutional loyalty, have been fortified by the remarkable expansion in the number of top-ranked officers.


America’s military is astonishingly top heavy, with 945 generals and admirals on active duty as of March 2012. That’s one flag-rank officer for every 1,500 officers and enlisted personnel. With one general for every 1,000 airmen, the Air Force is the worst offender, but the Navy and Army aren’t far behind. For example, the Army has 10 active-duty divisions—and 109 major generals to command them. Between September 2001 and April 2011, the military actually added another 93 generals and admirals to its ranks (including 37 of the three- or four-star variety). The glut extends to the ranks of full colonel (or, in the Navy, captain). The Air Force has roughly 100 active-duty combat wings—and 3,712 colonels to command them. The Navy has 285 ships—and 3,335 captains to command them. Indeed, today’s Navy has nearly as many admirals (245 as of March 2012) as ships.2



Since US military preeminence is based ultimately on nuclear superiority, military officers gained the greatest prestige and rose in rank most swiftly and surely by commanding nuclear weapons. Officers therefore demanded that each branch of the service (Army, Navy, Air Force) control its own system of nuclear weapons, giving rise to the “nuclear triad” of missiles, submarines, and bombers.

Presidents have found it impossible to eliminate any part of the triad even though bombers are less powerful and more expensive than land or submarine-based missiles (and their pilots are exposed to death or capture if shot down, which then leads the military to invest in stealth technology that both vastly raises the cost of each plane and increases the likelihood of technical failure). The vulnerability of land-based missiles means that the United States, Russia, and China have only minutes to decide if a rival has launched an attack that could destroy their missiles. This has led William Perry, defense secretary from 1994 to 1997 in the Clinton administration, among others, to argue that scrapping nuclear missiles entirely would eliminate the greatest danger of accidental nuclear war without reducing America’s retaliatory capacity.1 Such a decision would be an assault on the Army’s prestige and on its nuclear officers’ careers. No senior official has proposed taking this step while in office, as opposed to Perry, who made the proposal two decades after his retirement from government service.

Officers’ desires for ever-greater technological complexity have raised the costs of weapons far faster than inflation or GDP. The costs of fighter and bomber planes, for example, have escalated from $50,000 each during World War II, when the United States purchased 75,000 per annum,2 to $100 million for the F-15I and $2 billion for the B-2 in 1995 when “the United States Air Force bought exactly 127 aircraft . . . including helicopters and transports.”3 Such weapons are not suited to attacking terrorists of any stripe or to subduing populations in countries identified as dangerous by the United States. For example, the B-2 could not be deployed abroad because “the skin of the plane cannot handle the heat or the damp or the rain.” As a result, “The Air Force issued a statement today saying that, for now, it will cancel plans to station the bombers overseas. ‘It would be difficult to operate the B-2 from a deployed location,’ the Air Force statement said.”4 As of 2009, the most popular military fighter planes were the F-18 Super Hornet for the Navy at $93 million each, the F-22 Raptor, with a unit price of $355 million, and the F-35, with a $134 million unit cost, none of which are suited for counterinsurgency warfare.1

Presidents seeking Senate ratification of treaties to limit the number of nuclear weapons needed to elicit support from the Joint Chiefs, through their testimony that the treaties would not weaken US security. That testimony could be bought only with promises to invest in existing or new weapons systems, promises that also were of interest to senators with weapons plants or nuclear laboratories in their states, in other words, almost all senators. Thus, the Obama administration, in return for Senate ratification of the New START (Strategic Arms Reduction Treaty) in 2010, which makes only modest cuts to nuclear weapons, agreed to a massive modernization of US nuclear weapons and production facilities that is projected to cost $900 billion to $1.1 trillion over the next thirty years.2 As a result of that deal, in 2014 the United States spent more (adjusted for inflation) on nuclear weapons research, development, testing, and production than in any previous year,3 even more than in the Reagan or George W. Bush military buildups.

Conventional and nuclear weapons were developed to either repel a Soviet offensive or to counter Soviet weapons designed to impede a US attack. Since the Soviet Union had more troops in Europe than the United States, officers and firms lobbying Congress had a strategic justification to direct ever more resources into nuclear and other advanced weapons designed to counter or preempt the Warsaw Pact’s manpower advantage over NATO by achieving first-strike capability. The weapons currently in development, which absorb most of the military’s procurement budget, are still being designed to counter Soviet or Chinese forces rather than for the sorts of counterinsurgency wars the United States actually fights. Military officers demand and firms are paid


to produce weapons that are too expensive, too fast, too indiscriminate, too big, too unmaneuverable and too powerful to use in reallife war. It makes even less sense to design weapons whose development costs are such that they can only be produced on condition that they are sold to others; particularly since lead times are now so long—ten to fifteen years—as to make it likely that some of the buyers will have become enemies.1



The end of the USSR removed any strategic justification for these weapons, yet their development and production continued.

The F-35 Joint Strike Fighter, the most expensive weapon in development (in total, not unit cost), is emblematic of the constraints on US weapons procurement that have held since the start of the Cold War and of the institutional barriers to reform. The F-35 was conceived to save money with a single design that would be used by all branches of the military. However, the Air Force, Navy, and Marines were able to demand variants of the plane that would meet their particular needs. This produced the worst of both worlds: The plane is more complex and heavier than separate planes for each branch would otherwise be, since the F-35 needs to include features for each service branch in a plane that will be used by all three, and, at the same time, three variants will be manufactured, losing much of the hoped-for cost savings of a single plane. The complexity of the plane increases the difficulty of manufacturing it without fatal defects. The F-35 prototypes have failed to meet its performance objectives and in war games simulations were easily shot down by existing Chinese and Russian fighters. Nevertheless, Lockheed Martin has convinced Congress and the Pentagon to move ahead with production even before the design flaws are resolved. American allies, such as Australia, have paid for a portion of the design costs and are committed to buying the planes, even though the versions they will get (which are in addition to the three variants for the US military) will lack some of the most advanced features, making them even more likely to be “clubbed like baby seals” in actual combat.1

One additional requirement of all new US weapons systems augments their complexity, expense, and likelihood of breakdown: the necessity of rendering the soldiers who man them invulnerable to enemy efforts to kill or capture them. Thus, the F-35 employs stealth technology; tanks are ever more heavily armored, which makes them slower and also consumes vast quantities of fuel that, as was demonstrated in Afghanistan and Iraq, can only be delivered to the front lines at huge expense and by exposing US troops or contractors to a high likelihood of ambush.

Weapons systems are almost never canceled, despite technical failures, lack of use in the wars the United States actually fights, or rising costs that then lead the military to buy fewer of each plane, missile, gun, or ship, which thereby increases the per-unit cost as the massive research and development expenses are divided among fewer units. Conversely, the Air Force has repeatedly tried to phase out the relatively cheap and effective A-10 “Warthog” attack jet so funds can be diverted to the far more expensive F-35.2 Despite campaigning, twice, on a platform of military restructuring, President George W. Bush succeeded in canceling only the Army’s Crusader artillery system. All other Cold War weapons systems inherited from previous administrations continued in production during the Bush years.1 Obama was somewhat more successful and “killed weapons programs that have survived earlier attempts at termination, among them, the F-22 fighter jet, the VH-71 presidential helicopter and the Army’s Future Combat System.”2

Efforts to reduce costs by using “off-the-shelf” technology, developed for civilian purposes by private firms, have been limited so far.3 The Strategic Capabilities Office (SCO), founded in 2012 during the Obama administration specifically to buy or adapt commercial products for use by the military, has grown rapidly since then but still commanded a budget of only $907 million in 2017.4 SCO’s efforts face resistance from defense contractors that would lose business selling their high-priced custom components and systems to cheaper civilian competition and from officers whose careers are built on their command of highly complex, service-specific weapons. In addition, military officers have pointed out that civilian information technology is easily hacked, raising a security objection to the use of off-the-shelf components and systems. Recent efforts to use commercial drones, which are orders of magnitude cheaper than custom-made military drones, have foundered on the military’s belief that all its drones need to be able to operate indoors as well as outside and must contain complex target recognition software that is beyond the capacity of existing civilian drones and that would add greatly to their cost and complexity. Similar objections stymied an earlier effort at the outset of the Clinton administration to replace military-specific production lines with ones that produce both civilian goods and military components.5


Defense contractors have an interest in using their political power to preserve funding for every weapons system. The United States is unique in that private, for-profit corporations produce almost all of its weapons, whether cutting-edge or pedestrian. As we noted earlier, this gives the firms’ managers and shareholders an interest in supporting military leaders’ requests for innovative and expensive weapons that will continue in production for many years and that can be sold to allies as well. Military contractors’ power to sway congressional votes on the Pentagon budget is derived from their locations, and relationships with subcontractors, throughout the United States. Thus, almost all senators and representatives have business owners and workers in their states and districts who benefit from the continuing production of weapons systems, regardless of their effectiveness or their expense. Indeed, the more expensive the weapon, the more the firms and workers benefit. As we noted in the previous chapter, defense workers are disproportionately unionized, which gives all unions and even unionized workers in non-defense industries an interest in supporting large military budgets.

Two developments since the end of the Cold War have fortified and deepened the connections between economic and military elites. First, the push, under the George H. W. Bush and Clinton administrations, to consolidate defense firms (in the hopes that a few gigantic firms would be more innovative and efficient than smaller firms, a hope that has not been borne out),1 led banks to lend acquiring corporations large sums to pay for their purchases of smaller firms. (Of course, the military mergers paralleled those in other sectors, which we discuss in chapters 6 and 8). This meant that banks came to have an interest in ensuring that the defense budget, and profits from weapons contracts, remained high enough to service the debt taken on by the merged defense firms.

Second, tasks that were once carried out by military personnel have been transferred to for-profit firms. The duty of guarding American diplomats, and even commanding officers, as well as the job of protecting high officials of the US-supported governments in Afghanistan and Iraq, which in previous wars would have been carried out by enlisted American soldiers, was contracted out to private firms, most notoriously Blackwater, that relied on retired US soldiers and foreign mercenaries. The work of hauling fuel and other supplies to US troops and preparing meals, doing laundry, delivering mail, and more were also contracted out to private firms, such as Halliburton (which Dick Cheney headed before he became vice president).1 In 2001, the Pentagon’s contracted workforce exceeded civilian defense department employees for the first time.2 There were 9,200 contract employees in the Gulf War, but by 2008 there were at least 100,000 in Iraq.3 In 2010 contractors made up 48 percent of the combined contractor and uniformed personnel workforce in Afghanistan and and Iraq.4

Beyond the opportunities for enriching private firms, there are actual policy reasons to privatize some military functions: First, privatization reduces the number of troops needed for the armed forces. Every cook, driver, technician, or guard supplied by a private firm is one less soldier the military needs to recruit, train, and eventually support in retirement or disability. Steinmetz describes this as a military version of “post-Fordist ‘just-in-time production.’ ”5 Singer argues that these firms hold down costs by being “virtual” and hiring employees just for specific contracts who then can be dismissed at the end of a war.1 In that way, those employees are like draftees who are demobilized at the end of each war, but without the political cost of having to force civilians to serve and risk their lives. However, we need to distinguish these firms’ support personnel from the armed guards they provide. The former are drawn from civilian life and often are non-Americans, and their diversion from the civilian workforce has little effect on the domestic economy since most are low skilled and many were un- or underemployed before being enticed to go to Afghanistan or Iraq. On the other hand, some of the guards are former military men who were trained at great expense by the US government. As they are drawn out of the military and into private firms, the military’s savings are more than overwhelmed by the loss of skilled soldiers and the high cost of recruiting and training their replacements.2 In addition, these guards are not under direct control of the military command, and therefore they can end up working at cross-purposes to the US military, as when they kill local civilians.

Certainly, the George W. Bush and Clinton administrations pushed to privatize many government functions, in part from their ideological commitment to neoliberalism, but it is a mistake to see the path of privatization as part of a post-Fordist or neoliberal master plan. Privatization was pushed as much by opportunistic private firms, eager to realize the high profit rates of military contracts, as by government officials. Firms like Halliburton and Blackwater build political support for continued privatization through time-honored methods that have served defense contractors so well: making contributions to political candidates and hiring former military officers and civilian officials at multiples of their public salaries. Thus, once the initial decision was made to privatize military functions, the firms created and maintained political and often corrupt alliances that ensure these services will never again be performed by civilian or military employees of the Defense Department.


There is one additional and compelling reason for using contractors rather than soldiers: Contract employees killed in combat zones are not included in the counts of US war dead, and their fates almost always go unreported and so are invisible to the American public.1 The military’s need to minimize casualties, and its effect on war strategy, is the topic of the next section.

No American elite has an interest in changing US military strategy and the procurement budgets that maintain the reliance on high-tech weaponry. As we will see in the next section, efforts to fight wars with sustained commitments of ground troops, either conscripts or volunteers, has provoked increasing resistance from Korea to Vietnam to Iraq. Instead, the US military has looked for technological substitutes for soldiers. Already half a century ago, in Vietnam,


Igloo White, which cost $7 billion [placed] tens of thousands of sensors . . . around the jungles of Vietnam and Laos in the hope of locating and targeting enemy supply columns on the Ho Chi Minh trail. But the Vietnamese quickly learned to move the sensors or make them send false signals.2



Grandiose claims for the effectiveness of smart weapons during the Gulf and Iraq wars, and in the air war over Serbia, turned out to be vastly exaggerated.3 The latest technological fix—the Predator drones—“turned out to be expensive and delicate instruments.”4 Both the Iranians and North Koreans figured out by 2011 how to jam the drones’ GPS systems, although technologically less sophisticated militants in Afghanistan, Pakistan, Yemen, Somalia, and other places with weak or disintegrated states have yet to figure out how to shoot down drones.

Drones and all other smart weapons depend on intelligence, and accurate intelligence requires American troops or spies on the ground (or intelligence from allies more reliable than the South Vietnamese, Iraqis, or Afghans proved to be). The difficulties in finding Osama bin Laden, and then the decision to use Special Forces rather than drones or Pakistanis to kill him, demonstrate the limits of technological fixes, as do the numerous cases of drones that hit the wrong target, or hit a target chosen on the basis of faulty intelligence. As late as 2013, almost 90 percent of those killed by drones in Afghanistan were not the intended targets, although the United States classifies any “military-age male” hit as an “enemy killed in action” except in the rare cases where the identity of the dead man can be determined and there is strong evidence he was “not an unlawful enemy combatant.”1 When the United States is trying to win “the hearts and minds” of the civilian population of an occupied or battleground country, drone hits on innocent civilians serve to undermine that goal.

Nor have the few successful hits on actual insurgent fighters rather than civilians managed to blunt the insurgencies in Afghanistan or Iraq, as demonstrated by ISIS’s explosive success in 2014–15 and the Taliban’s spreading control. The Defense Department itself concluded that drone attacks in 2012–13 had only a “marginal” effect in killing “key” insurgents or disrupting Al-Qaeda or the Taliban’s use of Afghanistan as a safe haven.2 In 2017, General John Nicholson, the new American commander in Afghanistan, stated, without irony, in testimony to the Senate Armed Services Committee, “Of the 98 US designated terrorist groups globally, 20 operate in the Afghanistan-Pakistan region. This is the highest concentration of terrorist groups anywhere in the world.”3 Thus, for counterinsurgency wars and for other military confrontations such as in the Balkans, there remain no substitutes for fielding armies with significant numbers of troops,1 which is why General Nicholson advocates for an increase in American troops in Afghanistan. Unless and until the United States admits defeat in Afghanistan, Nicholson’s successors will issue similarly bleak assessments and call for further reinforcements.

The focus on high-tech weaponry thus undermines US capacity to win wars in three ways. First, America’s overwhelming qualitative and quantitative edge over all other countries creates an arrogant belief, present from Vietnam to Iraq, that the United States can defeat any rival. This leads military and civilian leaders to commit to wars that, if they undertook a sober analysis of each side’s actual capacities, would lead them to avoid conflicts with little chance for American success. Second, once the decision to fight a war is made, US troops arrive with the wrong weapons and without the extensive training needed for counterinsurgency. Finally, as the prospect for victory recedes, American commanders rely on ever-greater doses of firepower, which serve only to further antagonize the local population.

CASUALTY AVOIDANCE AND THE NEW CULTURE OF AMERICAN LIFE

Despite all the high-tech weapons, most wars still require that troops be sent into battle at the risk of dying. However, the US public’s willingness to tolerate American casualties declined as opposition to the Vietnam War deepened. Despite both President Bushes’ claims that they had overcome the “Vietnam Syndrome,” the American public has become ever more averse to casualties. In response, the US military has intensified its efforts to minimize American war deaths and to glorify both the dead and soldiers’ bravery in protecting one another. Those efforts have the effect of further undermining public support for military strategies that put American lives at risk.

Americans’ casualty aversion matters because the insurgents the United States fought in Vietnam, Afghanistan, and Iraq were willing to endure massive casualties over long periods of time. This is evidenced in the insurgents’ seemingly endless capacities to recruit new soldiers to replace those killed and injured. During the Vietnam War, the US command touted the high enemy body counts as a harbinger of impending victory. In retrospect, the massive imbalance in casualties was a sign of the very different levels of commitment on the part of Americans waging offensive wars of choice that were, at best, tenuously if not totally falsely linked to US security, and Vietnamese who were fighting for what they saw as their class interests as well as for national self-determination. Similarly, Afghan and Iraqi insurgents see victory over the American invaders as the necessary condition for their ability to determine any and every aspect of their life. It is no wonder the insurgents in all three countries were willing to pay such a high price and to do so for as long as was required.

American weapons designed at great expense to protect American soldiers, heavy investments in helicopters to evacuate the wounded, and field hospitals to quickly treat them with advanced techniques, many of which were developed by the military, have greatly reduced the death rate of wounded soldiers. Nevertheless, Afghanistan resulted in the death of 2,417American troops, and Iraq of 4,563, as of January 15, 2019.1 Those numbers are far lower than the 58,220 who died in Vietnam or the 36,574 in Korea. Even though the recent war deaths have been relatively few, they have received far more media coverage and that coverage has been much more emotionally charged than for deaths in previous wars.

Much attention was given during the Iraq and Afghan wars to a ban, instituted by George H. W. Bush’s administration during the Gulf War and continued by his son’s government, on news media access to and photographs of the coffins of dead Americans being returned to the United States.2 This effort to hide the consequence of “wars of choice” has been contrasted to the supposed coverage of returning bodies in earlier wars.


In fact, there was very little media attention to American war dead during the Vietnam War. Instead, most of the coverage focused on the outcomes of battles rather than casualties. Indeed, even the weekly reports of war deaths, announced on the three networks’ evening news shows, with the dramatic ratios of North Vietnamese and Viet Cong deaths to those of Americans, were understood, at least until Tet, as a measure of the war’s progress more than of its human costs. Public reaction was strongest in the rare weeks when US deaths exceeded those of the South Vietnamese because those reverses called into question the Johnson administration’s claim that the South Vietnamese were bearing the brunt of the war.

The New York Times’ coverage of the Vietnam War is a good measure of the stoic view of casualties that still prevailed in that era. Of the 5,651 articles the Times published on the war from 1965 through 1975, only 1,936 include any mention of Americans killed. Only 726 American dead were named in those articles, in a war in which 58,267 died. Biographical information was included about sixteen soldiers, and photos of fourteen. There are only five references to the reactions of the families of the dead and only two articles mention the suffering of injured American soldiers. Two other articles discuss the funerals or burials of the dead. This restrained coverage is far different from that of the Times or any other media outlet during the Afghan and Iraq wars, with frequent lists of the names, ages, and hometowns of Americans killed, and numerous stories on grieving relatives, funerals, and the struggles of injured or psychologically traumatized soldiers.

Our current and anachronistic view of public concerns over soldiers and their lives during the Vietnam War era has been shaped by later developments, most notably the Vietnam Veterans Memorial, which has become the template for how Americans think about their war dead. Indeed, the memorial has displaced Arlington National Cemetery, the Tomb of the Unknown Soldier, and all other sites as the most visited memorial in the United States. In so doing, it has altered the relationship between the individual and the nation. Unlike the dead citizen-soldiers of all previous American wars, whose worth and sacrifice, and those of their families, were ratified by their connection to and subsumption in a national cause, the Vietnam War dead are  just dead individuals whose lives are given meaning only in the memories and suffering of their families and friends. In contrast to every previous war memorial, the Vietnam Veterans Memorial makes


no symbolic reference to the cause or country for which they died, [and instead] immediately highlights the individual. But, once it has been determined that the individual will overshadow cause and country, the task of constructing that individual becomes the primary concern.1



The Vietnam Veterans Memorial’s focus on individual suffering and familial grieving is compatible with the ways in which American prisoners of war were perceived and politicized during the Vietnam War. POWs became a political issue during the Vietnam War as pro-war politicians in the United States, above all Nixon, used them to sustain support for the war and to falsely assert that anti-war activists were unconcerned with the prisoners.2 George McGovern, in one of his few witticisms, mocked this by saying, “You’d think we fought the Vietnam War to get our prisoners back.” The concern with POWs had the unintended effect—unintended by the war hawks who hyped this issue—of deepening Americans’ empathy for soldiers’ human suffering and that of their families, and led them to be seen as victims as well as heroes, ultimately weakening support for Vietnam and any other war that put American soldiers in harm’s way. The POW “issue” is a rare case of a right-wing strategy that boomeranged.

This line of thinking continued with the image of the yellow ribbon, which Americans first wore to express their concern for the hostages (government employees rather than soldiers) held in Iran in 1979–81. Any geopolitical meaning to the hostages’ ordeal was submerged in the drama of the fifty-two individuals held in Tehran. The yellow ribbon has since become a symbol of concern for any Americans in danger abroad. Yellow ribbons were tied to trees, attached to cars and trucks, and worn on shirts during the Gulf, Afghanistan, and Iraq wars.

The use of yellow ribbons to express concern for soldiers sent into combat by their own government suggests a surely unintended equivalence between the radicals who held the hostages in Iran and the US government that sent troops to the Gulf, Afghanistan, and Iraq. The crucial point, for those who display the yellow ribbons, is that Americans are in danger: The ribbons express above all else a desire that the individual soldiers return home safely from Iraq or Afghanistan, as the hostages did from Iran. Yet if the American public’s desire is merely for their soldiers’ safety rather than for victory, then each casualty is seen as an unjustifiable loss.

Certainly, many relatives remember the Vietnam War dead, and those who died in Afghanistan and Iraq, as patriots; the most common souvenir left at the memorial is the American flag, but the focus on grieving survivors in retrospective coverage of Vietnam and of all subsequent wars downplays the solace of patriotism. This is seen in Jim Sheeler’s Final Salute, a book-length elaboration of his Pulitzer Prize–winning series of articles for the Rocky Mountain News. Sheeler follows “casualty assistance calls officers (CACOs),” the men who knock on doors to inform the “next of kin” that their relative has died in Iraq. Tellingly, this personal form of communication was adopted only toward the end of the Vietnam War;1 before that, families were informed by letter. The timing of that change suggests that the Defense Department lost confidence that relatives would accept their soldier’s death as the tragic fulfillment of patriotic duty. Nor has the military recovered that confidence since. Indeed, the Casualty Assistance Calls Officer Student Guide advises CACOs to “avoid phrases or platitudes that might appear to diminish the importance of the loss . . . Pointing out positive factors such as bravery or service may be comforting later, but are usually not helpful at this time.”2 There is no other mention of patriotism, service, or duty in the Guide, which otherwise is filled with advice on how to cope with grief and arrange funerals, and offers a summary of survivors’ benefits.

The military not only reflects, but also contributes to, the public’s heightened sensibility toward the human worth of its soldiers. This is seen in the growing investment in weaponry and medical services to save American soldiers’ lives as well as in the deployment of casualty assistance calls officers. It is also expressed in the military’s concept of heroism. We can see the military’s increasing focus on the worth of their soldiers’ lives in the criteria for awarding the Medal of Honor, the highest award for bravery in the US military. Medals are explicitly designed to serve an inspirational role, encouraging new acts of bravery and self-sacrifice from soldiers in ongoing and future wars as well as memorializing past actions. Thus, medals convey more focused and changeable messages than other forms of commemoration, such as military cemeteries and war memorials. Medals thus are illustrative of the values the military wishes to convey, both to its soldiers and to the civilian public.

Medals of Honor were awarded primarily, from World War I through Korea, for “offensive bravery,” a soldier’s willingness to risk or lose his life in the effort to defeat and kill enemy forces. Examples of offensive heroism include charging the enemy during battle, rallying one’s fellow troops to fight harder, and killing large numbers of enemy soldiers alone.1 A minority of the citations from those wars was for defensive heroism, instances when a soldier risks or loses his life to bring wounded comrades or the bodies of dead fellow soldiers to safety. The most common example of defensive heroism was that of soldiers who threw themselves onto a hand grenade or other exploding devices in order to absorb the blow and save fellow soldiers. Some of the citations noted both offensive and defensive actions.


Vietnam marked a clear turning point. Beginning in 1967, a majority of the citations were for defensive heroism; by 1969, two-thirds were for risking one’s life protecting fellow soldiers rather than killing the enemy. Thirteen of the eighteen medals given since Vietnam, for Somalia, Afghanistan, and Iraq, were for defensive heroism. Only one was exclusively for offensive heroism, and the other four were for both.

Table 7.3: Criteria for Medal of Honor










	 
	General Bravery
	Offensive Heroism
	Defensive Heroism
	Both



	Civil War
	1227
	150
	148
	



	World War I
	
	  86
	  31
	



	World War II
	
	314
	101
	  13



	Korea
	
	  94
	  36
	    2



	Vietnam
	
	  83
	133
	  32



	Somalia
	
	
	   2
	



	“War on Terror”
	
	    1
	  11
	    41




The military’s narrative of defensive heroism, enshrined since Vietnam, has undermined the potential for the US government to use the widening social distance between volunteer soldiers and the civilian population to fight wars in ways that risk the lives of large numbers of American soldiers. In its efforts to extract a heroic narrative from Vietnam, the military enshrined defensive heroism in a way that elevates the protection of American soldiers’ lives to the supreme marker of military conduct and honor. The medals, along with other forms of commemoration, above all the Vietnam Veterans Memorial,2 convey to civilians as well as soldiers a narrative of war that gives primacy to US soldiers’ deaths and to efforts to save fellow soldiers’ lives. To the extent that policymakers accept this narrative, or are bound by the preferences of soldiers and civilians who accept that narrative, this standard is applied to US foreign policy and war planning and requires civilian and military leaders to minimize casualties, no matter how that narrows the ways in which the United States can intervene militarily around the world or affects the prospects of success.

Casualty avoidance is not just a reflection of public opinion but is now embedded within the military ethos as reflected in the criteria for selecting recipients of the Medal of Honor. The military’s success or failure at avoiding casualties, more than its ability to realize strategic objectives, now shapes the ways in which news media report American wars. As a result, the military has no choice but to adopt “risk-transfer warfare,”1 strategies that minimize American casualties, even at the cost of increasing the deaths of civilian non-combatants in the countries that the United States attacks, and thereby further angering the local populations. In the next section, we analyze how risk-transfer warfare combines with US efforts to impose neoliberalism, and how those two pillars of American strategy ensure resistance to US occupations.

NEOLIBERALISM, PLUNDER, AND RESISTANCE

The US invasions of Afghanistan and Iraq initially produced relatively low casualties and not much resistance. In both countries, armed opposition to the US occupation developed even though the killing and destruction ended once the old governments had been deposed, and even though in both cases the United States pledged to leave when a new government of its liking had been established.

Perhaps nationalism now is such a powerful force that no peoples will tolerate invasion and occupation by foreign forces, but if that was the case, why didn’t the Iraqis and Afghans wait for the Americans to leave, as the United States initially promised to do, and likely would have if the local populations had acquiesced in the governments the US imposed? Why did Afghans and Iraqis risk their lives to challenge troops that had an overwhelming advantage in firepower?

The Bush administration first answered those questions by claiming that ideologically addled dead-enders from the old Ba’athist and Taliban regimes animated the resistance in both countries. At other times, Bush officials argued that the resistance in both countries was supported and directed by foreign powers: mainly Iran in Iraq and Pakistan in Afghanistan. The problem with either of those explanations is that remnants of the old regimes and foreign assistance for insurgencies materialized only well after (months in Iraq and years in Afghanistan) the Taliban and Ba’athist governments had fallen. Resistance in both countries began with local opposition to the American occupation.

The Bush administration, and journalistic and (retired) military commentators,1 later offered a second explanation for the insurgency: The United States botched its initial occupation. Defense Secretary Rumsfeld’s desire to demonstrate that the US military had been (or was in the process of being) transformed by its investment in high-tech weaponry and information technology led him to demand that the invasion be carried out with a much smaller force than his generals requested. Rumsfeld at first seemed to have won that bet with the rapid collapse of Saddam Hussein’s military, but that meant US forces were inadequate for the job of occupying the country. Rumsfeld himself denied that he had miscalculated, and instead famously said, “stuff happens” and “freedom’s untidy”2 as Iraqis looted government ministries and other facilities not destroyed by US bombing. As we noted above, Roxborough argued that the US military’s lack of minesweepers prevented the arrival of relief supplies, fatally poisoning the atmosphere in Iraq against US forces.

The Bush administration eventually responded to the disorder in Iraq, and thereby at least implicitly accepted the view that the US invasion force had been too small, with the 2007 “surge,” the decision to temporarily send 20,000 more troops to Baghdad and Anbar Province and to lengthen the deployment of the troops already there. Violence eventually diminished in Iraq, although it is impossible to determine if, or the extent to which, that was due to the surge, to US payoffs to Sunni tribal leaders previously in opposition to the occupation (the so-called Sunni Awakening), Muqtada al-Sadr’s unilateral cease-fire in the face of an expanded US troop presence and decreased sectarian attacks from Sunnis, or because Shia militias had by then succeeded in their ethnic cleansing of much of Baghdad. Regardless, the surge was a political coup for the Bush administration, enabling it to convince most mainstream US journalists,1 members of Congress—including then-senator Barack Obama, who “said the surge had ‘succeeded beyond our wildest dreams’ ”2—and through them a majority of the American public,3 that the invasion and occupation of Iraq ended up as a success. This allowed Republicans, including the then-retired architects of the Iraq war,4 to fob responsibility for the ultimate collapse of order on the Obama administration.5


Invaders are successful when they bring enough force to conquer foreign lands, but they only succeed in maintaining control in the long term by enlisting local support. The United States in Iraq, like the empires we explored in previous chapters, depends on local elites to assume most of the administrative work and eventually to constitute an indigenous armed force to take over the tasks originally assumed by the conquering force. Ultimately, such arrangements between invaders and locals are far more essential to continued control than the conquering power’s willingness and ability to maintain large numbers of troops or administrators abroad. Thus, rather than asserting that “a peculiarity of American imperialism—perhaps its principal shortcoming—is its excessively short time horizon,”1 we need to find out why the administrators and soldiers the United States sent to Iraq, and to Afghanistan and Vietnam, were so ineffective from the start at building and maintaining local allies who could be counted upon to do America’s bidding while successfully suppressing their non-elite compatriots.

In Iraq and Afghanistan, as in Vietnam, the local elites proved to be massively corrupt, and their armies unwilling or unable to suppress insurgencies. Such weaknesses are inevitable: After all, who would ally with a foreign conqueror unless they saw it as a path to enrich themselves? And since almost no one is willing to die to preserve foreign domination, indigenous puppet armies are destined to be cowardly and to constantly weigh the likelihood that their foreign protectors will depart and leave them to the mercies of nationalists who will spare the local quislings only if they, in fact, secretly collaborated with the insurgency.

President Trump’s immigration policies will make it harder to recruit local allies on any terms.2 Since the United States has such a poor record of winning wars, local collaborators need to plan on leaving their country when the war is lost. Trump’s “Muslim ban” originally included Iraq, which meant that local collaborators were blocked from coming to the United States. While Afghanistan was not one of the seven banned countries, the US embassy in Kabul stopped taking applications because the number of Special Immigrant Visas, reserved for such collaborators, had been exhausted. This cannot be blamed on Trump alone. Congress allocated only 1,500 visas over four years for this program, even though 10,000 Afghans are thought to be eligible.1

Thus, the fate of the US occupations in Iraq, Afghanistan, and Vietnam, like those of the British in India, in the thirteen American colonies and anywhere else in their empire, or the Dutch, French, and Spanish in their colonies, depended on the occupiers’ abilities to offer sufficient incentives to local elites. Those incentives need to be rich enough and appear enduring enough to overcome collaborators’ fears of retaliation by the compatriots they betrayed.

The United States faces greater difficulties in recruiting and retaining collaborators in Iraq and Afghanistan in the twenty-first century than it or its imperial predecessors did in earlier centuries because of increased American corruption due to privatization2 and the Bush administration’s commitment to instituting a sort of neoliberalism (a commitment continued under Obama) that robs local elites of opportunities for enrichment that were available to their Cold War counterparts in Vietnam3 and elsewhere.


The neocons who advocated, years before 9/11, a US invasion of Iraq to overthrow Saddam Hussein, and hoped for a series of wars that would replace the governments in Iran and Syria, proposed a frankly colonial project. Their neoliberal plan for the Middle East would not be just an effort to privatize state firms (a process that elsewhere in the world has enriched local as well as American elites), cut social benefits, and ensure the free flow of financial capital. Rather, they saw the series of invasions as a way to enrich Americans, who would gain control of the massive Iraqi and Iranian oil reserves and of other assets.1

Brenner observes that neoliberalism in both the core and periphery enables “mechanisms of politically constituted rip-off.”2 The redistribution of Iraqi wealth advocated by the neocons and that the Americans attempted to implement in decrees by the Coalition Provisional Authority was not designed to, nor did it, lead to economic growth. Rather, it was a zero-sum redistribution from Iraqis to Americans. As a result, the Americans could count on less elite or mass Iraqi support than US occupiers in earlier wars not guided by such neocon aspirations. Correspondingly, the United States needed to rely almost exclusively on military force, a force that was less effective and available in fewer numbers and for a shorter period of time than in previous wars.

Private firms, especially when they are largely immune to reviews of their contracts and bills by government auditors, as was the case in both Iraq and Afghanistan, have more scope to siphon off monies from both military services and development programs than do corrupt government employees. Most critically, private firms are able to import employees and goods and, in that way, bypass the local politicians, landowners, and businessmen with whom American officials in Vietnam had to deal. Thus, privatization removes the paths through which the US government in Vietnam, Korea, and elsewhere in the twentieth century offered stable and enduring opportunities for local collaborators to enrich themselves. In the absence of such paths, local elites will do better for themselves by allying with insurgents, or at least standing back and allowing insurgents to push the United States out of Iraq and Afghanistan, rather than allying with the occupiers.

Local elites may support, acquiesce in, or even lead insurgencies, but they are too few to provide the fighters needed to push an occupying army to withdrawal or outright defeat. Thus, we need to ask why ordinary Iraqis and Afghans were willing to risk their lives confronting the most powerful military force in the world rather than bide their time and wait for the Americans to leave. While elites’ unwillingness to police the mass of people is part of the answer, US-imposed neoliberalism provided the spark of desperation and urgency that fueled the insurgency.

Michael Schwartz provides the most comprehensive analysis of US political and economic policy in Iraq.1 In addition to the oft-discussed decision by Paul Bremer to dissolve the Iraqi army, leaving thousands of well-trained and armed soldiers unemployed and with a grievance against the United States, Schwartz shows that Bremer and his staff moved to forbid the reopening of government-owned firms in all sectors of the Iraqi economy. In other words, the CPA determined that Iraqis would work for and buy goods and services from private, mainly foreign-owned enterprises, or not at all. The impetus for those decisions was partly ideological, a commitment to eliminating the example of state-owned firms that survived if not thrived through years of embargoes and wars, bringing Margaret Thatcher’s TINA (“there is no alternative”) to one of the few remaining bastions of state-owned enterprises in the post-Soviet era.

Expectations of practical economic benefits for the United States, however, were even more important than making ideological points. As state-owned firms were closed, opportunities were created for foreign, mainly US, firms to provide, at first with US government subsidies, the goods and services Iraqis once produced for themselves. As US firms built, or imported and installed, electrical generators, sewage treatment plants, hospitals, schools, and more, Iraq became dependent on American workers and firms to run those plants. Iraqis who had worked in those sectors had become expert at repairing and jerry-rigging old facilities that employed Soviet, French, and other older technologies purchased before the embargo that followed the 1991 Gulf War. As those machines were replaced with new American ones, Iraqi employees became obsolete and unemployable. Hence the desperation to end the occupation before the technological and ownership transfers could be effected, or at least to create a level of disorder that would prevent American contractors from installing US facilities.

Schwartz shows how neoliberalism interacted with the corruption of US contractors to both spark the insurgency and ensure that the reconstruction projects paid for with US government funds (or with Iraqi funds that had been frozen in US accounts since Saddam Hussein’s invasion of Kuwait in 1990) were wasted. American officials in Iraq tolerated shoddy and incomplete work while paying US firms up front before the work was inspected or bills could be audited. In the majority of cases where the projects were never finished or were poorly constructed, the resulting work was unrepairable by Iraqis who had no knowledge of or training in US technology. In any case, the American firms never instructed Iraqis how to operate what had been installed, since the firms planned to profit far into the future through contracts to service the plants and did not want to be undercut by skilled Iraqis. This, rather than the supposed naivety of State Department officials emphasized by Peter van Buren,1 himself a career Foreign Service officer, explains the anger that the American occupation aroused in Iraqis.

The US government’s turn to a plunder neoliberalism in its dealings with all but the most powerful and autonomous countries in the world undercuts the efforts of counterinsurgency warfare to win support from local populations. What the United States did in Iraq was different from the sort of neoliberalism it fostered in much of the rest of the world, most notably Russia, where state-owned firms were sold to local capitalists (if often with American partners). In Iraq, locals were largely frozen out as the Bush administration sought to create an Iraqi economy dominated entirely by US firms. The plan was for American oil firms to extract energy and use the profits from that to pay other US firms to build and manage infrastructure and import American consumer products. Iraqi capitalists and workers would be entirely frozen out of the major sectors of that new Iraqi economy. This form of neoliberalism would have eliminated most opportunities for the United States to offer paths to wealth for elites and destroyed the jobs and small businesses that ordinary people depend upon for their livelihoods, including those of oil workers who were heavily unionized and pushed back. The United States’ ability to force through privatization failed in the face of such resistance.

When neoliberalism is imposed at arms length through trade deals, debt restructuring agreements, or the seemingly implacable workings of markets, it is impossible for affected populations to take revenge on the bankers, business executives, and government officials who orchestrate those policies. However, when the United States moves to eliminate enemy governments and then to quickly restructure economies, as it has done most recently in Iraq and Afghanistan, then American troops are present to become targets of insurgents. When neoliberal policies are combined with plunder and corruption on the part of US contractors and the misfocused investments in weapons and training we analyzed above, the price of American occupations in dollars and in the lives of US soldiers becomes unsustainable.

So far, the United States has not attempted to impose plunder neoliberalism except in Afghanistan and Iraq, both projects of the Bush administration. It remains to be seen if the United States will attempt to reproduce this project elsewhere or if it will alter its goals in future wars, or indeed if there will be further invasions. After all, almost thirty years passed from the final communist victory in Vietnam in 1975 to the invasion of Iraq in 2003. How long will it be before the United States attempts an invasion or counterinsurgency war again?

WHAT CAN AMERICAN MILITARY POWER STILL ACCOMPLISH?

After World War II, the United States was able to (1) undermine the Soviet Union and then China as well, (2) select the governments of countries it dominated, or at least remove governments it did not like, (3) defeat most major Third World national revolutions, and (4) assign countries to positions in a global economy designed and directed by the United States. Since the collapse of the Soviet Union, the United States has been able to ensure almost the entire world submits to a neoliberal order that prevents governments from nationalizing firms or blocking the flow of financial capital.

Yet, in most of the world, US power was hegemonic more than coercive. The United States’ offer to serve as policeman of the world has been accepted by a majority of the world since 1945, and by almost the entire world after 1991. Many countries look to the US military’s command of the commons (the world’s airspace and seas as well as outer space) to ensure global order and to protect them from nearby regional powers that, in the absence of American military dominance, could dominate or invade their neighbors. Thus, communist Vietnam, after decades of fighting and millions of deaths to free itself from US domination, eagerly signed up for the Trans-Pacific Partnership and is considering allowing the United States to base warships at Cam Ranh Bay to deflect Chinese power—and of course each and every Eastern European country begged for admission to NATO and the EU, just as Western European governments positioned themselves after World War II within a geopolitical and economic structure designed and controlled by the United States in return for protection from the USSR. American aid through the Marshall Plan came after the recipient governments had already cast their lot with the United States.

American power has been welcomed by capitalists around the world, whose property and commercial freedoms have been protected by the United States. Any costs the United States imposed on its allies have, at least for capitalists, been outweighed by the value of its military protection services for the integrity of countries’ borders and for capitalists’ property rights and market access.

In the face of continuing US power, are the defeats in Afghanistan and Iraq anomalies or harbingers? I have analyzed why the US military is particularly ill suited to wars against insurgencies, so in that sense those wars are anomalous. If other powers see those wars as categorically different, they would conclude that the United States still could easily defeat them and refrain from provocative actions. So far, with the exception of Russia’s invasion of Crimea, established governments have not seen those defeats as signs that they can attack weaker neighbors, although Russia, China, and Iran have been more aggressive in seeking to dominate nearby countries.

Invasions and wars against resulting insurgencies could become less anomalous if neocons, or others who believe that US financial and geopolitical health can be augmented only by embarking on new neocolonial ventures, control US foreign policy. That would resume a cycle of defeats that further undermines Americans’ willingness to endure war casualties and that would provide new demonstrations of American military weakness, encouraging other countries to become more assertive themselves.

Such defeats will matter if US economic decline, or a decisive move to privilege American capitalists at the expense of their counterparts elsewhere in the world (by neocolonial invasions or other means), leads more governments to try to assert interests at odds with US geopolitical and economic designs for the world. Such challenges, as opposed to countering massive cross-border invasions, are precisely the ones the United States demonstrated in Iraq and Afghanistan that it cannot overcome with its military. Small countries would then look to regional powers rather than to the United States for protection. Indeed, they might look to lesser powers for protection from the United States itself. At that point, its inability to invade and reshape other countries would mean the United States would have to rely on bluster and bluffs or use the weaponry to which it has devoted most of its resources to launch a catastrophic war.
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The American Economy:
Financial Cannibalization

The United States emerged from World War II as, by far, the dominant economic and military power. The United States used that power to recast relations among nation-states, including the decolonization of its wartime allies’ empires. US economic policy did not, and still does not, attempt to create zones of exclusive American influence. Rather, US policy was directed at “creating openings for or removing barriers to capital in general, not just US capital.”1 However, the global financial architecture that was created at the 1944 Bretton Woods Conference mandated fixed exchange rates that were pegged to the US dollar, which in turn could be converted into gold at a fixed rate. The International Monetary Fund was created to offer loans to countries to bridge balance of payments deficits in the hope such credit would remove the temptation to devalue currencies unilaterally. The agreement empowered, but did not require, the governments that signed the agreement—the United States, Canada, Japan, Australia, and most of Western Europe—to restrict the movement of capital across borders.2 That decision reflected the shared view of New Deal and conservative Democrats (and some Republicans) in Congress and the executive branch under both Roosevelt and Truman that such limits on investment and speculation were needed to allow governments in Western Europe and Japan to pursue “embedded liberalism,”1 i.e., Keynesian social welfare to stimulate growth so as to undermine leftist parties for Cold War geopolitical reasons.


The cold war also ensured that economic growth, not deflation, was the prime objective for US strategists in the State Department as a means of fostering political stability in Western Europe and offsetting the strength of the Communist party in countries such as Italy and France.2



The United States also gave priority to the economic and political integration of Europe over convertibility of their currencies with the dollar.

The priority given to geopolitics over finance, and to growth over deflation, reflected the balance of elites in the United States. At war’s end, the military commanded enormous resources and the State Department and aides in the White House assumed responsibility for ensuring that America retained and expanded its network of alliances in the postwar era, a desire that came to be seen as a necessity with the advent of the Cold War. Military and foreign policy elites’ capacity to shape America’s stance at Bretton Woods and after was reinforced by the political weakness of New York bankers (the financiers with the interest and capacity to profit from foreign loans or currency speculation). Big banks in the 1940s remained discredited by their role in the financial fraud that contributed to the 1929 stock market crash and ensuing Great Depression. The economic recovery powered by military spending benefited industrialists rather than financiers, making them the dominant American capitalists by the end of World War II.

Bankers accrued some power because industrialists needed the big commercial banks to provide them with funds to pay back federal Defense Plant Corporation loans that had enabled them to convert to munitions production for World War II3 and thereby escape government control and partial ownership after 1945. Of course, industrial firms relied on bank loans as well as retained earnings for their expansions in the decades after World War II. However, big corporations had an array of commercial banks from which they could borrow money, a majority of which lacked the interest or capacity to engage in international finance and so did not expend political capital in the first postwar decades on trying to shape federal policy in the international arena. As we saw in chapter 6, the New Deal regulatory system served to protect regional and local banks that acted as a financial and political counterweight to the big commercial banks, which meant that Congress did not champion New York bankers’ policy preferences.1 This balance of power ensured that industrialists’ concern with building markets for exports took precedence over New York bankers’ desires to profit from international transactions.

New York bankers were not totally powerless, and federal officials, somewhat under Roosevelt and more so under Truman, saw “embedded liberalism” and capital restrictions as temporary expedients that would no longer be needed once Europe recovered and the political threats from communist and socialist parties receded. As a result, capital controls were never comprehensive enough to prevent capital flight from Europe and were progressively weakened in the 1950s as the balance of power shifted within the United States and as the British government took advantage of its right to end capital controls in an effort to preserve London’s position as a world financial center, albeit one that had to cede first place to New York.2

Postwar capital controls were undermined almost immediately when the Treasury Department, the federal agency most amenable to New York bankers’ pressure, opted not to cooperate with European efforts to prevent capital flight.3 Tax treaties that the United States negotiated with other governments required the United States to share any information it had on foreigners holding investments and earning income in the United States with the home countries of those investors. The United States avoided that obligation, and thereby encouraged foreigners to send money to America, by requiring American banks to report only on US citizens’ accounts. In that way, the US government had no information on foreigners to share with other governments, and foreigners could hide income in the United States, a maneuver the United States continued into the twenty-first century.1

The failures of capital controls led to massive capital flight from Europe to the United States, threatening Western European governments’ ability to rebuild their economies and eventually stimulate demand for US exports. New York bankers successfully blocked demands by Europeans to force repatriation of capital sent to the United States. The crisis was resolved by the Marshall Plan, which, despite its size, made up for only part rather than all of capital flight to the United States.2 This was the first postwar instance of using US government funds rather than regulations that could lessen private profits to achieve economic stability. However, both government funds and private profits were sacrificed when the United States pressured other European countries and banks to suspend (and ultimately to forgive) all prewar German debts, a benefit that was even more valuable than the Marshall Plan for Germany.3


The postwar international financial system was highly successful in fostering economic growth in both Europe and the United States in the “thirty glorious” years after 1945. We saw in chapter 6 that US growth was much faster and shared far more equitably before 1974 than after. Similarly, Western European GDP enjoyed annual average compound growth rates of 4.08 percent for 1950–73 but only 1.78 percent for 1973–98. The comparable figures for Japan are 8.05 percent and 2.34 percent. For the world as a whole they are 2.93 percent and 1.33 percent.1 Bretton Woods was successful at limiting if not blocking capital flows and modulating changes in exchange rates, preventing the banking crises that emerged after 1970 with unrestrained speculation in currencies and the enormous growth in “hot money.” Worldwide, there were at least 124 financial crises from 1970 to 2007.2

American hegemony over the global financial system outside the Soviet sphere thus was far more successful at fostering growth, equality, and financial stability prior to 1970 than it was afterward. We need to explain first why that successful system came undone and why the United States has managed to sustain financial hegemony despite the instability and failures of the different system it created after its destruction of Bretton Woods. Once we clarify the United States’ role in both the old and new global financial regimes, we will be in a position to identify the continuing bases for US hegemony and offer predictions of the future length and strength of American power in an era of domestic political paralysis and limited military efficacy.

We first examine the workings of Bretton Woods and its relation to both the international trade system it fostered and internal US fiscal policy, and identify the sources of instability in each element of this system and in their interactions. We next trace the effects upon finance and trade of Nixon’s decision to abandon fixed exchange rates and the convertibility of dollars into gold. We are especially concerned with understanding how the United States led the construction of a new global financial architecture, how the dollar remained the privileged currency in the world, and why the United States was able to, and remains able to, attract unlimited foreign capital to fund its trade deficits and governmental debt. Then, we will identify points of weakness in US financial hegemony by examining the sources, course, and resolution of the 2008 financial crisis. Throughout, we are concerned with identifying the elites who enacted and benefited from each financial system because that will allow us to determine who had the power to take measures to protect their interests even at the expense of domestic or global economic growth and stability. This analysis will allow us to specify the limited remaining bases of US dominance in finance and how that financial power will interact with America’s domestic political economy and its space to use military power to sustain global geopolitical dominance.

DOMESTIC STABILITY AND GLOBAL PRESSURES UNDER BRETTON WOODS

The global system created under American leadership at the end of World War II was grounded in a set of institutions that were designed to foster economic growth and to deal with the pressures trade and balance of payments deficits would put on fixed exchange rates and on countries’ gold reserves. The World Bank loaned money, first in Europe and then to Latin America and newly independent countries in Asia and Africa. The International Monetary Fund (IMF) was given the job of “settl[ing] international accounts and provid[ing] financing to countries running severe payments deficits.”1 At first, as we saw earlier, the United States dealt with European countries’ deficits directly through the Marshall Plan. However, congressional support for such expenditures quickly waned, falling from more than 2 percent of GDP during the Truman administration to less than 1 percent in the era from Eisenhower through Nixon,1 and the World Bank and IMF instead took up their intended roles.

The Bretton Woods system was hegemonic in that its institutions granted real roles and degrees of decision-making to other countries, albeit in service to overall goals that the United States had set at war’s end and then revised in light of shifts in geopolitics and in response to changes in the balance of power among domestic American elites. Unlike the United Nations Security Council, which was paralyzed from the outset by the vetoes that the five permanent members each could exercise, the international financial agencies, most importantly the World Bank, the IMF, and the Bank for International Settlements (BIS), gave disproportionate, though not controlling, power to the United States. Other countries were able to protect their particular interests through those institutions, and the policies enacted under American leadership also fostered European and Japanese prosperity.

During the first decade after World War II, the US government worried, with real justification, about communist or socialist parties entering Western European governments. However, as European economies recovered and conservative governments, albeit ones committed to expansive social welfare programs and relatively egalitarian economies, became dominant in most of Western Europe, the “State Department, which was more concerned with opening up the world economy than it was with complex monetary arrangements to promote embedded liberalism,”2 became the principal government agency setting US policy in international organizations and focused more on expanding US influence to the Third World of newly independent colonies in Asia and Africa than on undermining the ever more moderate leftist parties in Europe.

Financial elites in the United States and Europe were opportunistic in pressing for liberalization of currency controls. Helleiner notes that currency and other financial controls suffer from an inherent collective action problem, which he argues explains why finance was liberalized more quickly than trade.3 As soon as one country liberalized finance, money would pour in from abroad, drawing business and profits away from banks in other countries. Britain was the weak link: London had been the world financial center before 1914, and even in the interwar years London bankers and the Bank of England profited from currency transactions and the pound’s role as the main international currency. Financial liberalization allowed London to profit first from wealth that flowed in from former colonies. Later, London leveraged its place in the EU, and also became the sun around which tax havens in British crown dependencies, overseas territories, and former colonies orbited. This funneled money, often the result of tax avoidance in other countries or the proceeds of outright criminal activity, into vehicles managed by British banks that became the source of great profit to British financiers.1 As I noted in chapter 6, the United States and Britain are the two major holdouts from EU and OECD efforts to force offshore banks to disclose the true owners of shell corporations, the essential precondition for collecting taxes.

Despite London’s ability to secure a highly lucrative, if more than a little shady, second position in world finance, New York became the financial center of the world in 1945 by default because it was the only place where firms and banks could issue bonds, since only Americans had the wealth to buy such bonds in the early postwar years and the dollar was the only safe currency with enough volume to accommodate the global demand for credit. That economic power, combined with America’s geopolitical supremacy, gave US negotiators at Bretton Woods the leverage to demand that the dollar, not a new international currency, become the reserve currency. This gave the United States the benefits of seigniorage that it continues to enjoy today.2 As America began to run trade deficits, the growing foreign dollar holdings could be invested in the continually growing market for US government short-term notes. That market ensured that no other currency would be able to compete with the dollar in later decades to become the world reserve currency.1

New York bankers continually pressured their government to match British liberalization so that they could retain the dominant position they had achieved in 1945. The American and British governments were joined in efforts to weaken capital controls by Switzerland, which had always been a place for foreigners to hide money, and Germany and the Netherlands, which looked to exports more than internal demand to boost their postwar economies.2

The goal of freeing capital was compatible with the United States’ and allied governments’ efforts to liberalize trade. A treaty establishing an International Trade Organization was rejected by the Senate in 1948 because Republicans opposed the trade concessions the United States would have had to make in signing the agreement and conservative Democrats saw the proposed ITO as too internationalist, in the sense that the United States would have had to submit to regulations from an international agency.3 They were encouraged in this stance by American manufacturers who worried that the advantages they received from their (then) technological superiority and their vast home market would be compromised by policies such an international organization could set.

In the absence of an ITO, the United States sought to build on the bilateral agreements the Roosevelt administration had signed with twenty-eight countries between 1934 and 1945 with a series of multilateral General Agreements on Tariffs and Trade (GATT).4 GATT gave little power to its governing agency since signatories could withdraw from agreements at any time, and the agreements of each GATT “round” were in fact a set of specific deals between signing countries that left room for protecting powerful domestic industries. Nevertheless, the GATT agreements from 1947 through the Kennedy Round of 1964–67 managed to reduce tariffs by a third in total on average (i.e., from 22 percent to 15 percent); the effects were mainly on trade in manufactured goods among the United States, Western Europe, and, from 1956 on, Japan.1 Other countries received little benefit from GATT until it expanded to include 102 countries in the Tokyo Round of the 1970s.

While governments favored the freer movement of capital and increasing trade, they remained, through the 1950s and ’60s, committed to maintaining fixed exchange rates, which limited countries’ abilities to export inflation or to compete for markets (and beggar each other) by devaluing their currencies. The IMF had been created to deal with the pressures that free trade and capital movements would place on currencies by offering loans to central banks to temporarily cover trade deficits. Countries, however, were reluctant to go to the IMF since the public grant of loans would indicate economic weakness and spark further currency declines. Instead, the central banks of European countries and the US Federal Reserve dealt with crises quietly by loaning one another currency and allocating gold from a joint pool.2 These maneuvers strengthened links among finance ministries, central banks, the OECD, IMF, BIS, and the World Bank, allowing these organizations to collectively set monetary and regulatory policies and override the preference of actors within individual countries.3

The stratagems designed to preserve Bretton Woods shifted the balance of power among government agencies within and among countries. Since exchange rates were fixed, disputes centered on interest rates. By the early 1960s, the United States was running consistent trade deficits and needed loans from European central banks so that the outflow of dollars would not be presented to the Federal Reserve for conversion into gold. Europeans used their leverage to demand fiscal restraint from the United States. Germany and Switzerland especially did not want the inflow of dollars to create inflation in their countries.1 “The US payments deficit, once vital to European recovery, was now a threat to many countries’ growth models.”2

More specifically, European industrial firms pressured their governments to demand that Kennedy’s proposed stimulus (which was enacted under Johnson in 1964) be tailored so that US consumers could buy more European exports, rather than to help US manufacturers to modernize so that they could undercut newer European factories. Thus, Germany and Switzerland stated their willingness to hold dollars provided the United States increased interest rates and restricted credit. This swayed the Federal Reserve’s Federal Open Market Committee in 1962–63 to adopt “Operation Twist,” an effort to raise short-term and lower long-term rates to restrict credit.


This forced banks to find new, innovative ways to take in deposits and lend money and made speculative dealings in short-term markets more lucrative relative to the stagnant returns offered in the long-term credit market. Over subsequent years these innovations would put the American financial sector on an increasingly fragile footing, threatening the commercial Keynesian growth program and the social democratic goals of Lyndon Johnson’s Great Society.3



While Bretton Woods ultimately proved unsustainable, with the free flow of capital, expanded trade, and the resulting American trade deficits, the efforts in the late 1950s and 1960s to preserve fixed exchange rates had consequences that lasted beyond Nixon’s abolition of Bretton Woods. Economic policy in the United States and Western Europe increasingly was made by central banks rather than elected officials. Central bankers gained leverage within their own countries by coordinating actions with one another, above all the currency swaps that stabilized exchange rates, and by conducting economic research and analysis, through the BIS.4


Central banks’ increasing power pushed national economic policies away from Keynesianism, not just in the United States but in much of Western Europe as well,1 with the pressure to turn toward austerity hitting countries most strongly when they suffered from trade or budget deficits. Central banks’ coordination with one another and through the BIS and IMF blunted nationalist rivalries among those banks.2 Economic stability became understood in financial terms, which meant price stability got priority over growth or the reduction of poverty and inequality. “National governments’ dependency on foreign monetary authorities to mitigate the effects of transnational capital flows was a powerful mechanism of coercion that could be used to push national policy making into the path of orthodoxy through austerity.”3

Pressures from the Fed and from allied central banks heightened institutional as well as economic tensions within the United States. Operation Twist created a credit crunch since the booming American economy, stimulated by the Great Society and Vietnam War spending, encouraged firms to borrow for new facilities. The Fed, responding to savings and loans’ still strong political power, refused to raise interest ceilings on deposits under Regulation Q. American commercial banks moved to raise capital, and outflank the Fed, by offering CDs, which were not covered under Regulation Q and which drew funds away from S&Ls. Rising interest rates in the United States attracted Eurodollars (dollars that accumulated in Europe due to US trade deficits and from American investments in European firms) back to the United States, often through branch offices that American commercial banks opened in Europe to compete with London bankers for the Eurodollar market,4 and that allowed American banks to escape regulation by their own government.5 State and local governments in the United States also found it hard to compete with private borrowers,1 which spurred those governments to adopt innovative and risky financing techniques.

The New Deal balance between commercial banks and S&Ls was permanently disrupted, despite the continuation of Regulation Q until it was phased out in the 1980s. The pressures on S&Ls and the incentives for financial speculation, as we will see in the next section, were intensified by rising inflation. US commercial banks increasingly became international entities and therefore required and demanded different policies from the United States, ones that Nixon found were compatible with his deep desire to ensure a strong economy for his reelection.

NIXON AND THE RECASTING OF GLOBAL FINANCE

Nixon, early in his presidency, had to confront the effects of the inflation sparked by Vietnam War spending (which Johnson and congressional majorities refused to counter with an income tax surcharge until 1968, well after inflationary pressures had become self-sustaining) and by workers’ ability to demand wage increases and costly improvements in benefits thanks to their militancy and to the very low unemployment rates of the late 1960s.2 Efforts by the Fed to counter inflation through higher interest rates led to a liquidity crisis and the bankruptcy in 1970 of Penn Central, then the largest railroad company in the United States. European employers faced similar pressures from rising labor costs but did so without the cushion American capitalists had received from the profit spurt of 1964–66. Profits in Europe had stagnated during those years.3 European governments, which were angered by America’s ability to “export” inflation through fixed exchange rates, retaliated by demanding that the US government exchange Eurodollars for gold, opening the possibility that US gold reserves could be exhausted if enough foreign dollar holders made such demands. Germany sought to reduce its exposure to American inflation by letting the mark float. Switzerland followed suit.1

Nixon resolved the immediate crisis with his New Economic Policy in August 1971 (yes, Nixon really did use the same name as Lenin had for his 1921 shift away from War Communism!). Nixon’s NEP suspended the Bretton Woods system of fixed exchange rates and the convertibility of dollars into gold, neither of which were ever revived. He also imposed a ninety-day wage and price freeze and a 10 percent import tax. Politically, Nixon’s policy was a great success. The wage and price freeze and subsequent controls did bring down inflation and allow for tax cuts that stimulated the economy, creating a boom that ensured Nixon’s reelection in 1972.2

The New Economic Policy enhanced US leverage over Europeans. No longer could Europeans use the threat of their own devaluations or presenting dollars for exchange into gold to pressure the United States.3 The 10 percent import tax undercut European and Japanese manufacturers. The Europeans and Japan agreed to a “massive devaluation of the dollar against the mark (by a total of 50 percent between 1969 and 1973) and the yen (by a total of 28.2 percent between 1971 and 1973)”4 in return for the end of the American import tax.5

The United States successfully blocked efforts in 1973 by the Europeans and Japan to revive cooperative capital controls.6 The United States also torpedoed a plan to deal with the enormous growth of petrodollars after the 1973 oil shock through the IMF. US opposition ensured that American, and to a lesser extent British, banks would handle the flow and reap profits from recycling oil money into loans.1 The Treasury saw oil countries as buyers of US government debt.2 These stances against international financial cooperation, except to deal with the consequences of banking crises, became the guiding star of US policy from Nixon to the present, and ensured that (mainly American) financiers would be the principal beneficiaries of deregulation. However, as we will see in the following sections, deregulation was not uniform or automatic. We need to identify the actors who had the power to force new policies, and we need to trace the chains of contingent change that led to outcomes that to a large extent were unanticipated by the advocates of deregulation.

Beyond Nixon himself, we can identify short-term and long-term beneficiaries (and losers) of his New Economic Policy. American manufacturers gained over their foreign competitors. Brenner, as we saw in chapter 6, identified the late 1960s as a turning point in global capitalism, when overproduction meant that capitalists in each country would have to fight one another over a shrinking pool of profits. However, as we noted, Brenner fails to identify the American actors who were able to force foreigners to absorb the fall in profits. While Nixon as president could be regarded as the instrument of American capitalists, we need to recognize that the temporary bump in profits and economic growth was not sustained. In the long term, Nixon did not solve American manufacturers’ problems, and he certainly did not solve inflation, which surged when wage and price controls were relaxed in early 1973, after Nixon had been safely reelected. The continuing dollar devaluation further fueled inflation.3 All economic measures for the United States were worse for 1973–79 compared with 1950–73: GDP growth per annum fell from 2.2 percent to 1.9 percent, inflation rose from 2.7 percent to 8.2 percent, unemployment rose from 4.8 percent to 6.5 percent, and productivity fell from 2.6 percent to 1.1 percent.4


The decline in the dollar did raise demand for US manufacture, but not enough to entice large firms to invest in technological innovation in the face of global overproduction.1 The main beneficiaries of the falling dollar were US farmers or, to be more precise, large landowners who were able to ride out and profit from interest rate and commodity price fluctuations, which became even more volatile once Nixon’s détente made possible Soviet purchases of American grain that varied widely from year to year depending on the unpredictable Soviet harvests.2 Small farmers who lacked access to capital or the reserves to weather fluctuations increasingly were bankrupted, allowing large farmers and corporate firms that invested in farms to consolidate land ownership.

Nixon’s desire to undercut his rival Nelson Rockefeller and help his base of capitalist supporters in the South and West at the expense of New York bankers led to a series of regulatory changes that culminated in the Securities and Exchange Commission’s “big bang” of 1975, which “dramatically shifted away from its long-maintained support for the cartel-like structures of brokers, investment banks, and corporate managers that had dominated capital markets since the 1930s” and were based mainly in New York.3 This, combined with the relaxation of antitrust under Nixon that we noted in chapter 6, had two principal effects: first, the one intended by Nixon, which was to allow the consolidation, through mergers and buyouts, of large regional banks to rival the big New York banks that had been the central nodes of director interlocks and that had been the exclusive American intermediaries with global finance. Second, this liberalization, like the relaxation of currency controls in the 1960s, spawned new regulatory capacities that created new contingent chains of organizational innovation that favored particular interests not always anticipated by those who initially fostered the liberalization.

Nixon’s partial dismantling of the New Deal financial architecture combined with resurgent inflation to create volatility in financial markets that disrupted the ability of large and small firms, farmers, state and local governments, and of course individual consumers and savers to make long-term financial plans. Firms and farmers reacted to instability by seeking to hedge risk with new financial instruments that banks and other financial institutions were allowed to offer. It is a mistake to see Nixon’s moves as mere deregulation. The end of New Deal controls was accompanied by congressional passage in 1974 of amendments to the Securities Act that created the Commodity Futures Trading Commission (CFTC).


State Agencies like the CFTC were keen to promote the spreading and hedging of risk, including by the many non-financial corporations that invested in derivatives . . . The CFTC [allowed] space for self-regulation and innovation in derivative markets . . . It was on this foundation that the internationalization of the derivatives markets took off in the next decade [of the 1980s].1



Nixon’s dismantling of Bretton Woods and the creation of the CFTC were the first steps in a decades-long interaction between federal stratagems to boost domestic economic indicators while preserving American geopolitical dominance, financial elites’ efforts to profit from the new openings created by those federal policies, and attempts by the United States and other governments and by international agencies like the IMF and BIS to solve the crises their policies and capitalists’ opportunistic responses created. Thus, financialization and neoliberalism were not the unfoldings of ideological master plans, even though an increasing number of government officials and capitalists subscribed to what Hacker and Pierson label “hard Randianism,”2 the belief that the rich are deservedly rich because they contribute more than others to national well-being and the poor are deservedly poor because they are stupid and lazy and are parasites on the national economy.

Nixon, his advisors, and their successors groped for solutions to the crises that erupted during their tenures in office. They were limited by the changing capacities of other American and foreign actors to guard their particular interests and by the US government’s circumscribed resources. Thus, we need to account for the distinct steps of deregulation, and for the government interventions that sought to restore stability and to protect privileged actors. That will provide the bases to understand how the United States maintained financial hegemony up to and beyond the 2008 crisis, and how financial success has coexisted with relative decline in other sectors of the economy.

FINANCIALIZATION AND THE TRANSFER OF RENTS FROM FIRMS TO INDIVIDUALS

US economic strategies evolved, were revised, and were reworked yet again during the 1980s and 1990s.


Three major political-economic turning points mark this ebb and flow of currency devaluation and revaluation: the Reagan-Thatcher monetarist “revolution” of 1979–80, which reversed the devaluation of the US dollar of the 1970s; the Plaza Accord of 1985, which resumed the dollar devaluation; and the so-called “reverse Plaza Accord” of 1995, which again reversed the devaluation.1



Paul Volker directed the first turning point. As president of the Federal Reserve Bank of New York and then appointed by President Carter in 1979 as Federal Reserve Chair and reappointed by President Reagan, Volker spearheaded a drastic increase in interest rates in 1978–79. His strategy succeeded in breaking the inflationary spiral that had been set off in the late 1960s and accelerated by the oil shocks of 1973 and 1979, although at the cost of a severe recession. In addition, rising interest rates drew funds from around the world into the United States and reversed the dollar deflation that Nixon had engineered. This made it more difficult for US firms to compete with their European and Japanese counterparts, once again raising the trade deficit.1 Volker’s policies combined with Reagan administration attacks on unions to break workers’ abilities to preserve their share of national income in the United States and in other OECD countries. However, as we examine later, “debt took the place of wage income as a main source of consumption capacity. This created a debt bubble that eventually imploded in 2008.”2

High interest rates made the New Deal banking system, with limits on deposit interest rates, untenable.3 The Fed and both commercial and regional banks pushed Congress to deregulate interest rates with the 1980 Depository Institutions Deregulation and Monetary Control Act, which phased out Regulation Q’s limits on interest and mortgage rates.4 This change put S&Ls at a fatal disadvantage since they still were restricted mainly to mortgage loans, which were long term, and most of the mortgages held by S&Ls had been written when interest rates were lower. S&Ls had the political power, since they were among the larger enterprises in many districts, to compel Congress to pass the 1982 Garn–St. Germain Depository Institutions Act, which allowed the S&Ls into new lines of business.5

While each of these policies addressed specific economic problems and responded to particular domestic elite interests, as a whole,


the essence of the monetarist counterrevolution was a shift of US state action from the supply side to the demand side of the ongoing financial expansion. Through this shift, the US government stopped competing with the growing private supply of liquidity and instead created brisk demand conditions for the latter’s accumulation through financial channels



by offering higher interest rates on US government bonds than investors could get in other countries from either bonds or investments in private firms whose profits were squeezed by high interest rates combined with the earlier problem of overproduction.1

Despite the harm Volker’s monetarism did to many large and small industrial firms, capitalists as a whole benefited from the effect that tight money had in undermining workers’ bargaining power. Wages, which had risen in tandem with productivity, began their long stagnation in the 1970s, as we discussed in chapter 6. Monetarism, along with the concentration of Reagan’s tax cuts on high-income individuals rather than on corporations, had the effect of advantaging capitalists as individual investors over corporations as continuing entities. This fundamental shift in who benefited from US government economic policy disrupted the regulatory, fiscal, and monetary policies that had sustained the industrial elite and opened opportunities for individual financiers with the foresight and leverage to profit from new conditions.2

American manufacturers gained only limited market share at home and abroad from the decline of the dollar and from protectionist measures, in part because demand fell as most Americans’ incomes did not grow during the Reagan years and foreign producers continued to be able to undercut American firms in quality and price. The rate of profit of the US non-financial corporate business sector, which had fluctuated between 12 percent and 17 percent in the 1950s and 1960s fell into the 10–12 percent range under Nixon, dipped to 8 percent in the recession at the start of the Reagan administration, recovering only to 10–11 percent in the Reagan boom. It took until the Clinton bubble of the late 1990s for the rate of profit to briefly exceed 12 percent, a level that was typical of recession years in the 1950s.1 US industrial firms nevertheless retained enough domestic political power in the 1980s to force the federal government to address its profits crisis, and the United States had enough leverage over Europe and Japan to force them to accept the Plaza Accord of 1985, which, by devaluing the dollar, restored the advantage Nixon’s New Economic Policy had given US industrial firms over their European and Japanese competitors.

Similarly, the United States in alliance with Britain was able to set the terms of the 1988 Basel Accord, which changed banks’ capital requirements to varying levels depending on the riskiness of their assets. The effect was to force Japanese banks to increase their capital, and they could do that most easily by buying US Treasury bonds, which Basel had enshrined as the safest asset in the world.2 However, despite the advantage that American manufacturers gained due to their government’s global power, the overall thrust of government policies discouraged corporate investment in factories and instead fostered a turn toward financial engineering.

High interest rates pulled money out of the stock market, which had already been dragged down by stagnant profits and unionized workers’ abilities to win wage and benefit increases that matched or exceeded inflation rates, and into government bonds.


Instead, as Volker decisively restored the value of money, firms and households alike quickly abandoned the economy of goods and services, channeling capital into financial markets . . . The result was to transfer inflation from the nonfinancial to the financial economy . . . [This led to] surging asset prices [that] encouraged a debt-financed consumption boom in the US economy1



that continued even when interest rates fell after inflation was tamed.

Inflation and high interest rates encouraged a fundamental shift in corporate managers’ strategies during the 1980s. Nixon’s relaxation of antitrust laws had allowed firms to pursue a strategy of growth through acquisition in the 1970s. Firms in different industries bought one another or merged, creating ever-larger conglomerates that made no strategic sense since they operated in unrelated areas and were hard to manage. As a result, acquiring firms’ stock prices usually fell after a merger. However, top executives benefited because in the 1970s corporate boards still set managers’ pay by the size of the firm they managed.2

Large, diversified firms were hard for investors and analysts to value. Stock prices therefore were largely determined by book value, which managers did not adjust to account for inflation since an increase in book value would translate into a lower profit margin, and by earnings per share, which were held down by increasing global competition and workers’ rising wages. Overly depressed share prices created an opening for “hostile takeover” firms that realized they could make money if they bought the underpriced shares of conglomerates and then sold off the parts of those firms.

Such a strategy was made possible by three factors: First, court decisions allowed takeover firms to mount hostile takeovers and pay for shares with junk bonds. Second, the Reagan administration further relaxed antitrust laws, allowing mergers among competitors in the same industry.3 Mergers jumped from around 100 per year under Carter to almost 3,000 by the end of the Reagan administration; they then peaked at almost 5,000 per year during the second Clinton administration.1 Such horizontal integration created oligopolies that could fix prices, justifying the high prices paid to hostile takeover firms for the desired division of a conglomerate. Finally, declining interest rates created an appetite among investors for “high yield,” i.e., junk, bonds. New financial firms acted as intermediaries between takeover firms and investors, most notably Drexel Burnham Lambert and its leading partner Michael Milken.2

The dismemberment of conglomerates, like the privatization of public firms and property in the former Soviet bloc and in Western Europe, were one-time opportunities. By the late 1980s, there were few conglomerates left, and the rising stock market meant that few firms were so undervalued that they could be taken over and quickly resold for large profits. Takeover firms and the brokers that floated junk bonds mainly were partnerships, so the key employees reaped most of the profits from such financial engineering, rather than the shareholders of the conglomerates that got bought out or the holders of the junk bonds, whose default rates ate up much of, and sometimes more than, the difference between the high marginal rates of junk bonds and the lower returns on absolutely safe Treasuries.

Mergers in the late 1980s and since have been consummated to achieve vertical or horizontal integration and have mostly met with little challenge by the federal government. Investor returns from the stock market (or, more precisely, the inflation-adjusted Standard & Poor’s 500 Index with full dividend reinvestment) realized their greatest average annual returns in the 1950s, 16.7 percent, declining to 5.2 percent for the 1960s and -1.4 percent for the 1970s. This reflects the fact that the S&P’s 1968 peak, which itself was hardly higher than the 1965 peak, was not reached again until 1986.3 Average annual returns were 11.6 percent for the 1980s, 14.7 percent for the 1990s, and -3.4 percent for the 2000s. The stock market was a profitable investment in the 1945–65 and 1983–2000 periods, but flat from 1965 to 1983 and since 2000. Despite a 176 percent increase under Obama, the largest of any post–1945 president except Clinton, it remained below the 2000 peak.1 The Trump bull market of 2017–18 took the S&P 500 only to 8.8 percent above the Clinton peak.2

The takeover wave coincided with the transfer of stock ownership from individual to institutional investors (pension funds and mutual funds), which controlled 60 percent of the shares of large corporations in 2000, up from 20 percent in 1980.3 Institutional investors are paid and attract clients based on their performance, which is measured by their return on investment over time (usually measured quarterly and over one, three, and five years). As these funds have grown larger it becomes ever more difficult to find alternatives to the existing array of large corporations to park their money. Fund managers therefore have shifted from selling shares in underperforming firms to demanding reforms.

Fund managers and the executives of the firms whose shares they held were disciplined by the growing corps of securities analysts. Analysts initially catered to individual investors in corporate shares but then expanded to evaluate mutual funds as well. Securities analysts specialize by industry, “so analysts were less likely to cover conglomerates [which thus were less likely to be subjects of ‘buy recommendations’] than single-industry firms,”4 providing yet another incentive to dismember firms that spanned industries.

Analysts’ purported expertise was their ability to predict future share prices, which were based on projections of earnings. Firms therefore created the position of chief financial officer (CFO) to communicate with analysts and guide their projections. Analysts were most positive about firms that had steadily increasing earnings, which were seen as preferable to more volatile results, even if the latter ultimately produced greater overall returns. Steady results were easier to predict and were less likely to leave analysts in the embarrassing position of having over- or underestimated quarterly results.


Firms and their CFOs accommodated analysts by manipulating profits to meet or slightly exceed expectations, even if that required cooking the books to hide one quarter’s overly large profits and instead report them later. Such manipulation led, especially at some high-tech firms and most notoriously at Enron, to outright accounting fraud. In the July 1, 2000, to June 30, 2001, fiscal year, NASDAQ firms reported losses


of no less than $148.3 billion [much of it due to the need to “restate” earnings from previous years]. This was a little more than the $145.3 billion in profits these same companies had reported in the entire period from September 1995 through June 2000! As one economist pithily put it, “What it means is that with the benefit of hindsight, the late 90s never happened.”1



As analysts’ recommendations and stock prices came to depend on predictable and steadily increasing quarterly earnings, corporate boards adopted the doctrine of “shareholder value,” the notion that top executives should be rewarded solely on the basis of their firms’ stock price, and that the best way to “align” executives’ interests with those of shareholders was by offering those executives massive stock options. In fact, stock options did not really align managers’ and shareholders’ interests. Instead, managers manipulated profits to run up their firms’ stock prices and then sold their options as soon as they could. As we saw in chapter 6, stock options amounted to “one fifth of non-financial corporate profits (net of interest) [in 1999] . . . Whereas in 1992, corporate CEOs held 2 per cent of all equity outstanding of US corporations, by 2002 they owned 12 percent.”2 A 2014 study found that


The average annual dilution among S&P 500 companies relating to executive pay was 2.5 percent of a company’s shares outstanding. Meanwhile, the costs of buying back shares to reduce that dilution equaled an average 1.6 percent of the outstanding shares. Added together, the shareholder costs of executive pay in the S&P 500 represented 4.1 percent of each company’s shares outstanding [each year].1



A second way to run up a stock’s price was to announce a buyback. Buybacks were limited by the SEC and treated as stock manipulation


until 1982 . . . [when] the S.E.C., under the chairmanship of the Reagan appointee John S.R. Shad2 gave companies so-called safe harbor against charges of manipulation if they bought their stock in the open market under certain circumstances. (The provision is known as Rule 10b-18).3



The mere announcement of a stock buyback would cause a firm’s share price to rise, even if the buyback never took place.4 Buybacks had the effect of reducing a firm’s capital, precisely the opposite of stock markets’ purported purpose. This reduces funds available for investment in facilities and research and development.5


James Crotty . . . has calculated for American corporations other than financial the amount of what he defines as ‘payments to financial markets”—interest (net), dividends, and share buy-backs—as a proportion of cash flow (profits plus depreciation). Again a steady increase. In the early 1960s, the proportion was around 20%. In the 1970s, the figures were around 30%, with a clear rising trend taking off in 1984, culminating in a 1990 peak of 75%. Thereafter there was a sudden plunge in the mid-1990s but the figure was back up to 70% at the end of the decade . . . These figures are symptomatic of a transformation in American capitalism, a shift in power from managers whose expertise lies in their intimate knowledge of the operations of the organization they run, to owners and representatives of owners who closely monitor their activity with an eye to maximizing the returns to capital.1



Cronyism among CEOs, the directors of their firms, and analysts at banks and brokerages became endemic in the 1990s and has continued ever since. The average compensation for directors of S&P 500 firms reached $251,000 in 2012.


Who makes decisions about director pay? The directors . . . Shareholders can sit back and say “These directors are being paid so well that I can’t see them ever questioning management on anything because this is a gig they would hate to lose.”2



Directors, in turn, ratify CEOs’ pay packages based on the recommendations of consultancy firms, which are hired based on their reputation for finding that the “market rate” for CEO pay is moving ever upward, and then are rewarded for their recommendations with much larger contracts “for providing other services.”3

Directors’ decisions to increase the pay of CEOs and other top executives are supported as well by the managers of the mutual funds that hold most US shares and vote those shares at corporations’ annual meetings. As funds have ever-greater amounts of capital to invest, they are no longer able to pick and choose among firms and instead come to hold shares in all the firms in each industry. Fund managers thus have no choice but to “aim to maximize the value of their entire stock portfolio, rather than the performance of individual firms within that portfolio. Because fierce competition between portfolio firms reduces the value of the entire portfolio, it is in the asset managers’ interest to structure executive pay in such a way that managers have weakened incentives to compete aggressively against their industry rivals. In short, high levels of common ownership rationalize performance-insensitive pay.”1

Analysts are pressured to generate “buy recommendations” for the firms they cover because those firms can reward the analysts’ banks and brokerages with the highly lucrative businesses of underwriting mergers and bond issues and serving as advisors in financial transactions. The top executives of corporations that send their financial business to Wall Street firms in turn are rewarded with access to the IPOs (initial public offerings) of new firms, which those executives can immediately sell for quick profits.2

Self-dealing by Wall Street analysts and investment bankers was facilitated by the transformation of the large Wall Street investment banks. When firms were partnerships, partners could withdraw their share of the profits only over the long term, and often only when they reached retirement age. This gave employees a decisive interest in making their careers in a single firm and in managing the firm’s affairs to preserve its long-term profitability and viability, which was based in large part on their firms’ reputation for honest dealing. As all the major Wall Street firms became publicly held companies from the 1970s to the 1990s, existing partners reaped windfalls as their partnership holdings converted into shares they could sell. Incentives were different in publicly held companies; bankers were paid based on current year profits and so they pushed for innovative new securities products that could be quickly marketed.3

Corporate executives and Wall Street bankers and analysts thus receive repeated incentives to collude with one another, to manipulate financial statements and analyses, and to report rising quarterly profits, even at the expense of their firms’ long-term profitability and viability, as we saw earlier with the restatement of tech firms’ profits in 2000–01, and as we will see later in the financial collapse of 2008. Financiers’ incentives and career paths, whether they work as corporate CFOs or directly for financial firms, undermine their firms’ institutional cohesion and long-term interests, albeit in different ways than those of military officers described in the previous chapter. Incentives in both sorts of institutions encourage specialization: spending an entire career commanding a single weapons system or working in a single market. Both military and financial careers advance at the expense of institutional interests: Officers seek to maintain existing weapons systems even when they divert funds and personnel from potentially more effective strategies. High-level employees at financial firms make investments that maximize their own incomes in the short term and build their prestige in the eyes of others who invest in the same market at other firms, even as they greatly magnify risk for their own firms and for the economy as a whole.

Such decisions make sense because


the primary relationship of most people in big finance is not to their employer but to their market . . . the people who work inside the big Wall Street firms have no serious stake in the long-term fates of their firms. If the place blows up they can always do what they are doing at some other firm—so long as they have maintained their stature in their market. The quickest way to lose that stature is to alienate the other people in it. When you see others in your market doing stuff at the expense of the broader society, your first reaction, at least early in your career, might be to call them out, but your considered reaction will be to keep mum about it. And when you see people making money in your market off some broken piece of internal machinery—say, gameable ratings companies, or riggable stock exchanges, or manipulable benchmarks—you will feel pressure not to fix the problem, but to exploit it.1



If a firm implodes, many of the top executives and their most valuable employees do not even need to use their market connections and reputations to find new jobs because they already have made their “number,” i.e., accumulated an amount that if invested conservatively will produce enough income to support their and their heirs’ future (luxurious) spending needs in perpetuity. Executives have accumulated such vast fortunes due to the richness of stock options (discussed earlier) and to Wall Street firms’ practice of devoting a fixed percentage, which varies somewhat among firms but usually is a majority, of their annual profits to bonuses for their employees, with most of that going to their top-level traders, analysts, and executives. In 2015, the bonus pool for “broker/dealer operations of New York Stock Exchange (NYSE) member firms” was $25 billion, while those firms’ profits after paying out the bonuses was $14.3 billion.1 In other words, 64 percent of Wall Street firms’ profits went to employees’ bonuses and 36 percent to shareholders.

Such within-and-between-firm rent-seeking and outright corruption makes sense of the otherwise surprising finding that the increase in the top 1 percent’s share of national income “from 1970 to 2010 is accounted for by: increased inequality within labor income (68 percent), increased inequality within capital income (32 percent), and a shift in income from labor to capital (0 percent).”2 The income from labor of the top 1 percent increased 195 percent from 1970 to 2012 compared to a 65 percent increase for capital income.3 The restructuring within and among corporations and financial firms that we examined in this section explains much more of the shift in labor income than does the stagnation of educational attainment that gets pride of place in Claudia Goldin and Lawrence Katz’s determined effort to ignore the role of capital and political power in the distribution of income.4

Furman and Orszag note that the rate of return on invested capital has been steady, at around 10 percent per annum for the median US publicly traded nonfinancial firm in the half century from 1965 to 2015. However, returns have risen sharply for firms in the 90th percentile from a range of 20–25 percent in the years from 1965 to 1985 up to 30–35 percent in the twenty-first century.1 The ability of certain firms to maintain consistently higher profit margins is not necessarily a sign of rents, although the growth of monopolies and monopsonies certainly has created opportunities for rent-seeking. Note that Furman and Orszag’s data exclude financial firms, so the concentration of profits is even sharper than their figures indicate. FIRE (finance, insurance and real estate) firms’ share of US corporate profits rose from around 20 percent in the 1969–83 period (it was lower in the previous twenty years) to 30 percent in 1990 and 45 percent by 2001.2 Financial firms accounted for more than 50 percent of US corporate profits abroad by 1999.3 Even these data understate financial profits since industrial firms like GE generated an increasing share of their profits from financial activities in recent decades. The shift into finance has the additional benefit of facilitating the smoothing of quarterly profits, such as GE’s much celebrated fifty-one consecutive quarters of earnings growth between 1981 and 1994 under then-CEO Jack Welch.4

While the shift of brains and capital from manufacture into finance has greatly enriched a corporate elite fortified with new men (and a few women), the shift of income upward and toward financial firms has not served to foster overall economic growth. Stephen Cecchetti and Enisse Kharroubi conclude from their comparative analysis of the twenty-one wealthiest OECD countries,


The growth of a country’s financial system is a drag on productivity growth. That is, higher growth in the financial sector reduces real growth . . . Credit booms harm what we normally think of as the engines for growth—those that are more R&D-intensive.5




They attribute this effect in part to the diversion of the most skilled and capable employees into finance.

Cecchetti and Kharroubi’s explanation for the deleterious effect of financialization on national economic growth is supported by Wall Street veterans who observe that before 1980 the smartest Ivy grads went into law and medicine. Wall Street “then was considered a place that you went if you couldn’t get into any place else . . . People just didn’t make that much money on Wall Street.”1 With the end of the Cold War, physicists went to Wall Street: PhDs became PSDs—


people who were “poor, smart and with a deep desire to get rich” . . . This trend brought two things to Wall Street: a whole new level of intellectual horsepower—the upper reaches of the IQ scale—and a new layer of important players who had no reason to doubt that markets worked as formulaically as the weapons systems they had once puttered over.2



Physicists have been supplemented by mathematicians, who apply their abilities to writing trading programs and algorithms designed to profit from small discrepancies across markets rather than, as their predecessors did, to solving scientific or governmental problems or developing goods and services for the real economy.

Elites’ structural positions within firms, and their capacities to reorder relations among firms, have become primary causes of the polarization of income over the past forty years. Financialization was the result of those elite actors’ successes in forcing organizational transformations, and winning governmental consent for those innovations, that created opportunities for them to enrich themselves. Yet, as we will see, financialization created volatility within national economies and by the early twenty-first century created a level of instability as great as that Nixon faced in the 1970s, although the governmental responses since 2008 have neither sought nor achieved the transformative effects accomplished through Nixon’s New Economic Policy.

FINANCE AND TRADE UNDER CLINTON AND BUSH II: LIBERALIZATION AND SPECIAL INTERESTS

As the weight of power shifted within and among firms and industries, US government policy in the financial and trade realms changed as well. Policy initiatives occurred in reaction to economic crises, but elites’ shifting interests shaped those responses. Above all, elite pressure on government increasingly came from self-dealing managers and financiers who see firms and markets as targets for manipulation and dismemberment rather than (as was the case in earlier decades) from corporations that were protected by networks of directors centered around large banks that, through their loans, had an overriding interest in the long-term preservation of their corporate clients’ institutional integrity.

American banks and other financial firms were able to take advantage of the global opportunities their government had opened for them through the twinned processes of deregulation and de facto government guarantees. Bank regulators, in the growing list of countries that adopted the 1988 Basel Accord, determined the strength of their nations’ banks through capital-asset ratios rather than cash reserves. This made the loans and other instruments packaged by American financial firms attractive to foreign buyers, allowing American banks to take ever-greater risks, knowing that there would be foreign markets for their bets.1

US banks were encouraged in their risk-taking by the Fed’s decision to bail out big American banks endangered by the 1982 Mexican debt crisis. The Fed has continued this policy ever since. That has made it possible for banks to create and speculate in new forms of financial instruments, most significantly derivatives. The Fed’s decision in the 2000s to consider mortgage securities as a low-risk and liquid asset encouraged originating banks to keep them on their balance sheet, and made them attractive to other banks and pension funds in Europe as well as the United States. “The mark—basically anyone with money to invest and trust in investment banks and in ratings agencies—was apparently known generically in the industry as ‘Düsseldorf.’ ”1

Each crisis and the growing interconnectivity of US and foreign banks and financial firms increased the Fed’s power. The Fed could manipulate interest rates with subtle signals; its power was enhanced by Fed chair Alan Greenspan’s huge reputation for economic wisdom. (Although the 2008 crisis and Greenspan’s confession that the collapse left him “in a state of shocked disbelief ”2 demonstrated that his image as “the maestro” of a stable and endlessly growing US economy was vastly exaggerated if not totally undeserved.) The Fed could not control the amount of credit,


but it developed an extraordinary capacity to steer, manage, and stabilize flows of credit. And it could use this capacity to solve market bottlenecks and promote ongoing financial expansion, thus ensuring that liquidity creation would not spillover into the real economy and cause inflation.3



The Fed’s power was demonstrated by its ability to control the effects of the 2000 dot-com crash and 9/11 on the financial sector, although in the former instance a general recession did follow the NASDAQ crash.

At the macroeconomic level, the US Treasury and Fed adopted new fiscal and monetary policies in the 1990s to address the threats to “international financial stability”4 that were legacies of the Plaza Accord. As we discussed earlier, the Plaza Accord’s de facto devaluation of the US dollar after 1985 allowed American firms to capture export markets at the expense of the Europeans and Japanese. However, Japanese firms’ loss of markets to American rivals led, by the early 1990s, to a recession in Japan and with it the danger of a global financial crisis if the Japanese government and investors sold their holdings of US Treasuries to bail themselves out. The solution to this danger was the Reverse Plaza Accord of 1995, which, by boosting the value of the dollar while keeping American interest rates generally low up to the present, ensures that Americans will buy foreign goods and all but a few technologically advanced sectors of American industry will be uncompetitive globally.

Ho-fung Hung concisely sums up the consequences of this macroeconomic strategy:


For decades, the US has been running the largest trade deficit with the world, while every other major economy (Europe, China, Japan, etc.) has been running surpluses of different sizes. Since the 1980s, the US has been leading the world into globalization through opening its own market for foreign manufactured exports in exchange for its trading partners’ openness to US investment. The result is a massive exodus of US manufacturers to low wage countries like Mexico and China, manufacturing consumer goods there and exporting them back to the US . . . The US is always “the consumer of last resort” for the global economy. Without US consumers, there will be no globalization.1



David Autor et al. provide data showing the impact of US trade deficits with China on American workers’ earnings and calculate that each $1,000 per worker increase in imports from China during 1990–2007 led to an “earnings loss per adult of $213 per year.”2

How do American capitalists benefit from this system? And how are American consumers able to buy manufactured products from the rest of the world if their wages are stagnant? The answer to the first question, in two words, is financial speculation, and the answer to the second question, in a word, is credit. Let us examine the mechanisms that sustained the US economy from the 1990s to 2008 by allowing ordinary Americans and their government to borrow ever more money, and thereby made it possible for financiers to get rich from matching American debtors with foreign creditors seeking to recycle the dollars they realized from the trade surpluses they ran with America.

As we saw in the introduction, federal government debt as a percentage of GDP more than doubled from 31.7 percent in 1981 to 67.7 percent in 2008. Government debt, however, was far outpaced by private debt. “Between 2000 and 2007—the total [of household debt] doubled to $14 trillion and the household debt-to-income ratio skyrocketed from 1.4 to 2.1.”1 The fastest increase in debt was on the part of financial firms, which rose from 19.7 percent of GDP in 1979 to 117.9 percent in 2007.2

Monica Prasad3 provides historical context to that enormous expansion of mortgages and consumer credit over the past quarter century. The US government stood apart from other rich states throughout the twentieth century for its extensive measures to make credit available, first to farmers who were at the forefront of movements in the 1890s and 1930s to demand credit to deal with falling commodity prices brought on by their ever-higher productivity, and then to more citizens through New Deal, veterans’, and then more general federal programs of subsidized mortgages and small business and student loans.

These programs, in the extensiveness of credit available and the liberality of terms for such loans, differentiated the United States from Europe. Prasad4 argues that the greater diffusion of credit meant that when the United States followed the same track of banking deregulation as Europe in the 1980s, there was much more debt in America, and it fueled an explosion of speculation that made possible the 2008 financial collapse.

Banks could make risky loans to consumers, homeowners, and businesses only as federal regulators loosened restrictions. The Fed’s overall goal through the 1990s and 2000s was to encourage growth while preserving the low level of inflation it had created in the 1980s. Easy monetary policy has become the primary and most effective way of stimulating the US economy since job recovery following the 1990–91, 2001, and 2008 recessions was slower and weaker than after earlier recessions.1 The decimation of the safety net under Reagan reduced the countercyclical effect of federal programs, most notably unemployment insurance, which covered only half of those who lost their jobs in the 1990–91 and 2001 recessions. That fraction climbed to two-thirds after 2008, thanks to the expanded benefits made available in the American Recovery and Reinvestment Act of 2009, i.e., the Obama stimulus.2 Thus, except in 2009, the Fed was the principal and often the only source of stimulus in recessions, leading it to respond with dramatic rate cuts. For example, after the NASDAQ crash of 2000–01, the Fed cut short-term interest rates from 6.5 percent in January 2001 to 1 percent in June 2003.3

The injection of massive amounts of credit into the US economy had destabilizing effects worldwide. Prolonged low Fed rates pushed money abroad in search of higher yields, and the highest yields were found in low- and middle-income countries, which suffered seventy-two financial crises in the 1990s. In contrast to the crises of the 1980s, which were due to countries, most notably Mexico, and their private firms overextending themselves and taking on debts that could never be repaid, most of the 1990s crises were caused by rapid moves of “hot money” out of countries as investors looked for even higher yields, panicked at speculative dips in the borrowing country’s currency or rises in US or European interest rates, or came under pressure as other speculators shorted that country’s bonds. Again, in contrast to the 1980s, when banks extended loans directly to Third World governments, in the 1990s money moved through New York banks in the form of short-term bonds that passed risk from banks to bondholders. “Bond debt rose from 20 percent of total private credit to ‘emerging market’ countries in 1990 to 70 percent in 1997.”1

Even though the use of bonds rather than loans guaranteed that American banks were not directly at risk in most of the 1990s crises, the US Treasury intervened in many of those crises with the goal “to ensure that these countries avoided lasting expulsion from international capital markets [and] to ensure that these countries were able to access the ever more liquid instruments that increasingly predominated in these markets.”2 The Treasury acted unilaterally because members of Congress didn’t want to go on record as voting for foreign bailouts, but they were willing to stand by as the Treasury exerted authority it had never been granted explicitly in law. The Fed also intervened during crises by reducing US interest rates to pull capital back into, and thereby calm, emerging markets.

At the same time, foreign governments’ central banks, wanting to keep their currencies low so they could continue to export, bought up dollars and invested them in US government bonds.3 In rich countries, especially Japan and Germany, private banks bought US securities with dollars deposited by their clients. Thus, Americans invested in unsafe instruments abroad while money came back to safe US investments. “In some ways, Federal Reserve policy was turning the United States into a gigantic hedge fund, investing in risky assets around the world and financed by [safe] debt issued to the world.”4 The intermediary in this financial arbitrage became the US housing market through mortgages. The Fed encouraged this process because


as nominal interest rates fell, homeowners refinanced mortgages, shifting considerable purchasing power away from rentier interests and towards individuals with a higher propensity to consume goods, services, and housing. This consumption in turn generated new employment through standard Keynesian multiplier effects, sustaining the expansion by helping shift the US federal budget into surplus and thus enabling the Federal Reserve to continue lowering interest rates.1



American banks’ opportunities to attract and profit from the recycling of other countries’ trade surpluses, and from hot (and often illicit) money, was made possible by trade treaties that opened foreign markets to American financial firms. Those treaties also disadvantaged American manufacturers, creating the trade surpluses in the first place. Trade negotiations inevitably require concessions, and each country’s negotiators must decide which of its industries it will favor and which it will sacrifice in return for gains in other sectors. Changes in America’s goals from 1945 to the present reflect shifts in the balance among US elites. In essence, the United States in the GATT rounds from 1949 through 1979, and before that in the bilateral treaties negotiated by the Roosevelt administration, channeled the interests of US manufacturers.

The Trade Act of 1974 was the first instance in which financial firms’ interests were recognized, albeit in balance with industry. The 1974 Act made it easier for the “executive to act against dumping and illegal subsidies” by foreign nations, which served to weaken manufacturers’ opposition to further trade liberalization treaties. The Act also allowed presidents to negotiate treaties that addressed “non-tariff barriers. [In addition, the Act created] a ‘fast track’ procedure [that] did not allow Congress to modify US international trade concessions, only to accept or reject the international trade agreement as a whole.”2 Fast track, combined with specific concessions and subsidies for key industries like steel and textiles, allowed presidents to push one trade treaty after another through Congress.3


“The United States’ main goal in launching a new round of multilateral trade negotiations, the Uruguay Round, was therefore to bring the so-called ‘new issues’—services, investment and intellectual property—into the jurisdiction of GATT.”1 The treaty that emerged from this round, and was ratified in 1994, created the WTO (World Trade Organization), which was given the power to impose penalties for unfair trade practices. This had the effect of making it too expensive for countries to maintain trade barriers found to violate the treaty, undermining industrial firms’ ability to protect their domestic markets.2

Global trade negotiations on a Doha Round, begun in 2001 and designed to build on the Uruguay Round, have failed to reach a conclusion.3 However, in the meantime, the United States signed a series of bi- and multilateral trade treaties, most prominently NAFTA with Canada and Mexico in 1994, and a series of agreements with Central and South American countries as well as with Jordan, Bahrain, Morocco, Singapore, and finally South Korea in 2012. The Trans-Pacific Partnership Agreement was successfully concluded in 2016, but the next year, in his first week as president, Donald Trump withdrew the United States before it could be ratified. (It is unknowable if a President Hillary Clinton could have overcome congressional opposition, and her own criticisms of the TPP voiced during the 2016 campaign, to achieve ratification.) Negotiations on the Transatlantic Trade and Investment Partnership between the United States and the EU remained unresolved at the end of the Obama administration.

The big winners within the United States under the NAFTA and WTO regimes were Hollywood, software firms, and, above all, financial firms, which gained entrée into ever more countries around the world.4 All trade agreements favored US and European agriculture at the expense of farmers everywhere else.1 In essence, manufacturing was sacrificed for the benefit of finance, a few cutting-edge high-tech sectors, and show business. However, even as the trade treaties and the ways in which they have been enforced decimate American manufacturing jobs and facilities, the firms that owned those factories or their successors still benefit from the treaties’ protection of their “intellectual property.” Manuel Montes and Vladimir Popov show that the enforcement of intellectual property rights costs developing countries $60 billion each year, almost all of which flows to US or European firms.2 In essence, American manufacturing workers lost their jobs, but executives and shareholders continue to profit from their firms’ patents and from the continuing ability to control supply and sales networks those “virtual firms” retain.

Consumer spending and financial engineering reinforced each other. Americans could be the world’s consumers of last resort only if they continued to have access to ever-increasing amounts of credit. Financial institutions, and firms that were divesting themselves of the production of actual goods and services, needed to find new opportunities to move capital around the globe if they were to increase their profitability. The solution to the problems of both American consumers and financiers was found in the real estate sector, the largest pool of wealth held by Americans outside the top 1 percent,3 and therefore the dominant source of collateral for loans and the prime site for speculation in the decade leading up to the 2008 financial collapse.


THE POLITICAL SOURCES OF THE 2008 CRISIS

Legislation, court rulings, and deregulatory decisions by the Fed and other agencies charged with supervising banks widened opportunities for Wall Street to write and then sell toxic mortgages. More broadly, such regulatory changes and the transformation of firms (discussed above) gave financiers incentives and opportunities to manipulate the mortgage market to book often imaginary profits for their firms and thereby reap windfall salaries and bonuses for themselves, building personal fortunes even as they risked their firms’ future viability. “The financialization of corporate activity and the rise of Wall Street has encouraged CEOs to focus narrowly on sustaining their stock price over a time horizon that does not exceed their own tenures at the top.”1

Deregulation at first was designed to prevent S&Ls and other banks stuck with long-term mortgages on their books from becoming insolvent as Volker raised interest rates, as we discussed earlier. The Depository Institutions Deregulation and Monetary Control Act of 1980 blocked states from enforcing usury laws for first mortgages. The Alternative Mortgage Transaction Parity Act of 1982, part of the Garn–St. Germain Act, allowed adjustable-rate mortgages, negatively amortized mortgages, and mortgages with balloon payments. This legislation ratified earlier regulatory steps by the Federal Home Loan Bank Board, which had allowed federally chartered thrifts to write variable rate mortgages and then extended that option to state chartered thrifts, preempting state laws.

The Secondary Mortgage Market Enhancement Act of 1984 legalized a private market for mortgage-backed securities (MBS). The Tax Reform Act of 1986 allowed MBS to avoid double taxation. Together these two acts made it financially viable for private firms to take on larger and riskier mortgages than Fannie Mae (the Federal National Mortgage Association) and Freddie Mac (the Federal Home Loan Mortgage Corporation) were allowed to buy (although later Fannie Mae and Freddie Mac were allowed to take on risky, though not jumbo, mortgages).2


Once Congress and regulators allowed banks to write risky mortgages, banks were given confidence that they could profit from such mortgages, regardless of their borrowers’ obvious financial weaknesses, by a number of mutually reinforcing and cascading judicial, regulatory, and legislative decisions. A 1993 Supreme Court decision (Nobelman v. American Savings Bank) blocked bankruptcy judges from reducing principal on mortgages. This gave banks a false sense of security that they would be able to get their money even if individuals declared bankruptcy. The Office of Thrift Supervision (OTS) in 1996 adopted a rule permitting federal thrifts to ignore state consumer protection laws. The OTS also allowed thrifts to offer mortgages with prepayment penalties. Both those regulatory changes by the OTS widened banks’ opportunities to write predatory loans that were more profitable than traditional mortgages.

In the mid-1990s, Fannie Mae and Freddie Mac, both shareholder-owned, for-profit corporations that are federally chartered and implicitly federally guaranteed, moved to buy ever-greater amounts of the mortgages banks had written with small down payments and ones without documentation of buyers’ income (the aptly labeled “liar loans”). This benefited the shareholders and executives of Fannie and Freddie, because those corporations realized profits when they packaged and resold mortgages purchased from banks as mortgage-backed securities. Franklin Raines, the Fannie Mae CEO, was paid $91.1 million in salary and bonuses from 1998 through 2004,1 based on profits that proved to be illusory. However, until the collapse and their takeover by the Treasury, Fannie Mae and Freddie Mac served as the buyers of first and last resort, allowing banks to find markets for toxic mortgages and thereby keep writing new ones without tying up their capital over the long term. Fannie and Freddie’s support for these mortgages also served as an endorsement to private purchasers of bundled mortgages.

Regulatory changes made it possible for banks to bundle mortgages into ever more complex securities that could be sold to other financial firms. The SEC in 1992 issued Rule 3a-7, which ensured entities that created collateralized debt obligations (CDOs) would not be classified as an “investment company.” This minimized SEC supervision and the likelihood that fraud would be detected in CDOs and the firms that issued them. Regulatory agencies’ lax accounting rules let banks put CDOs in off-balance-sheet entities, hiding their risk to defaults. In November 2001, the Fed and three other banking regulatory agencies (the Office of the Comptroller of the Currency, the Office of Thrift Supervision, and the Federal Deposit Insurance Corporation) agreed to lower risk weighting for MBSs from 50 percent to 20 percent, thereby reducing the capital banks had to keep to cover those investments.

Banks and financial firms created credit default swaps (CDSs) that were sold to the buyers of residential MBSs and CDOs to mimic Freddie and Fannie guarantees and thereby falsely assure the buyers that their investments were safe. The Commodity Futures Modernization Act of 2000 made the CDS market possible by allowing investors to buy CDSs on a debt security they did not own, leading to an explosion of CDSs that gambled on securities without investing in them. The Act also allowed preempted state-level regulation of derivatives for municipal bonds. This let banks peddle complex pieces of financial engineering to municipal officials who were unable to understand what they were being sold.


In the resulting confusion, profits were reestablished, but incidences of corruption, fraud, and graft also increased markedly. The list of serious scandals originating in the municipal securities market during this period is daunting: pay-to-play, premium laundering, yield burning, bid rigging, excessive compensation/pay packages, and various conspiracies top the list of investigations launched by federal agencies.1



In essence, that Act ended all legal constraints on derivatives. Brooksley Born, who headed the Commodity Futures Trading Commission, sought to issue new regulations for derivatives. However, she was blocked in that effort during the last years of the Clinton administration by the combined opposition of Fed chair Greenspan and Treasury secretaries Robert Rubin and his successor, Lawrence Summers.

The need for such regulation was demonstrated by its absence in the saga of the American International Group. AIG was the main seller of CDSs, a business it went into heavily after the firm was caught in 2005 for cooking its books and then had to restate earnings for the past five years. AIG’s accounting fraud didn’t bring on closer supervision by federal regulators of AIG’s new business in CDSs. In 2008, on the verge of bankruptcy for writing CDSs it could not cover, AIG received a series of bailouts from the Fed that eventually totaled $180 billion. In effect, the government nationalized AIG, taking 80 percent ownership of the firm.

After that disaster and the bailouts, AIG awarded “377 members of the [Financial Products] division a total of $220 million in bonuses for 2008” despite the fact that “the unit lost $40.5 billion” that year.2 The next year, AIG executives received $165 million in bonuses. Efforts to pass legislation taxing those bonuses, and ones received by executives of any other firm receiving a federal bailout, failed in Congress after President Obama told bankers “he did not want to vilify” them3 and Treasury secretary Timothy Geithner and Lawrence Summers (returned to government as Obama’s director of the National Economic Council) lobbied against the bill. Some of the executives voluntarily gave up their bonuses, and in the end the government more than recouped the money it advanced to AIG, suggesting that the government would have benefited financially if it had nationalized rather than bailed out the banks.

Deregulation and the encouragement of speculation continued under the George W. Bush administration. In 2004, the SEC issued a rule that reduced the net capital needed by the five largest broker-dealers: Bear Stearns, Goldman Sachs, Lehman Brothers, Merrill Lynch, and Morgan Stanley. This was done in response to an EU directive requiring banks operating in Europe “to designate a consolidated supervisor in their home country.”1 Those five firms all picked the SEC rather than any other US regulatory agency, accurately recognizing that the SEC would not limit or investigate their activities.

Lax SEC supervision allowed the five largest broker-dealers, and lesser firms as well, to use “short-term, often overnight, repurchase agreements”2 to borrow money. The Bankruptcy Abuse Prevention and Consumer Protection Act of 2005 encouraged the use of such “repos” by expanding “the special treatment that repo cash lenders were given in a borrower’s bankruptcy.”3 However, despite these protections, repos exposed the financial firms to extreme risk since, in a market panic, they would not be able to refinance their short-term repos and would have to dump investments, causing a crash. Such disasters were averted by Fed loans and purchases of degraded assets.

The Fed’s interest in keeping credit flowing to consumers through mortgages and home loans, and its (and other regulators’) longstanding ties to banks and financial firms, stymied enforcement of existing regulations and blocked the promulgation of new rules designed for the new era of highly leveraged and complex financial instruments. “A major part of the reason Wall Street developed ever more complex products was precisely because it was so hard for clients—and regulators—to figure them out.”4 Clients got little help from rating agencies, which gave inaccurate labels to mortgage securities because the agencies were paid by the firms whose securities they rated rather than the investors who bought the securities. Thus, if any ratings agency had presented honest appraisals of mortgages, bankers would have given their business to rival agencies.1

The firms themselves as well as their financial products became increasingly complex, and their risks harder to access.


Deregulation allowed financial conglomerates to become so large and complex that neither insiders nor outsiders could accurately evaluate their risk. The Bank for International Settlement told national regulators to allow banks to evaluate their own risk—and thus set their own capital requirements—through a statistical exercise based on historical data called Value at Risk. Government officials thus ceded to banks, as they had to ratings agencies, crucial aspects of regulatory power.2



US banking regulators, and international regulators under Basel II, used Moody’s and Standard and Poor’s ratings to determine the worth of mortgage securities and of sovereign debt on banks’ balance sheets.3

Banks gained freedom from regulators as they also were allowed to take much greater risks.


In the late 1990s, banks were allowed to hold risky securities off their balance sheets in SIVs [structured investment vehicles] with no capital required to support them. The regulatory system thus induced banks to move as much of their assets off-balance-sheet as possible. When the demand for risky financial products cooled off in mid 2007, bank-created off-balance-sheet SIVs became the buyer of last resort for the ocean of new MBSs and CDOs emanating from investment banks. At the end of 2007, J.P. Morgan Chase & Co. and Citigroup each had nearly $1 trillion in assets held off their books in special securitisation vehicles. For Citigroup, this represented about half the bank’s overall assets.

SIVs were supposed to be stand-alone institutions that paid service fees to the originating banks, but to which the originating banks had no obligations or commitments. They borrowed short-term in the commercial paper market and used this money to buy long-term, illiquid but highly profitable securities such as CDOs—a very dangerous game. To enable this commercial paper to receive AAA ratings and thus low interest rates, originating banks had to provide their SIVs with guaranteed lines of credit. This made the banks vulnerable to problems experienced by their supposedly independent SIVs.1



Financiers had ideological as well as criminal reasons to create complex products. Bankers could describe their new and ever more complex products as “innovations,” allowing them to bask in the reflected glory of actual technical advances in biotech and information technology and to argue that greater regulation could stymie future “innovations” that, in some never-specified way, would help borrowers and the overall economy.

In fact, financiers’ claims to innovation are the opposite of the truth. Thoams Philippon finds that the


sum of all profits and wages paid to financial intermediaries [which] represents the cost of financial intermediation . . . [as a share of US GDP] grows from 2% to 6% from 1870 to 1930. It shrinks to less than 4% in 1950, grows slowly to 5% in 1980, and then increases rapidly to almost 9% in 2010.2



The growth clearly tracks the rise of financial speculation in the 1920s and again from the 1980s on. Philippon shows that the increase in financial costs is due to increased trading and “the costs of active fund management . . . Investors spend 0.67% of asset value trying (in vain, by definition) to beat the market.”1

There is no way to gauge how effective financiers’ self-descriptions of themselves as innovators were in fending off regulation. US and European regulators had their own reasons for encouraging speculative finance even as it became an obvious bubble. Regulators were unwilling to undermine their bankers’ competitive position vis-à-vis rivals in other countries to prevent what seemed to be an implausible crash at the core of global capitalism. Members of Congress happily drew on Wall Street for campaign contributions. Journalists got higher ratings, and became highly paid celebrities themselves, by covering once-boring financiers as though they were sports champions:


CNBC was something more than a business-news cable channel. It was the winning team’s locker room, a cultural phenomenon of the heady 1990’s and a mainstay in bars, sports clubs and offices. It became the most-watched information source on cable as its anchors and correspondents reported on the stock market with the same cool confidence with which Internet entrepreneurs strode through Lower Manhattan. Chief executives like Jeff Bezos of Amazon and John T. Chambers of Cisco Systems were treated like rock stars on its programs as the once-stodgy lexicon of Wall Street—I.P.O., P/E ratio—became the hip new idiom of the day.2



Despite increasingly clear indications that speculative mortgages had become fraudulent, regulators never stepped in. “In September 2001, five hundred FBI agents were transferred from white collar crime to counterterrorism, and were never replaced despite a public FBI warning in 2004 that we faced an ‘epidemic of mortgage fraud.’ ”3 The Fed had authority under the Home Ownership and Equity Protection Act of 1994 to issue rules on mortgage lending to forbid, in the words of the Act, “unfair . . . deceptive [loans and] abusive lending practices, or that are otherwise not in the interest of the borrower.” But Greenspan never acted. The Office of the Comptroller of the Currency blocked all efforts by state attorney generals to pursue deceptive lending cases against banks.1

James Galbraith compares the wave of mortgage fraud to a criminal ring in which


the mortgage originators were, in effect, counterfeiters. They produced documents that resembled mortgages but which were known, by those who made them, to be fakes—destined either to be renegotiated or to default. An entire underworld lexicon described this craft: liars’ loans, NINJA loans (no income no job or assets), neutron loans (that would destroy the people but leave the buildings intact), toxic waste. This fact alone reveals clearly that the participants knew what they were about. And . . . virtually all appraisers in some areas reported being pressured to inflate their appraisals to justify larger loans. There is no honest reason for an inflated appraisal.

The counterfeit mortgages were then bundled and laundered—in the precise sense known to the drug trade—by the ratings agencies, who relabeled BBB paper as AAA without ever looking for, or at, the underlying documentation . . . The laundered paper was then fenced, again in the precise sense known to purveyors of stolen goods, by the large investment banks. Lehman Brothers, for instance, did the biggest trade in liars’ loans. Goldman Sachs was long in toxic bonds until the end was nigh, at which point that firm went massively short, dumping its holdings on trusting clients, to their later chagrin.2



Banks’ increasing leverage meant that even a small uptick in the mortgage default rate would tip those firms into insolvency. “Annual borrowing by US financial institutions as a percent of gross domestic product (GDP) jumped from 6.9% in 1997 to 12.8% a decade later.”3 Investment banks, which justify themselves by claiming that they provide credit to businesses, became such a huge drain on American and global capital because the SEC “under pressure from Goldman Sachs chairman and later Treasury Secretary Henry Paulson” gave them permission in 2004 to increase their leverage from twelve times capital, the limit that applied from 1975 to 2003,


to 40 times capital and made compliance [even with this high limit] voluntary. This allowed large investment banks to generate asset-to-equity ratios in the mid to upper 30s just before the crisis, with at least half of their borrowing in the form of overnight repos, money that could flee at the first hint of trouble. With leverage rates this high, any serious fall in asset prices would trigger a dangerous deleveraging dynamic.1



Obama’s Response to the Crisis and the Limits of American Hegemony

Housing prices peaked in April 2006, fell slightly for the next eleven months, and then plunged, reaching a low in May 2009 that was 32 percent below the peak three years earlier.2


The mutual dependence of housing prices and credit supply, a direct corollary of the tight coupling between housing market and capital markets, reached an unprecedented level in the subprime segment of the housing market, where new mortgage loans were offered on the expectation of future increases in housing prices. [In other words, the only way the fraudulent mortgages could be paid, since the home buyers lacked the income to even pay the interest once the teaser rates expired, was if they could sell the home or refinance based on a then higher value for the house they had purchased. Thus] the fall in housing prices and the distress in financial markets fed each other, leading to a negative cascade in both markets. If housing market and financial markets were not tightly coupled, such a negative cascade would not ensue. Furthermore, if mortgage loans were not converted into fungible financial commodities, these loans could be renegotiated between lenders and borrowers, which would have prevented the negative cascade that fueled the increase in foreclosures . . . The commodification of home loans lies at the origins of the foreclosure crisis and explains why foreclosures in the United States remained at elevated levels for a very long time.1



We need to supplement Gemici’s analysis, which, while accurate on the mechanics of the mortgage market, does not address the political decisions made by the Fed and the Obama administration. Obama, as a senator and Democratic presidential nominee, supported the Emergency Economic Stabilization Act of 2008, which allowed the Treasury Department to spend $700 billion on the Troubled Assets Relief Program (TARP), buying “troubled assets” from banks and also from insurance companies, money market funds, and other “non-bank” entities. Obama, as president, continued the TARP program. More significantly, Obama in 2010 reappointed Ben Bernanke, initially selected by President George W. Bush in 2006, to a second term as chair of the Fed. Obama, in that decision, reaffirmed the Fed’s policy of “quantitative easing,” which, in three rounds, purchased $4.5 trillion of Treasury bonds and mortgage-backed securities.2

Quantitative easing stimulated the economy by lowering long-term interest rates, but it also helped banks in two ways. First, they were able to unload mortgage-backed securities that private buyers were unwilling to purchase in the wake of the collapse of real estate prices and revelations that many of those securities were based on fraudulent mortgages. Second, by holding down the rates at which banks themselves had to borrow money or pay depositors, the Fed widened the spread between what banks paid and what they could charge their customers, drastically increasing bank profits.

In a case of clear political malpractice, Obama failed to differentiate in the eyes of the public his stimulus from Bush’s bank bailout. He never said anything along the lines of, “Bush bailed out bankers, and my stimulus benefits ordinary Americans.” Obama’s unwillingness to express class politics (admittedly, when he once called bankers “fat cats,” he was subjected to repeated harsh criticism from capitalists and journalists) left voters with the mistaken impression that the Obama stimulus was going to banks. Misperceptions of the stimulus were compounded by the low visibility of the three main sorts of stimulus spending: small-bore, “shovel-ready” projects; payments to state and local governments that averted public employee layoffs but did not visibly create new jobs for the unemployed; and tax cuts, which, in an effort to “nudge”1 the public to spend rather than save their stimulus tax cuts, were distributed through imperceptible cuts in payroll withholding rather than in a single check mailed directly to voters. (George W. Bush, in a similar situation, had the political shrewdness to have his first tax rebates mailed in envelopes postmarked “Austin, Texas.”)

Although Obama campaigned in 2008 in favor of mortgage cram-down legislation, which would have had the effect of overruling Nobelman v. American Savings Bank and empowering bankruptcy judges to deal with the complexities of securitized mortgages by forcing investors to write down mortgages to the actual value of homes after the bursting of the real estate bubble, he failed to make any effort to move such legislation as president. Indeed, in 2008, the Democratic majorities in Congress wanted to add such a cram-down provision to the TARP bank bailout legislation. Obama, by then the Democratic nominee, switched and opposed the provision, wanting it to be postponed until 2009. However, his administration never gave that measure priority, and bank lobbyists were able to defeat it in 2009.1 Obama waited until 2013 to nominate a replacement for Edward DeMarco, the acting director of the Federal Housing Finance Agency (the agency created in 2008 to act as conservator for Fannie Mae and Freddie Mac), who blocked mortgage write-downs.2

Obama’s failure on this issue was economic as well as political stupidity, since underwater mortgage holders’ spending was permanently limited by their oversized mortgage payments, and those who walked away from their homes became cut off from future credit. The millions of homes that were in limbo or foreclosure cast a pall on many local real estate markets, which in the most depressed areas had not lifted eight years after the crash. These areas, with the highest shares of subprime loans, and therefore the slowest recoveries in real estate prices, were among the places with the biggest switches from Obama in 2012 to Trump in 2016.3

Most notably, the Obama Justice Department managed to convict only a single trader at Credit Suisse for mortgage fraud. No one else has been imprisoned for that vast financial fraud. In comparison, more than a thousand people went to prison for the savings and loan frauds in the 1980s. The government did collect $190 billion in fines and settlements from banks, but that money came from the banks’ shareholders, not the executives who enriched themselves. Obama’s first attorney general, Eric Holder, claimed


the virtual absence of convictions (or even prosecutions) this time around did not result from a want of trying. “These are the kinds of cases that people come to the Justice Department to make,” he said. “The inability to make them, at least to this point, has not been as a result of a lack of effort.”



Whether or not Holder was correct about the difficulty of bringing cases against individuals, he was opposed as a matter of policy to bringing criminal charges against banks as institutions. As a deputy attorney general in the Clinton administration, Holder wrote a memo in 1999,


warning of the dangers of prosecuting big banks—a variant of the “too big to fail” argument that has since become so familiar. Holder’s memo asserted that “collateral consequences” from prosecutions—including corporate instability or collapse—should be taken into account when deciding whether to prosecute a big financial institution.



That policy blocked indictments of banks.1

All these factors—visible bailouts for bankers and a hard-to-notice stimulus for ordinary Americans, no relief for homeowners who were sold fraudulent mortgages, and total impunity for financiers who committed fraud—led voters to repeatedly punish Democrats. In 2010, the Democrats lost the House and a majority of state governments. In 2014, the Republicans took the Senate, and in 2016 the presidency.

Was an alternative that challenged banks feasible? While Obama did not move to take political advantage of the crisis and financiers’ visible criminality, that opening was only a potential one. Unlike FDR, who became president more than three years into the Great Depression, the Great Recession was at its beginnings when Obama took office. His primary task, to ensure his and his party’s political survival, was to limit and reverse the decline as quickly as possible. Obama could and did argue2 that taking a more radical course would have been too risky, and that his critics on the left have failed to acknowledge what Obama asserts were unchangeable political realities, most notably the difficulty in convincing conservative Democrats in Congress to vote for the stimulus, the Affordable Care Act, and Dodd-Frank despite their limited provisions.1 It is revealing that Obama, in making the case for his decisions, focuses entirely on Congress and never discusses what he did or more accurately did not do to mobilize public opinion behind his proposals. It is impossible to prove that, if Obama had tried to maintain or even deepen the level of mobilization that supported his 2008 election, a different course would have been feasible.

Once Obama, through some mixture of necessity and choice, decided to aid rather than confront banks, the existing power of US elites, their links to capitalists elsewhere in the world, and the structure of international institutions that the United States led but did not control combined to shape the response to and legacy of the crisis. The largest US banks were encouraged to use TARP and Fed funds to buy up smaller banks, just as the Obama administration encouraged mergers among hospitals and physicians’ practices after passage of the Affordable Care Act. The largest banks, having been certified as systemically important, were accurately regarded by investors as “too big to fail” and attracted deposits and investments away from their smaller rivals who were deemed vulnerable to failure. Even before the crisis, the largest banks were getting bigger in absolute and relative terms.


By the mid-2000s, the combined assets of the six biggest US banks represented around 55 percent of US GDP, up from less than 20 percent in 1995 . . . In 2009, according to one calculation, the too-big-to-fail subsidy represented roughly half of the total profits of the eighteen largest US banks.2



The biggest banks’ share of total banking assets, and their profit premium over smaller rivals, did not diminish over the years of the Obama presidency.3


Executives of financial firms and those of nonfinancial firms, whose outsized incomes were made possible by their firms’ ability to generate profits through financial manipulation and who therefore shared an interest in limiting regulation of finance, used their unified power to limit the reach of Dodd-Frank (the Wall Street Reform and Consumer Protection Act of 2010). These executives used the method most favored by economic elites in the United States because of its effectiveness. Unable to directly block the legislation since Democrats had a filibuster-proof majority in the Senate, lobbyists and executives from the financial industry pushed to make the provisions of the bill as vague as possible and left the writing of the actual rules to executive agencies. Many of the regulations required approval of multiple federal agencies, including the Fed, the one most likely to heed the desires of the biggest Wall Street firms and banks. Financiers’ hopes, which for the most part have been borne out, were that they could exert decisive influence in the writing of rules and, when the rules were unfavorable, get them blocked by federal courts stuffed with judges appointed by Reagan and the two Bushes, and Clinton and Obama judges who, while liberal on civil rights and civil liberties, often were sufficiently pro-business on economic cases, especially on the decisive US Court of Appeals for the District of Columbia Circuit.1

For example, the Business Roundtable broke with the Obama administration in June 2010 over a proposed provision in Dodd-Frank “that would make it easier for large, long-term shareholders to propose alternative candidates in elections to a company’s board of directors.”2 The Business Roundtable lost in Congress and the provision remained in Dodd-Frank, but when the SEC formulated a rule implementing the provision, the Business Roundtable and the Chamber of Commerce sued, and the rule was overturned in the Court of Appeals for the DC Circuit. The Business Roundtable and the Chamber of Commerce could count on support from nonfinancial as well as financial corporations in these fights over regulation because executives of nonfinancial firms increasingly got their income from stock options, and the firms themselves made money from finance.1

The trends of the first decade of the twenty-first century were not reversed to an appreciable extent by the crisis itself or by the Obama administration’s response to the financial collapse. Dodd-Frank did lead to regulations that have to a real extent reduced banks’ capacity to engage in financial speculation, although subprime and interest-only mortgages and credit cards with teaser rates for customers with poor credit ratings are returning to the United States2 and Britain.3 Since 2009, a growing fraction of the riskiest US mortgages are directly guaranteed by federal agencies,4 as opposed to the implicit guarantees (redeemed in the crisis) for the financial firms that bought and sold subprime mortgages before 2009.

Of course, the regulations created under Dodd-Frank, like the regulations mandated by earlier financial legislation, depend for their effectiveness on federal agencies’ interpretation and enforcement. Under Obama, Dodd-Frank has been somewhat successful at reducing banks’ leverage, making derivatives trading more transparent and perhaps less risky, and imposed limited controls on ratings agencies and banks’ proprietary trading. The Consumer Financial Protection Bureau, the brainchild of Elizabeth Warren, curbed abusive practices and forced unscrupulous financial firms to pay significant settlements to consumers.5

The long-term trend since Nixon, as we have demonstrated in this chapter, has been toward regulatory interpretations that are ever more generous toward financial firms at the same time as enforcement has become continually lighter. Democratic administrations and their appointees have been somewhat stricter than their Republican counterparts, although Carter, Clinton, and Obama each went only partway toward reversing the reductions in regulation and enforcement of their Republican predecessors. Trump, at the outset of his presidency, has shown through his appointees that he will try to roll back Dodd-Frank and other regulatory regimes as far as the law and federal courts will allow. We can expect that the next Democratic president (unless there is a new severe crisis and resulting progressive political wave) will only be able to return partway to the level of regulation under Obama.

CHALLENGES TO AND BASES OF AMERICA’S CONTINUING ECONOMIC HEGEMONY

Repeated American financial malfeasance, even fraud that has cost banks and governments elsewhere in the world trillions of dollars in degraded assets and lost economic growth, has yet to undermine US economic hegemony. The Fed remains the central and commanding regulator of global finance, and the dollar remains the world currency. US Treasury bonds continue to be viewed as among the world’s safest investments, and the only one capable of absorbing the vast surpluses of other nations.

This section identifies the bases of continued US economic hegemony and examines the sources of challenge to America’s ability to shape the global economy according to its own design. It is especially important to understand how America’s global economic position relates to its declining geopolitical power and to the paralysis of its domestic political system. We also need to see American economic power in relation to the capacities of its rivals, above all China.

The 2009 crisis enhanced the Fed’s power to shape global finance. The Fed proved able to create unlimited amounts of dollars that it used to bail out foreign as well as domestic banks and financial firms, and to stimulate demand and credit in the United States that allowed American consumers to continue to buy products and feed the trade surpluses of the rest of the world. However, the Fed acted in the face of, and because of, Congress’s severely limited capacity, even when it attained large Democratic majorities in 2009, to pass significant economic measures to address the financial crisis and rapidly deepening global recession.

Thanks to the Fed’s broad powers, the United States remained the lender as well as the consumer of last resort to the world, a role the European Central Bank (ECB) proved unable or unwilling to play. The ECB, along with other EU institutions, remained committed to a grim neoliberalism.1 The IMF was authorized in 2009 to increase its lending by $1.1 trillion. But, in comparison to the $4.5 trillion spent by the Fed, the IMF’s contribution was clearly inadequate, in large part because the United States was able to block a proposal by China, France, and Russia for a larger expansion of the IMF’s special drawing rights, which could have acted as an alternate currency to the dollar. Countries in the Global South were hostile to any expansion of IMF resources and power because they remembered the punitive conditions the IMF had placed on loans to them in the 1990s.2

The dollar stood as the world currency throughout the crisis, and today there is no indication that any other currency or basket of currencies will assume that role. During the crisis, “many investors found that their attempts to extricate themselves from unfavorable positions required dollar-denominated transactions, [and] the vortexlike capacity of American financial markets to draw in foreign funds was once again confirmed.”3 This was because so much world debt, including government bonds, is denominated in dollars. Dollar-denominated bonds, above all the seemingly unlimited supply of Treasuries, remained the most attractive site of investment, especially in comparison to the European countries that were borrowing money. Italy, the largest borrower in the EU,4 was hardly a safe investment, and the premium on Italian bonds, thanks to interventions by the European Central Bank,1 was too small to justify the risk in the eyes of most investors. Countries in the Global South also buy Treasuries, hold dollars in banks, and invest in the United States as a way to “self-insure” against runs on their currencies.2

Above all, the dollar’s global role has been sustained by the enduring convergence of interests between the United States and China to preserve the dollar’s primacy over the RMB. While the Chinese government moved forcefully, quickly, and successfully to counteract the effects of the crash with a $600 billion stimulus that revived growth within China, it did little to stimulate demand in the rest of the world, except for the raw commodities China imports, creating new bubbles in Brazil, Australia, and other countries whose economies remain largely dependent on the export of raw materials.

China’s approach to the dollar and RMB are determined by its overriding goal of sustaining the export-oriented strategy it has employed in recent years, which has produced a high rate of growth by undercutting international competitors with low wages and a lack of environmental laws. The policies undergirding that strategy will continue as long as managers and owners of state and private manufacturing firms continue to hold sway at all levels of the Chinese government. China’s huge and persistent trade surplus can be sustained only as long as its currency remains artificially low, which in turn requires exporters to “sterilize” the surplus by trading dollars and other foreign currency for RMBs. The government’s control of what has become a multi-trillion-dollar currency reserve allows it to extend credit to state-owned banks, despite their negative equity. The banks, in turn, roll over their loans to state-owned enterprises (SOEs) that are kept in business producing more goods than domestic or international markets can absorb, because if banks were to acknowledge that those SOEs would never again become profitable, they would have to write off their loans.3


There was some rebalancing of China’s economy under Hu Jintao, but that effort was undercut by the use of most of the 2009 stimulus to encourage a new wave of lending by banks for yet more redundant factories, shopping malls, real estate developments, and rail lines. Despite his rhetoric, Hu’s successor, Xi Jinping, has failed to summon the unity and political power to challenge local governments, SOEs, and private capitalists (many of whom are relatives of current and former high officials). The government’s adherence to existing policies ensures that resources will not shift toward domestic consumption fast enough to mitigate the continuing danger of a wave of Chinese domestic bankruptcies or a collapse of global prices for manufactured goods.

The RMB is a minor player in global currency markets, mainly because China refuses to open its banking sector to global markets.1 Such liberalization would sap the party-state’s ability to use credit to control the economy. China’s investments in the developing world do strengthen those countries’ leverage against the United States by creating a new source of credit, which China offers on better terms than American or European banks, governments, and international agencies. However, while China helps to shift the balance of power from the First to the Third World, this, as we will see later, is felt mainly in trade negotiations rather than in the military realm. China has not yet made the military investments that would allow it to challenge the United States directly beyond East Asia, and even there it is not at all clear which power would have the edge in a confrontation.

China and the United States thus remain in a symbiotic relationship. China represses labor costs, mainly by limiting the mobility and rights of rural residents. China’s undervalued RMB and the low interest paid on savings also serve to transfer income from workers and consumers to the state and large firms. Those savings partly go to build infrastructure and new factories in China, but much of it is exported to the United States. However, China’s competitive advantage in so many manufacturing sectors means that it would be a poor investment to use that capital inflow for industrial investment in the United States, so it is diverted to underwriting the perpetual federal budget deficit, and it helped fuel the real estate boom that collapsed in 2008. Hung’s prognosis is grim: China and the United States both are likely to endure frequent recessions and financial collapses in a world-system in which Chinese domestic power relations ensure that the world’s most populous country makes no serious effort to supplant America’s dollar and military hegemony. Only popular mobilization within China could reorient its developmental policy in a more sustainable and egalitarian direction, but predicting that is beyond the scope of this book—and probably beyond the capacity of social science theory.

In the meantime, the Fed’s power to regulate the global economy and finance remains largely unimpeded as long as the dollar remains the global currency. Basel III, whose implementation the G20 accelerated in 2009 in response to the crisis, created the Financial Stability Board, but the Board operates by consensus, allowing the United States and Britain to block any proposals that challenge US or British interests to remain the central nodes in world finance. The United States vetoed various suggestions by France and Germany and by countries in the Global South for mandatory enforcement mechanisms. In any case, the Board’s policies imitate the reforms promulgated by the Fed and under Dodd-Frank.1

Conversely, when the United States does want to impose global standards, it uses “clubs” of invited nation-members, such as the Financial Stability Forum, to develop “more rigorous financial codes and standards across a range of issues, including banking supervision, insurance, auditing, securities, and data transparency.”2 These clubs allowed the United States to circumvent Third World countries, which were harmed by these efforts to discipline their banks and markets, from using their ability under formal or informal rules in established international organizations to block consensus around US proposals.3 The United States also retains effective control over the World Bank and other multinational development banks (MDBs), and can demand those banks condition loans on recipients’ willingness to privatize state-owned firms and to borrow from private (mainly New York–based) banks. The push under George W. Bush, with support from liberal NGOs and Democrats in Congress, to force the World Bank and MDBs to offer grants along with loans and to forgive or restructure past loans1 meant that private banks would be more likely to have their loans to those poor countries repaid.

US financial standards, and those the United States deigns or desires to be created in forums that it controls, are the only operating global standards. As a result, the United States exercises the only significant sanction in global finance: exclusion from the US banking system. That punishment hits not just the direct target, but any country that attempts to circumvent an embargo the United States has placed on the marked nation. This is the mechanism the United States under Obama used so effectively against Iran to compel it to severely limit its nuclear program and submit to inspections.

Trade is the one arena in which US control over the global economy has been effectively challenged. Global South countries, led by China, India, and Brazil, were able to use their ability to block consensus in the WTO to demand that the Doha Round expand access to Western markets for their leading sectors: agricultural goods (Brazil), IT services (India), and manufacture (China). China’s investments in the Third World and its selective purchases from other Global South countries enabled it to build a coalition to counter Western nations in the WTO. All the major powers, old and new, are committed to trade liberalization. But they do so “selectively,” wanting access abroad for their competitive industries while protecting their laggards at home, so negotiations are stymied.2

As we have seen, the United States, in the era from the 1930s to the 2000s, was willing to provide access to its large home market in order to open the globe to its most lucrative sectors, above all finance. It was only in the 1960s that other countries began to develop sufficient industry that they could compete with American firms in the US market. Even when US firms and workers suffered absolute losses, financial elites’ growing power ensured that American trade policy remained committed to opening America’s home market in return for access to foreign markets. This remains American policy,1 but while American financial hegemony allows the United States to set the financial rules for the globe, its declining industrial power makes it harder to compel the rest of the world to sign on to one-sided trade deals that would rescue certain American sectors at the expense of foreign rivals.

In the absence of new global trade deals, and now the seeming demise of the Trans-Pacific Partnership and the Transatlantic Trade and Investment Partnership, regional trading blocs led by the EU and China, and among Latin American nations, have the ability to create commercial zones that disadvantage the United States and that offer mutual concessions to the other regional blocs. To the extent that these blocs no longer need US military protection, or in the face of repeated American military failures decide they can flout US pressures, even leading American industries could be at a disadvantage in global trade.

The strategy that emerged at the end of World War II and was supported by a bipartisan coalition in Washington and by military and economic elites, in which the United States made limited economic sacrifices to bind Europe, Japan, and later a few other strategic countries (most notably South Korea, Taiwan, and Israel) in a US-centered and -ruled hegemonic system, while American military power provided additional leverage in economic negotiations, has been undermined in recent decades. The loss of the Cold War threat, and the American military’s inability to develop a strategy capable of mobilizing the proper human resources and weapons to face present-day enemies, reduces the geopolitical pressures on allies to accept US economic direction. Within the United States, as we have traced in this chapter, a coherent national economic strategy has given way to opportunistic moves by corporate officers to pursue their own profit at the expense of the long-term viability of their firms. Such profits are realized in the financial arena, creating an ever more one-sided push for financial liberalization over government policies that protect industrial sectors.

Financialization, which, as Arrighi showed us, is the hallmark of hegemons in the autumn of their dominance, has become the favored government policy in the United States since the 1970s, as financial elites became increasingly dominant in the domestic economic sphere and were able to maneuver in Washington amid governmental paralysis that precluded alternate strategies to those favoring financialization. At the same time, US leverage in the nonfinancial economic realm was reduced as other countries gained industrial prowess, found ways to challenge US control over nonfinancial international agencies, and built their own investment and trade networks. America’s ability to exercise unilateral control over the global financial architecture now is the remaining pillar of US hegemony.

American economic hegemony thus seems likely to endure continuing disruption as it depends on a sector that is increasingly prone to frauds, panics, and crises. America’s financial supremacy today is built as much on rivals’ incapacity as US capacity. Chinese economic elites’ ability to maintain an export-oriented strategy prone to overproduction and financial bubbles, despite reformist campaigns by supposedly powerful leaders, reveals the divisions among Chinese elites and paralysis within the state. That is why China’s efforts to forge a Beijing Consensus, built on opposition to military intervention against and trade embargoes of all but the most outrageous dictatorships and on a model of economic development different from what the United States advocates (although not too different from what the United States practiced during its rise to hegemony in the nineteenth and early twentieth centuries),1 remain incomplete and tentative.2


As long as China restricts the global exchange of the RMB, a policy essential to its current economic development strategy, it will never have a currency that could rival or supplant the dollar. The Euro is the currency of a region with a large enough economy (comparable to that of the United States) to be a rival global currency, but, except for the European Central Bank, the EU has no reliable policy organ.1 As we have seen, the ECB lacks the resources and capacity to compete with the Fed as a global regulator or economic stimulator. To do so, even if the EU somehow reformed itself, it would have to directly confront US control of the institutions that undergird the global financial architecture.

The dollar could cease to be the world currency without the RMB or the Euro replacing it. Continued high US budget and trade deficits could lead foreign investors, and American investors as well, to see Treasuries and the dollar as a Ponzi scheme and dump their holdings. However, direct challenges to the dollar would impose severe costs on rival nations. If China tried to dump dollars to punish the United States, as the United States did to Britain in the Suez Crisis, the Chinese government and banks would suffer massive and potentially bankrupting losses on their Treasury holdings. That punitive maneuver was open to the United States in Suez because Americans held few British bonds. In any future market panic, as in 2008–09, the Fed would counteract until the panic subsided. In such efforts, other countries, again as in 2008–09, would aid the United States since they have an interest in a high dollar.2

If the dollar were no longer the world currency, US firms and the government would have to issue bonds in other, more stable currencies to obtain lower interest rates. Then the Fed would be constrained by the need to maintain an exchange rate that would allow American borrowers to repay loans, or at least to pay current interest, in other currencies, and the Fed would not be able to print dollars as it did in 2008–14, and instead would be limited by its tiny reserves of other currencies. At that point, the United States would have no choice but to narrow its trade deficit, which could only be done by investment in actual productive facilities and by lowering wages and/or consumption, as Germany did after its 1990s reunification binge. Merely lowering the value of the dollar will not solve the problem, as Trump and some of his advisors believe. Nevertheless, this is a dilemma that Trump or his successors are unlikely to face as long as China and the EU limit themselves in their assumption of a global role and allow the Fed to remain the prime regulator of global financial markets.

THE BOTTOM LINE

You will remember that in chapter 1, after a historical review of failed and successful hegemons, I presented a Boolean truth table of the factors that impede hegemony. Polities failed to become hegemons when there was (1) a high level of elite conflict in the metropole, (2) a high level of colonial elite autonomy from the metropole, (3) a unitary elite dominant in the metropole, and/or (4) a lack of infrastructural capacity to control colonial elites. The presence of any one of those four factors precluded hegemony, although in some cases more than one factor was present. Only the Netherlands, Britain, and the United States lacked all four. I then hypothesized that one of those factors would have to reemerge before Dutch, British, and American hegemony was undone.

We saw in chapter 4 that the Netherlands lost hegemony because Dutch imperial and commercial conquests disrupted stable elite relations in the metropole and created conflict among elites that each gained the capacity to block central state policies that threatened their particular interests. In other words, Dutch decline was caused by the reemergence of factor number one at home, while single elites gained control of colonies and trading companies that were autonomous from central state direction (factor number two). Britain’s loss of hegemony was more complex, as we explained in chapter 5. Colonial elites, mainly in the settler colonies, achieved a high degree of autonomy (factor number two). But that mattered mainly by altering the balance of power among metropolitan British elites, allowing financial capitalists to challenge landed and industrial elites (factor number one) and pursue policies that kept taxes low and the pound high, stymieing British industry and preventing Britain from making the investments in industrial and military modernization needed to counter its rising geopolitical and economic rivals, above all Germany and the United States.

Now that we have examined the trajectory of American politics, the military, and the economy from the 1960s to the present, we are in a position to identify the factors that are causing the decline of US hegemony. Chapter 6 tracked the emergence of elite conflict within the United States. As in the Netherlands, elites gained the power to block governmental initiatives and to prevent policy changes that could cost them money. Unlike in the Netherlands, where the structure of elite relations was transformed by the weight and wealth of the Dutch empire and trading network, in the United States we saw that elite relations were remade by mainly internal domestic factors. That difference is due in part to the relative size of the metropolitan and imperial economies. For the Netherlands, wealth from colonies and trade overwhelmed the domestic economy. America was a continent-sized economy in which profits from the world contributed more modestly.

Different measures of domestic and international business, however, did not translate directly into the forms of elite conflict that arose in hegemonic Netherlands and America. Rather, colonial riches poured into a Dutch elite structure that had incorporated an empire through familial networks that were linked to one another by contracts that blocked the sorts of significant reforms needed to sustain Dutch industrial and commercial dominance and to generate the revenues and—more vitally—the coordination required for a military capable of countering Britain’s rising capacity.

US elites did not face plausible foreign rivals in the way that the eighteenth-century Dutch or late-nineteenth-century British did. Instead, American economic elites worked in the domestic political arena to create and exploit opportunities to reconstitute themselves through corporate mergers and then through financial deregulation. These structural changes transformed elite interests and the lines of conflict and alliance among elites. That, in turn, made it possible for elites to appropriate federal government resources and powers, and to control markets in ways that absorbed or eliminated locally based competitors. Such political and market power allowed economic elites to enlarge their share of national income and wealth at the expense of consumers and workers. The global wealth that American hegemony ensured would flow into the United States bought off opposition to financialization by sustaining the trade and budget deficits those policies produced, creating new economy-sustaining bubbles even after previous ones collapsed.1

The dramatic shift in resources from ordinary citizens and the state to economic elites since the 1970s (the “Great U-Turn”) has, as in late Victorian Britain, fatally reduced the revenues needed for investments to keep US infrastructure, technology, and workers competitive with rivals elsewhere in the world. Economic restructuring also reshaped the firms that produce weapons for the US military, ensuring that the lavish Pentagon budget is spent in ways better suited for fighting the long-extinct Soviet Union than the targets the United States wishes to subdue in the twenty-first century.

Yet it is a mistake to attribute America’s military setbacks only to the effects of corporate interests on military procurement. As with their counterparts in the Netherlands and Britain, the American military developed its own rigidities and, as in Britain, responded to public concerns over war casualties. In the Netherlands, military rigidity was a direct reflection of civilian elites’ control over military offices and ships, a control that mirrored their power over domestic and colonial offices and privileges. In Britain, officers’ career interests stymied reform, and outrage at British soldiers’ deaths and injuries (though not at those of soldiers from the colonies) brought early ends to the South African and Crimean wars and limited colonial ventures in ways that inhibited imperial policy and emboldened great power rivals.

US service rivalries and officers’ career interests intersected with and reinforced military contractors’ profit opportunities to produce unsuitable and often unusable weapons. However, public concern about casualties in post-Vietnam America was deeper and more sustained than in Victorian Britain, and constricted American geopolitical strategy far more severely than similar sentiments did in Britain a century earlier. US military weakness, which undermines geopolitical hegemony, is a combined product of elite conflict (factor number one), which has created a military armed with weapons unsuited to the tasks at hand, and a new version of factor number four, lack of infrastructural capacity. The fourth factor today differs from its ancient and early modern manifestations in that it is a cultural creation, as American attitudes toward their own soldiers’ deaths have been transformed in ways that limit the extent of combat.

Military setbacks, industrial stagnation, and governmental rigidity left finance as the only field open for expansion and renewed profitability as hegemony declined. However, the paths finance took, and the effect of that expansion on the rest of the world, differed dramatically in the three hegemons. Dutch financial innovations created the first global (or at least European) markets for commodities and for raising money for firms and governments (as opposed to markets for mere speculation, which existed at least since Renaissance city-states). Those markets enriched Dutch financiers but also served to funnel wealth from the Dutch empire to rising economies, above all Britain. Amsterdam merchants, unified in their families and in their city networks, remained capable of manipulating markets that became increasingly divorced from the rest of the Dutch and global economies. At the same time, those merchants’ control over Holland’s government and over a territorial empire that lasted respectively until the Napoleonic invasion of 1795 and US insistence that the Dutch grant Indonesia independence in 19461 provided new infusions of wealth that benefited the merchant elite but hardly stimulated the national economy.

British financial hegemony lasted beyond its loss of industrial and technological leadership, its demonstration of military weakness in the Crimean and South African wars, and increasing assertions of autonomy from its settler colonies. Britain’s financial power stemmed, like the Netherlands before it, from the fact that its capital city was also the controlling market for allocating investment, drawing capital from the rest of Europe and the Empire and then sending it off to firms and governments that operated according to London financiers’ strictures. Such control, in the case of formal and informal colonial governments, was reinforced by Britain’s periodic military interventions.

British financial power was increasingly exercised at a level more abstracted from concrete markets in commodities and finished goods than had been the case for Amsterdam. Investments in actual firms and governments were more enduring than in the goods that flowed through Amsterdam warehouses. London remained the center of the financial world even as its centrality, by the end of the nineteenth century, became mainly a consequence of British financiers’ inability to extricate themselves from investments over which they were losing control to increasingly autonomous settlers in the Empire and to firms (especially in the United States) ever more able to finance their expansions through retained earnings. British financial decline and loss of hegemony came when rivals no longer depended on London to provide capital and markets.

American financial hegemony has survived decades past the point at which the United States became a net borrower. The United States’ position remains unassailable because it became the regulator of first and last resort for the world economy in 1945. The United States was able to position the dollar as the linchpin of global financial stability. Even as waves of crisis have emanated from the speculation that US control of global finance has made possible, the regulatory power of the Fed has been sustained. Indeed, the crises, as we have seen in this chapter, have strengthened the Fed and attracted more capital to investments in US government debt and in American stocks, mortgages, and real estate.

American financial hegemony thus will be ruptured in a different manner than was the case for the Netherlands and Britain. Those earlier hegemons’ financial power did not survive the advent of new, larger, and economically more advanced rivals. The United States will retain financial control as long as the rest of the world depends on the dollar and the Fed to mitigate overleveraging, speculation, and recessions both by writing and enforcing regulations worldwide and by acting as the source of unlimited economic stimulation that flows into actual investment and production in much of the world while fueling waves of financial engineering and speculation in the United States.

The power of American regulation and the dollar will not be undone by elite conflict in the United States, since all elites derive their position in part from America’s global financial hegemony, and their institutions are subject to Fed regulation. Nor is this power challenged by China or the EU’s autonomy in other spheres, or by the growing ability of countries once under America’s thumb to pursue their own interests alone or in concert. Their strategies of autonomy in all other spheres depend on world markets denominated in a stable dollar and presuppose the Fed’s global regulatory role.

Only if and when a sufficient concert of other nations devises a new regulatory mechanism for global finance and creates a process to back up demand in recessions and liquidity in crises will American financial hegemony come to an end. While America’s nuclear weapons pose a threat that is so nihilistic that they offer no practical response to countries that recognize and exploit the ever more severe limits of US conventional warfighting capacities, the Fed and dollar provide palpable and regular support for the interests of elites around the world. Thus, US financial hegemony endures, even as it corrodes the other pillars of American economic power and stymies the emergence of a stable post-hegemonic elite structure within the United States and of a government with enough autonomy to advance policies that could address the interests of Americans other than those elites who have built for themselves impregnable fortresses within largely autonomous institutions.
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After Decline


Good evening. This is your Captain
We are about to attempt a crash landing . . .
This is your Captain—and we are going down
We are all going down, together.

Laurie Anderson, “From the Air” (Big Science, 1982)



Books of this sort typically end with a chapter of recommendations and hopes. If I followed that path, I would now speak to elites and beseech them to think of the nation’s interests, which are also their real long-term interests. I would offer advice to citizens at large to become more engaged in public affairs.1 So far, authors who have made such entreaties have not had a discernible effect on public debates or political outcomes. I am not under the illusion that I possess the rhetorical skills to move hearts. Few authors have that ability.

The rare books that resonated widely and propelled political action, at least in the United States, were written in the midst of already established and deeply organized social movements. Uncle Tom’s Cabin was published two decades after the British Parliament had banned slavery throughout the Empire and in a period when the American abolitionist movement was already a powerful, though minority, position in the United States. Michael Harrington’s The Other America appeared in 1962, in the midst of the civil rights movement and after John F. Kennedy had made the alleviation of poverty a key issue in his presidential campaign, though not of his administration. Rachel Carson’s Silent Spring might be an exception to this pattern. It was published in 1962, well before an organized environmental movement emerged in the United States, and clearly spurred establishment of the Environmental Protection Agency in 1970, which then banned the pesticide DDT in 1972. However, pollution and pesticides, unlike slavery, segregation, or poverty, affect everyone. Books like Carson’s speak to their readers’ self-interest rather than seek to build readers’ sympathy for victims who differ in obvious ways from them. Similarly, Upton Sinclair’s The Jungle (1906) was written to expose horrible working conditions in meatpacking plants, but readers instead reacted to the book’s depictions of contaminated food, leading to the rapid passage that year of the Federal Meat Inspection Act and the Pure Food and Drug Act, which established the agency that was the precursor to the Food and Drug Administration. As with Silent Spring, The Jungle provoked self-interest rather than altruism. Sinclair himself wrote, “I aimed at the public’s heart, and by accident I hit it in the stomach.”1

If I am not going to exhort readers, then what can I do in this final chapter? I assume I have made the case that now America’s decline, like that of Britain and the Netherlands before, is irreversible. Therefore, the question is not how we can reverse decline, but instead how decline will affect America’s political economy, its geopolitical role in the world, and the quality of life for elites and non-elites. To answer that, I begin by examining what happened in the Netherlands and Britain after their losses of hegemony. Like America, those two polities underwent gradual declines. There were not any sudden collapses of elites or major military defeats (or victories) in post-hegemonic Netherlands and Britain that could have ushered in major social reforms or political restructurings such as occurred in various countries following the two world wars.

I compare post-hegemonic Netherlands and Britain along three dimensions: the extent to which inequality rose or declined, whether tax policy was used to reduce inequality and whether social programs were initiated or expanded, and if military and foreign policies were revised to reflect those polities’ reduced circumstances. I then look at the same three dimensions in the contemporary United States and reflect on whether current trends are likely to continue. I seek to identify forces that could push the United States toward greater equality, expanded social programs, and a less aggressive and imperial foreign policy. The possibility of such a hopeful future depends largely on the revitalization of American democracy, and so I examine the prospects for such a renewal. I end with a consideration of the paradoxical coexistence of American elites’ seemingly unchallenged power and their growing fears for the future.


ELITE PRIVILEGE AND INEQUALITY AFTER DECLINE

The end of hegemony closed opportunities for the sorts of windfall profits created by empire or the domination of trade networks. Yet, as Arrighi shows us and we discussed at the end of the last chapter, declining hegemons remain for a time at the center of global financial networks, which create different although still highly lucrative profit opportunities. And, in any case, some Dutch and Britons retained capital accumulated during the years of dominance that provided rentier income. Let us see how the Dutch and British economies did after hegemony, and most importantly who suffered as their nations lost the benefits of hegemony.

The Dutch income advantage over Britain lasted more than a century and a half after the Dutch had lost hegemony. The Dutch, as measured by per capita income, remained the richest Europeans, ahead of the British until the mid-nineteenth century, at least three decades after Britain had become the hegemon.1 That prosperity was a legacy of the vast stores of capital the Dutch accumulated during their hegemony and their ability to park that capital in more dynamic economies. Yet wealth was narrowly held and incomes were highly unequal as Dutch elites retained the most lucrative offices and opportunities within the metropole and empire.

Finance, the leading sector in the eighteenth and early nineteenth centuries in the Netherlands, focused investment in industrial rivals, above all Britain, and in the state itself.1 In the early eighteenth century, capital shifted from productive investment into state bonds, which were narrowly held. “After 1713, interest payments absorbed over 7 percent of Holland’s tax revenue . . . For the Republic as a whole, interest payments on the public debt amounted to about 7 percent of mid-eighteenth century national income,” which went mainly to a small cohort of wealthy bondholders.2 As we saw in chapter 4, increases in government revenue functioned to funnel wealth from a mass of taxpayers hit with increasing consumption taxes, to wealthy bondholders and officials.

Ordinary people did increasingly badly in the post-hegemonic era. De Vries and van der Woude find that “from the several real wage peaks occurring between the 1680s and 1730s, a new trend of declining real wages set in, reaching its nadir after 1800.”3 The decline began earlier and was sharpest for unskilled laborers. The wage decline was from a high base, elevated enough that craftsmen’s wages in the Netherlands remained higher than in southern England until the beginning of the nineteenth century.4 Despite Dutch workers’ higher average real incomes, they suffered from greater inequality than their English counterparts.5

Britons, like the Dutch, retained an income advantage over their global rivals even after they lost hegemony. However, the British edge over its hegemonic successor, the United States, lasted only three decades after what we marked in chapter 5 as the end of British hegemony in 1873.1 The United States surpassed Britain in per capita income for the first time in 1901 and achieved a permanent edge by 1920, except for the Depression years of 1932–35.2 Thus, while the Dutch retained an income edge after the British became hegemonic, Britons fell behind the Americans decades before the United States achieved hegemony.

British income and wealth inequality remained high in the decades between the end of hegemony and the start of World War I. Capital’s share of national income peaked at 43 percent in 1860, declined gradually over the next fifty years to 36 percent, reflecting declining income from the Empire and from land, but then plunged in the decade of World War I to 21 percent in 1920.3 Wealth remained more stable; the top 1 percent’s share of national wealth rose from 54.9 percent in 1810 to 61.1 percent in 1870, and continued to increase to 70 percent in 1895.4 It remained within the range of 69–74 percent from 1895 until 1910, with the top 0.1 percent holding half of that. The top 1 percent’s share fell to 67.2 percent in 1914, and to 62.6 percent in 1919. World War I was the turning point. The top 1 percent’s share fell over the subsequent century, hitting bottom at 10.6 percent in 1988.5

Despite the high and rising level of British inequality during its hegemonic heyday, and high and stable or slightly declining level in the four decades of decline leading up to World War I, workers did increasingly well in absolute terms. Wages, which in 1800–09 were the same as a century earlier, rose rapidly after the end of the Napoleonic Wars, more than tripling in the century from 1800–09 to 1900–09.6

Ordinary Britons’ unusual prosperity, which continued even in the face of their nation’s hegemonic decline, and a degree of inequality that was significantly higher than in the Netherlands, was not due to Britain’s economic growth rate in the post-hegemonic era. In the 1810 to 1880 period, Britain had the third highest growth, after Switzerland and Belgium, in per capita income of the twelve richest Western European nations.1 For the 1880 to 1910 period, Britain was tied for second worst with Belgium, ahead of only the Netherlands.2

Two factors explain Britons’ rising wages in the post-hegemonic decades. First, massive emigration reduced the growth of the British population. From 1881 to 1910, more than 5.4 million people emigrated, most of whom were working adults, which was one-seventh of Britain’s population in 1900.3 This created shortages of agricultural and industrial laborers, boosting their wages. Second, there was an upsurge in unionization in Britain in 1889–92, doubling membership to 11 percent of the labor force. Union density then rose more slowly to 18 percent in 1901 and 19 percent in 1911.4 The threat of further unionization pushed employers to raise or at least maintain wages, though for the most part only in the sectors with high unionization rates: “coal mining, then engineering, shipbuilding and railways, then cotton, then construction and government employment.”5 However, the increases in wages did not decrease the concentration of wealth, which remained at historically high levels.

The Netherlands and Britain define the parameters of post-hegemonic prosperity and inequality. Elites in both countries widened their advantage in wealth over the rest of the population in the decades after the end of hegemony. Workers’ wages diverged in the two countries. In the Netherlands, wages fell absolutely and relatively, while in Britain they fell relatively while increasing absolutely. Demographic and political forces account for the difference. Britain had created settler colonies that were congenial and prosperous lands attractive to poor Britons. The Netherlands’ colonies were not inviting places for Dutch emigrants. Thus, the nature of the two empires, established centuries earlier, shaped workers’ fortunes in the twilight of Dutch and British imperialism. Dutch workers of the mid-eighteenth century were disorganized in comparison to their British counterparts a century and a half later, and of course an ideological and organizational base for non-craft unions did not exist in the century when Dutch workers paid the material costs of their nation’s decline.

GOVERNMENT POLICY: TAXES AND SOCIAL BENEFITS

Did inequality become a political issue in either country, and were progressive taxes instituted or social programs established or expanded to reduce inequality or address poverty? In a word, taxes did not become redistributionist in either country during their post-hegemonic decades, while some limited social programs were instituted to address poverty and provide social benefits to a wide portion of the working population in Britain but not in the Netherlands.

In the Netherlands, the Patriot Revolution of 1780–87 amplified the grievances that had animated the smaller and more easily defeated anti-state revolts of 1702–07 and 1748, in its clear opposition to Orangist rule and to the corruption and privileges of the stadtholder and his retainers. The rebels of the 1780s were motivated by the Netherlands’ setbacks and then defeat in the Fourth Anglo-Dutch War of 1780–84, which the rebels accurately attributed to the government’s ineptitude and the unwillingness of the rich in the Netherlands and of the VOC to adequately finance the Dutch military. Anger was deepened by the recession that resulted from British attacks on Dutch commerce in the war, a war widely seen as caused by merchants’ grasping efforts to profit from the American War of Independence. Yet the class lines between rebels and Orangists were confused with many of the poor siding with the stadtholder against middle-class rebels. The revolts all ended without realizing significant political or economic changes. The Patriots’ early military successes were undone by Prussian intervention in 1787.1


The Netherlands was an eighteenth-century pioneer in the provision of income support to the poor, mainly lowly paid laborers but also widows, orphans, and the unemployed. As the need increased in the eighteenth century, church aid to the poor, which was funded by endowments and annual surpluses, was supplemented with direct expenditures by towns and cities. Church and state poor relief in the second half of the eighteenth century amounted to a combined “3 to 4 percent of the mid-eighteenth-century national income.”1 That amount reflected the large fraction of the population that received aid more than the modest payments given to each recipient. As the population of underemployed and underpaid rose and wages fell after 1770, the amount available for poor relief became increasingly inadequate.

“The government bond default of 1811 (the tiercering)” wiped out the value of the bonds that had funded church charities, and the state largely replaced churches in supporting the poor. State expenditures on poor relief more than doubled from 1815 to 1829.2 However, most of the debate over poor relief in the late eighteenth and early nineteenth centuries was over how to reduce rather than increase poor relief. Wealthy citizens complained that charity and government aid were encouraging the poor to shun work. Poor relief did allow workers to be pickier about the jobs and wages they would accept, giving them real negotiating power with employers. In any case, the tiercering combined with the shrunken budgets of the Batavian Republic and its successors to ensure that nineteenth-century Netherlands would be, as the elites desired, a harsher nation for the poor and for ordinary laborers than the eighteenth-century Republic had been.3

Dutch public expenditures on education and public works, the government programs that benefited the general population, remained stingy through the first half of the nineteenth century, varying between 10 percent of the total budget in peacetime and 5 percent during wars. Only after William I abdicated in 1839, and a “stable, centralized and limited regime was established in 1848” that swept away many elite institutional privileges, did those expenditures reach 18–20 percent, a level it remained from 1880 until “the start of World War I.”1

Dutch taxes remained regressive until World War I. A modestly progressive income tax was enacted during the Batavian Republic and then permanently in 1893. However, it provided only a tenth of state revenues and did not undo the overall regressive nature of the Dutch tax system until a vastly expanded income tax was introduced in 1914 to pay for the war effort.2 Earlier efforts to create a progressive income tax were supported by popular forces that backed the Batavian Republic and “public opinion on the income tax had become generally quite favorable since 1870.”3 However, in both periods, enactment of an income tax was deflected by elite control of the central government. Before 1914, most revenue came from excise taxes on commodities that were consumed by the entire population and land taxes that were set by provincial quotas that had the effect of placing a heavier burden on the poorer provinces. The rich were targeted with land transfer taxes and death duties, but the levels of those taxes were too low to make up for the regressive nature of consumption taxes.4

British politics and governance, in contrast to the Dutch stasis enforced by elites, were transformed significantly in the half century before World War I. The franchise was expanded by the 1867 Reform Act and the 1884 Representation of the People Act, the former sponsored by the Tories and the latter by the Liberals. Together, they ensured that by the 1885 general election, “Sixty-six percent of adult males were now eligible to vote, including upward of 40 percent of male manual workers (although many were prevented from voting by biased registration procedures). Perhaps half the electorate were workers.”1 The growing strength of workers and their Labour Party led the Liberals to make an electoral pact with Labour for the 1906 and subsequent elections. As a result, the Liberals won the 1906 and the two 1910 elections, allowing them to govern first alone and then in a coalition with Labour, which elected twenty-nine MPs in 1906 and forty and forty-two in the two elections of 1910, and the Irish Parliamentary Party.2 The 1911 Parliament Act, which limited the power of the House of Lords, ensured that the mass electorate’s preferences, as mediated through the parties, could not be vetoed by hereditary elites.

The Liberals pushed through a raft of legislation in the years from 1908 to 1911. The Old-Age Pensions Act of 1908 provided low, means-tested pensions for those over age seventy, paid by national government, and sick pay and unemployment insurance financed by worker and government contributions. The 1911 National Insurance Act provided health insurance to be paid for by contributions from workers, employers, and the national government. In addition, “The 1906 Trade Disputes Act [gave workers] full collective organizing rights.”3

Britain devoted 8 percent of its government spending to social benefits and another 19 percent to education in 1910, triple the Dutch percentage fifty years earlier, and slightly less than Germany. The main social expenditure by the British government in the 1870–1910 period was on education, which rose 531 percent in those forty years, a higher percentage increase than in Austria, France, Germany, or the United States.4 Total British central government spending remained low in its post-hegemonic decades, rising from 6 percent to 8 percent of GDP in the years from 1876 to 1913, to 11 percent in 1901–02, the peak years of the South African War.5


The Liberal reforms before World War I created a notion of social citizenship that was broader, if still less generous, than in Germany.


Under Lloyd George, [the liberals] achieved substantial results: his 1911 scheme for health and unemployment insurance and his major switch from regressive indirect to more progressive direct taxation. The state would redistribute and encourage self-help through state-regulated insurance. Insurance covered only workers in larger firms, but brought together the state, most unions, large employers, and private insurance companies. This was the first genuine reformism, in a twentieth-century sense, to occur in any country. It had come less from labor, more from a cross-class party trying to rally workers, middle class, and some regions and religions.1



Despite the British creation of social citizenship, government tax policy did nothing to change the distribution of income or wealth. There was no income tax in Britain until 1909, when a top rate of 8 percent was introduced. World War I was the hinge in this respect as well. Rates reached 53 percent by 1918 and never fell below 50 percent until 1988.2 The top inheritance rate was 8 percent until it rose to 15 percent in 1907 and 40 percent by the end of World War I.3 As low as the top British income and inheritance tax rates were in the pre–World War I years, they were higher than in Germany, France, or the United States.4

Britain’s electoral reforms and social welfare legislation are significant because they antedate the wave of similar progressive policies that were forced on the governments that mobilized their citizens for World War I. Several recent synthetic analyses, most notably by Piketty, identify the era from 1914 to the 1970s as unique in the centuries of capitalism and nation-states for the degree of income and wealth equality, produced in good part by unprecedentedly high tax rates on top incomes and large estates. Kenneth Scheve and David Stasavage find that income tax rates were not related to suffrage or to whether left parties were in power. Instead, the variance is explained entirely by whether countries drafted their citizens for the world wars and were electoral democracies (i.e., Germany, Austria, and Italy all conscripted but were not democracies during World War I and thus did not impose high taxes on their rich).1

Scheve and Stasavage show that legislators in Britain, France, and the United States who advocated high taxes on the rich during the world wars framed those impositions as compensatory conscription of wealth to match the conscription of men. They conclude that in the last decades of the twentieth century, after the end of conscription, leftists were reduced to making vague arguments for “fairness” that were vulnerable to the counterargument that it is unfair to tax the rich at higher rates than others. Scheidel argues that the end of mass mobilization warfare and therefore of conscription has removed the most convincing argument for redistributive taxes.2

In any case, the end of conscription allowed conservatives to abandon support for high taxes on the rich. As American leftists love to note, the top tax rates they advocate today are well below those maintained throughout the 1950s during Republican Dwight Eisenhower’s presidency. While Scheve and Stasavage, like Scheidel, cannot quantify the effect of the rhetoric equating conscription with taxation, they are able to show that the top rate of income tax fell in the twenty richest countries in the last quarter of the twentieth century.

MILITARY AND FOREIGN POLICY AFTER DECLINE

Dutch elites, as we saw in chapter 4, were unwilling to raise taxes to pay for an army and navy capable of playing a decisive or even significant role in the European wars of the eighteenth century. The Netherlands remained neutral in the Seven Years’ War.3 The Dutch instead focused their limited military investment on retaining their colonies and trade routes in Asia and the Americas. This decision reflected elites’ rational and reasonable appraisal of their power and resources relative to Britain and France. It also reflected the fact that elites profited from their access to other European markets, an access that would have been threatened by a more aggressive foreign policy, and that could be maintained without applying military force.

Similarly, in the colonies, the Netherlands and the VOC assumed a largely defensive posture by the mid-eighteenth century.1 Thus, the Dutch did not intervene or try to take advantage of the British-French conflict over India during the Seven Years’ War (1756–63). The Netherlands lost control over trade among its Asian colonies and with Europe as the British were able to commercially and diplomatically penetrate those territories. The VOC was forced to grant ever-greater autonomy to its agents in Asia, in the hopes that the company could still realize profits from acting as a conduit between its self-dealing and self-financing agents and the European markets in which the greatest profits could still be realized.2 The VOC’s successor, the Nederlandsche Handel-Maatschapij (NHM) was, in essence, a joint venture of Dutch colonial officials and Javanese nobles to enforce a monopoly on exports from that island that served to enrich those elites as well as Dutch and Chinese merchants and industrialists back in the Netherlands who got first access to the Javanese exports that they then processed and sold in Europe. The Dutch-Javanese elite alliance was able to impose higher taxes in Java that allowed the post-1848 liberal Dutch government to cut domestic excise taxes, boosting the home economy and pleasing ordinary consumers.3

The one exception to this cautious foreign policy came when Amsterdam merchants broke the British embargo and supplied commercial and war-related goods to American revolutionaries and to France. Amsterdam’s unilateral actions were opposed by the stadtholder but supported by the merchant-dominated States General, which ordered the stadtholder to provide naval escorts for the merchants’ commercial ships, which the stadtholder did halfheartedly. Nevertheless, Dutch state actions were enough that Britain responded with a declaration of war in 1780.

The Fourth Anglo-Dutch War of 1780–84 was a geopolitical and economic disaster for the Dutch. Britain won control of the Netherlands’ Indian colonies and access for its merchants to the Dutch East Indies, most importantly to Batavia (present-day Indonesia).1 Dutch failure in the war, and the depression that resulted from the wartime disruption of trade, provoked popular protest. The Patriots opposed the stadtholder, initially with support from the Holland regent elite, but then in 1787 the Patriots turned on the regents. By this point, foreign powers became decisive in determining the outcome of Dutch domestic conflicts. The Prussians restored the stadtholder and crushed the Patriots in 1787, while Napoleon forced the stadtholder to flee in 1795.2

The Netherlands was never the dominant military power in Europe, even when it was the hegemon. Britain was the hegemonic naval power, which gave it the advantage beyond Europe, while on the Continent its army was never able to dominate. Instead, as we saw in chapter 5 in our analysis of the basis of its hegemony, Britain relied on allies to do most of the land fighting in Europe and weakened enemies with naval blockades. The British government, like most elements in the fragmented Dutch polity, recognized that it was ever more unable to assert its authority over rival European powers, and in the case of Britain, the United States as well.

The British government’s increasingly realistic approach to geo-political realities in the late nineteenth and early twentieth centuries was aided, as we saw in chapter 5, by elites’ unwillingness to pay higher taxes for a military buildup and by mass opposition to conscription, which mattered when the franchise was widened. Self-interested colonial businessmen and officials undermined restraint, but they were concerned mainly with strategically marginal lands in Africa. But even in Africa, Britain was careful not to provoke rival powers. Thus, when Britain intervened in Egypt, which was considered vital geopolitically and to its bankers, it mollified Germany by supporting its colonial ambitions.1 Similarly, Britain relied mainly on diplomacy rather than military intervention to manage its competing interests with Russia as the Ottoman Empire weakened, and Britain negotiated with the other major powers to divide China into spheres of influence.2

For both the Netherlands and Britain, geopolitical realities, and an inability or unwillingness to spend enough to overpower their European rivals, limited the terrain on which narrow elites could play outside of Europe. The Dutch, with the exception of its commerce with France that led the British to declare war in 1780, kept itself neutral in European wars once it had become a second-level military power. British officials, in contrast, did not limit the scope of commitments state officials made within Europe.

“Nineteenth century liberals pinned hopes on the predominantly transnational organization and ‘interdependence’ of capital” to prevent war,3 just as late-twentieth-century neoliberals did, and still do. While no Briton was as simplistic as New York Times columnist Thomas Friedman, who wrote in 1996 that “No two countries that both have a McDonald’s have ever fought a war against each other,”4 faith in the pacific effects of free trade did blind British elites to the dangers of their nation’s participation in the system of alliances in Europe.5

While those hopes were dashed in 1914, Mann reminds us that the main competitors for colonial territory—Britain, France, and Russia—“actually fought as allies.”6 Britain was pulled into war by its European, not its colonial or commercial, commitments. Despite ongoing policy debates within the government and in civil society from the 1870s until the day World War I began, Britain never made concessions (which of course might have proven to be never enough) to Germany’s rising power on the Continent. Friedberg and Porter,1 who provide the best overviews of the protagonists and positions in those arguments, agree that the debates did lead to British restraint in the colonial sphere and to justifications for cuts in military spending, but they do not identify any restraints in British assertions of its interests in Europe.

Britain ended up fighting in what became World War I, a war that, in combination with round two in 1939–45, ensured the destruction of the British Empire and the triumph of American rather than German hegemony. Yet that disastrous war was not sparked by any combination of British capitalist elites, unlike the way in which Amsterdam merchants’ greed set off the Fourth Anglo-Dutch War. British elites’ abilities to pursue their particular interests in the post-hegemonic decades of decline meant that capitalists mattered mainly in their demands for low taxes and extensive colonial commitments, which underfunded Britain’s military and diverted forces from Europe, and in their inability to cohere to challenge the autonomous decisions British diplomats and politicians made that propelled their nation into war with Germany.

THE FUTURE OF INEQUALITY IN AMERICA

We saw that the Netherlands was highly unequal in its hegemonic era and remained roughly the same in decline, while Britain became slightly more equal after a wave of unionization in the 1890s. Ordinary Dutch people became absolutely less well off in the era of decline, while Britons became better off.

Americans, as we discussed in previous chapters, have become less equal since the 1970s, and the majority have become absolutely less well off since 2000. The low level of unionization forecloses the most likely path to reducing inequality in the future. While, as we saw earlier, Obama and his Democratic predecessors did nothing to strengthen unions, when and wherever Republicans take power, they take actions to weaken unions. In recent years this has manifested in state governments using their legal power to restrict the union rights of their employees and by passing right-to-work laws in Republican-controlled northern industrial states. Neil Gorsuch’s appointment to the Supreme Court provided the fifth vote in the 2018 Janus v. American Federation of State, County and Municipal Employees decision (an outcome that was averted in 2016 by Antonin Scalia’s timely death) that will allow workers to assert that their free speech rights are being violated if they are forced to pay dues to unions for collective bargaining on their behalf, thereby undermining the remaining public-sector unions, and which if extended to private sector unions would decimate them as well.

In other spheres of governmental activity, the same pattern occurs: Republican policies widen inequality to an extent that is only partly reversed when Democrats are in office. The 2017 Tax Cuts and Jobs Act, like earlier Republican tax cuts, provides the lion’s share of the benefits to the rich. In this case, the top 0.1 percent gets 10 percent of the cuts, and the top quintile two-thirds.1 These tax cuts, like the Reagan and Bush cuts, will deepen the deficit, resulting in cuts to programs that benefit lower- and middle-class Americans. Deregulation in finance and other sectors will allow an upsurge in predatory and fraudulent business practices that transfer income from the mass of citizens to the managers and owners of firms who are able to engage in those maneuvers.2

Can these regressive policies be countered? As we noted in chapter 6, labor law reforms that could aid unions have failed to pass under Democratic as well as Republican governments, and union decline has continued under each administration since the 1970s. Some activists argue that workers should organize outside the confines of the National Labor Relations Act (NLRA). However, their proposals depend on the as-yet-unrealized potential of “workers’ centers, community and occupational groups, and identity caucuses that can work in partnerships with established unions; class action plaintiffs’ firms dedicated to enforcing workplace rights; and government agencies and [state] attorneys general.” However, the success of these actors and any strategies they will develop depend on federal judicial recognition of “more robust constitutional protection for group action in its many forms [which] is essential to create breathing space for worker mobilization. That protection can and should be founded upon the First Amendment freedom of assembly.”1 But those protections, in Crain and Matheny’s analysis, would need to be granted by federal courts, the very ones being packed with right-wing judges who are highly hostile to union rights and indeed to public demonstrations of any kind. Of course, workers could strike and occupy workplaces without relying on legal protections, as workers did in the 1930s before passage of the NLRA and in the face of judges and state governments that were usually ready to repress strikes. Such action would require an escalation of currently almost invisible levels of worker identity and mobilization.

THE FATE OF AMERICAN SOCIAL WELFARE

Dutch, British, and American decline each came at different moments in the history of social welfare. Social benefits were essentially nonexistent at the end of Dutch hegemony, and the Dutch government’s piecemeal and inadequate additions to poor relief were not innovative, but neither were they retrogressive. The British social programs established before World War I were, along with those in Germany, unprecedented in scope, although they were still a small part of the state budget and did little to reduce inequality or improve Britons’ living standards or life chances. US decline is occurring after decades of neoliberalism. The era of “conscription of wealth,” instituted during the world wars, ended with serial cuts in top income and inheritance tax rates since the 1970s, in much of Europe as well as in the United States.1 While much of the social welfare state has survived, albeit with cuts that vary among wealthy nations, there has not been significant expansion of benefits in any OECD country in recent decades. Thus, to expect new social benefits in post-hegemonic America would be to predict the United States would move against the political economic trends of this era, and from a lower base than in other wealthy countries. The question is not whether benefits will expand, but how drastically they will be cut.

The United States has a history of social innovation at the state level, but most of that occurred in the period from the 1890s to the advent of the New Deal. Today, state and local governments are in perpetual fiscal crisis, and the political base for tax increases large enough to fund state-level social benefits is almost nonexistent. New York state in 2017 made public universities free (albeit only for fulltime students, which excludes many of the poor who need to work and study at the same time). New York City created a free preschool program for four-year-olds in 2016, and in 2017 Mayor Bill de Blasio, who made the existing program the centerpiece of his 2013 election platform, proposed extending it to three-year-olds. However, it is important to note that de Blasio’s proposal to fund preschool with an income-tax surcharge on the rich was rejected by the New York state legislature. Funding for preschool in New York City and the rest of the state comes from the general state budget and so is vulnerable to future fiscal crises. A few—very few—other states have offered similar piecemeal extensions of social benefits that, at least up until now, have had no discernible effect on national politics. The states as “laboratories of democracy,” a phrase coined by Louis Brandeis, is an anachronism in the twenty-first century.

Republican efforts under George W. Bush to privatize Social Security failed after the Senate voted unanimously against the plan, and there is no evidence that there would not be massive opposition to a renewed plan. Despite House Republicans’ deep desire to privatize Medicare, that too would be almost impossible to enact, in part because Medicare is vital to the profitability of hospitals, physicians, and pharmaceutical firms. Privatization would be not so much a transfer of the financial burden of medical care from government to patients as a decimation of the medical industry, since the federal government is, in essence, the payer of last resort for that sector of the economy because few elderly Americans could afford private insurance or pay bills out of pocket.

The existing universal social welfare programs, above all Social Security and Medicare, are widely popular, as are programs like federally subsidized student loans and mortgages, and also, it now appears, the Affordable Care Act, even though it came into effect just in 2014. However, the long gaps between the establishment of the New Deal and Great Society programs, and then the almost fifty-year gap until the Affordable Care Act, demonstrate the difficulty in adding new programs despite the popularity and effectiveness of existing ones. Political struggles will revolve around preserving existing programs or preventing cuts to them rather than expanding benefits. Entirely new national programs, like free college, which was espoused by Bernie Sanders in his 2016 presidential campaign, or universal childcare, will have to await a political turn that is at least as drastic as the Democratic sweeps of 2006–08 or 1964 and would need to be accompanied by a wave of popular mobilization not seen since the 1960s. Any such gains would not return the United States to the forefront of social welfare it occupied in the 1930s but instead would, as Obamacare did, partly narrow the gap between America’s backward social welfare state and those of other rich nations.

EMPIRE ON AUTOPILOT

Just as the British acted in its empire and in Europe without acknowledging its economic and military weakness or the rise of Germany, so too the United States today pursues a geopolitical strategy that assumes continuing military supremacy and economic preeminence. Unlike the rethinking and restructuring that occurred under Nixon, Obama did not attempt to recast America diplomacy or reduce its military stance.

The post–World War II and post-USSR eras of new international treaties, spearheaded by the United States, came to an almost total halt under Obama, with the exception of the Paris climate accord and the nuclear agreement with Iran, which Obama used executive actions to join since there was no prospect that the Senate would ratify either. Similarly, the Trans-Pacific Partnership (TPP) was unlikely to have been ratified even under a Hillary Clinton administration, so Trump’s withdrawal from the treaty made no substantive difference. Bilateral trade treaties have also slowed. Obama managed to ratify only three treaties, with Panama, Colombia, and South Korea, far fewer than under Bush. The waves of NATO expansion under Clinton and Bush have almost entirely ended.

China has stepped into the breach with its Regional Comprehensive Economic Partnership (RCEP), which is moving toward a final agreement in the wake of the demise of the TPP. This new agreement, like TPP, would do little to deepen and accelerate the already dense trade links among the signatories. Rather, the RCEP would be the first step in moving China to a central position in the regulation of global trade and finance. At the same time, China’s huge investments in infrastructure in Southeast and South Asia and in the Middle East through the “One Belt, One Road” scheme could lock in the economies and trade networks of countries throughout Eurasia with China, permanently disadvantaging the United States and impelling the EU to, at least in part, shift its focus from North America to China.

We examined at the end of chapter 8 the reasons why China is unlikely to become globally hegemonic in the financial realm despite its growing power and economic centrality in Eurasia. Giovanni Arrighi1 argued that the United States, after the debacle in Iraq, was unlikely to confront China directly and instead would seek to build an alliance of Asian nations as a counterweight to China. The demise of the TPP undermines that option. The danger remains that the United States will stumble into a military encounter with China as it asserts the right to send military vessels and planes right up to China’s sea and air borders, or as it defends other Asian nations’ claims to parts of the South China Sea. More likely, those nations will resolve or muffle their geopolitical differences with China as part of their strategic move away from the increasingly unpredictable and frightening US government and as the importance of trade with China grows ever larger. In any case, the American generals who now largely run their nation’s foreign policy never were committed to Obama’s “Asian pivot” and instead focus their plans and weapons procurement on maintaining an abstract geostrategic “full-spectrum dominance” and on counterinsurgency in the Middle East and Africa. Neither objective would be advanced by an exchange of fire with China.

The United States, despite recent and forthcoming diplomatic reverses, remains in a far stronger geopolitical position than Britain held in 1914. Most of the strong military powers are American allies, and neither Russia nor China has any plans to confront the United States or to attack smaller countries that would provoke the United States into war, as Britain was by Germany’s invasion of Belgium. The realignment of trade and diplomacy in Asia likely eliminates the possibility of war between China and its neighbors. Neither the United States nor NATO regarded Russia’s intervention in Ukraine as a casus belli, and that assessment most likely will not change. Nor will Russia, whose army depends largely on volunteers and professionals since it reduced the length of conscription to twelve months and broadened exemptions in 2008, risk fighting a war against a hostile populace backed by NATO in the Baltic nations. Thus, the United States has no fear of being drawn into a war with any nation that has a significant military.

The real risk the United States faces, like Britain in the second half of the nineteenth century, is of its interests in peripheral lands leading to escalating commitments of American forces. The Afghan and Iraq wars, which were greatly deescalated under Obama, became sites of reescalation toward the end of Obama’s second term, and the generals asked Trump to authorize further troops supplements in those two countries and in Syria.

Hendrik Spruyt, in his study of British, French, Dutch, and Portuguese decolonization after World War II, offers a useful template for understanding when imperial powers maintain their colonial presence and when they withdraw (albeit in many cases to sustain a degree of dominance through informal means). Spruyt finds that “the more fragmented the decision-making process in the core, the greater the resistance to change in territorial policy and decolonization.” Multiple elites, especially if they commanded “veto points,” were able block majority preference for compromise with nationalists or secessionists in colonies. The elites with the potential to block decolonization were “business interests with direct investment in the contested territories and settler populations.”1 Corporatist or autonomous militaries were veto players in authoritarian states, and militaries exercised that power because they could and did lose resources and prestige when colonies were surrendered. Thus, Britain, whose army was under civilian control and where executive and legislative power were united in a Parliament with two strong parties that alternated in power, decolonized more easily than the other European powers. That decision reflected the civilian government’s judgment about its resources and postwar geopolitical standing and British investors’ view that the best way to save their colonial assets was through concessions to moderate native forces.

The French Fourth Republic was divided among actors commanding numerous veto points, multiple parties in the National Assembly, and a weak president. Colonial military forces and settlers enjoyed strong enough autonomy to block efforts to decolonize, leading to wars in Vietnam and Algeria. A similar situation in the Netherlands would have led to a prolonged war in Indonesia except that the United States, seeking to bolster its anticolonial image, forced the Dutch, on pain of losing their Marshall Plan aid, to grant Indonesia independence.

The Portuguese military, settlers, and metropolitan business interests invested in the colonies all had reasons and enough power in the authoritarian state to ensure that Portugal would fight rather than grant independence. While those actors determined policy in Lisbon, they were unable to suppress the independence movements. Rising casualties in the colonies led to a decline in applicants to officer schools from the upper-class families that had supplied all the high-level officers in the Portuguese military. This opened access to lower-class recruits and space for NCOs to be promoted up the ranks. The new, lower-class officers became the core of opposition to the colonial wars, and the revolutionaries who overthrew the regime in 1974. Some top generals who saw the wars as lost and worried they’d be blamed for defeat joined the revolution. Spruyt concludes, “although the military may often be guided by narrow corporate interests, for example, in its choice of particular strategies that guarantee large budgets and military autonomy, ultimately armies need to win the war.”1

The United States is unlikely to pull back from its efforts to dominate peripheral countries for some of the reasons Spruyt identified in postwar Europe. Specific groups of capitalists hold investments in Latin America, Africa, Asia, and the Middle East, and unless and until they are bought out by, or wiped out in competition from, Chinese or European firms, those capitalists will want the US government to restrain local governments from endangering their assets and profit opportunities. Those investors have access to enough members of Congress to block efforts to defund the military presence in those lands, and in any case the military retains its own interest in preserving the worldwide network of bases that gives it the capacity to project power throughout the globe and gives the ever-increasing number of generals and admirals their own commands.

While defeat forced the French and Portuguese out of colonies they otherwise would have retained, the US military has far more resources today than either France or Portugal had when they surrendered their colonies. Defeat has not damaged American officers’ careers in the twenty-first century, nor has it led to budget cuts, in contrast to the post–Vietnam War era. As we saw in chapter 7, the United States is unable to bend resistant lands to its will and so can control only those countries that want to remain under the US security umbrella and those that are understandably scared by the destruction that the United States wrought in Afghanistan and Iraq, and which it can inflict on other resistant nations.

We can expect future American wars only in peripheral lands unwilling to kowtow to American dictates and whose peoples are willing, like the Afghans and Iraqis and the Vietnamese before them, to mount armed resistance to the United States. Those resistances will succeed when they are willing to endure death and destruction over a long enough time to allow them to inflict sufficient casualties on American troops that domestic American opposition forces a deescalation (as in Iraq and Afghanistan) if not a full withdrawal (as in Vietnam). Each such war will further expose the limits of American military power, deepen the global view of the United States as an immoral force acting outside international law, and further reduce Americans’ tolerance for the deaths of their own citizens. However, the military’s growing autonomy ensures that such wars and lesser interventions will continue to be launched even as America’s geopolitical position declines.

It will be a long time before any other power or concert of powers can compel the United States to refrain from launching such wars. Nor can we look to domestic mass opposition to prevent wars. Domestic US resistance in the past has been ineffective in preventing wars or in blocking the deployments of troops or the making of threats that precipitate wars. An end or even cutback to US military ambitions would require a level of geopolitical consciousness and action among the mass of Americans equivalent to that of the Vietnam War. Even in the wake of the Afghan and Iraq wars, there is no sign of such a movement.

AMERICAN DEMOCRACY: DEAD AFTER A LONG ILLNESS, OR MURDERED IN ITS SLEEP?

Any possibility of reversing the long slide away from egalitarian social policies and class relations, which the Republicans’ return to power has accelerated and deepened, depends on an upsurge in electoral or non-electoral mobilization. As of now there is little indication that either is occurring. What are the prospects for a reversal of American political quiescence?

In chapter 6, we identified the structural changes and strategic factors that have blocked challenges from even a moderate left opposition. The restructuring of relations among capitalists increased the cohesiveness of business opposition to unions and social programs while allowing specific groups of capitalists to extract regulatory, tax, and budget favors that reduce governmental resources and capacities, further undermining the appearance and reality of the state’s ability to produce either legal equality or collective benefits for most Americans. These transformations allowed employers to decimate unions while, during the same decades, mass organizations with actual local chapters lost most of their members.

These structural changes have created incentives for politicians to shift their electoral stances and governing policies to the right, and Republicans have skillfully and cynically taken advantage of these opportunities. By winning control in 2010 of state legislatures, Republicans were able to gerrymander both federal and state district lines. As a result, Democrats needed to win supermajorities when they captured control in 2018 of the House of Representatives and of seven houses of the state legislatures that will redraw district lines again after 2020. The end of equal time rules for television and radio have allowed the emergence of overtly ideological TV networks like Fox and Sinclair and of right-wing radio “shock jocks” like Rush Limbaugh and his many imitators. Such media have moved the Republican primary electorate to the right, resulting in the election of ever more intransigent congressmen, and even when such candidates lose, they make election campaigns increasingly harsh and vulgar. The vicious tone of right-wing candidates and media personalities combines with Republicans’ successful obstructionism under Democratic presidents to make politics repellant to ever more Americans, pushing down voter turnout, which thereby increases the fraction of voters who are motivated by religious fundamentalism and bigotry, and further reinforces the Republican drift to the right. Capitalists’ growing advantage in mobilizing campaign contributions and fielding lobbyists creates the appearance and reality of corruption in Washington and in state governments, further alienating and demoralizing voters.

The future intensity of opposition and the results of presidential, congressional, and state-level elections cannot be predicted, and I will not attempt such prognostication. Rather, what I can do is enumerate the obstacles facing such resistance. Opponents to the agenda that Trump and the Republicans are pursuing have virtually no organizations they can look to for resources or leadership. Unions are too weak now to serve that purpose, and the Democratic Party itself is merely a ballot line. It no longer has a network of local parties with either paid or volunteer workers who can meet with potential voters, ensure that they are registered, and bring them out on election days, tasks made more difficult by Republicans’ enactment of ever more onerous laws for proving voters’ identity. Mass media, with few exceptions, are either right-wing or adopt a supposed nonpartisan stance that legitimizes and regularizes extremist statements and policies.

Even before Trump took office, biased and shallow media already made it impossible for voters to know how well government programs are working.


Asked how the actual cost of the [Affordable Care Act] compares with estimates prior to enactment, roughly 40 percent admitted they had no idea. Another 40 percent thought costs were higher than predicted. Only 8 percent knew that costs were substantially lower than anticipated.1



Similarly, voters think budget deficits increased under Obama when in fact they decreased. Voters way overestimate the portion of the federal budget spent on foreign aid (in various surveys their average guess is 15–20 percent, when actually it is less than 1 percent). Americans also underestimate the fraction of the budget that goes to the military and overestimate what is spent on the poor. Voters’ preferences, when surveyed, are for substantially lower military and higher social spending as shares of the budget than was the case under Obama.2 Republican budgets push the reality even further from public desires, but the lack of reporting on the actual situation makes it difficult for voters to make coherent demands on their elected officials or to translate their policy preferences into decisions about who they should support in presidential and congressional elections.

How will this ignorance be affected by the Trump administration’s unprecedented dishonesty? While Trump will try to present himself as a success, his propaganda efforts will not spur more respect for government, since he will frame his supposed achievements as the result of his unique deal-making skills and not as the outcome of government capacity. When the gap between his announcements and reality becomes glaringly obvious, confidence in government will be further undermined. The current and increasingly confrontational stance mainstream media take toward Trump is limited to calling out his lies, not to explaining how government or the economy actually operates.

Disgust at Trump and rejection of his policies are unlikely to spur enduring consciousness and organization on a left that remains a diffuse collection of organizations and identities with varying interests and energies. The legacy of opposition to Bush and the Iraq War was meager. We must acknowledge, and this is the strongest basis for hope, that previous mass movements, in the United States and elsewhere in the world, often emerged rapidly and unpredictably, creating organizations and communication media of their own. More likely will be a repeat of 2006–08: Republicans will be swept out of Congress and a Democrat elected president. Without a mass movement behind them, a new Democratic majority will be able to enact only piecemeal reforms and social programs that do not significantly challenge elites’ hold over resources and state powers. Such meager accomplishments, combined with relief at the departure of the loathsome Trump and his enablers, will lead voters and activists to lose the urgency and hopes that propel political action. In the absence of enduring organizations and ideologically committed media, it will be impossible to sustain involvement by all but a small minority of Americans whose personal, political, or class identities and interests should make them recruits for new or revived unions and parties.

ELITES TO THE LIFEBOATS

Surprisingly and ironically, even as elites’ command over politics and the economy becomes ever more secure and lucrative, more than a few of those privileged and powerful actors are coming to fear that they will not be safe living in the country they rule.



Élite anxiety cuts across political lines. Even financiers who supported Trump for President, hoping that he would cut taxes and regulations, have been unnerved at the ways his insurgent campaign seems to have hastened a collapse of respect for established institutions. [A lobbyist-turned-hedge-fund-manager notes,] “The media is under attack now. They wonder, Is the court system next? Do we go from ‘fake news’ to ‘fake evidence’? For people whose existence depends on enforceable contracts, this is life or death.”

As public institutions deteriorate, élite anxiety has emerged as a gauge of our national predicament. [Another hedge fund manager, this one turned think tank director, observes,] “Why do people who are envied for being so powerful appear to be so afraid? . . . What does that really tell us about our system? . . . It’s a very odd thing. You’re basically seeing that the people who’ve been the best at reading the tea leaves—the ones with the most resources, because that’s how they made their money—are now the ones most preparing to pull the rip cord and jump out of the plane.”1



Osnos and the hedge fund managers he quotes only speculate on the sources of this fear. We can expect, as the United States and the world become ever more oligarchic, more such articles and books as journalists and academics devote efforts to understanding the political and existential worldviews of the only social actors who matter in determining the futures of everyone else and of the planet on which we live. Nevertheless, even if the psychology of the ruling elites is often opaque, we can identify the material bases of their anxieties.

While Trump’s election and his appointments and policies are an unexpected boon to many at the top, the raw anger his campaign exposed and the open expression of socialist ideals by Bernie Sanders and his supporters revealed to elites the thick veins of resentment and despair that a genuine right-wing populist or a leftist in control of the Democratic Party could tap to mount a successful presidential campaign in the future. Such an outcome is, as I explained above, unlikely, but the rich have a long, worldwide history of reacting fearfully to even improbable threats from below.

There are genuine material bases for linking nationalism with anti-capitalism. The United States’ perpetual trade deficit is having the effect of transferring capital assets into the hands of non-Americans. In 2016, foreigners held 35 percent of US stock equity, compared with 11 percent in 1982.1 This means that foreigners will accrue a third of the benefit from the 2018 cut in the corporate income tax rate, robbing the Treasury of funds that could support social programs for Americans. Combined with cross-border mergers, corporate inversions (the maneuver of relocating a corporation’s legal domicile to a lower-tax nation), and the move of American capitalists’ personal citizenship to other countries, ordinary American have increasingly real reasons for seeing wealthy foreigners (but not penniless immigrants) as the source of their powerlessness and economic immiseration. The rich are already removed in their daily lives from the experience of, and interactions with, their less fortunate fellow Americans. If they relocate to other continents, they will appear even more alien to those left behind. Of course, extraordinary wealth depends, as we have documented in this book, on political power. However, the rich are able to, and increasingly do, delegate the work of political influence to paid lobbyists who work the networks in which wealthy elites embedded themselves earlier. Those arrangements can be ordered as well from New Zealand as from New York or Chicago.

What elites cannot accomplish from afar, and what they increasingly cannot even manage up close, is to override their particular interests and mobilize their power and resources behind policies that could sustain US geopolitical or economic hegemony. Like their predecessors in the Netherlands and Britain, American elites are left to enjoy the loot they have pried from everyone else, whether they remain in a country no longer at the center of the world or relocate to what they hope is a rising hegemon or to a safe restful backwater where they can bring their capital, even though they will lack the political connections to realize superprofits. At home or abroad, those who profited from the era of American hegemony and from its decline will be able to insulate themselves from the consequences of their power and greed, which will be increasingly manifest in political dysfunction, mass despair, domestic and global strife, and rising sea levels on a planet no longer able to accommodate billions of humans. The views, from their remote hilltops and guarded apartment towers, though not from bunkers, will be marvelous.
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Appendices

Table 2A: European Territories Gained and Lost by Great Powers, 1500–1817



	 
	 
	Lands taken by:
	 
	 



	Taken from
	Spain
	France
	Netherlands
	Britain



	Spain
	 
	1659: Artois, Roussillon, Dunkirk
	1609: de facto independence from Spain
	1714:
 
Gibraltar, Minorca



	 
	 
	1668: part of Flanders
	1714: Guelders province
	 



	 
	 
	1678: Franche-Comté
	 



	France
	1526: Milan, Artois, Burgundy, Flanders
	 
	1815: liberation from French rule + control of Belgium
	1544: Boulogne



	Netherlands
	 
	1795: Belgium
	 
	 



	 
	 
	1806: Netherlands
	 
	 



	Britain
	 
	1559: all British holdings in France
	 
	 



	Lesser powers
	1589: Portugal conquered until 1640
	1516: Milan duchy
	 
	 



	1735: Lorraine from Habsburgs
	 
	 



	 
	 
	1768: Corsica from Genoa
	 
	 



	 
	 
	1797: Belgium, Rhineland (part), Italy (part),
	 
	 



	 
	 
	1801: Rhineland (rest), Tuscany
	 
	 



	 
	 
	1806–10: Italy (rest),
	 
	 



	 
	 
	1807: duchy of Warsaw
	 
	 




Sources: Micheal Clodfelter, Warfare and Armed Conflicts: A Statistical Reference to Casualty and Other Figures, 1500–2000, second edition (Jefferson, NC: MacFarland, 2002); Pierre Serryn and René Blasselle, Atlas historique (Paris: Bordas, 1983).

Note: From 1519 until 1558 Charles I was, in addition to king of Spain, the Holy Roman Emperor and the archduke of Austria. Charles I abdicated all his thrones in 1558, leaving some to his son and a succeeding line of Habsburgs who ruled from Spain, while bequeathing his emperorship and Austrian dominions to his brother, who passed those crowns on to his heirs. The above table treats the territories of the Austrian Habsburgs as distinct from those of the Spanish Habsburgs following their 1558 separation.

Therefore, we could regard Spain’s ceding of the southern Netherlands (Belgium), Naples, Milan, and Sardinia to Austria in 1714, of Sicily to the Holy Roman Empire in 1720, and of Tuscany and Parma to Austria in 1735 as losses for Spain, even though those territories came under the control of other Habsburgs.

Table 2B: Non-European Colonies Gained and Lost by Great Powers, 1500–1817



	 
	 
	Lands taken by:
	 
	 



	Taken from:
	Spain
	France
	Netherlands
	Britain



	Non-Europeans
	1402–95: Canary Islands
 
1497–1560: North African enclaves
 
1511–65: Latin America, except Brazil and La Plata (Uruguay)
 
1564–71: Philippines
	1605–99: Canada, Mississippi Valley, Louisiana
1625–64: seven Caribbean islands 1624: French Guiana
1664–68: parts of southeast India 1677: Senegal ports
	1615: New Netherlands 1605–1757: rest of Indonesia
1608–87: ports in India
1652: Cape Colony
1628–48: St. Martin (half rest French), St. Eustace, Saba (British 1797–1815), Virgin Islands, Tobago, Guyana
	1607–1733: thirteen colonies (gained independence 1783)
1610–1713: Canada
1612–1799: India
1625–66: Antigua, Anguilla, Montserrat, Tortolla, Bahamas, Barbados, Baruba, Belize
1664: Gambia
1788: Australia



	 
	Note, 1811–36: all Latin American colonies (except Cuba and Puerto Rico) gained independence
	 
	 
	 



	Other European powers
	From Portugal:
 
1580: Cuenta (North African enclave)
 
1777: La Plata
	 
	All from Portugal: 1605: enclave in Indonesia
1630: Recife, Brazil and environs (back to Portugal in 1654)
1638–58: Ceylon
1641: Malacca
1642: Ghana forts
1657: Nagapattinam (India)
	Portugal: 1612: Indian ports
Denmark: 1797: Virgin Islands



	Spain
	 
	1664: Haiti (gained independence 1804)
	1633: Curaçao, Bonaire
1647: Aruba (all three occupied by Britain 1800–03, 1807–15)
1783: Tobago
	1655: Jamaica
1739: Puerto Bello
1763: Florida 1797: Trinidad



	France
	 
	 
	 
	1668: Montserrat
1758: Senegal
1759: Guadeloupe
1762: Grenada
1763: Quebec, Canadian Atlantic provinces, Mississippi valley
1783: Dominica, Grenada
1784: Montserrat
1794: Guadeloupe
1797: St. Lucia, St. Vincent
1809: Senegal
1810: Guadeloupe, Seychelles, Mauritius
1814: Tobago



	Netherlands
	 
	1677: Tobago
	 
	1664: New Netherlands
 
1672: Virgin Islands
 
1783: Ceylon and Indian ports
 
1797: Malaysia, Cape Colony, Guiana (part taken permanently, part occupied until 1816)
 
1799: Aruba, Curaçao, Bonaire
 
1796–1800 and 1810–17: Indonesia
 
1801: Tobago
 
1806: Cape Colony
 
1814: Guyana



	Britain
	1779: Florida
	1763: Guadeloupe
1779: Grenada
1783: Senegal
1795: Guadeloupe
1817: Senegal, Guadeloupe
	1628: Banda Islands and forts in Indonesia
1664: Montserrat
1667: Suriname
1682: Bantam, Java
1782: Montserrat
1803: Cape Colony
1816: Malacca, Aruba, Curaçao, Bonaire
1817: Indonesia
	 




Sources: same as table 2A.
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