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A Note on Using the
Encyclopedia

During the last half of the twentieth century, scholars have
tended to direct their attention away from economics to
focus instead on social and cultural issues. But it is important
for students and intellectuals to recognize the connection be-
tween economics and all other aspects of life. Without signif-
icant financial resources, the existence of which is determined
by economic policy, the federal government cannot address
social and cultural issues such as health care and Social Secu-
rity. The shift in national economic policy that occurred pri-
marily after the Civil War affected American life from immi-
gration and settlement patterns to the manner in which
business was conducted. The long-term effect of a specific act
or policy is often complex.

Designed as a reference tool for anyone who wishes to
learn more about the role of economic policy in American
history, the encyclopedia includes numerous entries dealing
with specific issues, longer essays that explore broader topics,
and selected primary documents. The first volume contains
more than 600 biographical and topical entries arranged al-
phabetically. The biographical entries provide brief but sig-
nificant details about key individuals and concentrate on the
specific role of each in U.S. economic history. Topical entries
describe events, court cases, legislation, and so on in the light
of their influence on the economic life of the nation.

Each entry in volume one includes references that lead to
more thorough information about the topic and a “see also”
section directing the reader to related entries in volumes one
and two.

In volume two, essays explore broader topics such as the
effect of economic policy on education, insurance, the judici-
ary, and science and technology. These in-depth essays ex-
plore topics from colonial times to the present. Also part of
volume two are selected primary sources—the various acts
and policies that have established economic policy through-
out U.S. history—and a comprehensive bibliography with
full citations. A list of biographical sketches of the contribu-
tors and a detailed subject index can be found at the end of
volume two.

The encyclopedia contains detailed information about
each economic policy act and about the individuals and de-
bates that shaped the formation of economic policies in the
United States from its infancy to the present day. Although
the materials are extensive, space prohibits the inclusion of
each individual or action connected to the process. This two-
volume set addresses the most prominent matters and pres-
ents thorough, yet easy to understand, accounts of issues that
continue to dictate both the domestic and foreign economic
policies of the United States.
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Introduction

The American Economy: A Historical Encyclopedia provides
detailed information about the formation and development
of economic policy throughout American history and de-
scribes its continued importance. Historically, economic is-
sues have played a prominent role in U.S. policymaking. Eco-
nomic policy has influenced social, cultural, political, and
economic events from colonial times to the present.

Economic Policy

Economic policy has shifted many times over the course of
American history. During colonial times, the British colonies
operated under a mercantilist system in which all trade ben-
efited the mother country. After the American Revolution,
the fledgling United States attempted to operate under the
Articles of Confederation, but the economic restrictions it
placed on the national government caused that system to fail.
Delegates meeting at the Constitutional Convention agreed
that the federal government must have the power to tax. A
decision to tax only imports, not exports or direct income,
proved to be decisive in the development of domestic indus-
try. Congress passed revenue tariffs (taxes on imports) during
the early years of the Republic; after the War of 1812, a shift
to protective tariffs occurred. These tariffs continued to in-
crease reaching their apex during the Civil War under the
Morrill Tariff. After the Civil War, tariff rates remained high,
ensuring the rise of big business that did not have to compete
against foreign manufacturers. The extreme wealth accumu-
lated by captains of industry such as Andrew Carnegie and
John D. Rockefeller stood in sharp contrast to the poverty of
many Americans, especially new immigrants who crowded
into tenements in major cities in the North and East. Public
awareness of this economic inequity resulted in a movement
to replace the tariff as the primary source of tax revenue with
a direct personal income tax. However, Congress lacked con-
stitutional authority to institute such a tax unless the states
passed a constitutional amendment to allow direct taxation.
Republicans finally agreed to lower the tariff rates if the
amendment passed, thinking that the states would fail to pass
it. The plan failed, and ratification in 1913 of the Sixteenth
Amendment opened the door for direct taxation—a shift
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that has influenced capital accumulation, investment, and
personal savings ever since.

After reducing the tariff rates and increasing personal in-
come tax rates, Congress once again increased import duties
because of World War I. After that conflict, European coun-
tries that had been carved out of the old empires raised their
tariff rates to protect their own industries. Consequently,
trade slowed at the same time that the U.S. stock market col-
lapsed under the burden of overvaluation of company worth
and market overstimulation due to purchases on margin.
Within nine months of the crash, Congress passed the Hawley-
Smoot Tariff, which raised tariff rates to a record high. Mean-
while, the Federal Reserve Board increased interest rates, con-
tracting the money supply. The net effect was a prolonged
depression that finally ended when the United States entered
World War II.

The Great Depression and World War II mark a shift in
U.S. economic policy. President Franklin D. Roosevelt fol-
lowed the economic philosophy of John Maynard Keynes,
who advocated deficit spending during periods of financial
difficulty. Deficit spending would allow the federal govern-
ment to initiate programs that politicians had traditionally
shunned. For the first time, the federal government assumed
the role of employer to thousands of the country’s unem-
ployed workers. Programs like the Civilian Conservation
Corps and Works Progress Administration created jobs. So-
cial Security was established to promote early retirement and
so open up jobs to younger workers. In addition, the federal
government funded projects such as the Rural Electrification
Administration and the Tennessee Valley Authority to im-
prove the lives of Americans in rural or poverty-stricken
areas.

Welfare

From the 1930s to the present, the federal government has in-
creasingly used economic policy to deal with social and cul-
tural issues. In the immediate post~-World War II period,
Americans experienced an unprecedented period of prosper-
ity because of the accumulation of personal savings and the
expansion of industry during the war. But by the 1960s, it was
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apparent that although most Americans’ standard of living
had increased, African Americans and other groups had
fallen deeper into poverty. President Lyndon B. Johnson at-
tempted to correct the problem by using tax revenues to fund
a new welfare state—the Great Society, which had programs
ranging from Head Start to Medicaid that supported health,
education, and community development. The Great Society
redistributed the wealth but also created a group of people
who became dependent on the federal government. After
several decades, states including Wisconsin began to experi-
ment with ways to eliminate this dependency on welfare. As
of 2003, the number of people on the welfare rolls has
dropped because similar efforts have also been undertaken
at the federal level. This change in economic policy led to a
drop in the number of births to unwed mothers and the
number of abortions.

Education

The field of education has traditionally been the bailiwick of
local and state governments rather than the federal govern-
ment. By the second half of the twentieth century, however,
the federal government had become a major participant in
the education arena. After World War II, Congress passed the
Servicemen’s Readjustment Act (also known as the G.I. Bill),
which gave returning veterans the opportunity to attend col-
lege at the government’s expense and even to receive a small
living allowance to help support themselves and their families
during the process. As a result, during the 1950s and 1960s
the number of professionals such as engineers, accountants,
business executives, lawyers, and doctors increased dramati-
cally. During the 1960s, Congress approved financial aid pro-
grams that gave all Americans, including those from poor
families, the opportunity to attend college. By 2000, more
Americans had attended college than ever before.

Settlement Patterns
Through various acts and economic policies, Congress has
influenced settlement patterns. After the American Revolu-
tion, when the nation operated under the Articles of Confed-
eration, the government began to encourage the settlement of
the old northwest territory, which at the time encompassed
the Ohio Valley region. Thomas Jefferson proposed surveying
the land into townships and selling property to Americans in
160-acre parcels. Initially only wealthy investors could afford
to purchase the land, and they then subdivided the properties
into smaller farms and sold them. No credit terms existed be-
tween the government and the purchaser. The land sold very
slowly, but gradually the population of the region increased.
After the purchase of the Louisiana Territory from France

in 1803, Congress attempted to pass legislation to allow
homesteaders to claim 160 acres of federal land in the newly
acquired territory. The debate over the expansion of slavery
prevented the passage of such legislation. Finally, during the
Civil War, the Northern Republicans in Congress passed the
Homestead Act of 1862, which encouraged western migra-
tion. During the 1870s Congress passed two additional acts—
the Timber and Stone Culture Act and the Timber Culture
Act—that helped more Americans claim land in the western
part of the country. By the 1900s the federal government had
initiated a series of dam projects to help supply both farms
and cities with additional water so these communities could
grow. Cities like Las Vegas, Nevada, could have not expanded
without the water provided by the Hoover Dam. The govern-
ment continues to influence settlement patterns by awarding
contracts to employers like Lockheed-Martin and other de-
fense contractors who can entice workers into an area like the
Southwest by offering them jobs.

Although the government encouraged settlement of some
areas, it restricted the use of other land. Beginning in the
1880s, presidents began setting aside public lands as national
parks. Theodore Roosevelt set aside more land than all of his
predecessors combined.

Science and Technology

Government spending during wartime has led to many
breakthroughs in the fields of science and technology. In the
post—Civil War period, medical professionals explored the
cause of diseases and infections. By the 1900s army surgeons
had discovered the cause of malaria and the public learned
about germ theory. Wars also resulted in the development of
penicillin and other antibiotic drugs. During World War I,
Americans improved the airplane, and after World War II an
entire aviation industry developed. During the cold war, the
federal government funded the missile and space programs,
which yielded such inventions as the computer chip and
eventually the Internet.

Conclusion

All social, cultural, and political policies must be funded. The
economic policies of the federal government affect all aspects
of life in the United States. In the future, the nation will have
to choose which economic policy to implement in connec-
tion with such issues as population growth and the increas-
ing number of elderly citizens, which will place tremendous
strain on the health care system. These economic decisions
will affect the younger generation, which will have to pay the
taxes to support these programs, and will determine the fu-
ture history of this nation.



The American Economy:
A Historical Encyclopedia






A&M Records v. Napster Inc. (2001)
Court case that challenged federal copyright laws under
United States Code Title 17.

In 2000, A&M Records and several other plaintiffs filed a
civil case against Napster citing infringement of copyright
laws. Napster, utilizing the latest MP3 digital music compres-
sion technology, allowed members to share music at no cost
to the member. The founder, Shawn Fanning, established the
Internet website for the purpose of providing “samples” of
music from a variety of artists. When the recording industry
filed charges against Napster, attorneys for the defendant
argued that the company operated under the 1992 Audio
Home Recording Act that allowed for the noncommercial
reproduction of audio materials. Because Napster provided a
free service allowing members to share music, the company
argued that it complied with the existing copyright laws.
Attorneys for A&M Records and various other plaintiffs
within the music industry argued that Napster provided
access to copyrighted music that individuals could download
and then copy. The lower court ruled in favor of the plaintiffs,
and an appeal was filed with the Ninth District Court of
Appeals, which upheld the lower court’s decision but
returned the case to the lower court for the preparation of a
revised injunction against Napster. According to the 2001 rul-
ing, Napster must review its files and remove from its website
all copyrighted music if the owner of the rights to that music
objects to its use by Napster. Napster still retains the right to
appeal the decision to the U.S. Supreme Court, but given the
conservative nature of the Court, it appears improbable that
Napster attorneys will pursue that course of action.

—Cynthia Clark Northrup
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Acquired Immune Deficiency Syndrome
(AIDS)

A disease caused by a retrovirus that mutates so rapidly that
the B-lymphocytes and the body’s natural antibodies cannot
fight it off.

The introduction of AIDS (acquired immunodeficiency
syndrome) in the United States occurred primarily in the
homosexual and bisexual community. First diagnosed as a
disease in 1981, it results in the vulnerability of the human
body to disease and malignancies. As AIDS spread to include
hemophiliacs and individuals who required blood transfu-
sions, the public pressured the federal government for
research funding. Symptoms appear initially like the flu but
gradually develop into anxiety, weight loss, diarrhea, fatigue,
shingles, and memory loss. Transmission of the disease
occurs through the exchange of body fluids such as breast
milk, semen, or vaginal secretions or through the exchange of
blood and blood products. Kissing and the exchange of saliva
do not appear to transmit the disease nor do urine, feces, or
sweat.

The primarily economic implications of the disease
include the increased health care cost associated with the care
of AIDS patients as well as their medical treatments. As of
2002, physicians rely on three drugs—AZT (also known as
Retrovir or Zidovudine), ddI (Videx® EC brand didanesine
[delayed-release capsules]), and 3TC (Epivir® brand
Tamivadine)—to delay the spread of symptoms in patients. In
addition, another 30 alternative treatments are being tested.
The enormous cost associated with the development of a
cure for the disease has taxed the economic resources of pri-
vate foundations established for that sole purpose as well as
the federal government.

In the United States alone, the Centers for Disease Control
and Prevention (CDC) estimates that about 850,000 to
950,000 Americans are infected by the human immunodefi-
ciency virus, or HIV. HIV attacks the immune system cells.
All individuals with AIDS have HIV, but not all people with
HIV have AIDS. AIDS is a fatal disease caused by a rapidly
mutating retrovirus that leaves the victim susceptible to
infections, malignancies, and neurological disorders. Every
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year another 40,000 cases are reported. During the 1980s, a
massive public awareness program resulted in a decline in
new cases from 60,805 in 1996 to 40,766 in 2000. The major-
ity of the new cases have occurred in the African American
community—half of new cases among men and 65 percent
of new cases among women occur among this group. As of
the end of 2001, the CDC reported more than 467,910 deaths
from the disease.

As a result of the continuing crisis, the federal government
has appropriated millions of dollars for research. For the fis-
cal year 1999, Congress approved $110 million just for the
African American community. The total figure for research,
treatment, prevention, and educational programs amounted
to $4.87 billion. During the last year of the Clinton adminis-
tration that figure declined, but the incoming administration
of George W. Bush increased the budget for AIDS once again.

—Cynthia Clark Northrup
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Advanced Technology Office (ATO)
Office responsible for the integration of new and future tech-
nology into military systems.

In 1957, Congress created the Defense Advanced Research
Projects Agency (DARPA) in response to the Soviet Union’s
launching of Sputnik I. The Advanced Technology Office
(ATO), functioning under the authority and funding of
DARPA, conducts research and integrates advanced technol-
ogy into existing U.S. military systems. Researchers place spe-
cial emphasis on maritime, communications, special
operations, command and control, and information assur-
ance and survivability mission areas. The goal of the ATO
remains the most cost-effective use of technology to assist all
branches of the military to fight against existing and future
threats by outmaneuvering, gathering more intelligence, and
reacting more quickly than the adversary. Current ATO pro-
grams include the development of artificial intelligence
through the use of robotics, sensors, and satellites. Projects
include Airborne Communications Node; Antipersonnel
Landmine Alternative; Buoyant Cable Array Antenna; Center
of Excellence for Research in Oceanographic Sciences; Future
Combat Systems (FCS) Command and Control; FCS
Communications; Metal Storm; Robust Passive Sonar;
Submarine Payloads and Sensors Program; Tactical Mobile
Robotics; Tactical Sensors; Undersea Littoral Warfare: Netted
Search, Acquisition and Targeting (Net SAT); and
Underwater Fighter (LOKI). Additional programs such as the

Self-Healing Minefield system use the most advanced tech-
nology to prevent the breaching of minefields by the enemy.
Instead of creating a static minefield, the program creates a
dynamic minefield with the intelligent capability of physi-
cally reorganizing mines to prevent breaches by opposition
forces. Government funding of the research has produced
benefits for the American public as well because consumer
applications for the technology exist and because ATO
researchers continue to use high-tech devices developed by
the private sector, which receives public funding for its
research and development.
—Cynthia Clark Northrup
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Agency.

AEA

See American Economic Association.

AFDC
See Aid to Families with Dependent Children.

Affirmative Action

Legislative attempt to eliminate economic discrimination by
ensuring that blacks and other minorities play “on a level
playing field.”

Executive Order 10925, issued by President John F.
Kennedy, recognized the need for affirmative action. After
Kennedy’s assassination, President Lyndon B. Johnson pushed
the Civil Rights Act of 1964 through Congress. On September
24, 1965, Johnson signed Executive Order 11246, which pro-
vided for the enforcement of affirmative action, primarily in
education and jobs. The federal government attempted to
ensure that blacks and other minority groups played on a level
playing field when it came to promotions, salaries, school
admissions, scholarship, financial assistance, and participa-
tion in federal contracts. Although designed as a temporary
measure, affirmative action assumed permanency after the
introduction of quotas. (Racial quotas required employers to
hire a percentage of their workers on the basis of race.)

Affirmative action’s goals were met better in the educa-
tional realm than in the workplace. Colleges and universities
reserved a specific number of positions for disadvantaged
minorities, including women, under the quota system. As a
result, some white males who qualified received rejection
notices. In 1978, Allan Bakke sued the University of
California for accepting less-qualified students to its medical
school while refusing to accept him for two years in a row. In



the landmark case Regents of the University of California v.
Bakke, the U.S. Supreme Court ruled in 1978 that the inflex-
ible quota system violated Title VI of the 1964 Civil Rights
Act because it engaged in reverse discrimination. In 1986, the
Court heard a second case, Wygant v. Jackson Board of
Education, in which the justices ruled that white men could
not be dismissed to make room for women or minority
employees. The following year the Court heard United States
v. Paradise and issued an opinion that allowed for a one-for-
one promotion requirement—for every white male pro-
moted, one minority employee must be promoted.

The debate over affirmative action continued through the
1990s. The federal government initiated programs that would
economically support small businesses owned by women or
minority groups. Employers attempted to achieve a reason-
able diversity among employees without the rigid quotas.
Congress even tried, unsuccessfully, to pass an affirmative
action amendment to the Constitution, but the measure was
defeated in 1979 by a 171 to 249 margin. Affirmative action
has achieved some limited success—more women and
minorities have reached senior-level positions, and student
bodies in universities and colleges have become diverse.

Currently the U.S. Supreme Court is reviewing two cases
concerning affirmative action—Gratz v. Bollinger and Grutter
v. Bollinger—involving admission requirements or quotas
used by the University of Michigan law school. The outcome
of these cases will decide the future direction of affirmative
action.

—Cynthia Clark Northrup
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Affluence
Widespread prosperity.

A society in which a large proportion of members possess
purchasing power in excess of that required for any necessary
level of well-being is categorized as affluent. In an affluent
society, most individuals satisfy their basic sustenance, accom-
modation, and entertainment needs. Beyond that level, suffi-
cient wealth exists for many people to consume goods that
offer only trivial value. An affluent society has resources to
protect members from problems such as the loss of income
and extra expense due to unemployment and health crises.

With the availability of a wide range of goods, many of
which consumers do not need, producers are forced to create
a demand through marketing and advertising. Continued
economic growth requires the continuous creation of new
demands to absorb the ever-increasing volume of produc-
tion. Consumer purchases become increasingly influenced by
the marketing of brand images rather than specific products.

Even in the midst of affluence, an inequality of wealth
exists, with some people living in great poverty. As the
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requirements of producers evolve to take precedence over
those of consumers, individuals who lack enough disposable
income to afford the advertised lifestyle frequently buy on
credit, leading them to live beyond their means. Demands by
individual consumers, encouraged by marketing, may
increase at the expense of the public good. Consumers who
move to the suburbs for bigger, newer homes cause increased
poverty in the inner urban areas and a crumbling infrastruc-
ture in many of the formerly tax-wealthy cities. The tax bur-
den shifts to the expanding suburbs (for road, sanitation,
water, and other systems) and lessens the amount of tax
money available to major cities.

In the United States, the post-World War II era produced
a period of affluence beginning in the 1950s. Most Americans
realized an increase in disposable income, even though the
majority of women remained outside the workforce. Families
during this period purchased automobiles, homes in the sub-
urbs, and modern appliances. Poverty did continue but
remained overshadowed by the affluence of the majority.

During the 1960s it became apparent that not everyone in
the United States enjoyed a prosperous lifestyle. President
Lyndon B. Johnson attempted to address this disparity in
wealth through the Great Society program. However, a gap
continues to exist into the twenty-first century.

—Tony Ward
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AFL-CIO

See American Federation of Labor and Congress of
Industrial Organizations.

Agricultural Adjustment Act of 1938
Legislation signed by President Franklin D. Roosevelt on
February 16, 1938, that focused on the need for long-term
consideration of agricultural production and soil conserva-
tion as well as the prevention of potential drought periods.

The Agricultural Adjustment Act (AAA) of 1938 was
developed in 1937 as basic price-support legislation to
replace the recently discredited AAA of 1933. Title I of the act
amended the Soil Conservation and Domestic Allotment Act
of 1936, and Title IT authorized the secretary of agriculture to
argue before the Commerce Commission regarding freight
rates on agricultural commodities. The remaining three titles
addressed loans and parity payments (government funds
provided to farmers that help maintain a stable relationship
between the level of farm prices and the general price level),
cotton pool participation, and crop insurance.

The new act expanded the soil conservation features of the
1936 act with provisions for water conservation and erosion
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control in semiarid regions. The 1938 act sought to prevent
the displacement of tenants and sharecroppers. Title IIT of the
1938 act redefined parity prices, creating a more precise for-
mulation that included total interest payments and farm
estate taxes as well as freight charges and shifts in prices of
commodities. Congress also implemented changes in the
method of figuring allotments for individual farmers to limit
these to commercial growing areas.

This act provided the secretary of agriculture with three
measures for controlling major crop surpluses: (1) Payments
could be shifted from “soil-depleting” to “soil-conserving”
crops by farming operations termed “cooperators” (those
that limited production to established quotas); (2) the secre-
tary could announce marketing quotas; or (3) the secretary
could provide nonrecourse loans that enabled farmers and
growers to hold market crops until the farmer could sell
them at adequate prices. Congress authorized the secretary
to continue parity payments after receiving congressional
allocation of funds. The federal government sent these pay-
ments to cooperating producers to compensate them for the
difference between market prices and established parity
prices.

The AAA of 1938 included several other sections added as
amendments to ensure that the legislation passed Congress.
For example, Section 202 provided for four regional labora-
tories to conduct scientific research into new commercial
uses of farm products.

—1Lisa L. Ossian
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Agricultural and Mechanical (A&M)
Colleges

Postsecondary institutions established to promote the devel-
opment of the practical arts and sciences.

Agricultural and mechanical (A&M) colleges were formed
after the passage of the Morrill Land Grant Act in 1862.
Congress granted the states 30,000 acres of federal land for
each senator and representative that the state had in the
national legislature for the purpose of establishing A&M col-
leges. The main curriculum would concentrate on agricul-
ture, engineering, and home economics—the practical arts.
The act, passed during the Civil War, also required the estab-
lishment of a Reserve Officers Training Corps (ROTC) at
every land-grant institution. Most of the colleges imple-
mented mandatory participation programs, but after the
1920s, membership in the ROTC became voluntary.
Congress expanded the policy of assistance to A&M colleges
in 1887 with the passage of the Hatch Act, which made funds
available for research and experimental facilities. Additional

resources, allocated under the Smith-Lever Act of 1914,
extended agricultural and home economics research.

The study and development of a variety of crops and the
study of animal husbandry encouraged improved farming
techniques, which in turn stimulated the economy through
the increase in annual yield. But as farmers exceeded the
demands of consumers, prices dropped. Agricultural depres-
sions remained a recurrent theme from the late 1880s
through the 1930s until the United States sought markets
overseas and implemented domestic policies that included
farm subsidies. In recent years, A&M colleges have shifted
their emphasis to engineering. As of 1999, more than 10,000
universities and colleges, including 29 Native American tribal
institutions, have achieved land-grant status as agricultural
and engineering schools.

—Cynthia Clark Northrup
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Agricultural Credit Act of 1987

Legislation that authorized $4 billion in a financial assistance
for financially vulnerable institutions of the Farm Credit
System (FCS) and protected many farmers whose loans fell
delinquent.

Due to the 1980s farm crisis, which was brought on by
tight credit and plummeting farm land prices, the FCS expe-
rienced deep financial problems. The Agricultural Credit Act
required the FCS to establish a new Farm Credit System
Assistance Board to take over bad loans and supervise finan-
cial assistance to system banks for the next five years
(1987-1992). This board would allow these troubled institu-
tions to issue preferred stock eventually purchased by the
Farm Credit System Assistance Corporation. Troubled insti-
tutions could apply for this assistance when borrower stock,
which makes up most of their capital reserves, failed to cover
financial losses. The assistance board imposed several condi-
tions on the institutions receiving these loans; it had power
over debt issuance, interest rates on loans, and business and
investment plans.

The act also required the Farmers Home Administration
(FmHA) to modify delinquent loans to the maximum extent
possible to avoid losses to the government. It required the
secretary of agriculture to provide notice to each FmHA bor-
rower of all loan-service programs available. If foreclosure
happens, priority for purchasing goes to previous owners.
The secretary also releases income from household and oper-
ating expenses for farmers who apply for loan restructuring.

The law mandated that the federal land bank and federal
intermediate credit bank in each of the system’s 12 districts
merge. The 12 districts reorganized to allow for no fewer than
6 districts. This restructuring and consolidation allowed for



more efficiency. Finally, the act created a secondary market
for agricultural real estate and certain rural housing loans,
establishing a Federal Agricultural Mortgage Corporation
(Farmer Mac) within the FCS. System banks could package
their agricultural real estate loans for resale to investors as
tradable, interest-bearing securities. The Agricultural Credit
Act of 1987 saved the FCS and made it financially sound in
the 1990s. The FCS has continued to perform efficiently
through 2003 and has received high marks from auditors.
—T. Jason Soderstrum
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Agricultural Credit Improvement Act
of 1992
Bill to assist beginning farmer to acquire his or her own farm.

This act required the U.S. Department of Agriculture’s
(USDA) Farm Service Agency (FSA) to target a percentage of
its direct and guaranteed farm operating and farm ownership
loans to beginning farmers and ranchers. In 1992, the average
age of farmers had increased to 52 years of age. Twice as many
farmers were 60 or older as were under the age of 35. The
increased cost of farming since the 1970s and the farm crisis
of the 1980s had washed many younger farmers out of the
business.

To get the loans, the beginning farmer had to draw up a
detailed 10-year plan of action for his or her farm. Once the
USDA Farm Service Agency approved the plan, new farmers
became eligible for direct, subsidized, operational loans from
the FMHA for 10 years and federal loan guarantees for the
next 5 years. After 15 years, these farmers became ineligible
for the program. The federal government took up liability for
80 to 90 percent of these loans if they were defaulted on.

Another minor change in the law allowed banks, rather
than the Farmers Home Administration (FmHA), to decide
which farmers met eligibility requirements for this program.
Members of Congress believed that this would get money to
the farmer faster. The bill also called for special efforts to
make loans more available to those who are “socially disad-
vantaged,” including women.

—T. Jason Soderstrum
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Agricultural Government-Sponsored
Enterprises (GSEs)

Organizations federally chartered, but privately owned and
operated, that receive direct and indirect benefits from the
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government to improve credit availability and enhance mar-
ket competition.

Congress charters a government-sponsored enterprise, or
GSE, when perceived failures in private credit markets exist.
Congress established GSEs to improve credit availability and
enhance financial market competition in specific sectors of
the economy.

GSEs can access a direct line of credit to the U.S. Treasury
to achieve their goals, and Congress structures them so that
they benefit from an implicit federal taxpayer guarantee on
their obligations. The first GSE, the Farm Credit System, dealt
primarily with agricultural and rural sectors. It was created
by the Federal Farm Loan Act of 1916 (FFLA) and acts as a
network of cooperative lending institutions that operates as a
direct lender to agricultural producers, agricultural coopera-
tives, farm-related businesses, and rural residents. Another
GSE, the Federal Agricultural Mortgage Corporation, was
established in 1988 and acts as a secondary market for agri-
cultural and rural housing mortgages.

—Jonah Katz
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Agricultural Policy
The evolution of the federal government’s efforts to stabilize
agricultural markets.

The federal government had always maintained policies
designed to encourage the development of agriculture, but
not until the 1920s did it formulate policies to specifically
regulate fundamental market forces in the agricultural sector.

Intensifying urbanization at the turn of the twentieth cen-
tury generated increased demand for American farm prod-
ucts and subsequent improvements in the standard of living
for American farmers. World War I further stimulated this
expanding market as European allies began to depend on
American agricultural exports. However, this wartime
demand could not be sustained after the Armistice, and agri-
cultural prices fell precipitously.

As falling commodity prices began to trigger bankruptcies
in rural areas, Congress searched for the means to strengthen
agricultural markets. An alteration of the mandate of the War
Finance Corporation provided credit for farm exports; the
Capper-Volstead Act (1922) protected agricultural coopera-
tives from antitrust prosecution; the Fordney-McCumber
Tariff (1922) protected American farmers from foreign com-
petition. The most controversial of these efforts came with the
McNary-Haugen legislation. Beginning in 1924, members of
Congress attempted to legislate a price support system in an
effort to restore to farmers the purchasing power they had
during the prewar boom. This system would guarantee
domestic prices for key agricultural products and dump any
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surpluses on the international market. President Calvin
Coolidge’s two vetoes (in 1924 and 1928) of the McNary-
Haugen legislation sparked a debate over farm policy that
formed the groundwork for the New Deal’s approach to agri-
culture in the administration of Franklin D. Roosevelt.

The farm crisis that began after World War I continued to
deepen with the Great Depression. Under the New Deal, the
federal government responded with the Agricultural
Adjustment Act (1933). As it had done with the McNary-
Haugen proposals, Congress designed the AAA to guarantee
farmers a higher standard of living by enabling the federal
government to set prices for key agricultural products. Unlike
McNary-Haugen, the bill contained limits on agricultural
production. By the end of the 1930s, the government’s ability
to set minimum prices for agricultural products and to limit
the number of acres in production formed the core of federal
agricultural policy.

This effort to create stability in prices coincided with sup-
port for modernization. Under the Rural Electrification
Administration (REA), farmers in remote areas gained access
to inexpensive electricity. The REA encouraged diversifica-
tion by permitting extensive use of technologies, including
refrigeration, irrigation pumps, and storage ventilation sys-
tems. The federal government built dams and levees to con-
trol flooding. These initiatives worked to improve the
profitability of farming and raise the standard of living in
rural areas.

The goals of agricultural policy set during the New Deal
continued during World War II. As had been the case in
World War I, demand for agricultural production increased
tremendously. The federal government permitted farmers to
put more land into production temporarily to meet wartime
demand. However, at the end of the war, the government
quickly reined in production to prevent agricultural sur-
pluses that would have lowered commodity prices and farm-
ers’ income.

During the postwar period, efforts by the federal govern-
ment to prevent overproduction became complicated due to
continued improvements in farm technology. During the
Eisenhower presidency, the administration initiated two
major adjustments to compensate for this problem. Under
the Agricultural Trade Development and Assistance Act of
1954 (PL 480), farmers could export agricultural surpluses to
developing nations to alleviate food shortages. Exports under
PL 480 projected American influence abroad while absorbing
the surplus production of American farmers. To further limit
the growing stocks of grain and cotton, the government cre-
ated the Soil Bank, which permitted farmers to take land out
of production for conservation purposes. The Soil Bank ini-
tiated a long-term pattern in which overproduction was
curbed for reasons of ecological protection.

The construction of agricultural policy presented a
conundrum in the postwar era. The ideal of the family farm
permeated American culture, and the government remained
committed to creating the circumstances under which family
farms could provide a reasonable standard of living.
However, the costs of agricultural programs remained high.
As farmers made up a declining proportion of the American

population, price support systems became harder to legit-
imize.

During the 1960s, federal agriculture policy continued to
curtail surplus production and raise farm incomes, but it
placed greater emphasis on guaranteeing low food prices to
American consumers. The government dropped price sup-
port levels to reflect prevailing world market prices, not
domestic spending patterns. This action by the government
lowered food prices for American consumers and simultane-
ously pushed American farmers into more competition in
the international market. The political effort to link low food
prices and agricultural policy expanded under President
Lyndon B. Johnson’s Great Society, as the U.S. Department of
Agriculture (USDA) supervised the food stamp and free
school lunch programs.

The debate over farm subsidies intensified during the
1970s and 1980s, as American political rhetoric emphasized
the importance of lowering food prices and limiting spend-
ing on farm subsidies. The Agricultural and Consumer
Protection Act of 1973 reformulated the price support sys-
tem. Under this new “deficiency payment” system, crop prices
were compared with a USDA target price, and farmers
received compensation for any shortfall. The deficiency pay-
ment system continued to form the basis for federal agricul-
tural policy into the presidency of Bill Clinton, but it did little
to curb overproduction or raise income levels for family
farms. This failure was further complicated by increasing
public support for balancing the federal budget by cutting
spending for deficiency payments.

Dissatisfaction with the high costs resulting from federal
agriculture policy led to the passage of the Federal
Agricultural Improvement and Reform Act in 1996. The
product of conservative rhetoric supporting “freedom to
farm,” the new policy—designed to eliminate federal subsi-
dies and encourage diversification according to international
market demands—returned American farmers to a free mar-
ket system. The act marked the first legislative attempt to
abandon the direction of marketplace regulation initiated in
the 1920s.

—Karen A. J. Miller
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Agricultural Programs Adjustment Act

of 1984

Legislation that froze target price increases provided for in
the 1981 act; authorized paid land diversions for upland cot-
ton, rice, and feed; and provided a wheat payment-in-kind
(PIK) program for 1984.

Signed into law on April 10, 1984, this overhaul of the fed-
eral crop program sparked controversy between the adminis-
tration of President Ronald Reagan and members of
Congress from the farm belt. With Reagan’s approval, Senator
Robert Dole (R-Kansas) and budget director David A.
Stockman negotiated in private sessions to lessen federal
spending by freezing target prices. However, farm groups lob-
bied for more aid to help with the recovery from the previous
year’s drought. With the exception of certain wheat interests,
no one felt satisfied with the bill.

The act froze target prices so that the federal government
paid farmers the difference if crop market prices dropped
below a certain level (for example, $4.38 per bushel for
wheat) over the next two years. It also maintained 1985 tar-
get levels for corn, cotton, and rice and authorized an acreage
reduction program in which wheat farmers would take 20
percent of their land out of production to qualify for farm
program benefits such as loans and price supports. A wheat
farmer could receive compensation if he or she retired an-
other 10 percent of his or her land. A farmer could set aside
up to 20 percent more land and receive surplus wheat certifi-
cates (PIKs) at a rate of 85 percent of the expected yield. The
hope was that this would lessen the nation’s wheat surplus
and increase prices well above target prices.

The law also stipulated that lenders value farm assets
used as collateral for emergency disaster at their value prior
to the disaster. Direct loans for economic emergencies such
as drought, flooding, or falling land values increased by
$250 million in 1984, providing farmers with $600 million
in total loans ($310 million for direct loans and $290 for
guaranteed loans). The secretary of agriculture made emer-
gency loans available to farmers in counties touched by dis-
aster. The ceiling on Farmers Home Administration (FmHA)
farm operating loans increased from $200,000 to $400,000.
Finally, the act required the lowering of the interest rate for
the balance of rescheduled FmHA loans and the extension
of the time period for repayment from 7 to 15 years. As
awareness of the 1980s farm crisis deepened, subsequent
legislation changed many components of the law and
destroyed President Reagan’s notion of withdrawing federal
support of agriculture.

—T. Jason Soderstrum
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Aid to Dependent Children (ADC)
Mid- to late-twentieth-century government program that
provided financial assistance to poor families with children.

Aid to Families with Dependent Children 7

Aid to Dependent Children (ADC), later known as Aid to
Families with Dependent Children (AFDC), was a provision
of the Social Security Act of 1935. Although the impulse to
assist poor and orphaned children dates to after the Civil War,
no formal federal government program aimed at alleviating
poverty existed until President Franklin D. Roosevelt’s New
Deal. The Social Security Act called on states to develop plans
to aid the poor, with the federal government matching up to
one-third of these expenditures. The states had discretion to
determine income eligibility and benefits levels, but they
could not place a time limit on benefits or require recipients
to work.

Originally intended to enable poor widows to care for
their children, the program by the 1960s came to support
mostly unmarried mothers. In fewer than 10 years, from 1961
to 1970, AFDC caseloads nearly tripled. Several Supreme
Court cases decided in the late 1960s and early 1970s weak-
ened state restrictions that had blocked some from receiving
benefits, resulting in a further expansion in AFDC caseloads.
Lower courts built on these precedents to expand the concept
that citizens were entitled to receive welfare benefits, placing
the burden on government to justify eligibility restrictions.

AFDC became the primary method of providing cash
assistance to the poor for more than 60 years, and the term
became synonymous with welfare. Critics of AFDC claimed
that the absence of work requirements and time limits on
benefits established a precedent for relief that fostered a
culture of dependency. These concerns prompted several
attempts at reform in the 1960s and 1970s, including Presi-
dent Richard Nixon’s Family Assistance Plan and President
Jimmy Carter’s Program for Better Jobs and Income, but nei-
ther proposal passed Congress.

Passage of the Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (PRWORA) eliminated the
open-ended federal entitlement of AFDC by establishing
time limits on benefits and by requiring recipients to work or
participate in job training. Under the PRWORA, the federal
government provided block grants to the states for the
Temporary Assistance for Needy Families (TANF) program.
Opponents of AFDC hailed the new measures and celebrated
the precipitous decline in welfare caseloads in the late 1990s,
while critics of the reforms of 1996 warned of rising poverty
in poor economic times.

—Christopher A. Preble
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Aid to Families with Dependent Children
(AFDC)
Welfare program in the United States intended to provide
financial assistance to low-income families.

Initially created in 1935 under Title IV of the Social
Security Act as Aid to Dependent Children, the program’s
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principal objective focused on preventing poor families from
placing their children in orphanages in exchange for direct
cash payments. The program was renamed Aid to Families
with Dependent Children (AFDC) in 1962, and the federal
government matched state funds for the program. Although
AFDC remained an entitlement of the federal government’s
budget, individual states determined eligibility and amount
of benefits received, resulting in significant variation from
state to state.

Typical recipients included single-parent families, espe-
cially unmarried mothers and their children. The basic eligi-
bility requirement was that a family include a dependent
child 18 years of age or younger, with an exception for 19-
year-old high school students. The child must prove U.S. cit-
izenship or possess a legal permanent alien status and must
lack financial support from one parent. Two-parent families
may receive benefits if one parent remains unemployed.

The American public perceived the ADFC program, cus-
tomarily identified within the larger context of the welfare
system, as flawed. It subsequently remained a target of bipar-
tisan criticism that culminated in varied proposals to reform
the system and to address the nation’s poverty problem.
These proposals typically sought to require the recipient to
work, to assume personal responsibility, and to become self-
sufficient. In 1988, Congress redefined AFDC through the
Family Support Act, a comprehensive reform initiative that
focused on employment rather than income support. Then,
in 1996, Temporary Assistance for Needy Families (TANF), a
component of the Personal Responsibility and Work
Opportunity Reconciliation Act, replaced AFDC entirely.
TANF differs from its predecessor on several levels. Primarily,
it perceives welfare as a temporary circumstance rather than
a lifelong situation, and consequently it establishes a five-year
time limit for benefits. In addition, the program receives
funding from federal block grants, which provide greater
flexibility to the states and allow them to address their indi-
vidual circumstances.

—John Marino
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See Acquired Immune Deficiency Syndrome.

Alaska
Forty-ninth state of the United States, known for the Trans-
Alaska Pipeline.

“Seward’s Folly” no longer has a place—if it ever did—in
the lexicon as a nickname for Alaska, given the actual and
potential reserves of Alaskan oil and gas, not to mention the
abundance of coal. The oil field at Prudhoe Bay, discovered

by Atlantic Richfield in 1968, has the potential productive
capacity of 10 billion barrels—twice as much as the next-
largest field ever found in the United States, that of East Texas
in 1930. As of 2000, the oil output of Alaska equaled 20 per-
cent of the nation’s yield.

During the global oil boom between 1973 and 1985,
Alaska gloried in its oil revenues—so much so, in fact, that its
legislature abolished the state’s income tax in 1979, when oil
prices neared their peak.

At the same time came the wrangling between oil compa-
nies and environmentalists over the proposal to build a
pipeline from Alaska’s North Slope 789 miles to the port of
Valdez. In support of this objective, a consortium of oil com-
panies formed, known first as the Trans-Alaska Pipeline
System and then as the Alyeska Pipeline Service Company.
The companies in the consortium saw the proposed pipeline
as the most desirable way of solving a major problem—trans-
porting the oil from Prudhoe Bay to distant markets.

Environmental activists protested the plan. They forced
the national government to implement the National Envi-
ronmental Policy Act of 1969, which called for an impact
statement to precede the issuance of permits. A federal dis-
trict court upheld this initiative by environmentalists when it
forbade the secretary of the interior to issue the necessary
permits.

The legal battle continued from August 1972 through
April 1973, and in April 1973 the U.S. Supreme Court upheld
a court of appeals decision, which delayed further the
issuance of permits. At the insistence of environmentalists,
the court of appeals had applied a provision of the Mineral
Leasing Act of 1920, which limited rights-of-way across pub-
lic lands to widths of 50 feet. The oil companies wanted
widths up to three times that distance.

Congress then intervened. After a period of protracted
debate, a bill finally cleared the Senate, then the House.
Signed by President Richard Nixon in November 1973 under
the title Trans-Alaska Pipeline Authorization Act, it permit-
ted construction—the result being the completion of the
Trans-Alaska Pipeline by 1977, which constituted an eco-
nomic boon.

For the future, Alaska looks to further development of its
petroleum resources, the mining of metals, tourism, and
overseas trade with Asia as bases for prosperity. After the ter-
rorist attacks on September 11, 2001, the administration of
President G. W. Bush stepped up efforts to gain support for
its proposal to drill for oil and gas in the Arctic National
Wildlife Reserve, but the Senate rejected the measure April
18, 2003. New initiatives have been proposed to drill on
Native American lands, but their future remains uncertain.

—Keith L. Miller
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Aldrich-Vreeland Act (1908)

Act meant to remedy perceived inadequacies of the U.S.
banking structure revealed during the bank failures and pan-
ics of 1873, 1893, and 1907, which occurred because of the
lack of regulatory federal legislation.

In January 1908, Senator Nelson Aldrich, Republican from
Rhode Island, introduced a bill to permit the creation of
emergency currency backed by state, municipal, and railroad
bonds. But the currency commission of the American
Bankers Association and other banking and merchant inter-
ests immediately opposed the Aldrich Bill, which many felt
simply raised the value of railroad bonds and thus benefited
the large eastern banks. In March, Aldrich—after meeting
with George Perkins, a representative of the J. P. Morgan
Company—removed railroad bonds as collateral for emer-
gency currency. By the end of the month, the Senate had
passed the bill. During the hearings in the House of
Representatives, overwhelming opposition arose. Yet many
wanted some type of regulation to prevent a financial panic
similar to that in 1907. Congressman Edward B. Vreeland,
speaking for the Republican caucus in the House, subse-
quently introduced a compromise bill.

Passed by Congress on May 30, 1908, the Aldrich-Vreeland
Emergency Currency Act made available $500 million in
emergency currency to certain national banks over the next
six years by allowing them to issue circulating notes. The bill
also allowed extra currency on bonds of towns, cities, coun-
ties, and states. But a graduated tax of up to 10 percent lim-
ited the issuance of currency. Moreover, the act established
the National Monetary Commission, composed of nine
members from the Senate and nine members from the House
of Representatives, to investigate the deficiencies in the coun-
try’s banking system. The commission, with Senator Aldrich
as its chair, appointed experts to study the history of banking
and the current condition of the industry in the United
States. The commission subsequently issued a 49-volume
report in 1911 that recommended the establishment of a
national reserve association with branches to act as a central
bank run by private bankers free of any real government con-
trol. The Aldrich-Vreeland Act preceded the Federal Reserve
Act of 1913, which established a stable banking system in the
United States.

—Steven E. Siry
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Alliance for Progress
Economic program designed to improve relations between
the United States and its southern neighbors, thereby com-
bating the spread of communism.

Shortly after John E Kennedy became president in 1961,
he appointed Adolph Berle to establish a commission to
investigate ways to improve relations between the United
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States and Latin American nations. This commission rec-
ommended expansive economic and social objectives that
became the center of Kennedy’s Latin American policy. In
August 1961, the United States and the Organization of
American States (OAS) signed the Charter of Punta del
Este, which formally created the Alliance for Progress. The
alliance would provide technical advice and financial assis-
tance to Latin American nations interested in upgrading
their economic positions, increasing their agricultural out-
put, and improving their systems of education and health
care.

The Alliance for Progress did not realize many of its stat-
ed objectives because of Kennedy’s short time in office (he
was assassinated in 1963), a lack of financial resources, and
growing distrust of the United States by many Latin
American nations. In the final analysis, the United States
spent $10 billion in an unsuccessful effort to limit the influ-
ence of communism in Latin America in the decade follow-
ing the Cuban Revolution and the Bay of Pigs invasion.

—James T. Carroll
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American Economic Association (AEA)
Organization of professional economists established in 1885.

Founded primarily by a group of younger professors led
by Richard Ely of Johns Hopkins University, the American
Economic Association (AEA) challenged the economic
orthodoxy of laissez-faire espoused by David Ricardo.
However, to attract membership from a wide range of aca-
demics (including the organization’s first president, the
Massachusetts Institute of Technology’s Francis Walker), the
organization soon adopted a policy concentrating on the
promotion of scholarly and scientific activities while stu-
diously avoiding partisanship and official positions on policy
issues. Although individual members have frequently signed
petitions and called for the government to adopt or alter spe-
cific economic policies, the AEA has consistently maintained
its stance of neutrality for more than a century—much more
so than professional organizations in other social sciences.
The association remains an open society, with no significant
membership restrictions such as nationality, education, or
ideology.

The AEA holds annual meetings at which economists can
socialize, present their research findings, comment on the
ideas of others, and search for jobs and job candidates. The
organization focuses on the dissemination of research find-
ings. The AEAs publications include the prestigious
American Economic Review, established in 1911, which
includes technical research articles; the Journal of Economic
Literature, established in 1963, which includes book reviews
and surveys of recent research; and the Journal of Economic
Perspectives, established in 1987, which aims to put economic
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research into the hands of college students and educated
readers.

Since its early days, the AEA has repeatedly provided
expert advice in the design and development of the census
and other government statistics. During both world wars, the
AEA played a notable role in organizing professional expert-
ise for government service. Presidents of the AEA have
included the profession’s most noted researchers—including
Nobel Prize recipients and governmental advisers.

—Robert Whaples
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American Federation of Labor and
Congress of Industrial Organizations
(AFL-CIO)

Largest labor union in the United States.

The AFL-CIO formed in 1955 when the American
Federation of Labor and the Congress of Industrial Organi-
zations merged. During the 1950s and 1960s, the AFL-CIO
concentrated on increasing the wages of union members and
on improving employee benefits. Collective bargaining, legal
under the Wagner Act, provided labor with a powerful bar-
gaining tool, and the prosperity of the times resulted in
employers agreeing to most union demands. However, by the
1970s economic stagflation (the coexistence of high unem-
ployment and high inflation) resulted in many workers being
laid off.

One of the most difficult challenges faced by the union
was that the Japanese automakers flooded the U.S. market
with their smaller, more fuel-efficient cars just when the
Organization of Petroleum Exporting Countries (OPEC)
placed embargoes on oil shipped to western nations. For the
first time, AFL-CIO officials petitioned Congress to raise tar-
iff rates on Japanese imports. Congress did not acquiesce to
an increase, because tariff officials agreed that Americans
wanted smaller vehicles and the Japanese had not engaged in
unfair trade practices. The AFL-CIO continued to pressure
the government, fearing the loss of American jobs. The
Japanese agreed to voluntary export restrictions and began
building plants in the United States to address the issue of lost
jobs. Since the late 1980s, the union has opposed free trade.
During the negotiating process for the North American Free
Trade Agreement (NAFTA), the AFL-CIO pushed for provi-
sions that would protect American workers and the environ-
ment and expressed its disapproval when Congress ratified
the agreement without such provisions.

—Cynthia Clark Northrup
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American Inventors Protection Act
of 1999
Act passed to modify existing patent law.

In November 1999, Congress passed the Intellectual
Property and Communication Omnibus Act of 1999. Title IV
of the act contains the American Inventors Protection Act.
President Bill Clinton signed the bill on November 29, 1999,
and it became effective in 2000. The American Inventors
Protection Act established a first-to-invent infringement
defense that allows inventors who have used the invention for
one year prior to the filing date of the patent to defend them-
selves against this purported infringement. This clause is
restricted to methods of doing business, not production or
methods of manufacture. The act also authorizes the publi-
cation of foreign applications after 18 months and requires
filers to make application to the U.S. Patent Office if they
wish to restrict publication of their application within a spe-
cific time period. If the applicant agrees to have the patent
application published, penalties for infringements prior to
the issuance of the patent remain restricted to a reasonable
royalty. In addition, Congress approved grant extensions of
patents due to delays arising from the Patent and Trademark
Office. The American Inventors Protection Act reduces
patent fees and restricts disclosure of sensitive military or
intelligence patent information. It also allows third parties to
challenge the validity of a patent but restricts the involvement
of third parties—they cannot participate in, nor will they
receive a full transcript of, the interview of the patentee, and
they cannot file a suit in civil court after the patent board
issues a ruling that upholds the validity of the patent.

—Cynthia Clark Northrup
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American Revolution (1775-1783)

Event that severed the political ties between Great Britain and
its 13 North American colonies, setting the stage for the
development of the United States of America.

In its Navigational Acts of the latter half of the seventeenth
century, England created a closed mercantile system designed
to control, regulate, and tax trade with its American colonies
and to ensure that New World wealth flowed back to
England. This system benefited the English state and econ-
omy, but for the American colonies it created problems, as
their specie (gold and silver coin used as money) flowed back
to England. As the trans-Atlantic trade flourished, the British
encountered difficulties enforcing the restrictions on their



distant colonies and failed to maintain a truly mercantile
closed system that benefited the mother country. The
American colonies quickly discovered that throughout the
Atlantic trading world, trading partners other than the
English were ready and willing to purchase their commodi-
ties. This illegal trade proved extremely profitable, and thus in
the late seventeenth and eighteenth centuries, Americans
engaged in smuggling on a regular basis. The profits provid-
ed Americans with money to consume English goods, while
English merchants extended credit to Americans, thus allow-
ing them to purchase even more products.

In 1763, the French and Indian War ended, with Britain as
the victorious master of North America. A long series of wars
had left the British state deeply in debt and ready to reexam-
ine its empire for new sources of revenue. Parliament and the
king’s ministers decided that the colonies had not paid
enough in taxes for their own support and maintenance. In
1764, Minister George Grenville and the British Parliament
passed the Sugar Act as a way to curtail America’s smuggling
and increase Britain’s revenue. This act reduced the tax on
molasses, making it cheaper to purchase it legally. Parliament
then passed the Currency Act, forbidding the use of paper
money as legal tender. For Americans, these acts were intru-
sive and damaging interference in their economic growth
and, when Parliament passed the Stamp Act in 1765, resist-
ance began. The Stamp Act taxed all printed documents in
the colonies, such as newspapers, legal documents, and play-
ing cards—another example of England’s increasing tyranny.

American resistance stemmed from the slogan “No taxa-
tion without representation.” Americans believed that when
the government created a new tax it took private property
away from its citizens. Government could only do this with
the permission of the people. Because the colonies held no
seats in Britain’s Parliament, they lacked representation and
therefore could not be taxed. Parliament responded with the
argument that all colonies received “virtual representation,” as
each member of Parliament represented all of the British
Empire. Americans resisted the Stamp Act and argued against
Britain’s tyranny by effectively employing the strategy of non-
importation, refusing to purchase any new British commodi-
ties or to pay their debts to British creditors. The Marquis of
Rockingham repealed the Stamp Act for this reason.

During the Stamp Act crisis, Americans argued that there
was a difference between a tax for revenue and a tax for the
regulation of trade—Parliament, the Americans said, lacked
the authority to pass the former but not the latter. The
Townshend Acts (1767) were Parliament’s attempt to estab-
lish an external regulatory tax against the colonies, but the
Americans responded by implementing a boycott of British
goods, as they had done during the previous attempt to
implement an external tax. The Townshend Duties hurt
British manufacturers and Britain’s internal economy.

The Americans continued to combine their political and
economic arguments against Britain’s tyranny in the years
leading up to the American Revolution. Colonists realized
that to improve economically they needed a voice in the
political process. The events that led to the Declaration of
Independence and the war allowed American patriots to
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reject an imperial motherland thousands of miles away in
favor of developing a political and economic ideology that
better suited their needs. Americans fought against Britain to
gain control over their own destiny, realizing that political
sovereignty would eventually provide economic prosperity.

During the American Revolution, Americans struggled

with a limited supply of specie (gold and silver). At the same
time, many long-established trade relations between England
and the colonists were disrupted, creating a trade deficit.
Americans attempted to negotiate favorable trade relations
with France and Spain, but the lack of economic and politi-
cal strength forced the struggling U.S. government to accept
terms that were less than favorable.

—Ty M. Reese
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American Stock Exchange (AMEX)
Second-oldest stock exchange in the United States.

The American Stock Exchange (AMEX) originally began
as an outdoor trading center for government securities and
for other companies in the mid-1850s. Known initially as
“the Curb” because all transaction occurred outside, by 1908
it organized formally under the name of the New York Curb
Agency after federal legislation tightened control over trading
activities. In 1921, the exchange moved indoors to its present
location at 86 Trinity Place in New York City. The New York
Curb Agency traded commodities, monetary instruments,
and the stocks of smaller companies not traded on the New
York Stock Exchange. In 1953 the name changed again, this
time to the American Stock Exchange. By the 1960s, the
exchange had introduced state-of-the-art computer technol-
ogy that by the 1970s included display screens with data
about the equities market. Always aware of the need to
remain on the cutting edge, the American Stock Exchange
entered into an agreement in 2000 that allows investors to
trade in AMEX stocks through the Singapore Exchange. The
exchange continues to move toward the decimalization of
price quotes from eighths to tenths of a point, a system com-
monly used in the United States. The major index of the
American Stock Exchange is the American Composite. The
exchange currently lists more than 800 companies.

—Cynthia Clark Northrup
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American System

Term used by Henry Clay, representative from Kentucky, in a
speech before the House of Representatives on March 31,
1824, in favor of a protective tariff and a federal program
designed to stimulate the nation’s economic growth and
reduce economic dependency on Europe.

During the “Era of Good Feelings” from 1816 to 1824,
businesspeople in the North implemented the factory system,
which was characterized by water-powered machinery and
interchangeable parts. Factory owners wanted protection
against European-made goods. At the same time, a trans-
portation revolution occurred, with the extensive use of
steamboats on major inland waterways and the state-
supported construction of canals to link these waterways
with coastal rivers that emptied into the Atlantic Ocean. The
admission of six new western states also motivated public
support for economic nationalism and the use of federal
power to stimulate the expanding frontier.

Clay’s speech on the 1824 protective tariff bill helped to
ensure its passage in the House of Representatives by the nar-
row vote of 107 to 102. A conservative Senate modified the
bill, but the average rate ended up at 37 percent—although
some items, like imported wool, were as low as 30 percent.
Clay believed that a protective tariff would greatly assist the
growth of American industries and also provide a domestic
market for farm produce. Because the protective tariff would
generate surplus revenue for the federal treasury, Congress
could use the funds to extend the National Road and con-
struct turnpikes and canals to link northern factories to dis-
tant western markets.

Earlier, in 1816, to further promote economic national-
ism, Clay had joined John C. Calhoun of South Carolina to
recharter a Second Bank of the United States. Stepping down
from the Speaker’s chair, Clay told his colleagues that
although he had opposed the rechartering of the First Bank
of the United States in 1811, he believed Congress possessed
the “constructive power” to incorporate such an institution.
The House passed the bank bill by 80 to 71, and President
James Madison signed it into law on April 10, 1816.

Clay’s American System of protective tariffs, federal inter-
nal improvements, and a national bank aroused increasing
opposition after the panic of 1819—a depression exceeded in
severity only by the Great Depression of the 1930s—among
planters, farmers, and land speculators, all of whom feared
the consolidating power of the national government. They
embraced an agrarian philosophy that feared the federal gov-
ernment growing stronger and aligning itself with manufac-
turing and financial interests against the interests of the
farmer. Beginning in 1824, a political realignment began over
the American System that led to the creation of two new
political parties out of the old Jeffersonian-Republican con-
sensus of the “Era of Good Feelings.” One group, led by Clay,
John Quincy Adams, and Daniel Webster, eventually called
themselves Whigs; they believed in the American System and
its economic nationalism. The Democrats, led by Andrew
Jackson, Martin Van Buren, and John Calhoun, championed
agrarian interests and states’ rights against federal consolida-
tion. In the 1832 presidential election Henry Clay, the Whig

candidate, ran against incumbent Andrew Jackson on the
strength of the American System, with a special focus on
Jackson’s veto of the rechartering of the Second Bank of the
United States. But Clay carried only six states: Massachusetts,
Rhode Island, Connecticut, Maryland, Delaware, and
Kentucky. A third-party candidate, William Wirt of the
Antimasonic Party, won Vermont. Jackson carried all the rest.
The American System, as a viable political program, never
recovered from the defeat.
—Robert P. Sutton
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AMEX

See American Stock Exchange.

Antidumping
Preventing the placing of goods on the market in large quan-
tities at a price below normal cost to eliminate competition.

Dumping of goods into the United States by foreign man-
ufacturers dates back to the early 1800s. After the Napoleonic
Wars, both the British and the French dumped products on
the U.S. market, and Congress responded by passing protec-
tionist tariffs. The practice continued sporadically through-
out the remainder of the nineteenth century, although not on
a large scale. After World War I, American manufacturers and
legislators once again feared an increase in dumping.
Congress responded by passing the Fordney-McCumber
Tariff, which returned the protectionist rates to their prewar
level and provided for remedies against unfair foreign com-
petition. The U.S. Antidumping Act of 1921 remained in
effect until the adoption in 1967 of the international dump-
ing code during the Kennedy Round of the General
Agreement on Tariffs and Trade (GATT). This provision was
included in GATT to ensure the acceptance by the signatories
of the negotiations and to prevent foreign countries from
using antidumping laws as tariff barriers against American
manufacturers. In 1979 Congress authorized the secretary of
the treasury to use broad discretionary powers to investigate
antidumping claims and determine fair value and injury.
Traditionally, antidumping laws have dealt with goods;
changes in trade during the twentieth century forced
Congress to address the social dumping of large labor-
intensive surpluses produced overseas—by Japan during the
first part of the twentieth century and, more recently, by
China.

—Cynthia Clark Northrup
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Anti-lmperialist League

Organization composed mainly of old-fashioned liberal New
England politicians, publicists, and intellectuals, who chal-
lenged America’s overseas territorial expansion at the close of
the nineteenth century.

Members founded the Anti-Imperialist League at a meet-
ing in Faneuil Hall in Boston on June 15, 1898, in direct
response to U.S. expansion in the Caribbean and Pacific at
the dawn of the new century. At the conclusion of the
Spanish-American War of 1898, the government secured
possession of Puerto Rico, Hawaii, and the Philippines. Many
Americans feared that the nation’s industrial growth would
lead to an imperialist course of action in foreign affairs.

The center of the movement remained located in Boston,
although local branches existed in Chicago, which became
national headquarters briefly before the movement relocated
back to Boston, St. Louis, San Francisco, and other cities.
League leaders stoutly defended the Declaration of
Independence and believed that all government derived its
power from the consent of the governed. Gamaliel Bradford,
Moorfield Storey, Edward Atkinson, Erving Winslow, and
William A. Croffut led the battle against overseas territorial
expansion. Political allies such as George S. Boutwell, Senator
George E Hoar, Representative Samuel W. McCall, and
William Jennings Bryan combined forces with other promi-
nent figures including David Starr Jordan, Samuel Gompers,
William James, Andrew Carnegie, Carl Schurz, William
Graham Sumner, and General Nelson A. Miles to argue that
imperialism remained detrimental to the free-trade basis of
competitive capitalism and diverted attention from the
urgent need for domestic reform.

Writers William Vaughn Moody and Mark Twain lent
their pens to the cause. Twain’s powerful essay “To the Person
Sitting in the Darkness” remains one of the most persuasive
pieces of anti-imperialist literature published in support of
the league’s objectives.

Specifically, the league sought to discourage the McKinley
administration from seizing the Philippines. Senate ratifica-
tion of the Treaty of Peace Between the United States and
Spain (known as the Paris Peace Treaty) on February 6, 1899,
however—followed two days later by the eruption of the
Filipino-American War—transformed the league into a
national movement with a mass constituency. The league
worked with other anti-imperialist elements, and its mem-
bership expanded to more than 30,000 members. By October
1898, its campaign had reached close to 30 states. Finding
receptive audiences, anti-imperialists distributed literature
and placed speakers around the country as they pursued two
simple goals: an immediate suspension of hostilities in the
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Philippines and a congressional pledge of Philippine inde-
pendence.

The league’s periodical, the Anti-Imperialist, and pam-
phlets like Atkinson’s The Cost of a National Crime and The
Hell of War and Its Penalties provided ample illustrations of
the “repulsive and ghastly slaughter in the guerilla warfare in
the Philippines.” But the league’s most original and com-
pelling arguments focused on economic issues. Atkinson, a
retired textile manufacturer, refuted the arguments of busi-
nesspeople who maintained that America’s industrial econ-
omy would profit from the nation’s outward thrust. He
pointed out that American sugar and hemp growers would
face competition from Philippine producers and that
American laborers would experience competition as well.
New England jurist Storey boldly declared his opposition to
the use of foreign capital to develop the Philippines since it
would impose foreign influence on the islands. General Miles
weighed in by observing that Wall Street would benefit the
most from U.S. control of the Philippines.

Despite leveling a multitude of compelling economic
arguments, the league’s movement had several contradictory
elements. Southern anti-imperialists observed that American
boys had not enlisted “to fight niggers” (referring to nonwhite
Filipinos), while in Chicago the Black Man’s Burden
Association objected strenuously to the Filipino-American
War’s Anglo-Saxon racist overtones. Many in the movement
had supported the Spanish-American War and failed to
object to the colonial annexation of nearby Puerto Rico.
Others opposed to colonial annexation rested their beliefs
not so much on the principle of self-determination but
rather in the conviction that economic imperialism would
proceed more safely and smoothly if it was not burdened by
the tasks of colonial administration. Whatever the position,
the anti-imperialist effort rested more on abstract political
and ideological principles than on strictly economic, reli-
gious, constitutional, or humanitarian considerations.

Marked by contradictory positions, the Anti-Imperialist
League and its accompanying movement quickly dissolved,
even with the revelation of atrocities committed in the
Philippines by American troops. During the winter of
1899-1900, anti-imperialist efforts slipped from a campaign
of mass mobilization into the utter confusion of electoral
politics. Unable to halt war through popular agitation, the
leaders of the league toyed with the prospect of mounting a
third-party effort for the 1900 presidential election.

Surprisingly, most decided to support the candidacy of
William Jennings Bryan, the Democratic leader who, though
grudgingly, supported Senate ratification of the Paris treaty,
which granted the United States control over the Philippines.
This fact, combined with the rejection of Bryan’s candidacy
by noted industrialist Andrew Carnegie (who thought Bryan
a demagogue) and the success of American military forces in
grinding down the “insurrection,” resulted in a McKinley vic-
tory even more decisive than in the election of 1896.

Between 250,000 and 600,000 Filipinos died as a result of
the war, compared with 7,000 American troops. Early in
February 1902, U.S. troops captured Filipino leader Emilio
Aquinaldo. Within a few months Theodore Roosevelt, who
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had become president upon McKinley’s assassination the
previous year, declared the war over. Congress immediately
declared that the Philippines were to be constituted an unor-
ganized territory of the United States. The Anti-Imperialist
League’s influence proved ineffective in subsequent matters
involving foreign policy.

—Charles . Howlett
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Antitrust Suits
Lawsuits arising when competitors engage in prohibited
practices like fixing prices, rigging bids, or allocating cus-
tomers, which causes prices to rise to artificially high levels or
reduces competition.

Antitrust laws prohibit practices restraining trade, reduc-
ing competition, and promoting or maintaining monopoly
power in virtually all industries. The Sherman Anti-Trust Act,
the Clayton Anti-Trust Act, and the Federal Trade Com-
mission Act enable the Department of Justice to enforce fed-
eral antitrust laws through criminal and civil actions. The
Federal Trade Commission (FTC) and private citizens may
also sue civilly. Similar laws ratified as early as 1880 in some
states are enforced through the offices of state attorneys gen-
eral. The 1890 Sherman Act outlaws all contracts, combina-
tions, and conspiracies that unreasonably restrain interstate
and foreign trade. Violations are usually punished as criminal
felonies. The 1914 Clayton Act prohibits mergers or acquisi-
tions likely to lesson competition. The Federal Trade
Commission Act, implemented in 1914, empowers the presi-
dent or Congress to investigate and report facts regarding
alleged antitrust violations by any corporation.

Antitrust acts embodied popular political viewpoints in
the late nineteenth and early twentieth centuries. Presidents

Benjamin Harrison, Theodore Roosevelt, William Taft, and
Woodrow Wilson advocated government oversight of large
corporations and trust busting. In 1912 Supreme Court
Justice Louis Brandeis argued that industrial giants were
potentially dangerous forces capable of controlling politi-
cians and undermining consumer interests.

Greater resources bolstered the Justice Department’s
antitrust enforcement in the 1930s. Under Chief Thurman
Arnold, a Roosevelt appointee, the division’s budget quadru-
pled within three years. Cartels and monopolies were investi-
gated, and a landmark 1945 case against Alcoa found that the
company unlawfully wielded monopoly power over the alu-
minum industry. In the 1950s and 1960s, the Warren
Supreme Court interpreted the Celler-Kefauver Act of 1950
as establishing a presumption of illegality for mergers in con-
centrated industries between competitors with a combined
market share as low as 30 percent. Some mergers with com-
bined market shares below 10 percent were condemned.
Historian Richard Hofstadter noted in the mid-1960s that
businesspeople are always cognizant of antitrust laws.

The Johnson, Nixon, Ford, and Carter administrations
proceeded with vigorous antitrust enforcement. Seed money
for state investigations provided by the Ford administration
in the mid-1970s established a formidable army of populist
state attorneys general under the umbrella of the National
Association of Attorneys General (NAAG). They challenged
mergers approved by federal agencies and launched parens
patraie (the state acting as “the father of the country”) suits
against manufacturers guilty of vertical price maintenance.
The conservative, antipopulist “Chicago School” of antitrust
theory also surfaced in the 1970s. Robert Bork’s 1978 book,
The Antitrust Paradox: A Policy at War with Itself, recom-
mended that the sole objective of antitrust law should be
maximization of “consumer welfare” The Chicago School
viewed attempts to curtail industrial consolidation as under-
mining economic efficiency.

The Reagan administration consistently appointed
Chicago School scholars to federal courts, and Justice
Department Antitrust Division Chief William Baxter dis-
posed of a massive case against IBM and announced the set-
tlement of the historic AT&T breakup. He also called for
“merger guidelines” designed to determine whether prices
were unilaterally or collectively raised above competitive lev-
els. Beginning in the early 1990s, antitrust policy shifted
toward moderate domestic pursuits and aggressive interna-
tional protections. Federal and state interaction was encour-
aged, and United States officials asserted the right to employ
federal antitrust laws against anticompetitive foreign con-
duct, which critics labeled antitrust imperialism. In 1991 the
Antitrust Division of the Justice Department, the FTC, and
the European Union’s competition authority jointly
announced the execution of an Antitrust Enforcement
Cooperation Agreement.

Clinton administration appointees advocated the “post-
Chicago School”—a movement championing consumer wel-
fare standards to preserve competition rather than unfettered
freedom for producers. In the late 1990s the Antitrust
Division pursued Microsoft Corporation with the help of



state attorneys general, signaling the most significant govern-
ment legal challenge in more than 20 years.

Issues of intellectual property complicate modern anti-
trust designations. Although past antitrust attention focused
on exorbitant prices and the reduction of competition,
scholars in the twenty-first century are investigating whether
high-technology mergers result in less innovation. In the
early nineteenth century, Standard Oil Company violated
antitrust rules by controlling petroleum transportation,
refining, and distribution. Conversely, software maker
Microsoft protects the source code to its computer operating
system and all adjoining application interfaces, leading to
claims of predatory abuses. Determining how to assess the
consequences of this power and the implications for com-
petitive firms will decide which companies struggle or sur-
vive in emerging markets that dominate the domestic and
world economies.

—R. Jake Sudderth

References

Brodley, Joseph E “Post-Chicago Economics and Workable
Legal Policy.” Antitrust Law Journal, vol. 63, no. 2 (1995):
683.

Hofstadter, Richard, ed. The Paranoid Style in American
Politics and Other Essays. New York: Alfred A. Knopf,
1965.

Roy, William G. Socializing Capital: The Rise of The Large
Industrial Corporation in America. Princeton, NJ:
Princeton University Press, 1997.

Skitol, Robert A. “The Shifting Sands of Antitrust Policy:
Where It Has Been, Where It Is Now, Where It Will Be in
Its Third Century.” Cornell Journal of Law and Public
Policy, vol. 9, no. 1 (Fall 1999): 239-266.

Sullivan, Lawrence A. “Post-Chicago Economics:
Economists, Lawyers, Judges, and Enforcement Officials
in a Less Determinate Theoretical World” Antitrust Law
Journal, vol. 63, no. 2 (1995): 669-674.

See also Volume 1: Clayton Anti-Trust Act; Federal Trade
Commission Act; Microsoft; Roosevelt, Theodore;
Sherman Anti-Trust Act; Standard Oil; Wilson,
Woodrow.

Antiunion Policies
Position taken by the federal government toward labor
unions during the nineteenth century.

After the Civil War the start of the industrial revolution in
the United States led to dramatic changes in labor.
Traditionally, Americans owned small proprietorships or
worked as apprentices for a skilled master. With the intro-
duction of automated machinery and the specialization of
tasks, workers found their economic position declining.
Employers hired unskilled laborers for many of the positions
and increasingly demanded longer and longer hours at a
lower wage from their workers. Consequently, various occu-
pations formed societies similar to the guilds of Europe. At
first these organizations focused on a particular skilled craft,
but eventually unions accepted unskilled workers to their
ranks as well.
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The rise of labor unions led to an increase in demands on
the part of the workers for shorter hours, better pay, and safer
working conditions. Employers realized that any concessions
to labor would ultimately reduce profits, so negotiations usu-
ally proved futile to the labor unions. By the 1880s labor
strikes began to occur with some frequency, often resulting in
violence and bloodshed. The first of the big strikes occurred
in 1892 at Andrew Carnegie’s Homestead Steel Plant, where
workers staged a sit-in until management agreed to their
demands. The manager of the plant called in Pinkerton
detectives to remove the strikers, and violence erupted. When
the management asked the federal government for assistance,
the president authorized the use of the National Guard. From
this first involvement through the end of the nineteenth cen-
tury, the federal government continued this policy of assist-
ing business owners against the workers.

The Supreme Court maintained a similar policy. As
reformers within the government fought for increased
restrictions on the monopolistic practices of big business,
Congress debated and passed the Sherman Anti-Trust Act,
which outlawed such monopolies. On several occasions the
Supreme Court heard cases involving alleged monopolistic
practices, the most famous being United States v. E. C. Knight
& Co. In this case, the high Court ruled that the company had
not violated the Sherman Anti-Trust Act since it only con-
trolled 98 percent of the sugar market—that left 2 percent for
the competition. Yet when the American Railways Union
went on strike against the Pullman Palace Car Company in
1894, the Court ruled that the union had violated the act and
held the union president, Eugene V. Debs, responsible. The
majority opinion declared that because the union had joined
with other unions to shut down the entire railroad, it had in
essence created a monopoly.

As the era of big business passed and legislative reformers
successfully reduced the high tariffs that had protected these
businesses, labor unions earned more respect from the gov-
ernment. By the time of the Great Depression, Congress had
passed measures such as Section 7a of the National Industrial
Recovery Act, allowing unions to picket, strike, and engage in
collective bargaining. The Supreme Court declared the entire
act unconstitutional, but Congress replaced Section 7a with
the Wagner Act, thus ensuring continued protection of union
activities. Although the federal government restricted some
of the power of the unions in the immediate post-World
War II period, no efforts have occurred to deny unions pro-
tection under federal law.

—Cynthia Clark Northrup
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Arab Oil Embargo (1973-1974)

An embargo—a stoppage of oil shipments from OPEC coun-
tries to the West—that created a severe energy crisis among
the western industrialized nations.

Arab displeasure with the pro-Israeli policy of the United
States and some European countries during the October
1973 Yom Kippur war in the Middle East occasioned the
imposition of an oil embargo by the Organization of Petro-
leum Exporting Countries (OPEC) on October 18, 1973.
This embargo remained in effect until March 18, 1974.

The ramifications, especially for the United States, soon
became evident. The most visible sign in the United States was
long lines at service stations, many of which, if not all, began
to close on Sundays as their supplies of gasoline dwindled.

Another major consequence of the embargo involved the
phenomenal increase in the per-barrel price of crude oil
worldwide. That inflation, while important during the five
months of the actual embargo, continued to affect prices until
the end of 1985, when the per-barrel cost of oil finally began
to moderate. Oil prices reached their peak levels in 1980 and
1981, when they ranged between $35 and $40 per barrel—the
latter figure prevailing during the Iranian Revolution of 1981.

With this global oil boom triggered by the Arab oil em-
bargo, oil companies, particularly in the United States, gar-
nered tremendous earnings. American companies showed
record profits in 1973, up on average 48 percent from 1972.
Profits continued to rise, too. In the first six months of 1974
they jumped 82 percent over their level a year earlier.

The American public, including most of its congressional
representatives, raised a groundswell of opposition. Congress
implemented two pieces of legislation of paramount impor-
tance. The first came in 1975, when Congress disallowed the
27 percent depletion allowance for the major oil companies,
retaining it only for small producers. This allowance, dating
from 1926, had permitted American oil companies to reduce
their taxable income by as much as 27 percent per company.
The second action took place during the administration of
President Jimmy Carter. In 1980 Congress, responding to re-
curring energy shortages, rising energy costs, and the reports
of record profits by major American oil companies, imposed
the Windfall Profits Tax. The act included the largest tax ever
imposed on a single industry and was expected to increase
federal revenues by at least $227 billion during the 1980s.

Congress also created the Strategic Petroleum Reserve
(SPR) in 1976. The SPR provided for the storage of crude in
underground reservoirs to be held in reserve and used only in
the event of a future crisis in oil supplies. The SPR attained its
maximum storage in 1994 of 592 million barrels.

—Keith L. Miller
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Articles of Confederation (1776-1789)
Document that established the interim government in power
from the American Revolution in 1777 until the ratification
of the U.S. Constitution in 1789.

The Confederation operated as a loose arrangement,
rather than a federal system. It was a central government that
could ask for funds, supplies, and troops but had no method
to compel the states to comply. The executive under the
Confederation, an elected leader of the Congress who held a
one-year term, remained extraordinarily weak. Amend-
ments to the Confederation required a unanimous vote of
the participants, making it difficult to add measures like fed-
eral courts, trade regulations, or uniform taxes. This system,
given time, might have matured into one resembling the
British parliamentary cabinet, with increasingly powerful
departments.

Financial pressures doomed the Confederation. With the
central government unable to dictate trade policy, the
colonies engaged separately with foreign powers, much to
their detriment. Meanwhile, the colonies issued separate
money, competed for resources, and laid different tariffs on
incoming foreign goods. The shortage of cash and lack of
infrastructure hindered growing industry, while foreclosures
on mortgages outraged many war veterans, and debtors
demanded increased circulation of paper money. Shays’
Rebellion, an uprising in Massachusetts against poll and land
taxes and protesting that citizens were unable to pay for
goods using commodities like corn and whiskey, illustrated
the flaws of the Confederation and sparked calls for a
stronger central government.

The revolutionary spirit that had prompted the Confed-
eration and that feared the tyranny of a strong central
authority faded when merchants, bankers, and crafts workers
demanded a steady money supply, central planning, and use
of resources to encourage American manufacturing and
business. Additionally, some of the revolution’s leaders, for
example, John Adams, George Washington, and James
Madison, disapproved of the regionalism and ruthless com-
petition among the new states, reevaluating their assump-
tions that the new nation would be governed best by being
governed least. Against the wishes of the Anti-Federalists,
many of them farmers, the Articles of Confederation were
eventually relegated to retirement in favor of the new U.S.
Constitution. Interim steps toward a federal government
included the 1786 Annapolis Convention, arranged by
George Washington to decide the navigation rights to the
Potomac River and Chesapeake Bay, and the Constitutional
Convention of 1787.

Despite its weaknesses, the Confederation calmed
Americans’ fears of tyranny, provided a government through



the Revolutionary War, negotiated the Treaty of 1783, and
prevented the seizure of the infant state by any clique of
politicians. Although economically disadvantageous, the
Confederation survived the fires of the revolution and 12
years of execution before being replaced by a stronger, cen-
tralized system.

—Margaret Sankey
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ATO
See Advanced Technology Office.

Automobile

A typically four-wheeled automotive vehicle designed for
transportation invented in the late nineteenth century and
destined to have a profound influence on the American
economy.

The modern automobile first appeared on the market in
the 1880s, although it is impossible to credit a single inventor
with its creation. Key inventors included Germans Gottlieb
Daimler, who produced the first modern gas engine and
mounted it on a carriage in 1886, and Karl Benz, who pat-
ented a gas-powered vehicle that same year and integrated it
into a three-, then four-wheel, chassis. Though Panhard and
Levassor became the world’s first automobile company, the
Benz Company became the world’s largest producer of auto-
mobiles by 1900. Charles and Frank Duryea started making
automobiles in the United States as early as 1888, but the U.S.
automobile industry did not really start until the turn of the
twentieth century. In 1899, Ransom Olds moved to Detroit
and started the Olds Motor Works, and in 1901 he began to
manufacture a standard, relatively affordable, automobile. In
1903, Henry Ford formed his own company, and in 1908 he
revolutionized the American automobile industry with his
Model T. Ford designed the Model T for the average
American, seeking to sell the car to farmers and small busi-
ness people. This design became even more affordable when
Ford moved production to a new assembly-line factory in
Highland Park, Michigan. With this new system of produc-
tion, which he coined “mass production,” the Model T
became increasingly affordable, even to the factory workers
who produced the cars. By 1922 it cost just $225. Nearly as
important as the Model T’s mass-producible design was the
network of local dealers and consumer loan opportunities
Ford created. Ford brought production of the Model T to an
end in 1927 after 15 million Model Ts had rolled off the
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assembly line. Ford and the Model T inspired a host of com-
petitors, including General Motors (1908).

By 1925 a majority of Americans owned cars. The prolif-
eration of the automobile in the United States led to funda-
mental cultural, social, and economic changes. Because the
car made cities accessible from greater distances, suburbs
dependent on automobile traffic began to develop in the
1920s; they had another explosive growth period after World
War II. The car spawned a host of leisure and lifestyle insti-
tutions, from the self-service grocery store (1916) to the
shopping mall (1923) to the drive-in movie (1933). Car travel
became a vacation activity, and in 1926 the first motel opened
in San Luis Obispo, California.

With the flood of cars came the need for new infrastruc-
ture and regulation. The Federal Road Act of 1916 began the
federal government’s effort to transform muddy roads into a
network of interconnected paved highways. In the 1954
Federal-Aid Highway Act, President Dwight D. Eisenhower
authorized $175 million in federal funds on a 60—40 match-
ing basis to states for the construction of the interstate high-
way system.

Cars themselves became the target of increased safety
engineering in the 1950s and 1960s with the introduction of
technologies borrowed from race cars, such as seat belts, disc
brakes, the collapsible steering column, and head rests.
Following the lead of California, the first state to pass emis-
sion controls, Congress passed the 1970 Clean Air Act ban-
ning leaded gasoline and requiring catalytic converters to
reduce the toxic emissions of automobiles. Taking advantage
of this legislation and the oil crises of the 1970s, smaller, more
fuel-efficient Japanese cars challenged Detroit, and by 1980
they had captured nearly 30 percent of the American market.

American manufacturers regained a portion of their for-
mer market share in the 1980s as consumers demanded
larger, more powerful cars. Through mergers and partner-
ships with German and Japanese automakers, American
manufacturers introduced cars designed with German influ-
ence and produced using Japanese quality control tech-
niques. In addition, globalization has redistributed the
American automobile industry to new regions such as
Toyota’s Kentucky plant, BMW’s South Carolina operations,
and Daimler-Chrysler’s Alabama factory. American manu-
facturers also moved some production to Mexico and
Canada. A major trade policy issue arose in the 1990s with
U.S. interests pushing for access to protected Asian markets.

—Ann Johnson
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Aviation

An industry focused on the manufacture, design, develop-
ment, and operation of aircraft that had its birth in the early
years of the twentieth century.

From 1917 to 2002, the American aviation industry con-
sisted of a relatively small number of firms that enjoyed a
high degree of government patronage. These industries ben-
efited from a de facto industrial policy: The U.S. government
has, subsidized plant construction, funded research and
development (R&D), provided guaranteed markets, pro-
tected weak firms, promoted the industry’s global competi-
tiveness, and collaborated with it on strategic planning.

Before 1914, aircraft were essentially produced by hand.
The outbreak of World War I precipitated the creation of an
aviation industry, which produced some 14,000 aircraft and
20,000 engines from 1917 to 1919 (compared with 411 air-
craft in 1916). Government procurement imploded in 1919
with the end of the war, and commercial aviation was as yet
economically unavailable. Thus, government contracts to
deliver mail by air and to produce military aircraft provided
an essential subsidy, constituting 60 to 90 percent of the avi-
ation industry’s total sales between the world wars. This
patronage permitted nine airframe and two engine manufac-
turers to dominate the industry, but it encouraged tremen-
dous innovation in the production of long-range, all-metal
monoplanes with excellent engines and instruments.

During World War II, American production rose from
2,141 aircraft in 1939 to 96,318 in 1944. The U.S. wartime
total of 300,000 aircraft far exceeded that for the other Allies
and for the Allies’ opponents. The aviation industry hired
more than 2 million workers (12 percent of the workforce),
including many women and blacks, and built massive pro-
duction facilities, particularly in the South and West.
Infrastructure and skilled labor that developed during the
war placed American aviation in a commanding postwar
position, and companies that produced bombers soon
retooled to build passenger transports.

After the war, military aviation sales contracted dramati-
cally, and the workforce shrank to 10 percent of wartime lev-
els. However, the onset of the cold war and expanding

commercial markets partly offset these difficulties. Demand
for civil aviation doubled in the 1950s and increased again
when jet transports entered service in 1958. America pro-
duced 87 percent of all jet airliners from 1958 to 1985.
Nevertheless, most aerospace firms depended on military
contracts for 50 to 90 percent of their business during the
cold war. These contracts centered on the production of
supersonic fighters, long-range jet bombers, and ballistic
missiles. Aerospace companies absorbed 20 to 30 percent of
all government R&D expenditures until 1965, and the aero-
space industry became the nation’s largest employer.
Aerospace also drove a major expansion of the related com-
puter, communications, and electronics industries, giving rise
to the integrated circuit chip, among other products.

The 1990s brought new challenges to the aerospace indus-
try, as military budgets fell after the cold war. Major corpora-
tions were forced to merge (e.g., Northrop and Grumman,
Lockheed and Martin Marietta) and the workforce declined
40 percent (to 790,000) between 1990 and 2001. Aerospace
corporations often “teamed” with ostensible competitors and
collaborated with foreign companies to penetrate foreign
markets. The industry sought to shift emphasis to commer-
cial production (government contracts accounted for 40 per-
cent of total revenue in 2001, down from 60 percent in 1990),
and exports proved particularly important (commercial
exports accounted for about 27 percent of aerospace revenue
in 2001). This strategy may prove difficult to sustain in the
face of increasing competition from heavily subsidized
European and Japanese manufacturers.

—James D. Perry
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Baby Boom
Explosive population increase that occurred between 1946
and 1964.

After World War 1I, the United States experienced an
abnormal number of births per year. In 1940, records indi-
cate that about 2.6 million Americans were born. As service-
men and servicewomen returned home after World War II,
married, and had more children, traditional living arrange-
ments changed. Previously, young married couples had lived
with their parents, but the availability of affordable housing
in the suburbs created a demographic shift. By 1946, the
number of births had increased to 3.4 million, and it peaked
in 1957 with 4.3 million births. In 1964 the number of chil-
dren born remained high (4 million); the following year, the
figure dropped to 3.7 million, signaling the end of the baby
boom generation.

This population expansion produced numerous economic
consequences. As the baby boom generation entered the
workplace, their wages generated more wealth in the United
States, and the deduction of their Social Security tax ensured
the continuation of the program for elderly Americans. In
1964, the baby boomers made up 40 percent of the popula-
tion. Such a large concentration of young people altered
American culture and society in ways ranging from rock and
roll music to increased use of the automobile. Because there
were more consumers and more disposable income, market-
ing techniques also changed to create a need for more con-
sumer goods, which in turn fueled the economy.

Between 1940 and 1994, 202 million Americans were
born, about 28 percent of the population as of the year 2002.
Another major economic impact of this generation will most
likely be felt as these workers retire. Because Congress has
continuously (since the 1960s) borrowed money from the
Social Security fund, payout of future benefits will place an
added burden on the federal budget over the next several
decades. Consequently, younger Americans will be forced to
pay higher taxes, which will reduce their disposable income
and reduce consumer spending.

—Cynthia Clark Northrup

References

Smith, Olivia J., ed. Aging in America. New York: H. W.
Wilson, 2000.

See also Volume 1: Levittown; World War II.

Bacon, Nathaniel (1647-1676)
Colonist responsible for the outbreak of Bacon’s rebellion in
the Virginia Colony in the 1670s.

Born January 2, 1647, in Suffolk, England, to wealthy par-
ents, Nathaniel Bacon graduated from Cambridge University.
His family, staunch supporters of Oliver Cromwell and the
Puritans, who gained control in England after the beheading
of Charles I during the Great Civil War, fell out of favor, and
Bacon himself had already earned the reputation of being a
hot-tempered, landless young man with little future.
Unwelcome in England, Bacon was sent to the Virginia
Colony to make his fortune. He arrived well-connected in
1674—his cousin was the wife of the governor, William
Berkeley. Bacon soon had a seat on the governor’s council
and a generous land grant. But he gravitated toward the rivals
of the long-serving, royalist Berkeley, especially those newly
arrived in the colonies or recently freed from indenture.
Many of these people became squatters on the Western fron-
tier, and they clashed with Berkeley over his policy of fur
trade with the Native Americans, a policy that limited new
settlement on Indian lands.

Following a series of squabbles between settlers and
Indians in 1676, in which his overseer died, Bacon assumed
command of a large force of vigilantes who pushed for all-
out war on the local Native American population after the
government refused to retaliate against an Indian attack.
When Berkeley refused to grant Bacon official command and
declared him a rebel against the colonial government, Bacon
attacked Jamestown and burned it, forcing Berkeley to flee to
safety and summon help from England. Meanwhile, Bacon
and his men ruthlessly pursued all of the natives they could
find to fight, pushing the Pamunkey into the Great Dismal
Swamp, where Bacon caught a terrible swamp fever and died
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on October 26, 1676. Without Bacon, the movement fell
apart, and Berkeley executed many of its leaders. Although
Bacon’s rebellion failed, it opened new lands on the frontier
belonging to the defeated Indian tribes, and it opened the
corridors of power in Virginia to newer arrivals because the
Crown removed Governor Berkeley from office after the
rebellion.

—Margaret Sankey
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Bacon’s Rebellion (1676)

Uprising in the Virginia Colony over the government’s refusal
to retaliate against an Indian attack—the rebellion ultimately
opened up Western lands for the settlers.

By the 1670s, Virginia society suffered under the strain of
new immigration from England, which pushed the frontiers
of the colony into land belonging to the Powhatan Confed-
eration and other Native American neighbors. The former
indentured servants and new arrivals had little patience with
the policies of long-serving royalist governor William
Berkeley, who advocated a policy of trade with the tribes, par-
ticularly in fur, from which he and his political allies profited.
Under the leadership of a young, Cambridge-educated émi-
gré, Nathaniel Bacon, whose plantation overseer had died in
a raid by the Doeg tribe (a raid stemming from a series of
misunderstandings and attacks by settlers), many discon-
tented Virginia settlers wanted to wage war against the
Indians and seize their land.

Berkeley refused, citing cost and the disruption of rela-
tions with the natives. Bacon responded by marching his vig-
ilante army on the capitol at Jamestown, capturing it, and
driving the governor from his residence into the safety of a
sheltered plantation, where he waited for help from England.
Meanwhile, Bacon burned Jamestown and led his men on an
all-out attack on the Pamunkey Indians, who had nothing to
do with the attacks that had provoked Bacon in the first place.
The rebels chased the Pamunkey into the Great Dismal
Swamp, where Bacon and many of his men caught swamp
fever, of which Bacon died shortly thereafter. Berkeley
restored order with the help of troops from England and
hung 23 of the rebels before being retired by Charles II.
Bacon’s rebellion failed, but it opened Virginia politics and
land to new arrivals and the recently freed indentured ser-
vants, who took much of the land conquered by Bacon from
surrounding tribes.

Paranoia like that of Bacon’s toward the natives also broke
out in 1692 in Salem, Massachusetts, manifesting itself in the
Salem witch trials, which targeted recently emigrated settlers
who were considered outsiders by the Puritan colonists.

—Margaret Sankey
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Bakke v. Board of Regents of California
(June 28, 1978)

Controversial 5 to 4 decision handed down June 28, 1978, in
which the Supreme Court declared unconstitutional rigid
racial quotas, or “set-asides,” for admission to a university
medical school.

Seeking greater racial diversity, in 1978 the University of
California Medical School at Davis set aside 16 of the 100
freshman slots (out of 2,664 applicants) for African
American, Asian, Native American, and Latino applicants,
and the school established lower academic requirements for
these individuals than for the 84 regular-admission candi-
dates. Alan Bakke, a white male, had twice applied to the
medical school, and both times the admissions board reject-
ed his application. He then discovered that he had higher
scores on the medical school examination than those who
had been admitted under the set-aside quotas. He filed a law-
suit that went to the California Superior Court, arguing that
the set-aside program violated his rights under Title VI of the
1964 Civil Rights Act, which forbids racial or ethnic quotas in
any state program receiving federal funds. He also claimed
that the Davis admissions program violated the equal protec-
tion clause of the Fourteenth Amendment. The California
court agreed with Bakke but refused to order the university to
admit him, claiming he had not proven that he would have
qualified for admission without the restrictions of the quotas.

Bakke appealed to the U.S. Supreme Court, which heard
arguments on October 12, 1977. Although the Court issued
six opinions, Justice F. Lewis Powell Jr. announced the deci-
sion. He wrote that the “plain meaning” of Title VI of the
1964 Civil Rights Act prohibited the exclusion of any indi-
vidual solely on racial grounds in federally funded state pro-
grams. He further asserted that the set-aside program at the
Davis medical school “totally excluded” Bakke from compet-
ing “with applicants from the preferred groups for the special
admission seats” and therefore denied him the “equal protec-
tion” required by the Fourteenth Amendment. However,
Powell justified a less rigid, competitive program of admis-



sion in which the university could consider race and ethnic-
ity as one of many factors in the goal of establishing a “diverse
student body.”

The decision had little immediate impact on set-aside pro-
grams at other university postgraduate schools. It only
restricted the use of quotas in admissions in state medical
schools and left open later challenges of quotas in law schools
and graduate schools.

—Robert P. Sutton
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Balance of Payments
Financial summary of all international transactions.

The Bureau of Economic Analysis (BEA) under the U.S.
Department of Commerce records transactions involving the
international transfer of goods, services, income, financial
claims, or gifts. Used as an indicator of the flow of goods and
services between the United States and other parts of the
world, the strength of the balance of payments affects the
credit standing of the federal government. The stronger the
financial statistics, the better the nation’s position.

The transfer of goods and services—or unilateral trans-
fers—is recorded in the current account; the capital account
consists of the transfer of financial assets and liabilities. Using
the traditional accounting method of double-entry record
keeping, entries are recorded in a manner in which the deb-
its and credits always balance. When recording the balance of
payments for the United States, the BEA includes all transac-
tions for the 50 states, the District of Columbia, the
Commonwealth of Puerto Rico, American Samoa, Guam,
Midway Island, the Virgin Islands, Wake Island, and all other
U.S. territories and possessions (Marshall Islands, Federated
States of Micronesia, Northern Marianas, and Palau). Under
the terms of the Bretton Woods agreement signed in 1945,
section 8, the U.S. government has the legal authority to col-
lect the data on the balance of payments. The Office of
Management and Budget publishes the balance of payments
report on a quarterly basis ten weeks after the end of each
quarter. The International Monetary Fund uses the informa-
tion provided by the BEA to establish currency conversion
rates.

—Cynthia Clark Northrup
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Balance of Trade
Difference between the value of total imports and exports of
a country over a specific period of time.

The merchandise balance of trade refers to the difference
between a country’s merchandise exports and merchandise
imports. If exports exceed imports, a trade surplus or favor-
able balance of trade is being realized. If imports exceed
exports, a trade deficit or unfavorable balance of trade
occurs. Since the early 1980s, the United States has experi-
enced a rapidly growing international trade deficit, in which
imports exceed exports. The Survey of Current Business, pub-
lished in March 1985, showed that during the previous year
the U.S. merchandise exports of $220 billion did not earn the
nation enough foreign monies to finance its merchandise
imports of $328 billion. In March 2003 the United States
imported $126.3 billion and exported $82.8 billion for a
trade deficit of $43.5 billion.

Causes of the trade deficit included an appreciated dollar,
relatively rapid expansion of the American economy, and
curtailed purchases of U.S. exports by less-developed coun-
tries. The effects of this expanding trade deficit have been
manifold. Tt has had a contractionary, anti-inflationary
impact on the U.S. domestic economy. American export-
dependent industries have experienced declines in output,
employment, and profits, thereby generating political pres-
sures for protection. However, the trade deficit has also meant
an increase in the living standards of American consumers.

The basic theory of trade explains trade patterns in terms
of competitive supply and demand. Three variants of the basic
theory emphasizing the supply side are Adam Smith’s theory
of absolute advantage, David Ricardo’s principle of compara-
tive advantage, and the Heckscher-Ohlin theory stressing fac-
tor proportions. Smith challenged the principles of
mercantilism, which promoted the interests of the mother
country at the expense of the colonies, and argued for free
trade on the basis of cost-efficiency, with the only exception
being national defense. Ricardo argued that, under the princi-
ple of comparative advantage, a country benefits by produc-
ing more of those goods in which it is relatively efficient and
exporting them in return for goods that could only be pro-
duced inefficiently. The principle of comparative advantage
assumed constant marginal costs (a rate that barely covers
cost). Dropping Ricardo’s constant-cost assumption to allow
for increasing marginal costs makes it easier to explain why
countries do not specialize completely. Heckscher-Ohlin
explained trade patterns based on the fact that different goods
use the factors of production (such as cost of raw materials
and labor) in different ratios and that nations differ in their
relative factor endowments. The theory also explains that
trade patterns predict that nations tend to export the goods
that use their abundant factors more intensively in exchange
for the goods that use their scarce factors less intensively.

International trade has been slowly drifting toward trade
among similar countries and toward trade in similar goods
rather than trade between very different industrial sectors. A
greater and greater share of world trade consists of intra-
industry trade (IIT), or two-way trade within industrial
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categories. A challenge for trade theorists is to explain what is
special about trade of knowledge-intensive goods such as
software, why we have so much II'T, and whether the conclu-
sions of the standard model (used to determine the standard
for profits) about the gains from trade still hold in a world of
IIT in knowledge-intensive goods.
—Albert Atkins
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Bank Failures
Recurring problem in the United States until the creation of
the Federal Reserve Bank.

Bank failures occurred often throughout American his-
tory as a result of the federal government’s reliance on the
states to regulate banking activities. The first major bank cri-
sis occurred during the panic of 1819. The director of the
Second Bank of the United States, Captain William Jones,
allowed and participated in the speculation of bank stocks
(the purchase of stocks with the expectation of increased
value), and so value of the stock in the national bank
dropped. State banks responded by printing unsecured paper
currency. Langdon Cheves, the new director, implemented
strict policies calling in loans owed by the state banks. The
state banks, scrambling to cover their responsibilities, called
in the notes of their customers, many of whom were Western
and Southern farmers. Although the Bank of the United
States survived, many of the state banks faced difficult times,
and some were forced to close. Western farmers had the most
difficulty because of the constricted economy.

After President Andrew Jackson did away with the Second
Bank of the United States, the federal government deposited
millions of dollars from its funds in state banks. This money
was lost in the panic of 1837, during which hundreds of state
banks failed; for the next three years, the remaining banks
struggled. Federal money was finally placed in an
Independent Treasury—basically a safe for federal funds that
did not allow the circulation of currency—but only until
after the 1840 election, which Whig candidate William Henry
Harrison won. They repealed the act that had created the
Independent Treasury, and the federal funds were returned to
the state banks.

In the post—Civil War period, banks failed more frequently.
As speculators sought to take advantage of the advances in
technology and business, bankers loaned money carelessly. No
federal authority or oversight existed. After the panics of 1873,
1893, and 1907, Congress began examining the issue. During
the presidential election campaign of 1912, successful
Democratic candidate Woodrow Wilson pledged to create a
new banking system designed to create elasticity in the money
supply and to be a lender of last resort for banks when no
other sources of funds are available. In 1914 Congress passed

the Federal Reserve Act. The legislation created 12 branch
banks, all equal in status, with shares owned by the federal
government and the national banks. Stricter accounting
methods and lending requirements, as well as the requirement
that a minimum amount of funds be held in reserve, created
new confidence in the banking system. Although these feder-
al regulations have prevented panics of the type experienced
in the nineteenth century, even they did not prevent another
banking crisis during the Great Depression.

After Franklin D. Roosevelt’s election to the presidency in
1932 and before he took the oath of office, many financial
investors and businesspeople voiced concern over the radical
New Deal that he had promised, and their rising pessimism
resulted in runs on a few banks. To prevent the situation from
becoming a crisis, Roosevelt closed all U.S. banks for a four-
day bank holiday. Institutions found financially solvent
reopened at the end of four days, while other banks opened
later, and some were forced to close their doors. Roosevelt
then asked for legislation that would protect depositors’
funds, and Congress created the Federal Deposit Insurance
Corporation (FDIC). With confidence restored and the con-
tinuation of government oversight, the United States has not
experienced another mass bank failure since the Great
Depression of 1932. The widespread failure of savings and
loan institutions in the 1970s was not originally covered by
the FDIC; these institutions are different than banks. They
are now covered.

—Cynthia Clark Northrup
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Bank of the United States (BUS), First:
1791-1811

Central federal bank that was an integral part of Secretary of
the Treasury Alexander Hamilton’s economic recovery pro-
gram for the new nation during the administration of the
first American president, George Washington.

Treasury Secretary Alexander Hamilton submitted a
“Report on the Bank of the United States” to Congress on
December 13, 1790, almost a year after he sent legislators his
“Report on Public Credit,” a plan to fund federal and state
debts at face value. He argued that this debt—$38 million for
the federal government and $25 million for the states—
needed a central bank to carry through on the funding of the
debts. Hamilton also believed in the necessity of a national
bank because the existing medium for circulating currency
remained inadequate and private businesspeople needed a
better way to get credit. He wanted Congress to charter a
bank with a capital of $10 million, one-fifth of the funds to
be provided by the federal government and the other four-
fifths by private investors. On the basis of this capitalization,



the bank could issue its own bank notes up to $10 million. A
board of directors of 25 people, 5 of them named by
Congress, would govern the bank at its Philadelphia head-
quarters and through the presidents of eight state branches.
Lastly, the BUS could act as an agent for the federal govern-
ment and be the depository for federal funds.

Hamilton’s plan was for an institution with a mixture of
public and private aspects—essentially a private institution
with a special relationship to the federal government. Despite
the opposition of James Madison and others in the House of
Representatives, the bill establishing the First Bank of the
United States passed Congress and went to President
Washington on February 25, 1791. In the ensuing Cabinet
discussion, Secretary of State Thomas Jefferson continued the
opposition and advised Washington not to sign the bill
because it was unconstitutional; that is, Congress had exer-
cised a power not specifically given to it by the Constitution.
Hamilton argued that it was constitutional because the fed-
eral government could do anything not specifically prohibit-
ed by the Constitution if it was “necessary and proper.”
Washington agreed with Hamilton and signed the bill into
law. The first BUS proved salutary and stimulated invest-
ment, especially in the North. It also ushered in a period of
growth for state banks and served as a safe depository for fed-
eral funds. Despite the contributions of the first BUS to the
economy, Congress allowed its charter to expire in 1811,
largely because of the approaching War of 1812.

—Robert P. Sutton

References

Appleby, Joyce. Capitalism and a New Social Order: The
Republican Vision of the 1790s. New York: New York
University Press, 1984.

Cunningham, Noble E. The Jeffersonian Republicans: The
Formation of Party Organization, 1789-1801. Chapel Hill:
University of North Carolina Press, published for the
Institute of Early American History and Culture at
Williamsburg, Virginia, 1957.

Frisch, Morton. Alexander Hamilton and the Political Order.
Lanham, MD: University Press of America, 1991.

Hammond, Bray. Banks and Politics in America from the
Revolution to the Civil War. Princeton, NJ: Princeton
University Press, 1957.

Nelson, John R., Jr. Liberty and Property: Political Economy
and Policy Making in the New Nation 1789—1812.
Baltimore, MD: Johns Hopkins University Press, 1987.

See also Volume 1: Constitution; Hamilton, Alexander; War
of 1812.

Bank of the United States (BUS), Second:
1816-1836
Central bank modeled on the First Bank of the United States
and signed into law by President James Madison, who stated
that the bank had justified its constitutionality “by usage.”
Three years after the Bank of the United States (BUS)
received its second charter, the Supreme Court in McCulloch
v. Maryland confirmed the bank’s constitutionality. The
Second BUS resembled the first in structure but not size; the
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Second BUS tripled the capitalization of its predecessor, with
$35 million in funds invested. The bank was severely criti-
cized because of the panic of 1819, particularly in the West,
where many Americans held it responsible for a large num-
ber of foreclosures. The reputation of the Second BUS
improved under the able management of its president,
Nicholas Biddle, from 1822 to 1836.

Unfortunately, Biddle’s political connections with Presi-
dent Andrew Jackson’s opponents, Whig leaders Henry Clay
and Daniel Webster, caused Jackson to view the power of the
bank suspiciously. Biddle, urged by Clay, submitted for an
early rechartering of the bank in the summer of 1832—hop-
ing that, on the eve of the upcoming presidential election,
Jackson would not risk a veto. But Jackson perceived this
move as a personal challenge and issued a precedent-making
veto that he justified by declaring the BUS unconstitutional,
calling it a monopoly uncontrolled by the people and a
“hydra of corruption.” The veto was sustained and, in 1833,
President Jackson removed all federal funds from the BUS,
effectively forcing it to close its doors, and distributed the
money to numerous “pet” state banks in regions that had
supported him in the 1832 election. This transfer led to run-
away speculation in the purchase of federal lands and in part
brought on the panic of 1837, when the economy experi-
enced the “Great Contraction.” After the federal charter for
the Second BUS expired in 1836, Biddle had Pennsylvania
charter the bank as a state institution. It was an important
financial institution in that state’s economy until 1841.

—Robert P. Sutton
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Bank Protection Act (1968)
Act established in 1968 with the agenda to maintain
minimum-security measures for banks.

The principal objective of the Bank Protection Act focuses
on discouraging robberies, burglaries, and larcenies and aid-
ing in the capture and prosecution of those who commit such
acts. This measure attempts to deter future crimes and to
protect banking institutions and society. The act initially out-
lined detailed provisions for installation, maintenance, and
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operation of security devices, and it specified limitations on
the amount of time taken to accomplish this.

Federal supervisory agencies enforce the rules establishing
minimum standards for protection. These regulations
demanded that all banks and savings and loan associations
follow the regulations on installation, maintenance, and
operation of security devices and procedures. They also
included the expectation that all banking institutions would
address the stated matters with efficiency and with reasonable
cost. New amendments to the act have recently addressed two
issues: requirements for using surveillance cameras and
restrictions on cyber-banking (banking over the Internet).

In 1981, both minor and major changes occurred when
the act was further amended. One new provision eliminated
the need for mandatory annual reports. This action helped
reduce the complexity of constantly updating the required
security devices because of changes in technology. The Bank
Protection Act now requires that each institution designate a
security officer to launch a security program that would
require the installation of specific security devices in banking
establishments. The minimum requirements stated by the
Bank Protection Act require resources to protect liquid assets,
a lighting system for nighttime hours, an alarm system, and
tamper-resistant locks. Congress also required the documen-
tation of all suspicious activity in banking institutions—such
as unusually large transactions, apparent money laundering,
and other curious acts.

—Sandra L. Willett
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Banking Act (1933)
A federal statute signed into law by President Franklin D.
Roosevelt on June 16, 1933, to help stabilize America’s banking
system and promote recovery during the Great Depression.
After the stock market crash in 1929, many people who had
deposited money in banks began withdrawing their funds.
However, because of the decentralized nature of American
banking in the 1920s, many banks had overextended their
loans or lost depositors’ money by speculating in the stock
market. To preserve their liquidity (their ability to convert
assets to cash), banks began calling in their loans in the early
1930s—but because they had made loans to people now
unable to repay them because of the Great Depression, many
financial institutions ran out of money and shut down or were
left barely solvent. Consequently, many Americans lost their
savings, and the nation’s banking system neared collapse.
President Herbert Hoover attempted to resolve the crisis
by creating the National Credit Administration and later the
Reconstruction Finance Corporation (RFC) to stabilize
banks and other institutions. But these efforts failed to stem
the tide of bank failures, and the crisis became the problem of

the newly elected president, Franklin D. Roosevelt. Once in
office, Roosevelt immediately declared a national bank holi-
day and convened a special session of Congress to consider
emergency banking legislation. The Emergency Banking Act,
which Congress passed on March 9, 1933, used RFC loans to
increase the liquidity of struggling banks, authorized the gov-
ernment to issue emergency currency, and allowed the secre-
tary of the Treasury to determine which banks were sound
and should reopen.

Although confidence in American banking rose, many
people argued that the Emergency Banking Act did not cor-
rect the underlying flaws in the nation’s banking system.
Thus, in May 1933, Democratic Senator Carter Glass of
Virgina and Democratic Congressman Henry Steagall of
Alabama introduced the Banking Act of 1933 in Congress.
This act separated commercial and investment banking,
increased the powers of the Federal Reserve, recognized the
Open Market Committee (a Federal Reserve committee that
decides economic policy), and more effectively coordinated
the Federal Reserve’s open market operations. It also gave
commercial banks until July 1, 1935, to relinquish their pri-
vate securities, prohibited them from underwriting addi-
tional private securities, and created the Federal Deposit
Insurance Corporation (FDIC) to protect depositors’ savings.

Although many bankers believed that the Banking Act was
an unwarranted federal intrusion into the banking system,
public opinion favored these reforms. Two years later,
Congress modified and extended the Banking Act of 1933
when it passed the Banking Act of 1935.

—David W. Waltrop
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Banking System

Largest financial intermediary with historically important
role in money supply process and transmission of monetary
policy.

Commercial banks received state charters primarily
between 1789 and 1863. Their liabilities (sources of funds)
consisted mostly of banknotes but included some deposits.
Their assets (uses of funds) consisted of specie (gold and sil-
ver) and short-term commercial loans intended for financing
inventories or accounts receivable.

The federal government chartered the First Bank of the
United States (1791-1811) and the Second Bank of the
United States (1816—1836). These banks attempted to control
the money supply and improve the soundness of commercial
banks by redeeming banknotes of state banks. Particularly in
western and southern states, bankers disliked these activities
and successfully prevented an extension of the Second Bank’s
federal charter.



Between 1837 and 1863, states exclusively regulated banks.
Banking regulations and the extent of supervision differed
substantially among states, resulting in a heterogeneous cur-
rency with numerous banknotes circulating at varying dis-
counts. The federal government reestablished a regulatory
role through passage of the National Banking Act of 1863 and
its subsequent amendments. The act’s objectives included
providing a uniform national currency and strengthening the
government bond market. It established nationally chartered
banks, the reserves of which included gold and United States
government bonds. It imposed a 10 percent tax on state
banknotes, thereby eliminating banknotes as a source of
funds for state-chartered banks.

However, state-chartered banks survived by acquiring
funds through deposits. They thrived after 1880 because
many bankers saw profit opportunities in obtaining a state
bank charter, which had lower capital requirements, lower
reserve requirements, more flexibility regarding loans, and
less supervision than national banks. A dual banking system
developed in which a bank could have either a national char-
ter or a state charter.

The dual banking system resulted in a complex structure
of regulation as each state established its own set of rules for
banks operating in that state. Many states became unit-bank-
ing states, in which a bank could operate at only one location,
because many people feared that large banks would engage in
monopolistic practices if allowed to expand geographically.
Restrictions on national banks reinforced these state banking
laws. Because this legal environment limited where a bank
could operate, the United States developed a system with
many more commercial banks—and typically smaller
banks—than banking systems of other industrialized nations.

The national banking system provided a uniform cur-
rency, which reduced transactions costs, but it remained sub-
ject to significant fluctuations in the money supply and
frequent bank panics that resulted in many bankruptcies and
business failures. In 1913, Congress established the Federal
Reserve System to act as a lender of last resort when no other
sources of funds are available to ensure the banking system’s
stability.

Between 1930 and 1933, the Federal Reserve failed to pre-
vent a financial collapse as approximately one-third of com-
mercial banks went bankrupt. To rebuild the banking system
and to prevent its future collapse, Congress passed the Glass-
Steagall Act (1933) and the Banking Act of 1935. This New
Deal economic legislation of President Franklin D. Roosevelt,
reflecting the view that too much competition existed in the
banking industry, separated commercial banking from the
investment banking and securities industry, created the
Federal Deposit Insurance Corporation (FDIC), restricted
checkable deposits to commercial banks, and regulated inter-
est rates paid on deposits.

The legislation established a restrictive legal environment
in which commercial banks operated during the next five
decades. Although commercial banks gradually lost market
share among financial intermediaries, the banking system
would not substantially change until the 1970s. Ultimately
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financial innovation resulted from improved technology that
lowered costs of providing certain financial services/instru-
ments, from banks seeking improved profit by avoiding exist-
ing regulations, and from rising and more variable inflation,
which increased both interest rate risk and cost of regulations.

The problems caused by rising inflation throughout the
1970s forced major changes in the legal environment in
which banks operated. Some savers withdrew funds from
depository institutions to purchase direct claims by borrow-
ers (for example, certificates of deposit or money market
accounts) as market interest rates rose above legal interest
rate ceilings placed on banks; the rapid growth of money
market mutual funds intensified loss of deposits. As many
banks faced dwindling profits and even bankruptcy, Congress
passed the Depository Institutions Deregulation and
Monetary Control Act (1980) and Garn-St. Germain
Depository Institutions Act (1982). These acts allowed
depository institutions to provide interest-bearing checkable
deposits, to issue more competitive savings accounts, and to
broaden permissible activities of thrifts (mutual savings
banks/saving and loan associations).

The legislation was too late to prevent numerous bank-
ruptcies among thrifts, which had losses from withdrawal of
funds or bad loans. Bankruptcies became less common
among commercial banks, which were concentrated in oil-
producing states. These banks had poorly diversified loan
portfolios and had to deal with fluctuating oil prices, but
because oil was in short supply in the 1970s the banks did not
experience a withdrawal of funds. Congress passed the
Financial Institutions Reform, Recovery, and Enforcement
Act (1989) to bail out thrifts and passed the Federal Deposit
Insurance Corporation Improvement Act (1991) to improve
soundness of commercial banks by establishing new cate-
gories of capital adequacy.

During the 1970s and 1980s, banks expanded across state
lines as interstate compacts developed. During the 1990s, they
obtained greater flexibility, expanding geographically and
broadening their range of activities. The Riegle-Neal Interstate
Banking and Efficiency Act (1994) established nationwide
interstate banking. During the 1980s and 1990s, the Federal
Reserve allowed specific bank holding companies to expand
activities. Because restrictions on commercial banks’ securities
and insurance activities placed U.S. banks at a competitive dis-
advantage to foreign banks, bills to repeal Glass-Steagall
appeared regularly in Congress during the 1990s. The
Gramm-Leach-Bliley Financial Services Modernization Act
(1999) repealed Glass-Steagall to allow consolidation of finan-
cial services. Numerous mergers among banks from the mid-
1990s to 2003 indicate that some banks believe their best
strategy is to become large diversified financial service firms
by growing geographically and increasing the range of prod-
ucts they offer. However, other banks stress local ownership
and personal service as their strategy for survival.

The share of assets in financial intermediaries such as
commercial banks and securities dealers has continued to
fall, particularly since 1985, because of the rising importance
of mutual funds and pension plans. However, banks remain
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the most important source of funding for small and
medium-sized businesses, the financial intermediary used
most often by the general public, and a major player in the
money supply process. Although credit unions have existed
in the United States since 1909, their primary function is to
serve members as credit cooperatives. Credit unions were
healthy into 2003, but they do not fulfill many of the func-
tions of banks.

—Robert Herren
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Beard, Charles Austin (1874-1949)

Author of American Government and Politics, supporter of
the New Deal, and remembered for emphasizing the impact
of other fields, including economics, on history.

Born November 27, 1874, to a prosperous farmer in
Knightstown, Indiana, Charles Beard grew up discussing and
debating public affairs. Beard’s father bought his son the
town newspaper, the weekly Knightstown Sun, when Beard
was just 18. After four years as a newspaperman, Beard
attended DePauw College, graduating in 1898. He spent the
next few years enrolled in graduate study divided between
Columbia in New York and Oxford in England.

Beard received his doctorate from Columbia in 1904 and
began a career teaching at Columbia. Although credited with
founding Columbia’s school of politics, Beard’s academic
career ended abruptly. He believed firmly in the principles of
academic freedom and resigned after the college dismissed
three of his colleagues for disagreeing with the college presi-
dent’s views on American participation in World War I. Beard
did not take another academic appointment.

Throughout his career Beard authored several books that
would become standard texts in political science and history
including Economic Interpretation of the Constitution. His
textbook American Government and Politics had ten editions
in Beard’s lifetime. He also wrote a series of history books
with his wife, historian Mary Ritter Beard, geared toward the
general public.

Beard supported President Franklin D. Roosevelt’s New
Deal program during the depression. However, he soundly
rejected Roosevelt’s foreign policy and began supporting an
isolationist stance on World War II. At one point, he accused
Roosevelt of manipulating the Japanese attack on Pearl
Harbor.

Beard continued to write and speak publicly until his
death September 1, 1949. His views and mountain of work
changed the way professors have taught history and political
science. By emphasizing the impact of other fields, including
economics, on history, Beard demonstrated the importance
of a broad view of the past to the study of any field.

—Lisa A. Ennis
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Berlin Wall

Physical barrier separating East and West Berlin that was a
symbol of cold war between the United States and the Soviet
Union.

A few months after settling into the White House, Presi-
dent John E Kennedy met Soviet Premier Nikita Khrushchev
at Vienna in June 1961. During that meeting, Kennedy
sought cooperation, but the tough-talking Russian adopted a
belligerent attitude, threatening to make a treaty with East
Germany and cut off Western access to Berlin. Kennedy was
visibly shaken but refused to be bullied. On returning to the
United States, he requested an increase in the military budget
and called up reserve troops for the possible defense of Ber-
lin. The Soviets backed off from their most bellicose threats
but suddenly began to construct the Berlin Wall August 13,
1961; it was built virtually overnight. Until 1961 East German
citizens had been able travel to West Berlin, although it
became difficult after the Soviets closed the border between
East and West Germany in 1952. A barbed wire and concrete
barrier, the Berlin Wall was designed to stop the heavy popu-
lation drain of skilled workers from East Germany to West
Germany (more than 2.6 million East Germans from a total
population of about 17 million escaped to West Berlin or
West Germany from 1949 to 1961). After the construction of
the Berlin Wall, many East Germans attempted to scale the
wall and flee to West Berlin. On August 24, 1961, Giinter
Litwin became the first of 171 people who died trying to
escape by scaling the wall or tunneling under it. Another
5,000 people managed to escape to freedom.

Another problem involved the two currencies in Germany
and especially in Berlin. Germans exchanged the West
German DM into East German DM at a rate of 1:6 (1 DM
West = 6 DM East) in West Berlin. People with West German
DM could get goods very cheaply in the eastern part of
Berlin. The East German government saw no other way to
prevent funds and people from escaping to the West via



Berlin than closing the border between East and West Berlin
on August 13, 1961.

In 1984, Mikhail Gorbachev started to change the Soviet
Union’s policies by instituting perestroika (a reorganization
and movement toward an open economy) and glasnost
(openness that included a movement toward free speech and
aloosening of control by the USSR national police, the KGB).
The Soviet reforms also influenced other communist coun-
tries, especially Poland and Hungary, which had established a
nonphysical but effective Iron Curtain that prevented free
travel out of those countries. On August 23, 1989, Hungary
opened the Iron Curtain to Austria, allowing East German
tourists to escape to Austria through Hungary, and in
September 1989 more than 13,000 East German escaped via
Hungary within three days. The event marked the first mass
exodus of East Germans after the erection of the Berlin Wall
in 1961. Mass demonstrations against the government and
the economic system occurred in East Germany starting at
the end of September and finally ending in November 1989.
Erich Honecker, East Germany’s head of state, finally
resigned on October 18, 1989, and the new government
issued a new law that lifted travel restrictions for East
German citizens.

At 6:53 PM. on November 9, 1989, a member of the new
East German government responded to a press conference
question about when the new East German travel law would
take effect. The official answered: “Well, as far as I can see, . ..
straightaway, immediately.” That moment signaled the end of
the Berlin Wall. That night East Germans opened the deadly
border peacefully at 10:30 PM. During the ensuing weeks, cit-
izens helped tear down the wall. Official demolition began on
June 13, 1990, and most work was completed by November
30, 1990.

—Albert Atkins
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BIA

See Bureau of Indian Affairs.

Biddle, Nicholas (1786-1844)
Director of the Second Bank of the United States.

Born January 8, 1786, in Philadelphia to a wealthy Quaker
family, Nicholas Biddle entered the University of
Pennsylvania at the age of 10 and graduated three years later.
Biddle then enrolled in the College of New Jersey at Prince-
ton to study classics and was graduated as valedictorian in
1801. Although his family expected him to pursue writing,
Biddle decided to pursue law and went to work with his
brother William, also a lawyer.
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In 1804, Biddle accompanied General John Armstrong to
France as his secretary. Only 18 years old, he received the
responsibility of the monies associated with claims from the
Napoleonic Wars. He spent the next few years traveling
through Europe. In 1807 he returned to the United States and
resumed his law studies; in 1809, he rediscovered writing,
joined a literary group, and wrote his History of the
Expedition of Captains Lewis and Clark (1814).

Biddle helped Secretary of War James Madison secure
loans for the War of 1812. He assisted Madison in securing
the recharter for the Second Bank of the United States (BUS).
In 1819, President James Madison appointed him as one of
the government directors of the Second Bank of the United
States. At Madison’s request, Biddle compiled a digest of
international exchange, Commercial Regulations (1819), and
he served five years as a BUS director, working to keep the
bank politically neutral.

Under President Andrew Jackson, Biddle pushed bank
issues to the center of the presidential campaign. Jackson,
believing the bank to be unconstitutional, strongly opposed
renewing its charter. An effort in 1832 to renew the bank’s
national charter failed, but Biddle obtained a state charter
and the bank continued as the Bank of the United States of
Pennsylvania. Biddle retired in 1839 to Delaware, where he
busied himself with intellectual pursuits. He died on
February 27, 1844, at the age of 58.

—Lisa A. Ennis
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Bison (Buffalo)
Largest mammal in North America extensively slaughtered in
the 1870s and 1880s for hides, meat, and tongues.

When Europeans arrived in the new world, two subspecies
of bison roamed much of the North American continent—
north to south from present-day Canada into northern
Mexico and west to east from present-day California to the
Appalachian Mountains, northern Florida, and Pennsylvania.
The most prolific of the species was the Plains bison (Bison,
bison, bison), which roamed the plains and prairies. The
wood or mountain bison (Bison, bison, athabascae) thrived in
the Rocky Mountains. Bison population peaked in the mid-
nineteenth century. Although scientists and historians have
had difficulty determining exact numbers, most accept that
the plains species totaled between 30 and 70 million and the
mountain variety between 3 and 5 million.

The bison was critical to the survival, advancement, and
development—both physical and spiritual—of the indige-
nous populations of the North American plains. Native peo-
ples organized massive hunts and then used all parts of the
animals for everything from food to shelter to utensils.
Immediately following a kill, the tribes had what some have
described as a feeding frenzy, eating some parts of the bison
raw. They made jerky and pemmican via a process somewhat
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like canning that used the hide as the container and fat for
curing. Hides provided clothing, shelter, canoe-like floating
vessels, and even shield and decoy material in battle. Dung
proved an excellent source of fuel. Hair, horns, tails, and other
body parts made cooking utensils, shoes, saddles, tools, con-
tainers, and much more. Bison hair made jewelry and rope,
and the heads were used for ceremonial dress. Perhaps no
animal proved more important to the development of North
American indigenous populations than did the bison.

When white settlers began the westward rush to the plains,
they, too, recognized the utility of the Great Plains animals.
Most of the great travel routes were trails that the bison had
trekked for centuries. Railroads, too, followed the overland
trails of the great bison herds, and bison were food for the
men who built the rails. Soon after the land rush of the mid-
nineteenth century, buffalo robes and the delicacy of bison
tongues became popular in both the Eastern U.S. and
European cities.

With leather supplies from the South American market
dwindling, bison products filled consumer needs. Between
1870 and 1883, hide hunters decimated the plains bison pop-
ulation. Between 1872 and 1874 the major rail companies
shipped more than 1,378,000 hides and 6,751,000 pounds of
meat to Fastern markets, representing $4,823,000 in hides
alone, which sold for $3.50 apiece. These shipments repre-
sented more than 3,158,700 slaughtered bison. The carcasses
proved useful as well: they attracted wolves, which were dan-
gerous to cattle operations booming in the West, so ranchers
laced the decaying bison with poison and helped eradicate
the predator from the plains. Entrepreneurs also shipped car-
casses east, where bones were used for fertilizer, horns for
sugar refining, and hoofs for glue. Between 1872 and 1874,
the major rail lines shipped roughly 32,380,000 pounds of
bison bones, representing approximately 550,000 animals
and more than $161,900 in revenue (at an average of $10 per
ton).

By 1880, a few well-intentioned laws forbade the hunting
of bison in several Western states, but by all accounts the leg-
islation was too little, too late. In 1900 only a handful of
bison remained on the Great Plains. Private individuals
began to ask for federal intervention in saving the nearly
extinct animals; success came slowly and at the expense of
the mountain species when the U.S. Army introduced a tame
herd of plains animals into Yellowstone National Park in
1902. They eventually mixed with the mountain herd to
form a hybrid species. Today Yellowstone boasts the largest
free-ranging bison herd in the world, with a population of
more than 3,000.

The nineteenth-century market for buffalo robes and
meat died as quickly as the herds had died. Several marketing
operations have developed since, including the raising and
sale of “cattalo,” a mixed breed of domestic cattle and bison,
and the breeding and selling of domestic bison.

—Elaine C. Prange Turney
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Bland-Allison Act (1878)

Legislation that provided for the freer coinage of silver and
placed the money supply of the United States on a bimetal
standard.

Authored by Democratic Representative Richard P. Bland
of Missouri and passed in 1878, the Bland-Allison Act
attempted to satisfy the demands of Western interests for the
free and unlimited coinage of silver. The bill passed the House
of Representatives but underwent major modifications by
Republican Senator William B. Allison of Iowa. The final ver-
sion of the act, passed over the veto of President Rutherford B.
Hayes, required the U.S. Treasury to purchase between $2 and
$4 million worth of silver bullion each month at market
prices. The government would use this silver to coin a limited
number of silver dollars at a ratio of 16 to 1 with gold and to
back the issuance of paper money called silver certificates.

Reversing the Coinage Act of 1873, which had placed the
country on the gold standard, the Bland-Allison Act provided
a compromise for conflicting sectional interests in monetary
policy. The financial forces of the East favored the contrac-
tion of the money supply and the gold standard. The indebt-
ed agrarian classes in the South and West demanded inflation
and cheap money to ease the burden of debt caused by falling
prices for farm products. Also, Western silver miners favored
bimetalism (the use of silver as well as gold as specie, or hard
metal currency) because the price of silver had declined dras-
tically because of overproduction, and they required a steady
and reliable market.

The act did not have the effects that conservatives feared or
“silverites” hoped. Its provisions proved insufficient to halt the
decline of silver prices or to increase the amount of money in
circulation, primarily because government officials purchased
only the minimum amount of bullion required by law. The
Sherman Silver Purchase Act of 1890 replaced this act.

—Peter S. Genovese
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Block Grants
Federal funding and regulation that combine several categor-
ical grants into one grant.

Block grants incorporate categorical grants into a larger
package called grants-in-aid, in effect reducing the regula-
tions formerly attached to each individual categorical grant.
Block grants have fewer regulations because they remain
administered under general, less-specific guidelines. State



and local governments receive less money through block
grants, but they have increased latitude to administer funds
in the deregulated policy environment and to craft their own
strategies for using the funds. The relative decreases in fund-
ing and the increased responsibility create incentives for local
governments to use funding more strategically as incentives
or subsidies to encourage private-sector participation in areas
where the public sector had formerly performed.

Block grants were significant in the administration of
President Ronald Reagan, reflecting the broader strategy of
the Omnibus Budget Reconciliation Act (1981) to decrease
the federal budget and deregulate funding. The block grant as
used by Reagan served as a model for efficiency to consolidate
categorical funds, eliminate regulations, and devolve respon-
sibility for programs from the federal government to the local
government. Devolution meant that Congress cut or elimi-
nated programs that directly assisted the poor, instead
encouraging private and public partnerships that included
local business interests. Local governments administered
their own programs with less federal support money, relying
more heavily on markets and less heavily on the public sector
to solve the nation’s economic problems. The August 1981
publication of the Governor’s Bulletin reported that block
grants “represent some progress toward greater flexibility for
state and local officials at a time when aid to the state and
local governments is shrinking.”

The effects of federal funding in the form of block grants
in the 1980s remain institutionalized 20 years later. Actions
by Congress under the Reagan administration consolidated
more than 57 federal categorical programs into nine block
grants. Congress also created six new block grants, three of
which involved the transfer of federal funds to state adminis-
tration in the existing block grant programs. In terms of pol-
icy areas, four of the block grants deal with health services,
two focus on social services, and one addresses low-income
energy assistance, education, and community development.

—Eileen Robertson-Rehberg
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Board of Governors of the Federal
Reserve System

The highest authority in U.S. central banking since 1914, with
members appointed by the president.

The Federal Reserve System, consisting of 12 regional
reserve banks and a central Federal Reserve Board, began
operation in 1914 as lender of last resort for banks when no
other sources of funds are available during periods of eco-
nomic stringency. The Federal Reserve Board consisted ini-
tially of five members appointed by the president (subject to
Senate confirmation) for 10-year terms, the first members
serving for terms of 2, 4, 6, 8, and 10 years. The board includes
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a governor and vice governor, two ex-officio members, the
secretary of the Treasury, and the comptroller of the currency.
The number of appointed members increased to six in 1922,
and Congress lengthened the terms to 12 years in 1933.

The Banking Act of 1935 changed the formal name to
Board of Governors of the Federal Reserve System, with 7
members appointed for 14-year terms, 2 being designated for
four-year terms as chair and vice chair. The ex-officio mem-
bers ceased to serve from February 1, 1936, and voting mem-
bership was increased to 12. The board remains popularly
known as the Federal Reserve Board. Its 12 voting mem-
bers—the president of the Federal Reserve Bank of New York,
and four of the presidents of the other 11 reserve banks, cho-
sen by rotation (with the other reserve bank presidents as
observers)—make up the Federal Reserve’s Open Market
Committee, which decides economic policy.

The 12 regional Federal Reserve banks had considerable
independence in setting discount rates (the rates they
charged for loans they made to commercial banks and other
depository institutions) until integration of financial markets
during World War I forced uniform discount rates. In the
1920s, the Federal Reserve Board disclaimed any responsibil-
ity for inflation or deflation, claiming to passively accommo-
date the needs of trade.

Benjamin Strong was president of the Federal Reserve
Bank of New York and a member of the Federal Reserve
Board from the bank’s inception until his death in 1928. He
overshadowed the board’s decision-making process during
the entire time. Under Marriner Eccles, governor and chair
from 1934 to 1948, the board became both more prominent
within the Federal Reserve system and more concerned with
macroeconomic stability—that is, stability in overall aspects
of the economy such as income and output and the interre-
lationship among such aspects. Ironically, Treasury Depart-
ment pressure on the board increased after the Treasury
secretary ceased to be an ex-officio member, and during
World War IT monetary policy remained dominated by the
government’s financing needs. The Treasury—Federal Reserve
accord of March 1951 freed the Federal Reserve from the
wartime commitment to maintain the market value of gov-
ernment securities (and thus peg interest rates at a certain
level). Paul Volcker and Allan Greenspan, the successive
chairs of the Board since 1979, have dominated the Federal
Reserve System and have become influential public figures,
promoting central bank independence and acting to dimin-
ish and control inflation.

—Robert Dimand
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Bond Sales

Sales of treasury bonds, notes, and bills, which play an inte-
gral role in fiscal and monetary policy.

The conventional view assumes the government must sell
securities to finance the difference between its spending and
its tax revenues (deficit spending). However, this view over-
looks the crucial role that bond sales play in managing aggre-
gate bank reserves and in the administration of short-term
(overnight interbank) interest rates.

When government spends, recipients of Department of
the Treasury checks deposit them into banks, which adds
reserves to the banking system. When government taxes,
reserves decrease. The Federal Reserve does not pay interest
on reserves, so if government deficit spending (spending that
exceeds tax revenues) causes excess total bank reserves, the
overnight interbank interest rate quickly falls to 0 percent. To
maintain a positive overnight rate, the government can sell
securities to drain the excess reserves from the system. Thus,
logically, government spending precedes bond sales and
functions to support interest rates, not to fund expenditures
as generally assumed. In this sense, the imperative of treasury
bond sales should not be thought of as borrowing, since the
sales do not finance or fund government expenditure.

The national debt in this sense provides a record of gov-
ernment action to maintain a positive short-term interest
rate and functions as an interest rate maintenance account.

Modern (state) money remains fiat currency (irre-
deemable paper currency that derives its purchasing power
from the declaratory fiat of the issuing government), with the
national government the monopoly issuer. Treasury bonds
thus differ from other, nongovernment types of debt, because
no financial constraint restricts the issuer of the currency.
Government debt denominated in another currency or debt
issued by parties not acting as currency monopolists consti-
tute very different matters.

—Mathew Forstater
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Bonus March (1932)
Depression-era protest.

In 1924, Congress approved a deferred $1,000 bonus for
veterans of the American Expeditionary Force as a reward for
their service during World War I. The government scheduled
payment of the money to begin in 1945, but financial hard-
ships brought on by the Great Depression led many veterans
to demand their payments early. In 1932, President Herbert
Hoover, concerned with balancing the federal budget and
overwhelmed by the nation’s economic woes, refused to sup-

port the early disbursal of the bonus funds and effectively
killed off the required legislation. In response, a group of
unemployed veterans, led by ex-sergeant Walter Williams and
calling itself the Bonus Expeditionary Force, marched on
Washington in protest in May 1932. They built crude camps
around the city and vowed to remain in the nation’s capital
until the government paid the bonuses. By June 1932, the
“Bonus Army” numbered about 20,000 men, many of whom
had their wives and children with them. After Congress
refused to comply with their request, many of the veterans
left the city, but several thousand remained to continue the
lobbying effort.

By mid-July the veterans’ camps had become a political
embarrassment to Hoover, and he issued orders to have the
protestors evicted from the capital. He first called in the
Washington police, but their efforts only led to a riot during
which two veterans died. Hoover then called in the U.S.
Army. Hurling tear gas and brandishing bayonets, federal
troops led by General Douglas MacArthur chased the over-
matched protestors out of town, burning their camps and
injuring more than 100 veterans. The idea of U.S. soldiers
attacking U.S. war veterans appalled the general public, and
the political consequences for Hoover were disastrous.
Though MacArthur had exceeded the president’s orders with
regard to excessive use of force, many Americans blamed
Hoover personally for the entire episode, further damaging
his already tarnished political image.

—Ben Wynne
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Boston Tea Party (December 16, 1773)
Protest against English taxation that sparked the American
Revolution.

The British East India Company, facing severe financial
reverses, convinced the British Parliament to allow it to sell
tea in the American colonies at a price that would undercut
even smuggled Dutch tea and would raise revenue while
clearing the company’s warehouses of a huge surplus.
Unfortunately, this tea would still carry the despised per-
pound tax, which had remained as a token duty, and would
be sold through only a handful of dealers in America. This
high-handed policy united small merchants who were left
out of the deal with patriot organizations that protested the
tax. The arrival of the tea ships Eleanor, Dartmouth, and
Beaver sparked public protest in Boston, including public
meetings, distribution of fliers, and harassment of the con-
signees, who took shelter in Castle William (a fort on an
island in Boston Harbor) to avoid the crowds.

The Sons of Liberty, led by Samuel Adams, decided on
December 13, 1773, that no one could unload the tea, nor
could it remain on board 20 days, at which time customs offi-
cials would seize the tea for sale. On December 16, the night



the Sons of Liberty planned their raid on the ships to destroy
the tea, a public protest at the Old South Meeting House
turned rowdy after several people suggested dumping the tea
in the harbor. As protesters stormed out of the meetinghouse,
they met Sons of Liberty, costumed as Narragansett Indians,
on their way to do the same thing. Followed by a huge crowd
of perhaps 1,000 Bostonians, the “Indians” and volunteers
stormed the three ships and, in a three-hour fracas lasting
from 6:00 until 9:00 p.M., broke open all of the tea chests and
dumped them into the harbor.

The attack had been conscientiously planned, and the pro-
testers disturbed no other ship or cargo. Only one injury
occurred, when a collapsing winch knocked a man uncon-
scious. However, participants had ruined £18,000 worth of
tea and infuriated the British government and particularly
the king. Boston authorities arrested a barber named Eckley
who had been caught bragging about his participation, but
they could not find anyone who could identify the protestors,
and sympathizers tarred and feathered Eckley’s accuser in
retaliation. George III specifically noted the Tea Party in his
address to Parliament, and he and Lord North pushed
through the Coercive Acts by April 1774, sparking further
protests and eventually war between Britain and its American
colonies.

—Margaret Sankey
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Boxer Rebellion (1898-1900)
A violent antiforeign revolt that occurred in north and
northeast China between 1898 and 1900, launched by “the
Righteous Harmony Fists” (Yihequan in Chinese) or Boxers.
A secret society that originally emerged in Shandong
Province, the Boxers represented rural Chinese nativist
resentment against increased Western enterprise and mis-
sionary activity, which it saw as posing a fatal threat to tradi-
tional Chinese village life. With peasants and lower classes as
the backbone of membership, the Boxers detested the weak-
kneed policy that the Qing (Manchu) government pursued
toward foreign powers. The organization deemed Chinese
martial arts and traditional superstitious rituals as the means
to terminate foreign presence and influence in China. Pressed
by foreign powers, the Qing court austerely suppressed the
antiforeign terror committed by the Boxers under the slogan
“Oppose the Qing Dynasty, Exterminate the Foreigners.” In
1900, the main forces of the Boxers shifted to Hebei Province,
especially the Beijing and Tianjin regions, and undertook as
their the strategy “Uphold the Qing, Exterminate the
Foreigners.” This attitude won the support of conservatives in
the Qing nobility and officialdom then under the ruling
Empress Dowager Cixi, who seized the opportunity to rid
China of foreign powers through this rebel group. With the
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Qing government’s connivance and acquiescence, the Boxers
launched a large-scale rebellion against railroads and tele-
graph lines that stood as symbols of Western imperialism,
burned churches, and massacred foreign diplomats, mission-
aries, Chinese Christians, and other Chinese with foreign ties.
The uprising culminated in a siege of foreign diplomatic
legations in Beijing. To protect their interests and citizens,
foreign powers including the United States dispatched an
international expeditionary force to China in June 1900 and
broke the siege in August. They forced the Qing government
to accept the Protocol of 1900, which banned antiforeign
activities in China and allowed foreign troops to be stationed
in Beijing to protect the diplomatic legation and in 12 other
major cities along the railroad from Beijing to Shanghai
Guan Pass. In addition, it called for China to pay for the dam-
ages caused by the Boxers.
—Guogiang Zheng
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Boycotts, Colonial
Method used by colonists to protest and influence British
commercial policies.

A boycott is the act of abstaining from using, buying, or
dealing with something or someone as a means of protest
and coercion. During the late colonial era, Americans com-
monly used boycotts as a powerful way of expressing dis-
agreement with and anger over England’s attempt to regulate
commerce and increase its revenue. As the colonies grew,
Americans came to realize that they provided a major market
for English manufactures and believed they could easily exert
real leverage on economic policy by boycotting British prod-
ucts rather than appealing through political channels.
Boycotts spread through nonimportation agreements, in
which groups organized in opposition to British actions and
persuaded individuals not to buy, or merchants not to sell,
British goods. These “agreements” appealed to a person’s
sense of patriotism but were also commonly enforced via
threats and overt acts of violence against violators.

The influence of boycotts on British policymaking
remained indirect yet effective. The Stamp Act provides the
best example of a boycott influencing imperial policy.
Generally, Parliament demonstrated little concern with colo-
nial opinions about fiscal measures or commercial regula-
tion. However, government officials remained sensitive to
and greatly influenced by the economic interests of British
merchants and manufacturers, who suffered economically
when American colonists boycotted British goods. The wide-
spread colonial boycott that emerged in 1765 coincided with
an economic depression in England, which compounded
problems for British industry and shipping. With profits
plummeting and warehouses full of unsold merchandise,
British merchants generated strong political opposition to
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the act, forcing Parliament to repeal it the following year. The
repeal of the Stamp Act by the British further fueled the belief
among colonists that economic coercion would influence
commercial policy. Colonists repeatedly implemented boy-
cotts over the next decade in response to Parliament’s tight-
ening of the imperial system.

Although they were ineffective in changing the long-term
course of British policy concerning taxation, boycotts
remained important to the development of social and politi-
cal cohesion in the 1760s and 1770s. Boycotts politicized the
population by making the individual’s decision to import or
purchase an item a political statement and proved crucial to
creating widespread opposition to British rule. They enabled
leaders to consolidate and direct opposition to the imperial
system. Although boycotts were initially local efforts in sea-
port cities, after 1765 they became government policy as
colonial legislatures imposed nonimportation acts. These
acts forged a sense of common identity across colonial bor-
ders and stimulated a commitment to domestic manufactur-
ing and economic self-sufficiency.

—Peter S. Genovese
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Bretton Woods Agreement (1945)
Post—-World War II agreement for international economic
cooperation.

Bretton Woods, New Hampshire, was the site of the 1944
United Nations Monetary and Financial Conference in which
the United States, the United Kingdom, and 44 of their allies
(plus Argentina) agreed to establish international monetary
and financial institutions to promote peace and prosperity in
response to the destruction wrought by World War II. The
agreement was actually signed in 1945. Much of the confer-
ence was dominated by the emergence of two rival plans, one
put forth by Henry Dexter White of the U.S. Treasury
Department and the other by John Maynard Keynes of the
United Kingdom. The compromise that emerged after the
negotiations reflected the dominance of the preeminent
postwar power, the United States.

In principle, the countries agreed to establish a multilat-
eral institutional framework that created an international
monetary system based on stable and adjustable exchange
rates. Nations agreed to (1) submit their exchange rates to
international discipline; (2) avoid the classical medicine of
deflating their domestic economy when faced with balance-
of-payment deficits; (3) establish the U.S. dollar as the stan-
dard to which other currencies were pegged, and; (4) create
supranatural organizations—the International Monetary
Fund (IMF) and the World Bank—whereby member coun-
tries could establish protocol and procedures to coordinate
international monetary cooperation. These four points

would become known as the “Bretton Woods System” that
governed international monetary cooperation.

In the years after World War II, the IMF would come to
regulate currency values and convertibility, supply monetary
liquidity (ability to convert assets to cash), and serve as a con-
sultative forum for its members. In fact, the Bretton Woods
system soon became equivalent to the dollar exchange stan-
dard, a system under which dollars could be traded for gold
at the Federal Reserve. The United States became the source
of global liquidity growth through the deficits in its own bal-
ance of payments. Then, in the late 1960s, America’s net gold
reserves dropped, undermining the confidence of investors,
who feared that the dollar was overvalued and not convert-
ible to gold. The Bretton Woods system eventually broke
down on August 15, 1971, when President Richard Nixon
suspended the convertibility of the dollar into gold, thus
floating the dollar against other currencies.

—Keith A. Leitich
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Budget and Accounting Act of 1921
Legislation that delineated the responsibility and authority
for the annual federal budget between the executive and leg-
islative branches of the federal government.

Before the passage of the Budget and Accounting Act of
1921, the president and Congress each had sought to exercise
increased control over the budget process. The Budget and
Accounting Act of 1921 eliminated that recurring struggle by
establishing specific mechanisms and procedures to be used.
It calls for the Bureau of the Budget (now the Office of
Management and Budget) to accept requests from govern-
ment departments for funds. This information is reviewed
before it goes to the president, who then formulates the
annual budget ultimately submitted to Congress. Because
Congress receives the proposed budget from the president,
legislators may adjust it, but the budget’s overall structure
remains shaped by the executive branch. Between 1921 and
1974, Congress had to contend with the power of the presi-
dent to appropriate funds at whatever rate he deemed appro-
priate—a power that has often led to a delay or termination
of funded programs. Congress finally corrected this flaw with
the passage of the Budget and Impoundment Control Act of



1974. Another issue that has arisen as a result of this budget
process involves the inconsistency between the spending
budget and revenue budget. Because the two budgets are
arrived at separately, the spending budget often exceeds
annual revenue projections—a trend that contributes to
deficit spending.

The Budget and Accounting Act also established the
General Accounting Office (GAO—an agency that conducts
independent audits of government expenditures), which
reports to Congress.

—Cynthia Clark Northrup
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Budget Deficits and Surpluses

Discrepancies, either actual or structural, between govern-
ment expenditures and tax revenues over a delineated period
of time.

Since the popularization of the Keynesian idea of the “full-
employment budget” (and its corollary, stabilization analysis)
in the late 1940s, the Committee on Economic Development
(CED), budget planners, and economists have emphasized
the need to gear the federal budget for full employment
(defined in terms of the nonaccelerating inflation rate of
unemployment, or NAIRU). Accordingly, budget planners
have distinguished between the actual and structural dimen-
sions of the federal budget. Whereas the actual budget
accounts for the variation of tax revenues and transfer pay-
ments with the cyclical fluctuations of the economy, the
structural budget represents discretionary fiscal policy (that
is, the domain of tax rates, government spending on goods
and services, and transfer payments).

As a rule, actual (cyclical) deficits emerge when the econ-
omy is functioning below full employment. Under such con-
ditions, tax revenues decrease while transfer payments (for
example, unemployment compensation and welfare benefits)
increase. In contrast, actual (cyclical) surpluses emerge when
the economy is functioning above full employment. Under
such conditions, tax revenues increase while transfer pay-
ments decrease. Finally, the actual (cyclical) budget is consid-
ered “balanced” when the economy is functioning at full
employment (NAIRU).

Setting aside the impact of cyclical economic fluctua-
tions, the structural budget estimates the deficit or surplus
under the following conditions: the continuation of existing
spending and tax policies; the maintenance of a given trend
in gross domestic product; and the perpetuation of full
employment (NAIRU). Thus, in principle, the structural
budget can be used to anticipate the influence of govern-
ment fiscal policy on the performance of the economy. In
addition, budget planners use the structural budget to assess
the extent to which increased public investment reduces pri-
vate investment (a phenomenon known as the “crowding-
out effect”).
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Throughout the postwar period (1945-1973), the U.S.
economy operated beyond full employment. As a conse-
quence, the United States maintained relatively negligible
actual deficits (despite the ascendancy of Keynesian econom-
ics, increased expenditures on the social programs of the
Great Society, and, ultimately, the high cost of the Vietnam
conflict). Only with the fiscal crisis of the 1970s did the
United States experience higher actual deficits. In fact, owing
to the recession of 1981-1982, tax cuts during the adminis-
tration of Ronald Reagan, and the augmentation of defense
spending, the actual deficit reached unprecedented levels in
the early 1980s. Since the 1980s there has been considerable
debate on the effects—desirable and pernicious—of actual
deficits. These debates culminated in the passage of a series of
legislative initiatives designed to institutionalize a balanced
budget: the Balanced Budget and Emergency Deficit Control
Act of 1985, the Balanced Budget and Emergency Deficit
Control Reaffirmation Act of 1987, and the Budget
Enforcement Act of 1990.

Since the recession of 2001 and the terrorist attacks of
September 11, 2001, the economy has experienced difficulty.
President George W. Bush has proposed tax cuts and deficit
spending to stimulate the economy. Although a balanced
budget is ideal under normal circumstances, the domestic
and international events of the past several years have shifted
priorities.

—Mark Frezzo
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Buffalo

See Bison.

Bunau-Varilla, Philippe Jean (1859-1940)
French engineer who helped to orchestrate the separation of
Panama from Colombia and the construction of the Panama
Canal.

Philippe Bunau-Varilla worked his way up to become the
head engineer for the French company that held the rights to
construct a canal through Panama, which was a possession of
Colombia. When this company went bankrupt in 1889, he
formed a new company that obtained the rights of the failed
enterprise. Technical difficulties, disease (men building the
canal died from yellow fever and malaria), and funding prob-
lems led Bunau-Varilla to turn to the United States. He per-
suaded President William McKinley—and after McKinley’s
assassination, President Theodore Roosevelt—to pursue the
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idea of the United States purchasing the rights of the com-
pany and constructing the canal. When negotiations between
the United States and Colombia failed, Bunau-Varilla coordi-
nated efforts with insurrectionists within Panama. When the
rebels declared their independence from Colombia,
Roosevelt ensured the success of the revolution by sending
U.S. warships to protect Panama City. Bunau-Varilla ap-
pointed himself Panamian Minister to the United States and
proceeded to negotiate the Hay-Bunau-Varilla Treaty, which
granted the United States the authority to construct the
canal. The completion of the canal substantially shortened
oceanic voyages from the West Coast of the United States to
the East Coast, increasing trade and development throughout
the nation and the world.
—Cynthia Clark Northrup
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Bureau of Corporations
Bureau established in 1903 to determine whether U.S. com-
panies were acting in the public interest.

Congress established the Bureau of Corporations as a divi-
sion of the Department of Commerce and Labor on
February 14, 1903. The bureau was assigned to gather infor-
mation about companies and to determine whether they
were acting in the public interest.

As a repository of industry data, the Bureau of
Corporations deterred illicit business activities by sharing
corporate information. It was empowered to inspect and
publish reports about the operation of interstate corpora-
tions (except common carriers of people or property), pre-
dating the Federal Trade Commission (FTC). When the
Department of Commerce and Labor was divided into two
departments in 1913, the Bureau of Corporations was
assigned to the Department of Commerce.

The bureau’s inspection power provided evidence for
antitrust lawsuits. Following the passage of the Sherman
Anti-Trust Act in 1890, courts were tolerant of vertical inte-
gration. However, in 1906 bureau officials conducted an in-
depth investigation of Standard Oil Company of New Jersey
that resulted in the company facing charges of monopoliza-
tion in United States Circuit Court. In May 1911, the court
ruled that Standard Oil was guilty of gaining through its
stocks as a result of its monopoly, a violation of the Sherman
Act. The decision forced Standard Oil to release the stocks of
36 independent companies and ended its domination.

In 1909, Bureau of Corporations officials concluded that
the American Tobacco Company (ATC) prevailed against
competitors because of astounding financial resources as
opposed to superior organization or technology. The
Supreme Court agreed in 1911, finding that the ATC had
unfairly used vertical integration (a business structure in
which a company owns its suppliers and buyers) to facilitate

the creation of a monopoly by “foreclosing” competitors
from sources for materials or outlets.

Detractors criticized the bureau for providing “sunshine”
regulation, a system in which the regulator disingenuously
cleansed corporate practices through the medium of public
scrutiny while simultaneously educating the business com-
munity about efficient methods of competition. In 1914, the
bureau was abolished and superseded by the FTC.

—R. Jake Sudderth
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Bureau of Freedmen, Refugees, and
Abandoned Lands
Reconstruction-era relief agency.

Congress established this temporary agency, commonly
called the Freedmen’s Bureau, in March of 1865 as part of the
U.S. War Department. Its primary function was to provide
practical assistance to four million former slaves as they made
the transition from bondage to freedom. The task proved
daunting, to say the least. The bureau operated in a region
ravaged by war and acutely conflicted by competing visions
of postwar Southern society, one white and one black.
Although Southern whites accepted the act of emancipation,
they feared a new order that included full social and political
equality for African Americans. The former slaves craved true
freedom, which they interpreted as independence from white
control through land ownership, franchise, and the establish-
ment of their own institutions.

General Oliver Otis Howard, a devout Evangelical
Christian wounded during the Civil War, led the bureau as
commissioner with the aid of assistant commissioners in
each Southern state. Although the agency distributed badly
needed food and medical supplies to destitute blacks and
whites alike, insufficient resources coupled with the highly
charged political climate of the period retarded its long-term
effectiveness. Nevertheless, the bureau played an active role in
the lives of the freedmen for several years. Freedmen’s Bureau
agents negotiated labor contracts between whites and blacks,
adjudicated labor disputes between white landowners and
their black employees, supervised state and local courts in
their general treatment of the freedmen, and helped reunite
black families separated by slavery and the war. The greatest
accomplishments of the bureau were in the field of educa-
tion: It paid teachers’ salaries, supported school construction,



and established black colleges and a system of schools that
would survive Reconstruction and lay the foundation for
public education in the South.

With the notable exception of its education programs, the
bureau’s efforts to provide long-term aid to former slaves
lasted only a short time. Ambitious plans to redistribute land
never materialized. By the time he left office, President
Andrew Johnson, who opposed the bureau, had pardoned
most of the ex-Confederates and restored to them hundreds
of thousands of confiscated acres once earmarked for sale to
freedmen. In 1866 the Supreme Court unanimously ruled in
ex parte Milligan that military courts had no authority in
areas where civilian courts functioned, thus casting serious
doubts on the legality of martial law and the Freedmen’s
Bureau courts. A lack of funding and staft (for instance, at
any given time no more than 20 agents operated in the state
of Alabama) continued to plague the agency, as did growing
apathy among Northern politicians with regard to the entire
Reconstruction process. As the white Democratic Party grew
stronger in the South, its leaders stepped up their resistance
to the bureau, disparaging it as nothing more than a corrupt
political tool of the Republican Congress. Ultimately crushed
under the weight of the social and political struggles of the
period, the Freedmen’s Bureau ceased operation in 1872,
leaving a mixed legacy.

—Ben Wynne
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Bureau of Indian Affairs (BIA)
Agency responsible for planning and executing federal poli-
cies concerning Native Americans.

Congress established the Bureau of Indian Affairs (BIA) in
1824 as part of the War Department. In 1849 it became part
of the newly formed Department of Interior. In the nine-
teenth century, the BIA negotiated treaties with various Indian
tribes, supervised Indian agents and other employees, formu-
lated federal Indian policies, conducted on- and off-reserva-
tion Indian schools, monitored annuity payments, and
protected Indian interests with federal and state authorities.
Until 1933 the Bureau of Indian Affairs focused on programs
of cultural assimilation intended to eventually break down the
barriers between Native Americans and their Euro-American
counterparts. After the passage of the Indian Reorganization
Act in 1934, the BIA focused on preserving and cultivating
Native American culture and identity. Today it remains com-
mitted to providing technical assistance to more than 500 fed-
erally recognized Indian tribes without compromising the
government-to-government relationship that exists between
tribal authorities and the federal government.
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The BIA is headed by an assistant secretary of the interior
who holds the title Commissioner of Indian Affairs and
supervises 84 agency offices on Indian reservations and more
than 14,000 employees.

—James T. Carroll
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Bush, George Herbert Walker (1924- )
American statesman, forty-first president of the United States
(1989-1993), Republican.

The presidency of George H. W. Bush provides a vivid
recent example of how lack of success in dealing with eco-
nomic problems can dramatically erode political support
for a leader despite his effectiveness in other spheres of
statecraft.

Born June 12, 1924, in Milton, Massachusetts, Bush earned
a degree in economics from Yale University in 1948, moved to
Texas, and went successfully into the oil business. Between
1948 and 1950 he worked as a salesman for Idec, an oil-field
equipment supply company. He founded Bush-Overly Oil
Development Co. and Zapata Petroleum Corp. From 1964 to
1966 he worked as a chief executive officer of Zapata Petro-
leum Off Shore. Bush served as a Congressman (1967-1971),
U.S. ambassador to the United Nations (1971-1973), chair of
the Republican National Committee (1973-1974), chief of
the U.S. liaison office (a quasi-embassy) in Peking
(1974-1975), and director of the Central Intelligence Service
(1976-1977).

During the Republican presidential primary campaign of
1980, Bush ran as a moderate candidate, criticizing the con-
servative economic program of Ronald Reagan and advocat-
ing governmental activism in the social sphere. Reagan won
the party’s nomination and Bush compromised his
approach with Reagan’s program, accepting the nomination
for vice presidency. Serving as vice president from 1981
through 1989 in the Reagan administration, he contributed
to the success of Reaganomics (or supply-side economics),
particularly in heading a task force to reduce federal regula-
tions. In 1988, Bush won his second bid for the Republican
presidential nomination and defeated Democrat Michael S.
Dukakis in the election. Bush lost the 1992 election to Bill
Clinton.

As president, George H. W. Bush tried to consolidate the
main accomplishments of the Reagan era. The end of the
cold war in 1989 allowed him to cancel the annual inflation-
adjustment spending increase of the military budget. He also
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initiated some important social measures including an
increase in the minimum wage (from $3.80 per hour in 1990
to $4.25 per hour in 1991), and he championed two laws that
imposed significant requirements on business: the Ameri-
cans with Disabilities Act, which broadened the rights of dis-
abled Americans; and a comprehensive Clean Air Act, which
envisaged tighter control on auto emissions, use of fuel, emis-
sions by utility plants, and so on, and would cost business
more than $20 billion annually.

As the lengthy recession began in the summer of 1990, the
economy also experienced some long-range negative conse-
quences of the Reagan era, particularly a huge deficit. Hoping
to spark a solid economic recovery, the Bush administration
tried to negotiate a deficit-cutting budget with Congress,
which was controlled by the Democrats. Bush had to accept
tax increases, particularly for those paying top individual tax
rates, as well as taxes on gasoline, beer, and luxury items, as a
part of the budget compromise—even though during the
campaign of 1988 he had issued a categorical pledge not to
raise taxes.

Although the weakened economy kept tax receipts down
and precluded expected deficit reductions in 1991 and 1992,
the president’s tax concessions to the Democrats alienated his
conservative Republican supporters. These factors high-
lighted his ineffectiveness in dealing with domestic issues
despite his strong leadership at the end of the cold war (the
Berlin Wall fell in 1989, and the Soviet Union ended in
December 1991) and after the U.S. victory in the Gulf War of
1991, and he lost his bid for reelection in 1992 to Bill Clinton.

In the international arena, Bush tried to manage commer-
cial economic conflicts with main U.S. rivals (particularly
Japan), promoted global economic coordination within the
Group of Seven (the world’s seven largest industrialized
nations), and supported the idea of free trade. On December
17, 1992, he signed the North American Free Trade
Agreement with Canada and Mexico, which created a free
trade zone in the northern part of the Western Hemisphere.

—Peter Rainow
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Bush, George W. (1946-)
Forty-third president of the United States, the son of former
President George Herbert Walker Bush, Republican.

Born in New Haven, Connecticut, July 6, 1946, George W.
Bush moved with his family to Midland, Texas, and then to
Houston, where his father, George H. W. Bush, owned and
operated an oil company. George W. Bush attended Yale
University, receiving a bachelor’s degree in 1968. After serv-
ing in the Texas Air National Guard during the Vietnam con-
flict, he earned his master’s degree in business from Harvard
Business School in 1975. He returned to Texas, worked in the

energy industry, and helped his father win the presidency in
1988. Bush then formed a partnership that purchased the
Texas Rangers baseball team in 1989. He became the general
manager of the team and remained in that position until he
won the Texas governor’s race in 1994 and again in 1998. In
2000, Bush was the Republican candidate in the national
presidential election, facing Democrat Al Gore. The election
was close and, after a court battle that went to the Supreme
Court, Bush was awarded Florida’s winning Electoral College
votes. His opponents charged him with “stealing” the elec-
tion. Bush was inaugurated in 2001.

In 2001 the economy was in a recession that had begun the
previous year when technology stocks plummeted, and Bush
proposed a tax cut as a means of stimulating the economy.
But before the tax cut could be implemented, terrorists
attacked in New York City and Washington, D.C., on Sep-
tember 11, 2001, using passenger jets as weapons. The econ-
omy suffered as the country fought to rebound after the
attacks. The airline industry was particularly hard hit. Bush
insisted on a tax cut, and rebate checks were issued to many
taxpayers in 2002. On May 28, 2003, Bush signed the Jobs
and Growth Plan, which increased child tax credits from
$600 to $1,000 per child; in July 2003 the Internal Revenue
Service was to begin issuing checks for the difference to 25
million eligible families. The legislation also reduced the
“marriage penalty,” in which married couples pay a higher tax
rate than two single individuals filing two separate returns. It
reduced the amount of taxes withheld from employees’ pay-
checks; this reduction applied to everyone who has to pay
taxes based on wages. By June 2003 the Federal Reserve Board
indicated that the U.S. economy is showing signs of recovery.

Bush has also implemented several other economic poli-
cies including those to expand home ownership (through
creation of a federal fund to assist low-income families with
down payments, a tax credit for the construction of single-
family housing in the inner city, and simplification of the
home closing process), increase international trade (through
negotiations with foreign countries on free trade and the
reduction of trade barriers), and develop a sound energy pol-
icy that encourages the development of alternative energy
and reduces the dependence on foreign oil. The House of
Representatives passed a comprehensive energy bill in April
2003 but at this writing the Senate continues to debate the
issue. Meanwhile, the price of oil has dropped slightly. After
the 2003 war in Iraq and the lifting of a UN embargo against
that country, Iraqi oil can now freely be sold on the interna-
tional market.

After accounting scandals at Enron (December 2001) and
several other U.S. corporations revealed profiteering by top
executives and the loss of retirement funds of workers, Bush
introduced legislation designed to improve corporate
responsibility. In 2002 Congress passed the Public Company
Accounting Reform and Investor Protection Act, which
charges the Securities and Exchange Commission with
stricter enforcement of accounting and stock market prac-
tices and requires stiff penalties for violators. Bush has pro-
posed health care reforms including improved availability of
affordable prescription drugs for the elderly. Education



reforms, including an early childhood initiative and school
vouchers (which allow parents to use tax money to send their
children to the school of their choice) are also on the presi-
dent’s agenda. Many of these policies are still being debated
by Congress. Meanwhile, the Bush administration continues
the international “war on terrorism,” which began with the
destruction of terrorist training camps in Afghanistan fol-
lowing terrorist attacks on the United States in 2001.
Additional resources are being allocated to the new
Homeland Security Agency, which now operates as the
umbrella agency for many other departments in the domes-
tic war against terrorism.
—Cynthia Clark Northrup
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Business

Companies that generate revenue and employee labor and
that pay many of the taxes that fund the operation of the
American government.

Historically, the business community maintained the tax
base in the United States through the twentieth century and
as the twenty-first century began. Companies that imported
goods paid an import duty ranging from about 2 percent to
more than 50 percent depending on the product. After ratifi-
cation of the U.S. Constitution, the federal government relied
on these revenue tariffs to pay off the fledgling nation’s debt.
As early as 1792, Secretary of the Treasury Alexander Ham-
ilton in his Report on the Subject of Manufactures encouraged
Congress to assist businesses, especially manufacturers, by
erecting high protective tariffs. Although Congress rejected
Hamilton’s recommendations, by 1816 it recognized the need
for a stronger manufacturing base in the United States to
provide for the home market. Passage of the first protective
tariff in 1816 signaled the beginning of a period of high pro-
tectionism that intensified during and after the Civil War.

When the United States emerged from the Civil War,
Congress continued to repeatedly increase tariff duties and
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thus stimulate business, even though the government experi-
enced many years of fiscal surpluses. As a result, big business
flourished. Individuals such as Andrew Carnegie, John D.
Rockefeller, and J. P. Morgan operated businesses freely
without the threat of foreign competition. However, abuses
experienced by laborers during this period eventually created
a backlash against business that pushed Congress into pass-
ing such acts as the Sherman Anti-Trust Act and the Clayton
Anti-Trust Act. Even with government prohibition of
monopolies, the tendency remained to encourage big busi-
ness, especially up to 1913, when a large portion of govern-
ment revenue shifted from the tariff to a graduated personal
income tax. Ratification in 1913 of the Sixteenth Amend-
ment, which authorized a personal income tax, transferred a
large portion of the burden of taxation from the business
community to individuals. However, business continues to
constitute a large portion of the taxes. During the Great
Depression, despite the fact that the government now col-
lected the personal income tax, tariff rates again increased as
a result of the Hawley-Smoot Tariff—reaching an average
level of about 50 percent on many items. Because many econ-
omists believed that the Hawley-Smoot Tariff of 1930 led to
World War IT because of the disruption of international trade
and a worldwide depression, American officials after that war
advocated free trade over protectionism. By this time, how-
ever, business in the United States had matured and no longer
required government protection.

Because the United States operates under a capitalist sys-
tem and business continues both to stimulate the economy
and to provide revenue for the federal government, business
will continue to enjoy a position of importance in the United
States.

—Cynthia Clark Northrup
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Canada, Invasion of (1812-1813)
Attempt by the United States to acquire Canada in the early
nineteenth century.

In the first years of the nineteenth century, many Ameri-
cans, especially westerners, enviously eyed the natural
resources of their northern neighbor, Canada. The lands
around Lake Erie and Lake Ontario were a prime timber
region, and those along the St. Lawrence River were exceed-
ingly fertile. In November 1811, a new group of southern and
western representatives arrived at the Twelfth Congress in
Washington, D.C. Led by Henry Clay of Kentucky, John C.
Calhoun of South Carolina, Peter B. Porter of New York, and
Felix Grundy of Tennessee, this faction fanned the flames of
the coming War of 1812 with Britain. They were outspoken
advocates of defending American honor at sea, ending the
threat of Indian attacks on the frontier, and incorporating
Canada into the United States. Thus one element of the War of
1812 was a feeble, poorly planned, and uncoordinated attempt
by U.S. forces to capture Canada. The strategy was to make a
three-pronged attack against Montreal. All three attacks, car-
ried out in the fall of 1813, failed. In the first, General William
Hull ended his advance and returned to Detroit, fearing attacks
by Indians in both countries. A second attempt failed when
New York militiamen refused to enter Canada, and the final
invasion under General Henry Dearborn ended for the same
reason. Although these attempts failed, the desire to acquire
more territory remained important to the United States.

The attempted invasion of Canada demonstrated the
importance that territorial expansion played in America’s
vision of economic development. Acquiring new land would
increase agricultural production and expand the nation’s
economy. The invasion also reflected the growing hunger for
land among western farmers and speculators and the role
their interest played in fueling the nation’s expansion across
the continent.

—Peter S. Genovese
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Capitalism

An economic system stressing free markets and enterprise
that played a vital role in the development of the United
States.

Capitalism first arose in Europe and stemmed from the
decline of feudalism, the rise of private property, and the
placing of the individual good over the common good. It
developed over hundreds of years in combination with vari-
ous internal and external factors including state building, an
agricultural revolution, a demographic revolution, a price
revolution, and, in the 1800s, the Industrial Revolution.

Elements of capitalism have always existed, but beginning
in the 1400s, as Europe started to expand outward, the means
of production and mercantile activity slowly concentrated in
the hands of private individuals. Europe’s expansion into the
Indian and Atlantic Oceans integrated its economy into those
of the Far East and the Americas while introducing it to new
sources of wealth, commodities, raw materials, markets, and
consumers. The wealth of New Spain, for example, flowed
back to Europe, initiating a price revolution as Europe moved
away from a subsistence and barter economic system to a
moneyed and market-driven economic system. This increase
in the money supply corresponded with growth in the
European population, which created both more workers and
more consumers.

As more European states became involved in colonizing
the Americas, they developed an economic system—termed
mercantilism by economic theorist Adam Smith—designed
to increase the power of the state. This system saw land, gold,
and silver as the major forms of wealth and believed that
wealth remained finite. Therefore, if a state gained or lost
wealth, it gained or lost power. One issue stressed by Smith
and many other early theorists was that a nation could
increase its power by establishing colonies and foreign trade.
They believed that monopolies allowed the state to acquire its
revenues but that they limited the full potential of this devel-
oping economic system. In the mid-seventeenth and early
eighteenth centuries in England, a debate began between
supporters of monopolies and supporters of free trade. This
debate culminated in the 1776 publication of Adam Smith’s
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Wealth of Nations exploring this new capitalist economic sys-
tem. In his work, Smith argued that wealth, in the form of
commodities, remained infinite and that a free market system
created more wealth than a closed system. Smith and the
political economists who built upon his work created the the-
oretical foundations of capitalism and expanded our under-
standing of how the economy works.

England’s economic development set the stage for the rise
of capitalism in the Americas. During the American Revolu-
tion, the American colonists hoped to establish free enter-
prise. After the creation of the U.S. Constitution, Secretary of
the Treasury Alexander Hamilton used the powers it granted
to further expand America’s economic development. From
the eighteenth century onward, capitalism played an impor-
tant role in forming the American political, economic, social,
ideological, and cultural system.

—Ty M. Reese
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Captains of Industry
Business leaders, industrial magnates, and entrepreneurs of
the late nineteenth century.

Men like John D. Rockefeller, Andrew Carnegie, and John
Pierpont (J. P.) Morgan, among many others, owned and
coordinated large business enterprises such as oil production,
steel manufacture, and investment banking. These captains
of industry introduced products and employed methods of
organization that fostered national economic growth while
allowing them to accumulate massive fortunes and wield
tremendous power. Though they achieved great wealth, sta-
tus, and power, these men routinely risked significant finan-
cial loss. Ironically, a primary motivation for their risk-taking
included their desire to bring order to an environment of
chaotic competition.

The original entrepreneurs of sixteenth-century France
did not take risks in commerce but operated rather as “for-
tune captains” who hired mercenaries for wars of gain and
plunder. American captains of industry often pursued their
economic goals with the same creativity and ruthlessness of
military leaders. Via innovation, intense competition, and
new organizational processes, captains of industry both elim-
inated competitors and changed the rules of doing business.
Sociologist Joseph Schumpeter argued that, although entre-
preneurs differed fundamentally from military leaders, they
nevertheless acted out of a desire for conquest and control
and remained capable of astounding innovation. The cap-
tains of industry generally did not create the industries in
which they excelled, but they achieved success because of
organizational, promotional, and administrative skill.

John D. Rockefeller manifested these skills at his company,
Standard Oil. By eliminating competitors through horizontal
integration (that is, merging with or controlling other organ-
izations that produce the same product), Rockefeller mas-
tered the use of the holding company, in which one company
controls other companies by holding the majority of their
stock. Rockefeller also achieved astounding success through
vertical integration by controlling the sources of production
and outlets of sale for a particular product. For instance, in
addition to building his own tankers and pipelines,
Rockefeller obtained railroad rebates that gave him a signifi-
cant cost advantage over competitors.

Few captains of industry proved more skillful than
Andrew Carnegie, who used vertical integration to outma-
neuver competitors and create Carnegie Steel, the largest steel
business in the world. Obsessed with reducing costs,
Carnegie acquired not only his own sources for the raw mate-
rials used in steel production but also sales outlets for that
production.

The investor and financier J. P. Morgan imposed a similar
order on his business environment through investments and
financial control. Morgan provided capital for the nation’s
rapidly expanding industries, thereby acquiring control of
company management decisions and ultimately controlling
entire economic sectors. Believing that unfettered economic
competition led to chaos, Morgan acquired partial or full
control of such key economic concerns as railroads,
American Telephone and Telegraph, a host of financial and
banking concerns, and even Carnegie’s steel empire.

Through horizontal or vertical integration or through
financial maneuvering, Rockefeller, Carnegie, and Morgan
imposed stability and predictability on the highly competi-
tive business environment of the late nineteenth century.

—Eric Pullin
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Carey Act (1894)

The federal government’s inadequate first effort to under-
write water reclamation projects by selling public lands and
blending federal and state responsibilities.

After the Civil War, the growing agricultural needs of
industrial America and the population’s westward surge
encountered a harsh reality—arid lands beyond the 100th
meridian could not sustain eastern forms of agriculture.
Inspired by Jeffersonian ideals of an agrarian society, gener-
ous rains in the 1870s and 1880s, and a fantasy that “water



follows the plow” (and forests), the federal government deter-
mined to promote irrigation. The Timber Culture Act (1873)
gave land to anyone planting trees; the Desert Land Act
(1877) bestowed additional acres on those irrigating land.
These measures benefited mostly speculators; individual
farmers lacked the capital necessary to purchase any land.

John Wesley Powell’s Report on the Lands of the Arid
Region of the United States (1878) advocated that laws be
appropriate to the environment. Arid land required larger
homesteads, whose shape and location must depend on avail-
able water—irrigation remained essential. By the 1880s and
1890s, droughts and the panic of 1893 gave his proposals
urgency.

Irrigation advocates feuded. Should the federal govern-
ment undertake reclamation (as many western congressional
representatives wanted) or simply support reclamation by
land cessions? Eastern states feared the reclamation cost, so in
1894 U.S. Senator Joseph Carey (Wyoming) authored a law
mixing federal and state responsibilities. Any arid state might
receive up to one million acres for reclamation, though nei-
ther it nor its assignees (such as an heir or prospective buyer)
could receive title to that land until after 10 years of irriga-
tion. State or private companies could build the reclamation
projects using the land as collateral. Settlers must irrigate 20
of every 160 acres. The federal government approved all
plans, and states chose the land, supervised settlement (pre-
venting monopolies and speculation), and regulated water
prices. Several projects started, most notably one by William
F. “Buffalo Bill” Cody. Yet this experiment in cooperative fed-
eralism failed. By 1958, only a million acres had been distrib-
uted. States feared indebtedness as in the canal debacles of the
1830s; Populist suspicions of big government, localism, and
sectionalism hampered progress; and projects exceeded west-
erners’ technical and capital resources. It remained for the
federal government to undertake reclamation itself after the
passage of the Newlands Reclamation Act of 1902.

—Everett W. Kindig
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Carnegie, Andrew (1835-1919)

Scottish-born immigrant who made a fortune in the iron
business but is best remembered for his generosity and phi-
lanthropy.

Andrew Carnegie was born November 25, 1835. In 18438,
the Carnegie family left the poverty of Scotland in hopes of a
better life in America. They joined other family members in
Pittsburgh, Pennsylvania, where young Andrew held a series
of odd jobs. At age 14 he acquired a job with the telegraph,
where he excelled, earning an astounding $4 a week. In the
telegraph office Andrew met Thomas A. Scott, who had just
started his railroad career as a station agent with the
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Pennsylvania Railroad. Scott hired Andrew as his secretary
and personal telegraph messenger at a salary of $35 a week.

Carnegie remained with Pennsylvania Railroad for 12
years, working his way up until he succeeded Scott as super-
intendent. He acquired his first large profit from his stock in
the Woodruff Company, holder of the Pullman sleeping car
patent. In 1865, he resigned from the Pennsylvania Railroad
to take advantage of a new field that had blossomed during
the Civil War—the iron industry. Using his connections in
Europe and the railroad business, Carnegie amassed a for-
tune in iron and steel.

A shrewd and talented businessman, Carnegie had a pas-
sion for learning and reading. He wrote several books and
papers on wealth and its uses. In 1901 he sold his company,
Carnegie Steel, to J. P. Morgan’s United States Steel Corpora-
tion. With the money from the sale, he established a retire-
ment and benefit fund for his employees.

Carnegie believed any wealth above $50,000 per year
should be spent giving back to the community. He donated
money to colleges, trusts, and other causes he felt were
important. The Carnegie Library Project remains one of his
most visible projects. Many small and rural libraries through-
out the country were gifts from the Carnegie Foundation.
Carnegie continued his good works until his death August 11,
1919, at the age of 83. He had been so influential that his life
reflected the development of industrial history as a whole.

—Lisa A. Ennis
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Carpetbaggers

Term given to Northerners who traveled south during Recon-
struction hoping to make a fortune by taking advantage of
the South’s weakened economy following the Civil War.

Southern states, essentially bankrupt and starved for capi-
tal at the close of the Civil War, hoped Northern investors
would revitalize the Southern economy. Reassured by the
Southern press that the Northerners meant no harm,
Southerners welcomed Northern investors, who were drawn
to the potential for wealth. Among these “carpetbaggers” were
well-educated businesspeople, political leaders, teachers, and
soldiers who worked in partnerships with southern planters.
Some bought abandoned or repossessed land, hoping to take
advantage of the South’s agricultural opportunities. Northern
investments helped raise land prices and allowed the
Southern planters to maintain their standard of living. Some
carpetbaggers became involved in reform and politics, seek-
ing to modernize the South through various internal
improvements. Several carpetbaggers served in Congress
during Reconstruction.

Although most people recognized the importance of the
carpetbaggers in stabilizing the Southern economy, they
remained unpopular outsiders in many areas. The carpetbag-
gers’ confidence and their disregard for Southern opinions
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and culture often created tensions. Another area of strain
involved race. Carpetbaggers and their Southern counterpart,
Scalawags, tended to vote along Republican lines aligned with
the newly freed slaves, some working as Freedmen’s Bureau
agents. This antagonism helped promote the vicious image
associated with the carpetbagger. (The name itself was nega-
tive and came from rumors that the Northerners were from
lowest class and moved south with everything they owned
put in one bag made of carpet.) Most carpetbaggers either
returned to the North or joined Southern society after the
compromise of 1877, which resulted in Rutherford B. Hayes
becoming president with the understanding that
Reconstruction would end.
—Lisa A. Ennis
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CCC

See Civilian Conservation Corps.

CcCCw
See Committee on the Conduct of the War.

CEA

See Council of Economic Advisers.

Census
A systematic accounting of persons, demographics, and eco-
nomic resources of the nation.

Since ancient times, governments have recorded census
information in an effort to determine the composition and
condition of the nation or empire, primarily for taxation
purposes. Under the U.S. Constitution, the United States con-
ducted its first census in 1790 and has continued to do so
every 10 years. Early census records focused primarily on
population statistics—for example, the number of free per-
sons and slaves, family size, and average age groups. Not until
the 1820s did the government include additional categories
to glean information about agriculture, commerce, and man-
ufacturing. (Just four years prior to the 1820 census, the gov-
ernment had enacted the first of many protective tariffs
designed to encourage the growth of manufacturing.
Consequently, the figures were important as the government
sought to track economic changes.)

By 1840, the census expanded to include information on
transportation (sea navigation, canals, and lakes), mining,
churches, libraries, schools, education, literacy, marriages,
births, and deaths. Also included was information pertaining

to newspapers and printing. The inclusion of these facts
reflects the onset of the market revolution and its accompa-
nying transportation, communication, and social revolu-
tions. The 1840s and 1850s were a period of tremendous
change as a result of the move from subsistence to a market
economy, and through the census the government attempted
to record these changes.

The next major change in the census occurred in 1870,
when categories were added for race and place of birth in an
effort to track the origins of foreign-born peoples residing in
the United States. Other categories added concerned taxation
(federal, state, and local) and property. Significantly, it was
not until the 1900 census that adequate figures appear on
labor—not surprisingly, well after the major labor strikes of
the late 1800s. After a period in which divorce rates increased
rapidly, the government included questions about the mari-
tal status of Americans in the 1930 census. By the 1940s, the
census questionnaire also included categories for retail and
wholesale establishments, reflecting expansion of the nation’s
commerce during World War II. By the 1960s the census
sought a wealth of information that enabled the government
to discern the economic and social condition of the country.
Congress uses the statistics to determine the allocation of
funds and programs. The primary concern in recent decades
is the undercounting of homeless and minority groups, a fact
that could reduce federal expenditures in the areas most in
need of funds.

—Cynthia Clark Northrup
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CENTO
See Central Treaty Organization.

Central Treaty Organization (CENTO)
Organization in existence from 1955 until 1979 that at-
tempted to unite the northern tier of Middle Eastern states in
the face of the Soviet threat to the region during the cold war.
The Central Treaty Organization (CENTO) grew out of
the Baghdad Pact, a mutual assistance and defense arrange-
ment signed by Iraq and Turkey on February 24, 1955; the
United Kingdom on April 5, 1955; Pakistan on September 23,
1955; and Iran on November 3, 1955. Originally dubbed the
Middle East Treaty Organization (METO) and then called
the Baghdad Pact, CENTO also reflected the West’s growing
concerns over potential threats emerging from within the
region—for example, Gamal Abdel Nasser’s Egypt with its
pro-Soviet leanings. The United States actively promoted the
Baghdad Pact as a key indicator of the West’s commitment to
the region and induced Pakistan to join the Baghdad Pact in
1955. The United States became an associate member of



METO in 1956, revealing its overt interest in supporting the
organization. Following Iraq’s withdrawal from the Baghdad
Pact in the aftermath of its 1958 revolution, METO head-
quarters moved from Baghdad to Ankara, Turkey, and the
organization changed its name to CENTO.

Conceived as a part of U.S. Secretary of State John Foster
Dulles’s “pactomania” along with the formation of the North
Atlantic Treaty Organization and the Southeast Asia Treaty
Organization, CENTO attempted to surround the Soviet
Union with defensive alliances. The organization closed the
geostrategic gap between NATO and SEATO that exposed to
potential attack Persian Gulf oilfields and vital transit routes
like the Suez Canal. Never challenged militarily, CENTO
proved a reliable though not always effective conduit for U.S.
financial assistance to CENTO members. USAID (the United
States Agency for International Development) remained
CENTO’s most significant American contributor, underscor-
ing the U.S. government position that CENTO operated pri-
marily as a political tool and, at best, a marginal military
alliance. CENTO collapsed in 1979 during the Iranian
Revolution when Iran, Pakistan, and Turkey withdrew.

—Robert Rook
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Charles River Bridge v. Warren Bridge (1837)
A court case pitting the public good against private property
rights.

In 1785, the Massachusetts legislature granted a corporate
charter to John Hancock and other investors to build a toll
bridge over the Charles River from Boston in the south to
Charlestown in the north. The bridge quickly proved a prof-
itable venture, and the value of the original shares increased
tenfold. The high profits of the Charles River Bridge
Company were threatened in 1828 when the Massachusetts
legislature granted a corporate charter to the Warren Bridge
Company to build another bridge across the Charles River.
The new bridge would charge a toll only until the original
investors had recouped their initial investment. The Warren
Bridge would then be free to all travelers who crossed it.

The owners of the Charles River Bridge sued the owners of
the Warren Bridge, arguing that their original corporate char-
ter gave them a vested right to control bridge traffic across the
Charles River. Because the new Warren Bridge would eventu-
ally charge no tolls, it would inevitably destroy the business of
the Charles River Bridge and thus impair the original charter.
Massachusetts, argued owners of the Charles River Bridge,
had therefore violated the contract clause of the U.S.
Constitution that clearly states in Article 1, Section 10: “No
State shall ... pass any Law impairing the Obligation of
Contracts.” The owners of the Charles River Bridge hoped
that the Supreme Court would follow the precedent set in
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Dartmouth College v. Woodward (1819) and decide the case in
their favor.

Although the case was originally argued in 1831 before the
Court of Chief Justice John Marshall, the justices could never
reach a decision. When Roger B. Taney became chief justice
in 1836, he ordered that the case be reargued in January 1837
and ruled in favor of the Warren Bridge on February 12,
1837. In a 4-to-3 decision, Taney held that the 1785 charter
did not explicitly state that the Charles River Bridge had an
exclusive right to carry traffic. He reasoned that if monopoly
rights were read into every corporate charter, the American
people would be unable to benefit from technological
improvements in the future. Taney laid down an even more
important precedent when he ruled that the public good
must prevail whenever the rights of the community conflict
with the rights of private property. Justice Taney’s decision
did much to promote the growth of American business in the
early nineteenth century.

—Mary Stockwell
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Checkers Speech (September 23, 1952)
Nationally televised speech delivered by Republican vice
presidential candidate Richard Nixon.

During the 1952 presidential election campaign, in which
he ran as Dwight D. Eisenhower’s vice presidential candidate,
Richard Nixon appeared on national television in response to
Democratic charges that he had accepted payments for polit-
ical expenses from a secret fund managed by a group of dubi-
ous businesspeople. The fund and the transactions associated
with it were legal and commonplace, but the publicity gener-
ated by the charges threatened Nixon’s place on the
Republican ticket and his long-term political plans. Nixon
gave a masterful performance. He disclosed his financial sit-
uation to the television audience, assuring millions of view-
ers that he was not a wealthy man and that he had never
profited from public service. He also boasted that his wife Pat,
in contrast to the mink-coated wives of officials in President
Harry S Truman’s administration, wore a “respectable
Republican cloth coat.” The speech received its name because
of Nixon’s admission that his family did plan to keep one
political contribution—a black and white cocker spaniel that
his young daughter Tricia named Checkers. The televised
appearance was a great success for Nixon. He remained on
the Republican ticket and served as vice president under
President Dwight D. Eisenhower for eight years. Throughout
the rest of Nixon’s political career, his detractors would recall
the performance as a brazen exercise in manipulation.

—DBen Wynne
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Checks and Balances

A system designed to protect individual rights against possi-
ble violation by government; part of the theory of balanced
government in which powers are separated, a theory that can
be traced back to ancient times.

The theory of checks and balances rests on a system of
separation of powers or balanced government. Historians can
trace government consisting of a separation of powers back
to the ancient Greeks. Aristotle prescribed a system of “mixed
government” composed of monarchy, aristocracy, and
democracy. The system of the ancient Romans relied on a
“balance of interests” among the monarchical, aristocratic,
and democratic parts of the government.

The American system achieves a balance of powers or
functions among the three branches of government: the
executive (the president), the legislative (the two houses of
Congress), and the judicial (the Supreme Court). This system
predates independence from England. It operated in several
of the colonial provincial governments, including those of
Virginia, Massachusetts, and New Hampshire. During the
period of the Articles of Confederation, Thomas Jefferson
advocated a system of balanced government to avoid corrup-
tion, tyranny, and despotism.

The Americans, when drafting the U.S. Constitution,
adopted these ideas from the eighteenth-century French
philosopher Charles de Secondat, Baron de Montesquieu
(1689-1755), who wrote The Spirit of the Laws (1748).
Montesquieu bequeathed to the American founding fathers
the principle of separation of powers necessary for the system
of checks and balances to function.

The founding fathers believed that to maintain a govern-
ment that is free from tyranny and corruption, the govern-
ment must have more than simple separation of powers.
Thus, they prescribed a system of checks (each government
branch watches the other two to restrain them from usurping
power) and balances (power remains equally divided among
the three government branches). The U.S. Constitution
specifically delineates these checks and balances: The two
houses of Congress, the Senate and the House of Representa-
tives, legislate separately but require at least minimal cooper-
ation of the other. Congress can pass a bill into law, but the
president can veto it. The Congress and president can agree
on passing a law, but the judiciary can declare it unconstitu-
tional. The president is in charge of foreign and military pol-
icy, but the Senate must ratify the president’s treaties if they
are to become law. Congress must agree to raise the funds to
support the military. Under this system, each branch of gov-
ernment has its own authority to make decisions on specific
issues; however, it often requires the consent of the other two
branches.

The American system of a federal government further
ensures the working of a system of checks and balances. State
governments share power with the federal government; thus,
neither has supreme power. The fact that the people directly
elect politicians is another check on power.

—Leigh Whaley
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Child Labor
The employment of youths under the age of 18 years.

From colonial times through the mid-1840s, the United
States experienced a scarcity of laborers. Families relied on
their children to assist with agricultural chores or with the
family-owned business. Usually young boys between the ages
of 10 and 14 would be apprenticed outside the home for
additional wages. This system remained in place and unchal-
lenged until the 1840s, when educational reformers sought to
regulate work hours in an effort to ensure that children
would have enough time to attend school and complete their
studies. The beginning of the movement for child labor reg-
ulation coincides with the transformation from a subsistence
economy to a market economy in the United States—a
change that demanded a literate citizenry. States including
Connecticut and Massachusetts passed legislation requiring
employers to provide a minimum of three hours of educa-
tional instruction to children, but these laws remained rela-
tively ineffective because of a lack of enforcement.

Just as factories began to expand rapidly, a wave of immi-
grants arrived in the United States. Employers often hired
adult immigrants who had many children so that their chil-
dren would also be available as laborers. In these factories,
children worked from 10- to 13-hour days in unhealthy con-
ditions. Because women filled most of the positions in the
textile industry, children moved into other, more hazardous,
occupations, such as coal mining. Employers realized that
children could be paid a lower wage and that they usually
proved more controllable than adults, especially because
unions had a difficult time organizing them.

By the beginning of the twentieth century, the Pro-
gressives, who advocated a wide range of political, social, and
economic reforms, began advocating the regulation of child
labor at the federal level. They championed their cause by ini-
tiating a public awareness campaign, distributing photo-
graphs of the deplorable conditions under which many
children worked, and raising the level of public sympathy for
the children. Proponents of federal legislation distributed
pamphlets, lobbied Congress, and employed experts to con-
duct studies. Congress finally passed child labor laws in 1916
and 1918, but the U.S. Supreme Court declared the laws
unconstitutional.

As a result of increased unemployment during the Great
Depression, Congress passed the Fair Labor Standards Act of
1938, which proved to be the first effective measure that
would regulate the number of hours worked by, and wages
paid to, children. Upheld by the U.S. Supreme Court as con-



stitutional, the act meant to ensure that adults had jobs by
restricting the employment of children. Children under the
age of 14 were forbidden to work for commercial agriculture
or in other places of employment other than their family
farm or business. Children between 14 and 16 could only
work 18 hours a week during the school year and 40 hours a
week during the summer. In addition, the Department of
Labor in 1938 issued a list of hazardous occupations in which
child labor is prohibited, with the imposition of stiff penalties
for violators. Currently, federal law allows for the minimum
payment of $4.25 an hour for the first 90 days of employment
for youths, with an increase to the minimum wage standard
after the probationary period. Children cannot work prior to
7 AM. or after 7 P.M. except in the summer, when the latter
time is extended to 9 P.M.

Restriction of child labor has resulted in a general increase
in wages for the lower-paying jobs. It has also encouraged
children to concentrate on their education. Consequently,
more employment opportunities exist for adults. Overall, the
legislation has proved effective except for migratory agricul-
tural laborers and in the textile industry, where the children
of illegal immigrants work long hours for less than the mini-
mum wage.

—Cynthia Clark Northrup
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China

World’s most populous country and third-largest country in
size, with increasing importance for U.S. trade and invest-
ment since the 1880s.

Formal U.S.-China economic relations began with the
1844 Treaty of Wangxia, which granted most-favored-nation
trading status to the United States. American economic inter-
ests rapidly expanded in China during the late nineteenth
century, when the United States emerged as a major world
power and its influence grew in the Pacific. By acquiring the
Philippines in the Spanish-American War of 1898, the United
States founded a stronghold for American trade in Asia and
gained convenient proximity for American commercial gains
in China. But given the exclusive spheres of influence that
other Western powers and Japan had carved out based on the
unequal treaties with the Qing government since 1840, the
United States faced the danger of being cut off from the
China trade. To protect American interests without risking
conflict, U.S. Secretary of State John Hay, in 1899 and 1900,
respectively, delivered diplomatic notes to the major powers
(England, Germany, Russia, France, Japan, and Italy) that
possessed spheres of influence in China. He demanded equal
and fair chances for all nations that wanted to compete in the
China market and asked the major powers for their commit-
ment to Chinese sovereignty and territorial integrity. These
notes established an “open door” as the international policy
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pursued by the United States toward China until 1949, and
they were important for U.S. relations with other imperial
powers in East Asia until World War II. When the
Communist Party of China (CPC) defeated the Nationalist
Chinese forces and took power in China’s mainland in 1949,
economic contact between mainland China (the People’s
Republic of China) and the United States was suspended, not
to be renewed until 1978.

After the fall of mainland China to communist forces
under Mao Zedong, the United States formally recognized
Taiwan as the legitimate government of China under Chiang
Kai-Shek, the leader of the Nationalist Chinese forces.
Although Richard Nixon visited the People’s Republic of
China in 1972 after the U.S. government initiated a policy of
détente toward communist countries, the United States con-
tinued to recognize Taiwan as the legitimate government of
China until 1979. In 1979 the United States transferred recog-
nition to the government of the People’s Republic of China.

Chinese-American economic relations developed rapidly
in the 1980s when the new CPC leadership under Deng
Xiaoping pursued pragmatic modernization for China and
initiated continuous economic reforms in the name of build-
ing “socialism” with Chinese characteristics. Through eco-
nomic decentralization and by opening up to foreign
investments, China has improved its productivity and its
people’s living standard and has made its national strength
more comprehensive.

Vital to China’s economic growth are exports to the
United States and American investment in Chinese technol-
ogy. Since 1980 the United States has become a foremost
market for Chinese exports, and China has generated increas-
ing trade surplus—more than $103 billion in 2002.
Meanwhile, American investment in China has been growing
rapidly. In 1997 alone, Americans had investments in 22,240
Chinese projects the total contractual value of which was
worth $35.17 billion. Despite the trend toward greater eco-
nomic intercourse with China, the United States has long
been protesting China’s unfair trade practices (high tariffs
and market closings to certain American industries) and
piracy of intellectual property rights (especially in U.S.
movies, computer software, and compact discs). Contention
on these issues led the United States to threaten tariff retalia-
tion against China in 1992. To avoid a trade war, the two
countries negotiated and signed the 1992 Intellectual
Property Protection Memorandum. In 1995, China promised
to lower certain tariff barriers and open markets to several
American products in exchange for American support of
China’s entry into the World Trade Organization (WTO). In
2000, the U.S. Congress voted to give China permanent most-
favored-nation status.

—Guogiang Zheng
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Civil Rights Act of 1968
Act that reinforced the end of racial segregation.

The Civil Rights Act of 1968 passed Congress on April 11,
1968, after a two-year struggle to include an open housing act
under the broad umbrella of civil rights. The assassination of
civil rights leader Martin Luther King on April 4, 1968, guar-
anteed the passage of this law and prompted members of
Congress to attach a provision to the act that made crossing
state lines for purposes of inciting disorder a federal crime.

This legislation prohibits housing discrimination in sales
and rentals based on race, color, national origin, or religion.
It also eliminated a major legal obstacle to racial equality and
concluded an important legislative epoch that began with the
U.S. Supreme Court decision in Brown v. Board of Education
(1954) that ended segregation in public schools.

—James T. Carroll
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Civil Rights Movement (1955-1968)
Attempts by the African American community to achieve
political and economic equality.

Although the Civil War ended with the freeing of all
Africans from the institution of slavery and the passage of
the Thirteenth and Fourteenth Amendments, which ended
slavery and defined citizenship, due process, and equal pro-
tection, blacks in the United States continued to experience
discrimination. Jim Crow laws in the South between the
1880s and 1960s, which enforced segregation, and the 1896
Supreme Court decision in Plessy v. Ferguson, which deter-
mined that blacks must have equal facilities even if they were
separate facilities, resulted in widespread discrimination
against black citizens. Not until after World War II and the
dismantling of the colonial empires of the world did the
United States begin the slow process of ending segregation.
In 1954, the Supreme Court heard arguments in the case of
Brown v. Board of Education, in which attorneys for the
plaintiffs argued that separate schools for black children
could not provide an education equal to that available to
white children. They based their arguments on a study con-
ducted among black and white children in which the chil-
dren invariably favored white dolls over black dolls because
they were “prettier” or “richer” or “better” The Supreme
Court accepted the argument and ordered that the states
desegregate the public schools. This decision was later
extended to higher education. Access to better educational
opportunities became a key economic tool for advancement
by African Americans.

Brown v. Board of Education provided an impetus to the
Civil Rights movement. On December 1, 1955, Rosa Parks, a
black seamstress, refused to give up her seat to a white pas-
senger on a public bus in Montgomery, Alabama. Parks, a
member of the National Association for the Advancement of
Colored People, was arrested. Blacks in Montgomery, led by a

charismatic young preacher named Martin Luther King Jr.,
initiated a boycott of the Montgomery bus system that lasted
for a year and ceased only after an edict was issued ending
segregation on public transportation. The boycott’s success
can be attributed to economic pressure placed on the munic-
ipality by loss of revenue, because blacks comprised the
largest percentage of fare-paying passengers.

Nonviolent civil disobedience became the hallmark of the
Civil Rights movement throughout the rest of the 1950s and
the first half of the 1960s. Students engaged in sit-ins at lunch
counters after being refused service based on the color of
their skin. The first of these occurred in 1960 when students
of the North Carolina Agricultural and Technical College
refused to leave a drugstore lunch counter or offer resistance
when white patrons spat at them, poured drinks and catsup
on them, and verbally harassed them. In the meantime, the
lunch counter lost revenue because the seats were occupied.

The Civil Rights movement gained national attention in
1963 when the Student Nonviolent Coordinating Committee
(SNCC) organized a campaign in Birmingham, Alabama.
Television cameras captured the events as police used dogs,
fire hoses, and clubs against nonviolent demonstrators, some
of whom were children. The violence in Birmingham led
President John F. Kennedy to push for legislation that would
ensure rights for black citizens. After Kennedy’s assassination,
President Lyndon B. Johnson secured passage of the Civil
Rights Act of 1964, which prohibited discrimination based
on race, sex, or creed, and the Voting Rights Act of 1965. After
Johnson’s Great Society speech in which he demanded an end
to poverty and injustice, many blacks believed that the federal
government would move quickly to improve their economic
plight. When new economic opportunities failed to material-
ize and both Martin Luther King and former Attorney
General Robert E Kennedy, a powerful supporter of civil
rights, were assassinated in 1968, several U.S. cities experi-
enced riots. After 1968, the Civil Rights movement became
more violent with the rise of groups like the Black Panthers,
who advocated a more militant approach.

During the 1970s, the Supreme Court once again became
involved in civil rights, ordering school busing of children as
a way of ending school segregation caused by “white flight,”
in which great numbers of white families left cities to move to
more expensive suburbs, leaving the urban core to poorer
black families. Over the past several decades, the national
Civil Rights movement has declined as more black Americans
have achieved new levels of economic, social, and political
acceptance.

—Cynthia Clark Northrup
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Civil Works Administration (CWA)
A federal depression-era program that put out-of-work
Americans to work on public projects.



President Franklin D. Roosevelt signed Executive Order
6420-B creating the Civil Works Administration (CWA) on
November 9, 1933. This entirely federal program was headed
by Harry L. Hopkins, a federal emergency relief administra-
tor who recruited people from relief and unemployment lists.
Keeping in mind people’s emotional and psychological well-
being, Hopkins created a system in which people worked on
public works projects throughout the nation rather than sim-
ply receiving a regular relief check. By early 1943, the CWA
employed 4.2 million people. Roosevelt would remember this
successful model in future relief projects. The program
became an extraordinary and immediate success. In the West,
CWA workers helped cope with a serious drought. With help
from Eleanor Roosevelt, the president’s wife, Hopkins also
focused on providing work for artists and actors, despite the
president’s doubts about the idea’s validity. For instance,
Hopkins sent opera singers on tour in the Ozark Mountains,
providing people in an economically disadvantaged region
with a cultural event they would otherwise never have expe-
rienced. Unemployed teachers also benefited from the CWA.
Overall, the CWA remains responsible for building 40,000
schools, 469 airports, and miles of streets and roads. The
most important result of the program, however, was the
morale boost it gave the nation.

Hopkins and Roosevelt tried to keep politics out of the
CWA, but it was hurt by rumors of political patronage and
illegal profits. During the harsh winter of 1933-1934,
Roosevelt wanted to end the program despite its success, wor-
ried about the political problems and enormous cost associ-
ated with the program and about creating a permanent poor
class dependent on welfare. Overall, the program infused the
economy with more than $1 billion dollars and played an
important part in helping the American people survive the
1933 winter. In 1939 the CWA became known as the Works
Progress Administration.

—Lisa A. Ennis
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Civilian Conservation Corps (CCC)

A depression-era program designed to provide employment
relief for young men and as an emergency conservation
measure.

On March 21, 1933, President Franklin D. Roosevelt asked
Congress to create the Civilian Conservation Corps (CCC).
One of the first and most successful of the New Deal pro-
grams, which were designed to initiate political, social, and
economic reforms, the CCC provided jobs for 17- to 24-year-
old single men whose families already received some sort of
relief. Eventually, some 2.5 million young men would serve in
the CCC. Organized and administered by the U.S. Army, the
CCC consisted of companies of 200 men. Each volunteer
received a monthly paycheck of $30, a portion of which they

Class 47

sent home. Much like army recruits, the CCC volunteers lived
in camps or barracks and received uniforms, meals, and med-
ical care. The agency stressed education, and many men
learned to read and write in CCC camps. When Congress
removed age and marital restrictions in 1935, participation in
the CCC increased markedly. The Corps was open to all
races, and many Native Americans and African Americans
volunteered. However, African Americans were segregated in
all-black camps.

One of the most expensive of the New Deal programs, the
CCC was also one of the most beneficial. CCC volunteers
restored national historic sites, built various facilities in
national parks, worked on dams and reservoirs, and helped
fight forest fires. The group receives credit for their reforesta-
tion efforts; nicknamed “Roosevelt’s Tree Army,” the CCC
planted more than two billion trees. Under the authority of
the Tennessee Valley Authority, the CCC also worked to pre-
vent topsoil erosion. As the economy improved, the CCC’s
numbers began to decline, and in 1942 Congress cut funding.

—Lisa A. Ennis
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Class
Collection of people with commensurate economic or social
standing.

The term class was known to the Romans, who categorized
people according to wealth. During the modern period,
which began in the eighteenth century, the term’s definition
was refined by Physiocrats, classical political economists, and
Marxists. In the writings of the Physiocratic School, particu-
larly in Fran¢ois Quesnay’s Tableau Oeconomique (1758), the
term was used to designate farmers (classe productive), land-
lords (classe distributive), and merchants (classe sterile).
Though familiar with the works of the Physiocrats, economic
theorist Adam Smith preferred to describe social relations in
terms of ranks and orders. Thereafter, David Ricardo’s
Principles of Political Economy (1817), written during the eco-
nomic, political, and social ferment of the Industrial
Revolution, demarcated the classes of capital and labor.
Finally, Karl Marx’s critique of classical political economy,
which reworked the categories of Smith and Ricardo, empha-
sized the irreducible conflict between the capitalist class (the
owners of the means of production) and the working class
(the sellers of labor power).

In Marx’s view, the existence of classes was linked inextri-
cably to “particular, historic phases in the development of pro-
duction.” Accordingly, Marx anticipated the intensification of
class struggle (and hence the progressive polarization of soci-
ety). In theory, this historical process would produce a social-
ist revolution followed by the consolidation of a provisional
workers’ state. However, the electoral success of socialist par-
ties (for example, the German Social Democratic Party)



48 Clay, Henry

dampened the revolutionary fervor of the working-class
movement. Consequently, Eduard Bernstein and other revi-
sionists came not only to advocate the parliamentary path to
socialism but also to elaborate a more nuanced conception of
class conflict. In essence, Bernstein argued that the rising stan-
dard of living of the working class and the growth of the mid-
dle class testified to the success of parliamentary socialism.
(Arguably, Bernstein’s vision was vindicated by the advent of
the welfare state—the historic compromise between capital
and labor—in the aftermath of World War I1.)

With the emergence of sociology as an academic discipline
early in the twentieth century, the concept of class received
further elaboration. Fittingly, the putative founders of sociol-
ogy, Emile Durkheim and Max Weber, engaged in an implicit
dialogue with Marxism. Durkheim—influenced by the posi-
tivism of Auguste Comte, who created the field of sociology,
and the utopian socialism of philosopher Claude Henri de
Rouvroy, Comte de Saint-Simon—isolated two forms of
social cohesion: mechanical solidarity (deriving from com-
mon beliefs, sentiments, rituals, and routines) and organic
solidarity (deriving from participation in the division of
labor). Influenced by neo-Kantianism, Weber introduced
three terms to designate social standing: class situation (i.e.,
economic or material prospects), status situation (i.e., honor
or prestige), and power (i.e., access to the legitimate use of
force). Thus, in effect, the contributions of Durkheim and
Weber compensated for the class reductionism inherent in
orthodox Marxism.

In the United States, the absence of a significant socialist
movement led sociologists to postulate “American excep-
tionalism.” Though indebted to Marx, C. Wright Mills re-
jected the idea of the working class as the motor of social
change. His intervention had a lasting influence on
American sociology.

—Mark Frezzo
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Clay, Henry (1777-1852)
American politician and diplomat who dominated U.S. poli-
tics during the antebellum period (the years preceding the
Civil War).

Henry Clay was born April 12, 1777. He was first elected to
Congress in 1806 as a senator from Kentucky, Henry Clay
represented the state for nearly 30 years, serving both as a

senator and a representative. Clay typified the ardent nation-
alist and, during his early career, advocated a staunch defense
of American territorial and trade rights against British inter-
ference. In 1812, as Speaker of the House, Clay joined other
“War Hawks” in supporting America’s declaration of war
against England. An economic nationalist, Clay supported an
active government intervention in the economy. He sup-
ported federal assistance for roads and canals, the Second
Bank of the United States, and a protective tariff in the belief
they could bring the American people “additional security to
their liberties and the Union.” This program, called the
American System, became a central feature of the Whig
Party’s political platform in the 1830s. It also furnished tar-
gets for American politicians, like Andrew Jackson, con-
cerned about the potentially intrusive and unconstitutional
role of the federal government.

Clay ran for the presidency on five separate occasions but
failed in each of his attempts. Although unsuccessful as a
presidential candidate, Clay proved a masterful and prescient
politician, particularly with regard to America’s future social
and economic development. A slaveholder, Clay regarded the
institution as a necessary but temporary evil, one to be ended
by gradual emancipation. He also advocated economic devel-
opment as a means of uniting the nation and reducing its
dependence on imports.

Clay’s leadership of the Whig Party in the 1830s and 1840s
remains a testament to his belief in economic expansion and
political union, concepts that he considered were threatened
by escalating sectionalism, in which different geographic
regions competed for political and economic dominance.
Clay regarded any potential dissolution of the union as “the
greatest of all calamities” and worked assiduously to defuse
several crises during the antebellum period. Instrumental in
crafting the Missouri Compromise of 1820 that temporarily
settled the issue of slavery in the Louisiana Territory, Clay also
played a key role in negotiating a compromise tariff bill in
1833 that ended the South Carolina nullification crisis, dur-
ing which South Carolina threatened to secede from the
Union because of its objection to a large increase in tariff
rates that discriminated against Southern agricultural states.
In 1850, Clay cobbled together a series of proposals to quell a
sectional crisis generated by the Mexican-American War—a
war that he opposed because he foresaw, correctly, its poten-
tial to increase tensions between the North and South. This
final effort, the Compromise of 1850, once again temporarily
reduced sectional tensions but ultimately failed to forestall a
civil war. Nonetheless, Clay’s history of success in crafting
political compromise amidst national crisis won him the
monikers “the Great Compromiser” and “the Great
Pacificator.” He died June 29, 1852.

—Robert Rook
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Clayton Anti-Trust Act (1914)
Act meant to reinforce the Sherman Anti-Trust Act of 1890.

In 1914, when Congress passed the Clayton Anti-Trust Act,
it completed the initial New Freedom legislative program of
President Woodrow Wilson, who had campaigned in 1912 on
a platform to renew competition in the economy by creating
more specific prohibitions against restraint of trade. Congress
passed the act partly as a response to revelations of the Pujo
committee in the House of Representatives, which docu-
mented how the financial empire of J. P. Morgan and John D.
Rockefeller sat atop a massive power structure of interlocking
directorates in control of companies worth one-tenth of the
national wealth. The Clayton Anti-Trust Act, drafted by con-
gressman and jurist Henry De Lamar Clayton, prohibited
interlocking directorates in industrial corporations capitalized
at $1 million or more and in banks with assets of more than
$5 million. In addition, it banned unfair trade practices, such
as pricing policies that created a monopoly. But legislators
exempted trade unions and agricultural organizations seeking
legitimate goals from the provisions of the act. Indeed, the act
limited the use of injunctions and restraining orders in labor
disputes, while also seeking to legalize boycotts, picketing, and
peaceful strikes. Decisions by federal courts soon rendered
these provisions of the act almost useless. By the time
Congress passed the Clayton Act, President Wilson had
appeared to lose interest in the measure and almost com-
pletely accepted Theodore Roosevelt’s New Nationalism idea
of a powerful trade commission to regulate business.

—Steven E. Siry
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Cleveland, Grover (1837-1908)

An American statesman, twenty-second (1885-1889) and
twenty-fourth (1893-1897) president of the United States,
first Democratic president after the social and economic tur-
moil of the Civil War and Reconstruction.

Born March 18, 1837, in Caldwell, New Jersey, Grover
Cleveland studied law in Buffalo, New York, and in 1859 com-
menced his law practice. He represented many clients includ-
ing Standard Oil; Merchants and Traders Bank; and Buffalo,
Rochester and Pittsburgh Railroad. He served as a mayor of
Buffalo (1881-1882) and governor of New York (1883—-1884).

During his first presidential administration, Cleveland
expanded federal involvement in economic and commercial
affairs. On February 4, 1887, Congress passed the Interstate
Commerce Act, and on March 22, 1887, the first Interstate
Commerce Commission received its appointments to
administer it. Although the act primarily regulated railway
transportation, it also served as the first major step in estab-
lishing federal control over business. In February 1889
Cleveland created the Department of Agriculture as an exec-
utive department. To strengthen the Treasury Department,
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Cleveland tried to reevaluate and limit expenditures for pen-
sions, particularly for Union army veterans. His numerous
vetoes on pension bills antagonized influential veteran inter-
est groups. This policy, as well as his unsuccessful fight to
lower protective tariff rates in 1887 and 1888, contributed to
his defeat to Benjamin Harrison in 1888.

During his second presidential term (1893—1897), Cleve-
land faced a severe nationwide economic and financial crisis
and the worst economic depression up to that time following
the panic of 1893. Viewing the economic and financial policy
of the Harrison administration as the major cause of lowering
governmental revenues and the dangerous depletion of the
U.S. Treasury, Cleveland in 1893 persuaded a special session of
Congress controlled by the Democrats to repeal the Sherman
Silver Purchase Act of 1890. The revision of the protectionist
McKinley Tariff of 1890, also initiated by the president, led to
bitter strife in the Senate. The compromise Wilson-Gorman
Tariff Act, which appeared in 1894, combined some adjust-
ments in the tariff rates with important concessions to pro-
tectionism. Cleveland denounced the final tariff bill while
allowing it to become law without his signature.

To keep the nation on the gold standard and strengthen
U.S. finances, Cleveland placed bank loans with the J. P.
Morgan syndicate and August Belmont Jr., the representative
for the Rothschild Bank in America in 1895. Although
Cleveland’s anticrisis measures brought about some relief to
the Treasury, at the same time they alienated western and
southern farmers and split the Democratic Party. Cleveland
also alienated labor by remaining reluctant to provide direct
governmental help to a growing number of unemployed. He
also took a hard line toward a series of labor protests when
public order or federal interests became endangered. In July
1894, federal troops dispatched by the president, despite
opposition from the governor of Illinois, put down riots in
the Chicago area that developed from the Pullman strike.

The Cleveland administration also believed that the
enlarged American foreign trade could provide a key to eco-
nomic revival for the nation, and he tried to expand U.S.
commerce in Latin America. In doing so, between 1893 and
1895, the U.S. clashed with European rivals in Brazil,
Nicaragua, Santo Domingo, and Venezuela. Grover Cleveland
died in Princeton, New Jersey, on June 24, 1908.

—Peter Rainow
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Clinton, William Jefferson (1946- )
Forty-second president of the United States, who came to
office as a “new Democrat” and ended up completing the
Reagan revolution in economic policy.
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William Jefferson Clinton was born August 19, 1946. He
graduated from Georgetown University and earned a law
degree from Yale University in 1973.In 1976 he became attor-
ney general for the state of Arkansas, and in 1978 he was
elected governor. He lost a reelection bid for the governorship
but later regained the office; he was Arkansas governor when
he ran for the U.S. presidency in 1992.

During his presidential campaign and immediately after
the election, Bill Clinton identified five failures of the eco-
nomic policies of the 12 previous years from 1981 to 1992:
(1) the anemic nature of the economic recovery from the
1990 recession; (2) stagnation in the standard of living for the
majority of the population since the early 1970s; (3) in-
creased income inequality and the shrinking of the middle
class; (4) the run-up of the national debt as a result of high
deficit spending, even in years of prosperity; and (5) the fail-
ure of the government to use borrowed funds productively
during the same period—more specifically, the neglect of
infrastructure and education. He promised to fix these prob-
lems and to deliver sweeping reforms in the delivery of health
care and in the welfare (Aid to Families with Dependent
Children, or AFDC) system.

Clinton focused on the following to address these issues:

1. To accelerate the recovery, he proposed a stimulus
package that would add $30 billion in spending
increases and tax cuts to the government budget
during the fiscal years of 1993 and 1994.

2. To raise income for the majority of the population, he
proposed to vigorously pursue a full employment
policy. He promised to promote education and
training to prepare low-income workers for good,
high-paying jobs.

3. To combat the worsening economic inequality, he
proposed raising taxes on high-income people and
expanding the earned income tax credit, which cut
taxes and increased transfer payments (a form of
wealth redistribution) to low-income workers.

4. Even while proposing the stimulus package, he made a
commitment to reducing the federal budget deficit by
combining tax increases and spending cuts that would
reduce the budget deficit over five years by $148
billion—still not enough to bring the budget into
balance.

5. Although focusing on deficit reduction, he promised
to redirect government expenditure to what he called
“investments”—infrastructure, training, aid to
education, and targeted tax cuts.

Faced with unanimous opposition from Senate Repub-
licans, who all signed a letter promising to filibuster the stim-
ulus package, Clinton quickly abandoned that part of his
program and devoted his entire attention in his first year to
getting a deficit reduction plan passed. He succeeded without
a vote to spare. This victory actually masked an important
change in American economic policymaking. The argument
that in 12 previous years the government had not provided
the solution but instead remained the problem and that

deficit reduction should only come from spending cuts
instead of tax increases obviously had an effect. This Demo-
cratic president, working with Democratic majorities in both
house of Congress, found himself shackled by the intellectual
baggage from the so-called Reagan revolution in economic
policymaking. Even tax increases that focused on very few
Americans, those who had experienced dramatic increases in
their incomes in the previous dozen years, barely won
approval from that Democratic majority. This experience set
the stage for Clinton’s failures in achieving a balanced budget
and surrender to budget cuts over the next three years.

In 1994, Clinton proposed a sweeping reform of the deliv-
ery of health care to all Americans. Rejecting the simple but
radical idea of a Canadian-style single-payer system of health
insurance, which would effectively eliminate the role of the
private insurance industry in the delivery of health care, the
administration opted for a system of universal coverage
through that same private insurance industry—a fatal mis-
take. Instead of frightening the insurance industry into sup-
porting a rather moderate health care reform proposal that
limited their incomes but left them with at least half a loaf,
the proposal emboldened them to opt for no change at all
because it posed no real threat to them. This reaction was
despite the fact that all scientifically conducted studies of the
attitudes of ordinary Americans indicated they remained
quite sympathetic to the specifics of the Canadian single-
payer plan, absent the pejorative socialist label that ideo-
logues and shills for the insurance industry hung on it. The
result was predictable. The complicated Clinton proposal
confused people so much that they fell prey to television
advertisements featuring an Everyman and his wife (“Harry
and Louise”) discussing the Clinton plan with worried looks
on their faces, exclaiming, “There’s got to be a better way!” It
never even came to a vote in Congress.

Welfare reform began for Clinton as a program to move
able-bodied welfare recipients into the labor force with a car-
rot and a stick. The carrot increased expenditures on educa-
tion, job training, and particularly child care. The stick placed
time limits on how long an individual could continue to col-
lect AFDC payments. The proposal never even came to a
Congressional hearing.

With memories of the tax increases of 1993 and the failure
to accomplish anything on health care reform in 1994 fresh
in their minds, voters decided by the 1994 midterm Repub-
lican Congressional and Senatorial campaigns (under the
banner “contract with America,” which set forth a Republican
agenda for dealing with a variety of issues) to “throw the ras-
cals out” The Democrats lost control of both houses of
Congress for the first time since 1954. The Republicans
immediately proposed a massive tax cut combined with even
bigger spending cuts (most of the actual dollars would come
from reductions in the Medicare budget), which—based on
the projection of 2 percent growth in gross domestic product
(GDP) per year for seven years—would lead to a balanced
budget by 2002. Republicans also passed a much more dra-
conian version of welfare reform. President Clinton vetoed
both bills. With no agreement on the budget for fiscal year
1996, government shutdowns in December 1995 and January



1996 occurred before public opinion forced the two sides to
compromise. Although all eyes focused on the supposed
“overreaching” of the Republicans, the Clinton administra-
tion accepted the goal of budget balance by 2002. In 1996
President Clinton also signed a slightly modified version of
the Personal Responsibility Act (the Republican version of
welfare reform) that he had previously vetoed. These two
actions, one in February and the other in June, ensured
Clinton’s reelection and guaranteed that virtually everything
he had promised in terms of reversing the 12 years of failure
against which he had campaigned would be forgotten. By
1996, the economy had started to grow much more quickly
than it had in Clinton’s first three years, and he did claim
responsibility for that rapid growth because he had created
what he called “fiscal discipline.” Certainly, there is strong
support for the view that holding down spending and raising
taxes pointed the economy toward a budgeted balance and
caused long-term interest rates to decline, which stimulated
investment. However, much of the investment that it spurred
remained purely financial investment in the stock market and
in start-up companies (the so-called “dot-coms”). The result
was what became known as “irrational exuberance,” which
fueled a stock market boom that raised price:earnings ratios
to historic highs. Although the stock market rose between
1996 and 2000 (it peaked in early 2000), consumption also
rose as a percentage of GDP. In 1999 and 2000, in fact, con-
sumption exceeded personal income. This stock market
boom produced a consumption boom that also produced a
windfall of increased revenues for the federal government,
resulting in a balanced budget in 1998 instead of 2002.

By the time Clinton left office, the economy appeared to
be in great shape, but income inequality had barely moderat-
ed. The federal government deficit had become a surplus, but
private borrowing both by individuals and businesses
increased faster than government borrowing decreased,
thereby reducing national savings. The stock market boom
that caused the dramatic increase in consumption pushed
price:earnings ratios to three times their previous historic
highs—a clearly unsustainable situation.

Some take issue with this rather negative judgment. For
them, the fact that poverty rates declined, that low-wage
Americans increased their incomes faster than the average
American, and that unemployment fell to a 30-year low with-
out accelerating inflation provides evidence of the correct-
ness of Clinton’s economic policies. Only time will tell
whether these were short-run phenomena built on the
unsustainable run-up in private debt and a giant stock mar-
ket bubble or whether something significant had changed in
the economy. Only with the hindsight of history will we
know what in Clinton’s policies contributed to these positive
trends or whether he was just lucky to occupy the White
House at the right time.

—Michael A. Meeropol
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Cohens v. Virginia (1821)
Case resulting in decision that Supreme Court may rule on
state court decisions.

Even though Virginia had banned all lotteries not
approved by its state legislature, Philip and Mendes Cohen of
Baltimore, Maryland, sold tickets in Norfolk for a lottery
approved by Congress to benefit the District of Columbia.
They were subsequently arrested and convicted under the
Virginia state law. Although the state courts ruled in favor of
Virginia, the Cohens took their case to the U.S. Supreme
Court in the hope that the Court would rule a national law
must always take precedence over a state law. They also
argued that the Court had the authority to rule on the con-
stitutionality of a state court decision under the Judiciary Act
of 1793. The state of Virginia countered that the Supreme
Court was precluded from hearing the case under the
Eleventh Amendment, which states that a federal court can-
not rule on suits brought against a state by citizens of another
state or by foreign nationals.

Issuing the Court’s decision in a 6-to-0 decision, Chief
Justice John Marshall used the case to make one of the
strongest statements of his career on the nature of the federal
union. Although he ruled against the Cohens on the grounds
that the lottery in question applied only to the District of
Columbia, he reminded Virginia and all other states that they
belonged to a union under the rule of the Constitution. “We
are one people,” wrote Justice Marshall, “in commerce, in war
and peace, and in so many other ways.” Marshall also stated
that all federal questions must ultimately be decided in the
federal courts. Even when a state court has ruled on the con-
stitutionality of a state law, the Supreme Court must have the
final word if the underlying issue is federal. The Eleventh
Amendment does not preclude the Supreme Court from rul-
ing in such cases.

—Mary Stockwell
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Coin’s Financial School (1894)
A 1894 tract in support of bimetalism that sold a million
copies.

In the post—Civil War period, the U.S. government used
both gold and silver as specie (coined money) until 1873
when only gold was accepted. This policy hurt farmers and
the poorer classes, who wanted silver used again because it
would expand the money supply and lower interest rates.
William H. Harvey’s Coin’s Financial School, published by the
author in June 1894, became the most effective and most
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widely read free-silver tract, laying the foundations for

William Jennings Bryan’s “cross of gold” speech and 1896

presidential campaign. The author wrote the book while

Jacob Coxey’s “army” of the unemployed marched in protest

on Washington, and he published it the same month the

Pullman strike began, at a time of economic depression and

falling prices. Coin’s Financial School advocated raising prices

by increasing the quantity of money and recommended
accomplishing this by coining silver as well as gold at a mint
ratio of 16 ounces of silver to 1 ounce of gold. The book con-
tains six public lectures on the money question given by the
fictitious Coin, a young financier wise beyond his years. In
addition to the lectures, the author interspersed dialogues in
which Coin bested advocates of the gold standard, including
businessmen Phillip Armour and Marshall Field, banker and
future Treasury Secretary Lyman Gage, Senator Shelby

Collum, and J. Laurence Laughlin, founder of the Economics

Department of the University of Chicago. Stung by being

made the butt of a fictitious character’s arguments, Laughlin

engaged Harvey in a genuine public debate in 1895 and wrote
one of many replies to Coin’s Financial School, none of which
sold nearly as well as the original. Laughlin and other econo-
mists denied that a higher price level would produce lasting
real benefits or that the government (especially the govern-
ment of one country acting unilaterally) could fix the relative
price of two metals without driving one out of circulation.
Harvey and his readers remained unimpressed by such
criticisms. The National Silver Party (the executive commit-
tee of which included Harvey) bought and distributed

125,000 copies of Coin’s Financial School during the Bryan

campaign of 1896. Gold discoveries in South Africa and the

Alaskan Klondike and the new cyanide process of extracting

gold from low-grade ores caused price levels to rise under the

gold standard after 1896, muting the agitation for free silver.

In 1900, the Virginia-born Harvey moved from Chicago to

Rogers, Arkansas, later founding the Ozark Trails Association

to mark and promote interstate highways. In his last years,

Harvey denounced Franklin Roosevelt’s silver purchase pol-

icy, designed to increase the price of silver by inflating the

currency, as too timid and therefore unable to achieve the
desired goal.
—Robert Dimand
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Cold War (1947-1991)
A global conflict between the United States and the Soviet
Union, the two superpowers that emerged from World War

I1, that for more than four decades had a central bearing on
the political, economic, and strategic nature of international
relations.

The cold war was a lengthy struggle from 1947 to 1991
between the United States and the Union of Soviet Socialist
Republics (USSR, or Soviet Union), two superpowers that
perceived a post—-World War Il international order differently.
Washington, with a vision for a U.S.-led liberal capitalist
structure for world peace and prosperity, resented the com-
munist totalitarianism that Moscow imposed on Eastern
Europe and feared growing Soviet ideological hostility
toward the capitalist West, as exemplified by the formation of
a Soviet-dominated Communist Information Bureau in
1947. Based on its Marxist-Leninist ideology, meanwhile,
Moscow resented the aggressive advance of capitalism in the
postwar world in areas such as the Middle East, Western
Europe, and Southeast Asia. The Soviet leadership believed
that the USSR’s survival as a socialist state relied on a solid
sphere of Eastern European communism under Soviet con-
trol. At the same time, the Soviet Union would do its utmost
to ensure its national security and compete for the upper
hand in a global struggle between the progressive forces of
communism and the reactionary forces of imperialism.

The Truman Doctrine emerged in March 1947 as Amer-
ica’s fundamental policy to contain Soviet expansion, occa-
sioned by the crisis of civil war in Greece between the
oppressive but pro-Western government in place and com-
munist guerrillas. The Marshall Plan ensued as one dimension
of containment; it entailed America’s all-out approach for
Western European economic recovery and unity. In response,
Moscow imposed its own communist command economy on
the Eastern European nations. Following the failed Berlin
blockade initiated by Moscow in late 1948, in which the Soviet
Union attacked to prevent Western democracies from having
access to West Berlin, the United States created the North
Atlantic Treaty Organization (NATO) in 1949 to rival Soviet
strategic strength in Europe. The United States initiated an
airlift to resupply West Berlin from June 1948 to May 1949,
when the Soviet Union ended the blockade.

The cold war spread to Asia with the rise to power of the
Chinese Communist Party in 1949 and was particularly man-
ifest in the Korean War (1950-1953), which was brought on
by the communist North Korean invasion of South Korea. To
stop the thrust of Soviet-backed communist aggression in
Asia, the United States enforced both its military commit-
ment and substantial economic assistance to the safety and
welfare of friendly pro-American governments like Taiwan,
South Korea, and Japan. Nourished by American economic
aid and protected under the American military umbrella,
Japan—a former enemy but now a front-line ally—began its
journey toward becoming a major world economic power.

For six years following the death in March 1953 of Soviet
leader Joseph Stalin, the United States and the Soviet Union
de-escalated their contentious relationship, replacing conflict
with peaceful coexistence and competition toward the capital-
ist West. Intending to confront each other without threatening
the survival of the world with nuclear war, Moscow and Wash-
ington worked through diplomatic channels, ultimately hold-



ing the Camp David talks in 1959 between President Dwight
D. Eisenhower and Soviet Premier Nikita Khruschev. These
talks resulted in a statement that renounced the use of force.
Meanwhile, though, the two superpowers covertly and overtly
intensified their struggle for influence in the Third World,
where the collapse of old colonial system left a vacuum.

The early 1960s brimmed with crises as the scope of U.S.-
Soviet rivalry extended. The threat to cut off access to West
Berlin (1960-1961) provoked Washington into a dangerous
face-off with the potential for open armed conflict. After the
Soviets launched the first Sputnik in 1957, the United States
strengthened its effort to blunt the advantage in outer space
technology that Moscow had allegedly gained. In 1962 as a
result of an intensified race for nuclear deterrence, the USSR
attempted to position nuclear weapons in Cuba, and the
resulting Cuban missile crisis brought the two countries to
the brink of a nuclear war. This crisis was eased through an
agreement whereby the USSR would remove missiles under
construction in Cuba and the United States would remove its
intermediate-range missiles located in Turkey.

After that crisis, to allay the danger of direct confrontation
and nuclear catastrophe, both governments felt it appropriate
to ease tensions via negotiations and to contest each other in
areas where neither had vital interests at stake. The United
States, for instance, turned to Vietnam, but U.S. involvement
in the Vietnam conflict (1954-1973) drained American
resources and undermined American prestige in world opin-
ion. The price of fighting in this peripheral region, coupled
with U.S. economic policies of the late 1960s and early 1970s,
largely triggered the lessening of the U.S. competitive lead in
the world economy, whereas Japan and Western Europe
assumed a growing edge.

The cold war eased during the 1970s when the United
States pursued the flexible policy of détente with the Soviet
Union and China. In the 1980s, the administration of Presi-
dent Ronald Reagan resolved to use America’s economic and
military strength (through Reagan’s Strategic Defense
Initiative [SDI]) as well as moral leadership in a renewed bid
to win the cold war. At the same time, reforms by the new
Soviet leader, Mikhail Gorbachev, failed to rejuvenate the
Soviet Union’s decadent political and economic system.
Although costly for the United States, the SDI drove the Soviet
Union into bankruptcy; the USSR could not afford to keep up
with the United States in the arms race while also waging a
costly war in Afghanistan. This situation quickened the Soviet
Union’s collapse and caused the downfall of Soviet domina-
tion in Eastern Europe. The breakup of the Soviet Union in
1991 finally concluded the cold war and left the United States
as the sole—but wounded—superpower in the world.

—Guogiang Zheng
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Colonial Administration

System by which England attempted to exert commercial and
fiscal control over its American colonies and eventually led to
the separation of the colonies from Britain.

The ideological foundation of the British imperial system
rested on mercantilism, which dictates that the state direct all
economic activity within its borders, subordinate private
profit to public good, and increase national wealth by
encouraging exports over imports. Mercantilism required
England to maintain continuous supervision and control
over all economic activities in the colonies. Although
England passed measures to control colonial trade, a consis-
tent policy developed slowly because of the distance between
England and America, British indifference toward the
colonies prior to the end of the French and Indian War in
1763, and the conflict between the Crown and Parliament
over political authority.

By the mid-seventeenth century, England began to create a
coherent system designed to increase government revenues
and to benefit certain special-interest groups in Britain.
Although altered over time, the Navigation Acts of 1660 and
1663 provided the foundations of this new system. They
required the carrying of colonial trade in English ships, the
direct shipment of a list of enumerated goods to England, and
the strict regulation of colonial imports. These and other acts
attempted to establish the control required by mercantilism.

Problems of enforcement plagued the imperial system.
Corruption, bribery, and colonial political structures hin-
dered the Crown’s ability to exert its authority. In the last half
of the seventeenth century, England attempted to address this
failing. In 1675, King Charles IT appointed a special commit-
tee of the Privy Council (the King’s advisory council) called
the Lords of Trade to assess and enforce colonial policies. The
committee recommended more stringent measures and, in
1686, under King James II, created the Dominion of New
England, an administrative division that stretched from
Massachusetts to New Jersey. As governor of the Dominion,
Sir Edmund Andros revoked colonial charters, dissolved
assemblies, and generated fervent opposition from the
colonists.

The Glorious Revolution of 1688, in which Parliament
replaced King James II with King William and Queen Mary,
overturned this policy, but Britain’s concern with enforcement
did not wane. In 1696, Parliament provided stricter enforce-
ment by requiring governors to take an oath to enforce the
Navigation Acts, establishing a custom service with increased
authority, and organizing admiralty courts to try violators.
Also in 1696, the Privy Council created the Lord
Commissioners of Trade and Plantations, or the Board of
Trade, to inform and advise the king on colonial matters. This
group played a crucial role in shaping policy for the rest of the
period. Although completely restructured, the system did not
greatly limit the economic opportunities open to colonists.

This system remained fundamentally unchanged until
after the French and Indian War (1756-1763). In 1763,
because of war-related increased national debt, Britain began
to view the colonies as a source of revenue. Over the next
decade, Parliament passed numerous acts to regulate trade
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and generate revenues. The tightening of the system after
midcentury clashed with the growing desire of colonists to
exert greater control over their own economic activity. This
clash exacerbated tensions that already existed in the system
and led to the separation of the American colonies from
England.

—Peter S. Genovese
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Commission Government
A form of municipal government that consolidates adminis-
trative and legislative power in a single body.

Commission government is an alternative to the tradi-
tional mayor-council form of municipal government and was
pioneered by Galveston, Texas, and Des Moines, Iowa. A
product of the municipal reform movements of the
Progressive Era in the late nineteenth century, commission
government remained modeled on the business corporation
and touted for its putative enhancement of economy, effi-
ciency, and expertise. Its essential feature involved the consol-
idation of administrative and legislative power in a single
body—the commission as a whole making ordinances and
each individual commissioner simultaneously managing a
specific department. Municipalities frequently adopted com-
mission government as part of a reform package that also
included the short ballot, at-large and nonpartisan elections,
the separation of local from state and national contests, civil
service, initiative, referendum, recall, and home rule.

The coupling of commission government with at-large,
nonpartisan elections separate from state and national con-
tests virtually guaranteed that the commissioners would be
businesspeople and professionals. Although early reformers
(e.g., the National Municipal League) contented themselves
with modifications to the mayor-council system, the hurri-
cane that devastated Galveston in 1901 provided the oppor-
tunity for more drastic restructuring of that city’s
government. Buoyed by the apparent success of that experi-
ment, municipal reformers in Des Moines adopted a slightly
modified version after a protracted and often bitter political
campaign. By 1917, nearly 500 cities had adopted some form
of commission government. However, adoptions remained
largely limited to small and medium-sized cities, many of
which eventually abandoned the experiment. Larger cities
generally stuck with the mayor-council system, while the
number of municipalities adopting the newer city manager
system rapidly outpaced those with commission govern-
ment. By 1976, only 215 cities, with a combined population
of about 5 million, still used the commission form, compared

with the council manager form, which prevailed in 2,441
cities, including 70 in the over—100,000 population class.
—John D. Buenker
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Committee on the Conduct of the War
(CCW)

Committee created in response to early Civil War military
disasters.

Early Civil War military disasters provoked Congress to
create the Joint Select Committee on the Conduct of the War
(CCW) in December 1861. Radical Republicans dominated
the CCW, membership of which consisted of Senators
Benjamin Wade, Zachariah Chandler, and Andrew Johnson
and Representatives George Julian, John Covode, and Daniel
Gooch. Moses Odell was the single Democrat on the com-
mittee. From 1861 until 1865, the CCW investigated the con-
duct of military operations, military contracts, alleged enemy
atrocities, treatment of prisoners, confiscation of enemy
property, and government corruption. It agitated relentlessly
for a more energetic prosecution of the war, for emancipa-
tion, and for the use of black troops.

The initial CCW investigations of the Battles of Bull Run
and Ball’s Bluff showed that the Republicans intended to use
the CCW for partisan purposes. The CCW excoriated concil-
iatory Union officers—like Generals Robert Patterson and
Charles Stone—who considered that respecting Southern
property and the institution of slavery would convince
Southerners to reenter the Union. The CCW severely criti-
cized West Point graduates, many of whom were conservative
Democrats. The CCW successfully lobbied on behalf of
General John C. Fremont, who favored freeing slaves and
confiscating Southern property. Fremont had been relieved
for corruption and incompetence, but after the outcry from
the CCW, President Abraham Lincoln appointed him to a
minor post.

In 1862, the CCW focused its wrath on General George
McClellan, commander of the army of the Potomac, whose
conciliatory views infuriated the committee. McClellan
devoted considerable time to organizing, training, and sup-
plying the army, and CCW criticism of his “inaction”—
which was interpreted as cowardice or disloyalty—reflected
vast ignorance of the difficulties of this process. McClellan’s
cautious prosecution of the Peninsula campaign against
Richmond that led to the Battle of Seven Pines and the cam-
paign’s ultimate failure prompted Lincoln to remove
McClellan from command. The CCW sought to blame the
failures of his successors on subordinate commanders who
remained loyal to McClellan.



In 1864 and 1865, the CCW attempted to boost Northern
morale by publicizing radical views that focused on Southern
battlefield atrocities and mistreatment of prisoners. The
CCW continued to agitate on behalf of military leaders such
as Benjamin Butler, who endorsed these radical views, and
attacked those who favored a “soft peace” with the South.

CCW investigations exposed cases of venality, misman-
agement, and war crimes. However, CCW ideological bias,
reflected in attacks on Democratic generals and support for
incompetent Republican generals like Fremont and Butler,
promoted discord and undermined the Union war effort.

—James D. Perry
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Commonwealth v. Hunt (March 1842)
Supreme Court decision declaring that labor unions are
legal.

The first labor unions in the United States were organized
in the early national period (1800-1830) among skilled
workers in trades such as shoemaking, weaving, and printing.
These unions worked to keep wages high in the face of grow-
ing industries that relied on cheap labor. Employers reacted
to the rise of labor unions by arguing in the courts that these
organizations were conspiracies and therefore illegal.
Following precedents set in English common law, lawyers
hired by employers defined a conspiracy as a combination of
two or more persons who banded together to harm society.
Influenced by Adam Smith’s The Wealth of Nations, they rea-
soned that unions hurt society by demanding higher wages,
which in turn raised the price of goods, slowed demand, and
eventually brought unemployment.

The first conspiracy case was brought against the shoe-
makers of Philadelphia in 1806. The prosecutor argued that
while one man could set the price of his own labor, a group
of men could not do the same without harming society. Men
grouped together in unions hurt society in two ways. First,
unions drove up the price of goods by demanding higher
wages. Second, union members intimidated workers who
refused to join. The prosecutor also argued that unions
should be outlawed in the United States because they were
illegal under English common law. Lawyers for the
Philadelphia shoemakers countered that no evidence had
been provided to prove that unions harmed society. Instead,
a case could be made that unions actually helped society by
raising wages and so improving the lives of workers. They
also argued that English common law no longer applied to
the United States. The jury, comprising mainly merchants
and shopkeepers, agreed with the prosecution and ruled that
the union was illegal.
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The precedent set in Philadelphia in 1806 was followed in
other eastern cities including Baltimore and New York during
the next 30 years. Juries handed down numerous decisions
finding unions to be illegal conspiracies. However, unions
continued to grow and even won the support of Andrew
Jackson and the rising Democratic Party. By the late 1830s,
many Americans openly sympathized with the plight of the
unions. Workers even had enough public support to organize
mass demonstrations in New York and Washington against
judges who had condemned labor unions. The nation’s
changing political climate came into play when members of
the Boston Journeymen Bootmakers Society went on trial for
conspiracy in 1842. The bootmakers had walked off the job
when a shop employed nonunion members. Found guilty of
conspiracy, the bootmakers appealed to the Supreme Judicial
Court of Massachusetts and then to the U.S. Supreme Court.

After hearing many of the same arguments that had been
debated for more than 30 years, Chief Justice Lemuel Shaw
handed down the most important ruling in American labor
history to date in Commonwealth v. Hunt. He argued that the
case posed two questions: First, were unions illegal? Second,
were the actions of this union illegal? Shaw answered that
although an organization of workers might exist for “perni-
cious” reasons, it might also exist for “highly meritorious and
public-spirited” ones. Although a union’s battle to raise wages
might harm some, its true purpose was to improve the lives of
the workers and so improve society. He further explained that
even if an individual union member committed illegal acts,
the union could not be blamed. The individual must be pros-
ecuted, and not the union. Although Shaw’s ruling in Com-
monwealth v. Hunt served as a precedent for unions to organize
and collectively bargain, American workers did not fully win
these rights until the passage of the Wagner Act in 1935.

—Mary Stockwell
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Communism

Political ideology developed by V. I. Lenin and installed in
Russia after the Revolution of November 1917 in which labor
is organized for the advantage of the worker and there is col-
lective ownership of property. Opposition to communism
throughout the world shaped the direction of the U.S. econ-
omy from 1950 to 1990.

The United States in 1917 appropriated troops and
weapons to assist the White Army in overthrowing the usurp-
ing Bolshevik power in Russia. However, the United States
would not become preoccupied with communism until after
World War II, which left the world in an economic vacuum.
Great Britain, which in the past had assumed the role of the
economic giant that both assisted and profited from the rest
of the world, found itself unable to remain in that position.
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Two nations with separate political ideologies emerged: the
Union of Soviet Socialist Republics (USSR) and the United
States. If the United States was to ensure that it would assume
the role of economic superpower, it would need to support
reconstruction of the nations that World War II decimated
and would need to install a free market economy in these
nations.

The USSR began making great strides in expanding com-
munism to the rest of Europe after World War II through
active political participation and organization in countries
devastated by war. Realizing that the United States lagged
behind in its efforts to combat the spread of communism,
President Harry S Truman proclaimed the Truman Doctrine
in 1947 that gave economic and military aid to any nation of
free people threatened by a foreign power. The United States
appropriated $400 million for Greece and Turkey, two coun-
tries struggling against communists within their respective
borders. The Truman Doctrine led to the Marshall Plan
(1948), also known as the Economic Cooperation Act. Under
this act, countries devastated by World War II qualified for
funds from the United States after they had met and coordi-
nated expenditures to achieve recovery through a free market
system. Congress appropriated $34 billion for the Marshall
Plan.

European countries responded favorably to the Marshall
Plan, and their positive response prompted other U.S. eco-
nomic aid programs for Europe and Asia. These were estab-
lished under the Foreign Assistance Act (FAA) in April 1948,
which supplemented the Marshall Plan. The FAA appropri-
ated $5.3 billion for the first year of recovery, of which China
received $338 million. The Columbo Plan of 1950, an inter-
national and British legislative effort, provided military and
economic relief specifically for Asia and Southeast Asia; the
plan appropriated $203 million in economic aid. The United
States during this time continued to promote free trade,
which would benefit the United States, while attempting to
stifle the USSR and its communist aims.

The United States also set up military protection for the
states under the Marshall Plan. Congress appropriated $1.34
billion for the Mutual Defense Assistance Act (MDAA) in
1949, which supplied the countries with weapons, training,
and other military needs. Along with MDAA, the United
States asked the countries that received monetary assistance
to join the North Atlantic Treaty Organization (NATO),
which was formed in 1949. NATO kept the free market
nations under the sphere of influence of the United States.
Therefore, NATO protected the U.S. economic investment
while assuring the economic growth of its economy.

The U.S. economy, after these acts, appropriated funds to
fight communism in the Chinese Civil War (1947-1949), the
Korean War (1950-1953), and the Vietnam conflict (1954—
1973). Congress approved President John E Kennedy’s
request for funds to close the missile gap, a perceived dispar-
ity in missile technology that developed after the launching
by the USSR of Sputnik. This spending sparked a strategic
arms race that, even through President Richard Nixon’s
détente, or thawing of relations, continued with fervor until
Soviet communism collapsed in 1989 after Soviet Premier

Mikhail Gorbachev initiated a policy of openness and eco-
nomic restructuring.
—Shannon Daniel O’Bryan
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Community Action Programs

A policy initiative in the mid-1960s that sought to empower
the poor by granting them a major stake in the implementa-
tion of antipoverty measures.

The concept of using community-based initiatives to
address social problems traces its origins to the Progressive
Era in the late nineteenth century, but community action
remained untested until the early 1960s. Drawing on the find-
ings of Columbia University scholars Lloyd Ohlin and
Richard Cloward, who developed the Mobilization for Youth
test program for the slums of New York City, the administra-
tion of President John E Kennedy employed community
action in a program begun in 1962 aimed at reducing juvenile
delinquency. David Hackett, an aide to Attorney General
Robert E Kennedy in the Justice Department who partici-
pated in the Kennedy administration’s Committee on Juvenile
Delinquency and Youth Crime, championed the concept.

In the administration of President Lyndon B. Johnson, the
national War on Poverty incorporated many principles of
community action. The keystone of the Community Action
Program included within the Economic Opportunity Act
(EOA) of 1964 (one piece of the legislation that became
known as the War on Poverty) was the stipulation that the
poor be afforded “maximum feasible participation” in the
design, implementation, and administration of community-
based antipoverty programs. The ramifications of commu-
nity action included within the EOA legislation remained
unclear to many who initially supported its passage. Within
short order, however, the “maximum feasible participation”
provisions aroused the ire of local leaders who had expected
to use War on Poverty funds to reward political allies. These
seasoned politicians especially distrusted the notion of grant-
ing political power to the dispossessed, which included many
racial and ethnic minorities many of whom pledged to over-
throw established political institutions dominated by white
men.

Due largely to the political threat posed to individuals who
would have normally championed antipoverty measures, a
firestorm of controversy erupted around community action
in its many forms, tarnishing the historical record of the War
on Poverty, as well as the image of R. Sargent Shriver, the for-
mer Peace Corps director named head of the Office of
Economic Opportunity in 1964 who had achieved a success-
ful record in his former position.



Although the War on Poverty ultimately failed to achieve
the lofty goals suggested by Lyndon Johnson’s rhetoric, the
Community Action Program spawned the creation of nearly
2,000 Community Action Agencies in cities and towns across
the United States. More than 1,000 of these remain active in
the twenty-first century, promoting antipoverty measures
and acting as advocates for the poor.

—Christopher A. Preble
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Company Towns

Company-owned settlements (built around company-owned
industries) that became embroiled in labor disputes during
an era of rapid unionization in response to employer domi-
nation over workers.

Company towns, owned by and built near industries, were
a phenomenon of the Industrial Revolution and grew up
along with industries burgeoning in the late nineteenth and
early twentieth centuries. Company towns existed widely in
the textile mills of the Southeast, the coal mines of the
Appalachians, western oilfields, steel mills, and lumberyards.
Located in far-flung places, the companies needed to estab-
lish permanent settlements to accommodate a daily work-
force. To promote good worker relations, companies leased
housing to workers and their families and sometimes pro-
vided stores, schools, groceries, doctors, and churches.
Company bosses often adopted paternalistic attitudes toward
their workers, who inevitably became quite dependent on the
company.

Working and living conditions in company towns,
although not squalid, were often extremely difficult and
unsafe. Workers could do little about their lot, however,
because the boss directly controlled leases and employment.
During the 1920s, as workers tried to form unions within
companies, company towns became hot spots for labor dis-
putes. In some cases, as in the towns of the Borderland Coal
Company, bosses resorted to evictions and violence to sub-
vert unionization, as well as layoffs. The National Labor
Relations Act of 1935 legally ended such abuses by outlawing
yellow-dog contracts (in which employers required workers
to sign a pledge that they were not, nor would they become,
a union member) and establishing the National Labor
Relations Board to hear workers’ complaints against owners
and to end antiunion practices. Company towns began to
give way in the 1950s because of industry depression, in-
creases in worker mobility, and ultimately the mechanization
of manufacturing processes.

—John Grady Powell
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Computer

An electronic programmable device that can store, process,
and retrieve data and that has its roots principally in devices
produced during World War II.

Although the computer has antecedents in the business
machines of the nineteenth and early twentieth century, the
electronic computer’s origins date to World War II. Several
machines were simultaneously produced during that war,
intended for such military tasks as calculating ballistics tables;
the computational work of the Manhattan Project, which
resulted in the atomic bomb; and code breaking. The United
States, Great Britain, Germany, and the Soviet Union created
computers. J. Presper Eckert and John Mauchly designed the
most important of these—the electronic numerical integra-
tor and computer, or ENIAC (1946)—at the University of
Pennsylvania. Like other machines of the era, ENIAC was a
behemoth, filling a large room and requiring immense elec-
trical power. It required several operators to program it. John
von Neumann became inspired by this machine to invent a
new conception of the computer, allowing the program to be
stored in the computer’s memory along with the data. Von
Neuman’s “architecture,” as this arrangement is called, per-
sists to the present day.

After the war, Eckert and Mauchly formed UNIVAC, a pri-
vate company, to produce computers for commercial use.
The federal government’s Census Bureau became their first
customer. The business difficulties of producing a computer
with limited time and financial resources proved more com-
plicated than Eckert and Mauchly anticipated, and in 1951
they sold their company to Remington Rand.

A competing business machine company’s interest in
computing, plus the Korean War, drove Tom Watson Sr., the
president of International Business Machines (IBM), to
invest in computer design and production in the 1950s. In
1953, IBM introduced the 701 Defense Calculator, IBM’s first
commercially available scientific computer. IBM also an-
nounced it would produce a smaller computer for account-
ing applications, the 650. The 650 became the best-selling
computer of the 1950s; nearly 2,000 were sold. In 1957, IBM
introduced the FORTRAN programming language, which
allowed programmers to write their instructions in a code
similar to English or algebra. Although not the only pro-
gramming language of the 1950s by any means, FORTRAN
dominated scientific computing and helped lead IBM to a
dominant position in the computer industry.

The first computers relied on electronic tubes. In the 1950s,
small transistors replaced the tubes and made computers not
only considerably smaller but also more reliable and cheaper.
In the 1960s, companies like Fairchild and Intel pioneered the
design of integrated circuits, in which hundreds of transistors
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are etched onto a single silicon chip. In 1971 Intel announced
with its 4004 microprocessor the production of the first com-
puter on a chip. With these developments, computers became
cheap enough to use in dedicated industrial applications,
beginning with electronic systems for spacecraft and aircraft
navigation and guidance, spreading to automobiles and
industrial machinery in the 1970s, and then moving to home
appliances in the 1980s.

In 1975, the Altair 8800 appeared as the first
microprocessor-based computer. At less than $400, this unit
became the first computer cheap enough for individuals,
although the user actually purchased a kit from which to
build the machine. Although the Altair remained extremely
limited in its functions, it developed into the personal com-
puter (PC). Within two years, several companies were com-
peting for the new PC market—the best-known being Tandy,
Commodore, and Apple Computer.

By 1980 these upstart companies threatened the business
market of established companies, particularly IBM. If IBM
was to enter and successfully compete in the rapidly changing
PC market, its bureaucracy had to change. To compete with
Apple and other small computer manufacturers, IBM needed
to speed production of new designs, outsource components,
and use retail outlets instead of its own sales force. IBM
launched the sale of its PC in summer 1981. The product
used the Intel 8088 microprocessor, which operates on a cen-
tral processing unit (CPU) contained on one integrated cir-
cuit and came packaged with an operating system and BASIC
compiler from Microsoft, a leading software manufacturer.
The consumer also received software programs that run
applications for a spreadsheet, word processing, and a game.
IBM’s entry into the PC market proved so successful that it
quadrupled production almost immediately. Some competi-
tors, like Compag, took advantage of the hot market and pro-
duced “clones” of the IBM PC, which used the same Intel
microprocessor and ran the same Microsoft software.

The key developments of the 1980s were in software, not
the machines (hardware) themselves. In 1981 the market for
PC software was $140 million; by 1985 it topped $1.6 billion.
The software industry developed on different business mod-
els than did the hardware industry, depending more on the
marketing than on manufacturing—analogous to entertain-
ment, not machines. Microsoft remains the great success
story of the 1980s software boom. Because manufacturers
packaged its operating system with every IBM PC and every
clone, Microsoft constituted the link between hardware and
software. MS-DOS (Microsoft disk operating system) acted
as Microsoft’s revenue engine, creating $10 million in rev-
enue within just two years. With MS-DOS as a guaranteed
revenue source, Microsoft’s software failures simply faded
into the background.

Two machines launched in the early 1980s offered different
kinds of operating systems, systems that provided users with
more than a blinking cursor ready to accept formal com-
mands. The Xerox Star and Apple Macintosh introduced
graphical user interfaces, or GUIs, to the PC market. Neither
became especially successful—the Macintosh was slightly
more successful—but they generated a series of projects in

other companies to create a GUI operating system for the
dominant IBM PC. Although several companies made such
operating systems, Microsoft held a distinct advantage
because of its existing contractual connection to IBM. In 1985
Microsoft launched Windows, a GUI-based operating system
for the PC. A second version, Windows 2.0, appeared in 1987.
But the hardware of the PC was not yet powerful or fast
enough to make the early Windows operating system practi-
cal. That limitation did not stop Apple from filing a copyright
infringement suit against Microsoft in 1988 for copying the
appearance of the Macintosh interface. Still, Microsoft grew
rapidly with the continued success of MS-DOS, new spread-
sheet and word processing programs, and new versions of
Windows capitalizing on the growing power and speed of new
hardware. Later in 1988 Apple dropped its suit.

In 1990, Microsoft’s legal problems escalated when the
Federal Trade Commission announced it would investigate
Microsoft on the grounds of antitrust violations. Although
the Justice Department reached an agreement with Microsoft
in 1994 requiring Microsoft to change some of its business
practices, Microsoft has continued to be vulnerable to
antitrust suits and investigations from governments (includ-
ing the European Union) and competitors.

Since the use of PCs has become widespread, more than
21 million workers complete their office work at home,
although most are not paid for this additional time. Also,
many workers employed by businesses now telecommute—
that is, they work mainly from home. In 2003, 4.1 million
self-employed workers used computers in their home-based
businesses, and 1.8 million people work at a second job from
home using their computers. Scheduling flexibility and the
reduction in travel time and cost have helped to increase the
work-related use of computers outside the workplace.
Overall, computers have not replaced people in the work-
place but have increased the functions that people perform.

—Ann Johnson
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Confiscation Acts (1861-1864)

Several acts passed during the Civil War that dealt with the
confiscation of property (August 6, 1861; July 17, 1862;
March 12, 1863; July 2, 1864).

Before the Civil War began, the North and the South had
already split over the issue of slavery. Many Northerners
opposed the Federal Fugitive Slave Act, which transferred
trials involving supposed runaway slaves from state to feder-
al courts. They actively promoted personal liberty laws,
which made it difficult for supposed runaway slaves to be
returned to the South, and the Underground Railroad, a net-



work of sympathizers that helped runaway slaves escape.
After the Southern states (Confederates) seceded from the
Union in 1860 and 1861, Northerners, who now dominated
Congress, seized the opportunity to pass a series of confisca-
tion acts. On August 6, 1861, Congress authorized the
seizure of Confederate property and declared that any slaves
who fought with or otherwise assisted the Confederate army
would be declared free. Because Union forces had not yet
won a major victory, and fearing the secession of border
states that still had slavery, President Abraham Lincoln
opposed the first confiscation act and urged a program of
gradual emancipation of the slaves instead. The following
year, Congress passed a second confiscation act. On July 17,
1862, Congress declared that all slaves of military or civilian
Confederate officials were free forever, but the act was only
enforced in areas controlled by Union forces. Once again,
Lincoln opposed the measure on the grounds of possible
secession by the border states. By January 1, 1963, Lincoln
finally issued the Emancipation Proclamation, which freed
all slaves who lived in areas that were in open rebellion
against the Union. Two more confiscation acts—one on
March 12, 1863, and one on July 2, 1864—combined with
the Emancipation Proclamation resulted in freedom for
slaves who had been worth $2 billion to the economy of the
South.
—Cynthia Clark Northrup
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Congress
Every piece of legislation passed by the U.S. Congress—the
supreme legislative body of the federal government, made up
of the House of Representatives and the Senate—produces
economic consequences.

The framers of the U.S. Constitution included in it Article
I, Section 8, which grants Congress power to tax, grant copy-
rights, and regulate interstate and foreign commerce—that is,
the power of the “purse.” Traditionally, certain congressional
committees have been particularly attuned to economic pol-
icy, most notably the prestigious Ways and Means Committee
of the U.S. House of Representatives, which can trace its lin-
eage to the late eighteenth century, and the Senate Finance
Committee, formed as a standing committee in 1861 and is
considered the most prestigious and powerful committee in
the U.S. Senate. The Constitution requires that all money bills
originate in the U.S. House of Representatives, and so the
Ways and Means Committee, which determines which bills
will be sent to the full House for a vote, typically acts before
the Senate Finance Committee. Interest groups, or lobbyists
(those representing business associations are generally the
best financed and most influential), observe what has been
produced and then lobby the Senate Finance Committee
accordingly. At this writing, Democratic Senator Max Baucus
of Montana chairs the Senate Finance Committee.
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The state of Louisiana, which beginning in the twentieth
century became dependent on oil and natural gas for much
of its economic strength, has for decades maintained a seat
on the Senate Finance Committee—a fine perch from which
to look after the oil depletion allowance, which allows a 15
percent deduction for fossil fuels. Louisiana Democrat
Russell Long (son of Louisiana Governor Huey Long, who
formed the Win or Lose Oil Company, which reputedly never
lost) chaired the committee for many years. During his last
six-year term (1981 to 1987), when the Republicans con-
trolled the U.S. Senate, Long served as ranking minority
member on the committee. His direct successor, Democrat
John Breaux of Louisiana, serves on the committee at this
writing. Recent Republican chairs of the Senate Finance
Committee have included Bill Roth of Delaware (best
remembered for lending his name to the Roth Individual
Retirement Account, which allows investments to be tax-free
at retirement), who lost his bid for reelection in 2000, and
Republican Charles Grassley of Iowa, who served four
months in 2001 before turning the reins of the committee
over to Baucus. Presidential candidates who have served on
the committee include Democrat Bill Bradley of New Jersey
and Republican Bob Dole of Kansas.

An issue that dominated Congress in the last two decades
of the twentieth century but that has disappeared in the
twenty-first century is passage of a constitutional amend-
ment requiring a balanced budget. Ironically (because the
president did not push a balanced budget), two members of
the administration of President Ronald Reagan—Director of
the Office of Management and Budget David A. Stockman,
himself a former Michigan representative, and U.S. Secretary
of the Treasury Donald T. Regan, who presided over massive
peacetime increases in the national deficit—testified in favor
of such an amendment in 1982. Adoption of the proposed
amendment became part of the Republican Party’s “Contract
with America” in 1994, an agenda that dealt with various
issues and was credited with helping the Republicans take
control of the U.S. House of Representatives for the first time
in 40 years. In 1997, a balanced budget amendment missed
being sent to the states by a one-vote margin when Demo-
cratic U.S. Senator Robert Torricelli of New Jersey switched
his position from one he had held in an earlier Congress.

Since the formation of the federal government under the
U.S. Constitution, Congress has addressed a multitude of
economic issues. Until the 1930s it handled trade issues
exclusively; since then, the executive branch has assumed
more responsibility for negotiating trade agreements. During
the nineteenth century, Congress supported western migra-
tion by providing inexpensive or free land for Americans,
land grants for agricultural colleges, and financing and land
for railroad companies. Congress has continued to support
business, because most congressional representatives believe
that a strong economy must be protected to ensure the eco-
nomic well-being of the country. By the mid-1900s, Congress
finally began addressing social issues, resulting in dramatic
economic consequences. The Social Security Act guarantees
financial protection for the elderly; Aid to Dependent
Children (later known as Aid to Families with Dependent
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Children) protects single mothers and children; the Civil
Rights Act and affirmative action safeguard minority groups
against discrimination in hiring or admission to universities;
and the Americans with Disabilities Act ensures that individ-
uals with physical or mental disabilities can enjoy basic
human rights including the right to work if they are able.
Congress has also stimulated the economy through acts that
promote transportation and protect labor. Most recently,
Congress has engaged in the North American Free Trade
Agreement, the World Trade Organization, and the World
Intellectual Property Organization in an effort to encourage
trade and protect property rights. Congress continues to
struggle with health care and environmental issues, both of
which affect American society economically.
—Henry B. Sirgo
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Conservation

Policy of using natural resources judiciously to ensure per-
petual sustainability of the commodities and services on
which humans depend.

Conservation involves both restrictions on demand for
resources and efforts to replenish supply whenever possible.
As such, it necessitates management based on sound ecolog-
ical and economic principles, emphasizing the role of
processes and interconnections. Touching on every variety of
threatened natural resource, conservation often requires con-
sideration of entire habitats or ecosystems. It mandates effi-
ciency and cost-effectiveness and requires constant data
collection and monitoring.

The policy of conservation emerged during the Pro-
gressive Era in the late nineteenth century, when industrial
growth strained supplies of valuable raw materials such as
minerals and timber. The western frontier, once assumed
limitless, appeared almost depleted, prompting a reform
movement culminating in the administration of President
Theodore Roosevelt, conservation’s earliest champion. Out of
this era emerged the National Park Service and the U.S.
Forest Service—the former created to ensure protection of
sites historically and ecologically significant and the latter
meant to ensure reforestation and a continual supply of lum-
ber. Irrigation and other reclamation efforts sought to use
water wisely. During the administration of President
Franklin D. Roosevelt, as the dust bowl ravished much of the
Great Plains, soil conservation became a national priority.

The need to conserve natural resources is extensive today,
and a wide array of federal, state, and local agencies imple-
ment conservation initiatives. These agencies range from the

Fish and Wildlife Service, charged with protecting threatened
species in a system of wildlife refuges, to the National Oceanic
and Atmospheric Administration, charged with managing
ocean resources. The Bureau of Land Management controls
almost one-third of America’s land, constantly balancing the
needs of ranchers, miners, and others seeking to utilize its
extensive holdings. Several private industries also practice
conservation, either for their own economic self-interest or
because of legal requirements dictated by agencies such as the
Environmental Protection Agency. Conservation legislation
at all levels of government influences the lives of millions,
regulating every activity from hunting to the use of electric-
ity. Laws designed to stimulate recycling of plastics, paper,
and tin, for example, have created new industries. As eco-
nomic growth continues to deplete finite energy resources,
conservation will grow in importance as a national priority.

Balancing the needs of conflicting interests, conservation

has often provoked debate. This conflict has pertained not
only to questions of utility—who, when, and how the
resource in question should be used—but more basic issues
such as whether the resource should be used at all. Finding
value in undisturbed nature, preservationists often challenge
conservationists. Today many federal agencies operate under
“multiple-use” mandates, attempts to define clearly and bal-
ance priorities, facilitating conservation and, it is hoped,
diminishing conflict.

—Brooks Flippen
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Constitution (1788)

The document that serves as the basis for the American polit-
ical system while clearly delegating most economic policy
decisions to the congressional branch.

A convention created the Constitution in 1787 (ratified by
the required number of states in 1788) to alleviate the prob-
lems caused by the American Revolution and to resolve the
inadequacies of the Articles of Confederation, under which
the fledgling country had been governed. Although some
have argued that the founding fathers drafted the
Constitution as an economic document designed to protect
minority interests, most see it as a republican document that
allowed for the rise of democracy. The first mention of the
federal government’s economic power occurs in Article 1,



Section 2, in the “3/5ths Compromise.” This compromise
allowed direct taxation apportioned to the states in relation
to population, with a slave counting as 3/5ths of a person.
Section 7 mandates that all bills concerning revenue taxes
must begin in the House of Representatives and receive
approval by the Senate. Section 8 and 9 define the federal
government’s economic power. Section 8 grants Congress the
power to create and collect a variety of taxes, duties, and
excises equally spread throughout the Union. Congress also
receives the power to borrow money, create trade agreements
with foreign nations, develop universal bankruptcy rules,
mint coins, regulate the value of America’s currency, stan-
dardize weights and measures, punish those who counterfeit
currency, allow people to patent their inventions, and punish
piracy. Section 9 further defines Congress’s ability to tax
while limiting its ability to withdraw money from the
Treasury unless allowed by law. This section requires the fed-
eral government to keep and publish records concerning its
spending of public money.

One of the most debated aspects of Section 9, at its cre-
ation, involved the slave trade. Here the Constitution prohib-
ited the federal government from stopping the importation
of slaves until 1808 and allowed Congress to tax each im-
ported slave in an amount not to exceed $10. The last section
of Article 1, Section 10, defines how these federal economic
powers will relate to economic powers possessed by each
individual state. This section clearly asserts that federal eco-
nomic policy remains superior to state economic policy.
Article 6 deals with economic policy and guarantees that all
debts created under the Articles of Confederation would be
transferred to the new government. The framers of the
Constitution believed that if they refused to pay these previ-
ous debts, creditors would remain reluctant to lend the gov-
ernment money.

Although the Constitution spelled out the economic pow-
ers of the federal government, it did not specify what type of
economy the new nation needed. The discussion over inter-
preting the Constitution in this regard was best exemplified
by the debate between Secretary of State Thomas Jefferson
and Secretary of the Treasury Alexander Hamilton. Jefferson
believed that the Constitution best served an agrarian state,
while Hamilton believed it supported a manufacturing and
mercantile state.

—Ty M. Reese
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Consumer Price Index (CPI)
Index that measures the average level of prices of the goods
and services bought by a typical family.

The chief purpose of the consumer price index (CPI) is to
calculate the rate of inflation facing consumers. Economists
first select a base period and measure consumer spending
patterns to determine the contents and cost of a “basket” of
goods and services that people bought during the base per-
iod. Economists define the cost of this basket as 100. Prices of
the items in the basket are updated as years pass, and occa-
sionally the items in the basket must be changed to account
for changing buying patterns. The Bureau of Labor Statistics
(BLS) first began measuring prices early in the twentieth cen-
tury and publishes the official CPI for the United States,
which goes back to 1913 and which is updated monthly.
Economic historians have extended unofficial consumer
price indices for the United States back to 1665 (available
online at http://www.eh.net/hmit/).

Historical price indexes show that overall relative costs
remain fairly constant during much of American history,
with prices rising during wartime and generally drifting
downward between wars. In 1900, the CPI remained about
the same as it had been during the late 1600s and most of the
1700s, but it was half of what the rate was at the end of the
Civil War. During the twentieth century, the CPI rose
tremendously—consumer prices were about 18 times higher
in 2001 than in 1913, having risen strongly during the world
wars and from the late 1960s to the early 1980s. Although the
CPI does not provide a true cost-of-living index, economists
often use it for calculating inflation-adjusted wages and
incomes, thus measuring changes in the standard of living
over time.

There is no perfect way to measure the overall consumer
price level, and the official CPT has received criticism over the
years because of inadequacies. In 1996 the Senate Finance
Committee established a commission of leading economists,
headed by Stanford University’s Michael Boskin, to examine
flaws in the official CPI. The commission estimated that the
CPI overstated inflation by about 1.1 percentage points per
year, primarily because of three types of bias: (1) substitution
bias (overstatement of inflation, because consumers actually
have the ability to switch away from goods the prices of which
rise the most quickly), (2) new goods bias (overstatement
because of the introduction of new goods into the standard
consumption basket several years after they become avail-
able), and (3) quality change bias (failure to account for
improvements in goods and services over time). Before
adjustments were made in 1985, the CPI also received criti-
cism for overstating inflation through its assumption that
homeowners’ costs remained directly tied to interest rates.

Federal law has required that, unlike other macroeco-
nomic measures, the BLS cannot revise the CPI after its pub-
lication because many governmental policies remained tied
to the CPI, including payments of Social Security benefits
(beginning in 1972), Supplemental Security Income, and
military and civil service retirement. Since 1981, the govern-
ment has indexed individual income tax brackets and per-
sonal exemptions to the CPIs rate of inflation. Private
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contracts, especially union contracts, have also been indexed
to changes in the CPL
—Robert Whaples
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Consumer Spending
The value of individual or household expenditures on final
goods and services.

The Bureau of Labor Statistics most recent consumer
expenditure survey (CES) tells us that in 2000, the average
American “consuming unit” (which included 2.5 persons, of
whom 1.4 earned some sort of income and 0.7 were children)
received $41,532 in after-tax income and consumed $38,045
of this income. Of this amount, 13.6 percent ($5,158) was
spent on food, 32.4 percent ($12,319) was spent on housing,
and 5.4 percent ($2,066) was spent on health care.

How does the level of consumption or the pattern of
expenditure shares compare with those in the past? Drawing
on Jacobs and Shipp’s (1990) historical review of CES data,
household expenditures at the turn of the twentieth century
were $791, based on a pretax income of $827. Of this
amount, 43.0 percent ($340) was spent on food and alcohol,
22.5 percent ($178) was spent on housing, and 2.7 percent
($21) was spent on health care. By mid-century, the average
household consumed $3,925, of which 32.5 percent ($1,275)
was spent on food, 25.8 percent ($1,101) was spent on hous-
ing, and 5.1 percent ($200) was spent on health care.

This does not mean, of course, that household consump-
tion increased fifty-fold between 1901 and 2000. In real or
price-adjusted terms, the actual increase for the representa-
tive household was less than five-fold. However, the decline in
household size— from 5.3 persons in 1901 to 3.4 persons in
1950 to 2.5 persons in 2000—implies that consumption per
member rose more than this. An increase in the number of
household members in the labor force was required to sup-
port the increase in consumption.

Reckoned in either current or constant prices, it is clear
that on the one hand the proportion of household expendi-
tures devoted to food has decreased over time, to much less
than half its 1901 value. The share devoted to shelter, on the
other hand, has increased from about one-fifth of the house-
hold budget to one-third. The share devoted to health care
more than doubled between 1901 and 1950 but has not
increased much since then. It is important to interpret these
data with care: The last of these, for example, does not mean
that the share of national income spent on health care has
also remained constant, but rather that much of the increase
assumes the form of job-based insurance premiums.

In addition to this sort of descriptive data, the Bureau of
Labor Statistics and other government agencies also con-
struct prescriptive consumption data for the purposes of

economic policy. The earliest consumer expenditure surveys,
for example, calculated the costs of minimum and fair stan-
dards of living for a representative “working man” and his
dependents and led to the construction of the first consumer
price index (CPI). One of the most famous prescriptive
measures is the Social Security Administration’s poverty line,
which defines the threshold to be three times the cost of a
minimum adequate diet for all the members of a household.
In 2001, 13.4 percent of all families with children under 18
fell short of this threshold, but this number obscures some
disturbing differences: for African Americans, the proportion
was 26.6 percent, and for those of Hispanic origin, the pro-
portion was 23.7 percent.

—Peter Hans Matthews
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Continental Congress

The confederate system of government that led America
through its revolution, while its weaknesses set the stage for
the creation of the Constitution.

The First Continental Congress met in September 1774 at
Philadelphia in response to the British Parliament’s passing of
the Intolerable Acts (known as the Coercive Acts in Great
Britain) in response to the Boston Tea Party. At the congress,
55 delegates from 12 colonies (no delegate arrived to repre-
sent Georgia) met to decide the best course of colonial action.
The calling of the congress signaled the culmination of years
of colonial resistance and organization, and very early on
they debated the creation of a union. One action the dele-
gates agreed on involved the establishment of the Continen-
tal Association, which recommended that each community
form a committee to boycott English commodities. The
Continental Congress then recommended the mobilization
of the local militia and started to prepare for war.

The Second Continental Congress began in May 1775 after
the hostilities of Lexington and Concord, and it quickly faced
the challenges of fighting a war for independence. It created
an army, making George Washington commander, and then
quickly searched for ways to pay for this army. Soon after the
publication of Thomas Paine’s “Common Sense,” which
argued that the Americans would be better off economically if
they broke away from England, the second congress created,
debated, and passed the Declaration of Independence, which
served as a formal declaration of war. The major war-related
problems that the congress encountered centered on finance
and supply. The supplies needed, both food and military,



remained expensive and hard to come by, and as the British
mercantile system forbade the development of American
industry, most colonial military supplies came from abroad.
The congress supported its operations by making each state
provide supplies, by giving certificates to farmers whose crops
quartermasters confiscated for the army’s use, and by using
the printing presses to print documents such as “Common
Sense” Another cost the congress had to deal with was paying
its soldiers and, when fewer people than necessary willingly
enlisted, it needed to create enlistment bonuses. The congress
succeeded in creating an alliance with France, which provided
America with money and supplies.

The Continental Congress faced a major problem in that it
operated as an ad hoc body that needed to create a national
system of government. In 1781, members ratified the Articles
of Confederation, under which the government operated until
1789. The Continental Congress served its purpose in holding
the colonies together and winning the Revolutionary War.

—Ty M. Reese
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Continental Impost

Tax measure proposed during the Confederation Era
(1777-1789) to supply Congress with a consistent source of
revenue and increased powers.

By 1780, Congress, deep in debt to foreign and domestic
creditors, believed that the requisition system of taxation had
proven inadequate to meet the demands that had been placed
on the new U.S. government by the Revolutionary War
against England. That year, Congress debated various finan-
cial schemes to alleviate the government’s desperate situa-
tion. In a political environment wary of taxes, an impost (or
import tax) provided the only method of raising revenue
agreeable to the majority of states. In 1781, Congress pro-
posed to place a 5 percent duty, or tariff, on all goods im-
ported into the country. Because the Articles of Confed-
eration, under which the government operated, did not grant
Congress the right to regulate trade, the measure required
unanimous consent of the states. In 1781, Rhode Island’s op-
position defeated the impost and, in 1783, New York’s refusal
to ratify ended the impost’s political viability.

The controversy over the impost reflected the tensions in
American politics that resulted from the Revolutionary War.
Supporters argued that the impost would provide Congress
with a source of income under its own control, which would
facilitate and guarantee regular payments of its debts and
place the United States in good standing with foreign govern-
ments. Opponents, however, rightly believed that passage
would lead to an attempt by a powerful aristocratic element
within the national government to increase the powers of
Congress. Because of difficulties in fighting the war, the
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impost’s strongest advocates envisioned the measure as the
first step in creating a more powerful and fiscally independent
central government to overcome the government’s shortcom-
ings. Their adversaries feared this concentration of authority
and believed that the attempt to subvert the role of the states
posed a threat to the liberties of the American people.
—Peter S. Genovese
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Continental System

A method of economic warfare in the early 1800s in Europe
during the Napoleonic Wars that forced the United States to
fight Great Britain for its economic independence.

The Continental System emerged from Napoleon’s 1806
Berlin Decrees, which declared Britain under blockade, for-
bade all commerce with Britain, and ordered the seizure of
British goods and all vessels trading with the British Empire.
Britain responded with the Orders in Council, which declared
a blockade of the Continent and required neutral vessels to
obtain licenses to trade with France. France countered with
the 1807 Milan Decrees, which ordained confiscation of all
ships and goods complying with the Orders in Council. In
sum, Britain and France hoped to use economic pressure to
bankrupt each other, to force other powers into conflict with
their opponent, and to transfer some of the financial burdens
of war from themselves to the rest of the world.

The Continental System permitted France to exploit
Europe economically and politically. French ministers dictat-
ed foreign and trade policies, and even the laws, of subject
countries, and forced them to open their markets to French
goods while maintaining French trade barriers. European
trade and maritime industries suffered serious losses, espe-
cially in northern Germany, and prices and shortages of var-
ious consumer goods increased. However, the Continental
System promoted European industrialization and construc-
tion of nonmaritime infrastructure.

Extensive smuggling undermined the system, which France
never enforced effectively. In 1810, to generate revenue,
Napoleon even permitted French trade with Britain. Although
denied access to the Continent, Britain expanded into new
markets, especially in South America after France occupied
Spain in 1807. Most significantly, the Continental System cre-
ated considerable friction between France and other powers.
Russia defected from the system in 1810 and increased duties
on French imports. Franco-Russian relations quickly deterio-
rated, leading to war in 1812. War led to the collapse of the
system in 1813 and the fall of Napoleon in 1814. In short,
from 1807 to 1813, Britain’s credit and financial system
proved superior to France’s, and thus the Continental System
as a method of economic warfare proved a failure.

—James D. Perry
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Convict Lease
System of involuntary labor that developed after the Civil
War in the South.

At the close of the Civil War, Southern states found them-
selves essentially bankrupt. The emancipation of slaves had
dissolved the South’s workforce in one motion. Practically
overnight, the free population of the South more than dou-
bled. Coping with double the number of free persons
strained the South’s economy and justice and political sys-
tems. The already weakened prison system now dealt with
black as well as white lawbreakers. With few or no resources
remaining, the South and Reconstruction governments
attempted to rebuild the region physically and financially.

With the loss of slaves as a workforce and a growing prison
population, Southern states decided to use prisoners as a
cheap labor force. Individual states turned the potential
financial drain of rebuilding their prison system on a larger
scale into a money-making venture by leasing convicts. States
leased convicts to private companies for use as labor. The
companies in turn took over the maintenance of the convicts.
Thus, the state spent nothing on the convicts. Convicts usu-
ally worked for plantation owners, railroad companies, and
mining companies, but any operation that needed a large
labor force could lease convicts. In Georgia, for example, the
governor leased the entire population of the state peniten-
tiary in Milledgeville to a railroad company. Even the dis-
abled, women, and the aged could be leased for less physically
demanding work such as that of camp cook.

Although the convict lease system proved a perfect solu-
tion for the financially pressed South, the system had little or
no state supervision. The convicts were abused and neglected
and received minimal care and sustenance. Extreme working
and living conditions coupled with a wholly inadequate diet
ensured high mortality. Eventually, reformers began to publi-
cize the abuses and misuses of convict labor. The system did
not end, however, until Herbert Hoover’s bid for the presi-
dency in 1928.

—Lisa A. Ennis
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Coordinating Committee for Multilateral
Export Controls (CoCom)

A nontreaty organization formed by the United States with
its allies to prevent the transfer of western technology and

hardware that would augment the military strength of com-
munist nations.

In the opening phase of the cold war, the Marshall Plan
(1947) bestowed on the United States enormous authority to
channel the economic life of Europe in a manner that re-
flected U.S. concerns over the Union of Soviet Socialist
Republics (USSR) and the Soviet bloc of eastern European
countries under Soviet control. One manifestation of this
authority appeared in November 1949 when France, Great
Britain, Italy, and the Low Countries (Belgium and the
Netherlands) agreed to join the United States in founding the
Coordinating Committee for Multilateral Export Controls
(CoCom). Membership in the unchartered, informal group
extended to include Canada, Denmark, Japan, Norway,
Portugal, and West Germany in 1950. In August 1953, Greece
and Turkey also joined.

CoCom recognized the West’s boycott of military-related
technologies imposed against the USSR and its allies in
Europe and Asia. It received direction for its work when the
U.S. Congress approved the Mutual Defense Assistance Act in
1951 (called the Battle Act in honor of its sponsor,
Democratic Congressman Laurie C. Battle of Alabama). The
legislation mandated that the executive branch withhold mil-
itary and economic aid from any country that ships strategic
goods to a nation or group of nations that threatened the
security of the United States. Understandably, most
American products denied the Soviet Union through the
Export Control Act (February 1949) reappeared on CoCom’s
commodities list of embargoed items that were prohibited.

As the cold war matured and Western Europe recovered
from the economic devastation of World War II, U.S. leader-
ship of CoCom declined. The United States simply failed to
understand its allies’ opinion on the subject of commerce
with communist nations. American policymakers from the
late 1940s to the late 1980s viewed such trade almost exclu-
sively in political terms, whereas the non-U.S. CoCom mem-
bers favorably weighed trade’s economic benefits. The most
egregious violation of CoCom’s policy occurred between
1981 and 1984 when the USSR bought several proscribed
computer-controlled milling machines from a subsidiary of
Toshiba Corporation of Japan and numerical controls from
the state-owned Kongsberg-Vaapenfabrikk of Norway. Soviet
industry employed the machines and controls to manufac-
ture silent propellers for submarines. With the collapse of the
Soviet bloc in 1989 and the Soviet Union in 1991, the ration-
ale for CoCom evaporated, and the organization disbanded
in 1994.

—James K. Libbey
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Corruption
Bribery, smuggling, graft, extortion, or other illegal activity.

Since colonial times Americans have engaged in various
forms of corruption. During the period of the Navigation
Acts, these activities usually involved smuggling goods into
the country to avoid the payment of customs duties. The
practice, which resulted in a net loss of £700,000 a year to the
British treasury, led to the passage by Great Britain of the
Sugar Act, which authorized trials for suspected smugglers in
vice admiralty courts.

Government officials operating under the new Constitu-
tion, some of whom had engaged in smuggling during their
prerevolutionary days, feared corruption. The founding
fathers instituted a series of checks and balances among the
three branches of government that were designed to prevent
corruption at the federal level. During the early years of the
republic, the system worked well, but as the nation moved
from subsistence to a market economy, the opportunity for
corruption resurfaced.

During the administration of President Andrew Jackson
(1828-1836), the issue of the spoils system—that is, the polit-
ical appointment of supporters—was raised. Jackson ordered
an audit of all government departments—a move that fright-
ened anti-Jackson forces because they feared he would fire all
political opponents. Fewer than 300 employees were fired, or
9 percent of the total government bureaucratic positions.
During Jackson’s time, the area in which theft and graft
occurred most often was the Customs Service. Several collec-
tors in the larger port cities of New York, Boston, and New
Orleans were charged with theft, and a couple of them fled
the country with $1 million of public monies.

In the post—Civil War period, during the administration of
President Ulysses S. Grant, the practice of patronage became
the primary corruption issue. During the presidency of
Chester Arthur, Congress passed the Pendleton Civil Service
Act. The legislation, limited at first to a small percentage of
positions, required that applicants for government jobs take
a civil service exam and that employment be based on merit
instead of bribes, kickbacks, or patronage. Eventually under
this act, most nonappointment jobs fell into this category.
Elimination of corruption among political appointees at the
federal level coincided with the rise of political party bosses
who controlled local politics. The “boss system” dominated
state and local politics, with Tammany Hall in New York City
operating as the most powerful boss ring in the country, con-
trolling politics in the city through bribery and corruption.
Many bosses courted new immigrants, who were unfamiliar
with the democratic process—most had arrived from coun-
tries ruled by autocratic leaders and readily accepted this
familiar form of governing. By the end of the 1800s, many
governors and city mayors had initiated political reforms to
counter bossism. Both Grover Cleveland, as mayor of Buffalo
and then as governor of New York, and Theodore Roosevelt,
as the head of the U.S. Civil Service Commission and as the
president of the New York City Police Commission, gained
national recognition for their efforts to root out bossism.

Early in the twentieth century, the anti-immigrant senti-
ment that developed as immigrants flooded into the United
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States after World War I, coupled with an existing Prohibition
movement that focused on the drinking of Europeans, led to
the ratification in 1920 of the Eghteenth Amendment pro-
hibiting the manufacture, sale, or distribution of alcohol. In
1920 Congress passed the Volstead Act to enforce the amend-
ment. The federal government hired 1,500 agents to patrol
U.S. borders and investigate illegal activities. In the major
cities, gangsters found it very profitable to smuggle in liquor
from Canada. When rival gangs competed for distribution
areas (such as in Chicago, where Al Capone was powerful)
the situation often became deadly as rival suppliers fought
over distribution territory. Local police and customs officials
accepted bribes, and corruption became rampant.

Crime and corruption decreased in 1933 with the ratifica-
tion of the Twenty-first Amendment to the Constitution
repealing Prohibition. During the period of corruption prior
to the passage of this amendment, the U.S. Treasury lost tax
revenues while having to spend scarce resources on the
enforcement of the Volstead Act. Corruption occurred again
in the last two decades of the twentieth century in connection
with the “War on Drugs,” when the government pursued
drug sellers and users in an effort to reduce crime, which led
to the illegal importation of marijuana, cocaine, and heroin.
Local customs officials, members of law enforcement, and
judges accepted bribes in exchange for protecting drug traf-
fickers from prosecution. In 1988 alone, the estimated gross
sales of illicit drugs exceeded $120 billion.

At the federal level, the issue of corruption led to the pas-
sage of the 1978 Ethics in Government Act. Brought on pri-
marily because of obstruction-of-justice charges stemming
from the Watergate political scandal and the bribery charges
that led to the resignation of Vice President Spiro Agnew, the
act sought to prevent officials from engaging in illegal activ-
ities. Since then, many government officials have been
accused of and charged with corruption on charges includ-
ing mail fraud, check kiting (in which checks are written
without funds available and are covered by the deposit of
another check from an account that also lacks sufficient
funds at the time), bribery, and illegal lobbying. Strict finan-
cial disclosures under the Ethics in Government Act have
resulted in closer scrutiny of officials by government agen-
cies. During the 1990s, campaign finance reform attempted
to deal with corruption related to excessive political contri-
butions, in which contributors of large amounts gained
influence over politicians whereas other groups were denied
such access. Individuals and political action committees
(U.S. corporations, labor unions, or associations formed to
raise money for political purposes) were forced to limit their
contributions, thus restricting their influence on politicians.
Although Congress continues to deal with the issue of cor-
ruption, the number of corruption cases has diminished in
recent years.

—Cynthia Clark Northrup
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Cotton

A plant that produces a soft fibrous substance that can be
processed into cloth, arguably the single most significant
agricultural commodity influencing U.S. political, economic,
and social development.

Cotton, more than any other single agricultural commod-
ity, is identified with an entire socioeconomic system: the
plantation system and concomitant slavery of the Deep
South from 1800 until the end of the Civil War. Slavery had
started to decline in the South when Eli Whitney invented the
cotton gin in 1792. The widespread adoption of the cotton
gin and expansionist land policies combined to stimulate
both the cotton and slave trades. By 1820, cotton had eclipsed
tobacco as the nation’s top export commodity. Exports rose
dramatically from approximately 20 million pounds in 1800
to 128 million pounds in 1820, peaking at 1.8 billion pounds
in 1860. To put these numbers in context, cotton comprised
42 percent of all American exports in 1820, rising to 67 per-
cent of total exports in 1840. After 1840, manufactured prod-
ucts from the Northeast began to comprise a larger share of
total exports. Nonetheless, cotton remained the dominant
export commodity until 1880.

Expansion of cotton production paralleled the rise of slav-
ery and the large plantation system in the Deep South states
of Georgia, Mississippi, and Alabama. Large plantations sub-
sidized production costs through slavery. The long summers
and mild winters of the Deep South meant that the costs of
social reproduction—that is, the goods and infrastructure
needed to maintain the political and economic lifestyle of the
area—were quite low, enabling large plantations to operate
almost self-sufficiently. This occurred at the long-term
expense of the region, however, as the plantation-system did
not require investment in social and physical infrastructure.
This self-sufficiency operated in contradistinction to the
mid-Atlantic and especially New England states, which bene-
fited in less direct, but more substantial ways from the slave
and cotton industries, as the South supplied the raw material
for New England’s textile mills.

Cotton’s role as the top export commodity of the early
1800s should not be underestimated. Cotton strengthened
U.S. economic bonds with England. The rapid expansion of
cotton exports to the English Midlands meant rapid expan-
sion of the plantation system, which required ships and
financial services (financing, insuring, and marketing) pro-
vided primarily by New England and the mid-Atlantic states.
This commerce stimulated their economic development and
urbanization and funded many of their industrial and aca-
demic centers. Strong global demand for cotton cloth, tech-
nological innovations in processing, the expansion of lands

favorable to cotton production, and slavery combined to
make cotton a global commodity within a few years.

Cotton production and productivity did not undergo sig-
nificant change until the 1940s, when mechanized harvesting
was introduced in the form of single-row pickers pulled
behind tractors. The 1950s and 1960s saw a significant rise in
productivity (the amount of labor required per acre dropped
from about 150 hours to almost 25 hours) as larger, self-
propelled cotton pickers were widely adopted. Likewise, yield
per acre increased slowly from 174.2 pounds in 1870 to 185.5
pounds in 1935, increasing rapidly with mechanization to
508.0 pounds per acre in 1965. Cotton declined in socioeco-
nomic significance as the United States became the world’s
dominant manufacturing power after World War 1.

—W. Chad Futrell
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Council-Manager Government
A popular form of city government in the early twentieth
century.

The council-manager form of government became a pop-
ular form of government in the early twentieth century and
has persisted into the twenty-first with no signs of abatement.
It stands in contrast to the commission form of government
introduced in Galveston, Texas, following the devastation of
a hurricane and that no longer functions even in the city of
its origin.

The rise of the council-manager form of government
coincided with the massive industrialization and urbaniza-
tion that marked life in the United States in the first decades
of the twentieth century. It was part of a series of ideas preva-
lent in business and municipal government that included
Frederick Taylor’s theory of scientific management, nonpar-
tisan elections, and the use of direct party primary for the
nomination of candidates. Political scientist and future
Democratic president Woodrow Wilson argued that politics
and administration could be separated, an idea that no longer
holds sway in the field of public administration. Rather, citi-
zens assume that city managers will have considerable input
into the policymaking process.

Middle- and upper-class reformers of the early twentieth
century believed that there was neither a Republican nor a
Democratic way to dig a ditch—one of the mundane but
essential functions of local government. Upper- and middle-
class policymakers had little use for the social welfare services
that political machines provided for working-class and
lower-class individuals. The municipal corporation ideally
would be run as a business and optimize efficiency.

The council-manager form of government has been most
commonly employed in medium-sized cities averaging a
homogenous population of 80,000 residents of middle- and



upper-class income. Frequently these medium-sized cities are
bedroom communities where white-collar and blue-collar
workers live who commute to larger nearby cities in which
they are employed.

Large cities and most municipalities with heterogeneous
populations have found the coalition-building skills of
elected mayors to be indispensable. Villages and towns have
not had substantial enough budgets to adequately compen-
sate full-time city managers with advanced degrees. In
Louisiana, no municipality uses the council-manager form
of government.

On average, the city manager holds her or his position for
about seven years before moving on to a similar position in
another city. Educational attainment by city managers
increased over the course of the past century as their focus of
study shifted from a focus on engineering skills to a greater
emphasis on management and organizational skills. City
managers usually hold a master of public administration
(MPA) degree. The major professional organization for both
public administrators and practitioners, including many city
managers, is the American Society for Public Administration.
Among its regional affiliates is the Southeastern Conference
of Public Administration (SECoPA).

The council-manager form of government resembles the
structures routinely used to govern school districts through-
out the United States. Just as the elected school board mem-
bers hire and usually defer to a full-time superintendent, who
typically holds a master’s or more advanced degree in educa-
tion, the city council hires and usually defers to the city man-
ager. Council-manager forms of government commonly have
a mayor, who, however, is usually a council member who for
a certain period of time serves when needed at ceremonial
functions.

Responsibilities that have been increasingly added to the
work of city managers since the 1960s include the need to
engage in collective bargaining with municipal employees
and to reorganize and consolidate management structures in
response to increased resistance to property tax burdens on
the citizenry and business. A spillover effect of Executive
Order 10988 issued by President John F. Kennedy on Jan-
uary 17, 1962, included increased collective bargaining at the
local level of government. A. E. Bent and R. A. Rossum (1976)
observed that “it required federal agencies to deal with
employee organizations and to grant them official recogni-
tion for negotiation or consultation.” As is frequently the case
in a federal system, what takes place at one level is emulated
at another level. A fairly typical organizational scheme, as
noted by R. T. Golembiewski and Michael White (1983),
would have the city manager responsible for supervising her
or his assistant, the city attorney, the finance department, the
planning department, the public works department, the
police department, the fire department, and the housing
department. The council-manager form of government
promises to persist as a common structure of municipal gov-
ernance well into the twenty-first century, although its
responsibilities may change.

—Henry B. Sirgo
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Council of Economic Advisers (CEA)
Group that provides expert information to the president
about the future of the economy.

New Dealers, who sought to address economic problems
during the Great Depression through the implementation of
government programs, passed the Employment Act of 1946.
Although they saw a need for a full employment bill, the 1946
legislation shifted the policy emphasis to economic growth
and away from the entitlement of a job for every citizen. The
mature economy thesis, a legacy from the Great Depression
concerning the means of attaining economic growth,
remained the major ideological concern of the supporters of
the law. Leon H. Keyserling, a Keynesian economist, sug-
gested forming a special committee that eventually became
the Council of Economic Advisers (CEA). Historically, the
CEA expressed the concern about the future of the economy.
As progressives, CEA members assumed that experts could
play a major role in governmental policies. The council’s first
staff consisted of one statistician and nine economists. The
CEA became operational by August 1946, six months after
the Employment Act became law.

Not as far-reaching as many reformers desired, the law
provided a policy and ideological battleground for struggles
over the federal government’s response to the business cycle.

After 1946, the CEA dealt with the issue of “guns and but-
ter” The “guns” referred to the need for a strong military budg-
et as the cold war emerged from the ashes of World War II. The
“butter” was slang for domestic reform, for extending the New
Deal to the Fair Deal (Harry S Truman’s policies promoting
full and fair employment and economic assistance for farmers
and the elderly) and beyond. Members of the CEA expressed
concern over the threat of a major economic recession.

A moderate economist from the Brookings Institution,
Edwin G. Nourse, served as the CEA’s first chair. Leon H.
Keyserling, a New Dealer, assumed the office of vice-chair,
and John D. Black, a wealthy businessman who had a suc-
cessful academic career, became the third member. From the
beginning, Nourse and the other members clashed over
issues dealing with the nature of their advice to the president,
their relationship to politics, and finally whether the admin-
istration should focus on price stability (Nourse’s fear of
inflation) or economic growth (Keyserling’s concern about
economic maturity). By October 1949 Nourse had resigned,
and Keyserling became chair for the remainder of the presi-
dency of Harry S Truman.
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Under Keyserling’s leadership, the CEA proved instru-
mental in holding down inflation during the Korean War.
Keyserling also supplied data and narrative for a document
known as NSC-68, which was the economic basis for the con-
tainment policy against communist expansion. That docu-
ment also argued that the American economy could provide
both guns and butter.

The CEA lost favor in presidential administrations after
the Truman administration. The more conservative presi-
dents disliked its New Deal/Fair Deal origins. Until the late
1960s the CEA figured prominently in disputes about the
federal government’s response to the business cycle. As the
post-1968 years brought stagflation—increased unemploy-
ment and inflation simultaneously—the conservative
supply-side (“trickle-down”) “revolution” curtailed the CEA’s
appeal to politicians, and political and cultural conservatism
reduced the CEA’s influence. The Federal Reserve Board
became the center of economic forecasting for the public and
for politicians.

—Donald K. Pickens

References

Collins, Robert M. More: The Politics of Economic Growth in

Postwar America. New York: Oxford University Press,
2000.

Hargrove, Edwin C., and Samuel A. Morley, eds. The
President and the Council of Economic Advisers: Interviews
with CEA Chairmen. Boulder, CO: Westview Press, 1984.

Pickens, Donald K. “Truman’s Council of Economic
Advisers and the Legacy of New Deal Liberalism.” In
William T. Levantrosser, ed., Harry S. Truman, the Man
from Independence. New York: Greenwood Press, 1986,
pp. 245-263.

. “The CEA and the Burden of New Deal
Liberalism.” In Bernard J. Firestone and Robert C. Vogt,
eds., Lyndon Baines Johnson. New York: Greenwood
Press, 1988, pp. 191-204.

See also Volume 1: Federal Reserve Act; Keyserling, Leon;
New Deal.

Coxey’s Army (April 1894)
A movement that called for government action to alleviate
the problems of the economic depression of 1893.

In April 1894, Populist Jacob Coxey led his army of 400
into Washington, D.C., to demand that the federal govern-
ment help the unemployed. Coxey, a wealthy Ohio quarry
owner, had passionately debated monetary reform. In 1893,
at a Chicago monetary reform meeting, he encountered a
man named Carl Browne and found that they shared com-
mon views on the subject of monetary reform. Browne
returned with Coxey to his home in Ohio, and the two—who
cofounded an organization called the Commonweal of
Christ—developed a plan to march on Washington to focus
awareness on America’s economic problems and spur gov-
ernment action.

The federal government believed in an economic “invisi-
ble hand” and thus believed the depression was a natural
event that it could not change. Thus, during the 1893 depres-

sion, also known as the panic of 1893, America’s unemployed
relied upon private charity that, although it tried, failed to
meet their needs. Coxey and Browne hoped to convince the
federal government to begin a public works program that
would provide jobs for America’s unemployed. Their plans
remained small until a local Ohio reporter sent the story to
the national wire, where it was quickly picked up by
America’s largest newspapers. This publicity created nation-
wide interest in the Commonweal of Christ, and letters of
support, financial assistance, and recruits started to arrive.
The march was small to begin with—it did include Coxey’s
son, whose name was Legal Tender, and 44 journalists. But as
it moved toward Washington, its numbers expanded. When
the army finally arrived, many government officials feared
violence and, when Coxey attempted to read his speech on
the U.S. Capitol’s steps, officers arrested him for walking on
the grass. Coxey’s march focused national attention on the
plight of America’s poor and stressed the belief that the fed-
eral government could end a depression.
—Ty M. Reese
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CPI

See Consumer Price Index.

Credit

An agreement that allows a buyer to take possession of goods,
services, or funds with the understanding that in the future
he or she will compensate the seller.

In the United States until the beginning of the twentieth
century, extension of credit consisted primarily of business
credit or personal loans granted by banking institutions or
private individuals. The scarcity of specie such as gold and sil-
ver restricted the use of credit for the most part to purchases
of goods for resale or of land. Beginning with Henry Ford’s
establishment of an installment plan for the purchase of
automobiles in 1916, consumers started purchasing all types
of household items on installment credit. During the 1920s,
with the employment rate high and most Americans experi-
encing prosperity, retailers offered durable goods such as
appliances, radios, and furniture on credit. During the Great
Depression, the availability of credit diminished, and during
World War II the rationing of goods continued to restrict its
use. During the prosperous 1950s, use of credit expanded,
primarily for home purchases and automobiles. The govern-
ment provided low-interest home loans to veterans through
the Servicemen’s Readjustment Act (1944), but nonveterans
could obtain credit on easy terms as well.

The use of credit cards began in 1950 when Diner’s Club
made a card available that could be used at 27 New York City
restaurants. By 1958, Americans could charge their purchases



on their BankAmericard (Visa). By the mid-1960s, more than
5 million credit cards were being used in the United States.
That number has continued to increase and by 2002 over 1.4
billion cards were used to purchase more than $991 billion
worth of goods annually. Total U.S. credit card debt in 2002
amounted to $60 billion. Technological advances have result-
ed in the widespread use of credit cards for purchases via the
Internet. The low monthly payment allows consumers to
enjoy more conveniences, but the interest rate remains high
on most cards, and in the long run consumers’ purchasing
power is diminished. The abuse of credit cards accounts for a
large percentage of bankruptcies filed each year in the United
States.
—Cynthia Clark Northrup
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Crédit Mobilier
An 1872 scandal, one of the most notorious financial scan-
dals of American history involving governmental corruption.

During the mid-nineteenth century, both commercial
interests and government—spurred by the new technology of
steam locomotives, the intense public desire to construct and
promote public improvements, and the push to develop the
West following the acquisition of Oregon and California—
promoted transcontinental railroads linking the Atlantic and
Pacific seaboards. To facilitate construction, Congress passed
the Pacific Railway Acts of 1862 and 1864, permitting the
national government to make direct land grants of 20 sec-
tions of public land for every mile of track laid as well as a 30-
year guaranteed, subsidized loan to private construction
companies at below market interest rates.

The Union Pacific Railroad Company, organized in 1862,
laid track from Omaha to the state line of California. The
Union Pacific trustees knew that construction fees provided
the true profits; therefore, they contracted with themselves—
through a separate construction company—to build the rail-
road and maximize their profits. They chose an already
existing corporation, the Pennsylvania Fiscal Agency, to
achieve that goal. The trustees of the Union Pacific, who con-
trolled the majority of the stock in the newly purchased com-
pany, changed the name to Crédit Mobilier.

Oakes Ames, a member of the House of Representatives
Committee on Railroads, invested heavily in the company
and played a key role in financial affairs. Ames sold or
assigned Crédit Mobilier stock to members of Congress at
prices substantially below market value in an apparent
attempt to influence them in the corporation’s favor.
Information identifying those members of Congress came to
light during the 1872 presidential election (five or six years
after the events) and triggered an intensive congressional
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investigation. The revelations badly damaged the reputations
of leading government officials including Vice President
Schuyler Colfax, Republican Speaker of the House James
Blaine, Democratic Representative James Brooks of New
York, and Republican Senator James W. Patterson of New
Hampshire. No prosecutions occurred.

The direct effects of this scheme produced immense prof-
its ($30 to $40 million) for the investors—coming primarily
from public funds—and smeared the reputations of several
national leaders. The public, disgusted about the bloated
profits and perceived waste of taxpayers’ money and repulsed
by the political corruption, had an lingering distrust of cor-
porate influence on public officials. It also contributed to the
judicially created rule that restricted the use of public money
for public purposes only.

—Susan Coleman
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Crime
Unlawful activities ranging from violent crimes such as mur-
der and rape to nonviolent “white-collar” crimes.

During colonial days, public humiliation served as the pri-
mary form of deterrence for nonviolent crimes. Time con-
fined to the public stocks, dunking, or the wearing of a scarlet
letter “A” for adultery dissuaded many from engaging in
unacceptable social behavior. Murderers were confined in a
stone structure until they had served their time or were exe-
cuted. Society expended very few resources on the construc-
tion or maintenance of jails. As the U.S. population increased
during the nineteenth century, crime rates edged upward,
and prisoners were forced to perform hard labor as punish-
ment for their crimes. During the Jacksonian Era
(1828-1836), several reforms such as the asylum and reform
school movements occurred, including the penitentiary
movement, which was favored by reformers who believed
that criminals who had a chance to reflect on the error of
their ways while confined in solitary cells would become pen-
itent and would not want to commit future crimes. Extended
periods of confinement without human interaction pro-
duced severe psychological problems among the prisoners, a
flaw corrected by placing two men in the same cell and initi-
ating programs that included periods of exercise as well as
work. Since federal and state penitentiaries were first formed
in the mid-1800s, the system has required the allocation of
resources for the construction, maintenance, and staffing of
the facilities. Billions of dollars per year are spent on a system
that has largely proven ineffective; the number of repeat
offenders remain high.

Beginning in the 1960s and especially during the 1990s,
the number of prisoners in the system dramatically increased
because of the prosecution of drug offenders. By 2001 more
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than 1.96 million Americans were incarcerated in federal,
state, and local prison facilities. That figure represents an
increase between 1995 and 2001 of 3.8 percent annually. In
1989, 57 percent of the prison population were confined as a
result of the War on Drugs initiated by President George H.
W. Bush. The government loses tax revenues when drug deal-
ers commit their crimes while at the same time the taxpayers
must pay for the additional law enforcement personnel and
facilities necessary to combat the problem.

Another financial drain on the public treasury involves the
detention of illegal immigrants. Between 1990 and 2000, the
number of immigration violators within the system
increased by 691 percent, again resulting in increased expen-
ditures within the Immigration and Naturalization Service.

Based on recent statistics, a disproportionate number of
African American males are incarcerated—46.5 percent of all
prisoners are African American, although only 10 percent of
the U.S. population is African American. Crime has become
a class issue.

—Cynthia Clark Northrup
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Cuba
Caribbean nation south of Florida that for several centuries
was part of the Spanish empire.

Spain claimed possession of Cuba from 1492 through
1898, managing to hold the island longer than it held most of
its other colonies. However, a rebellion against Spanish con-
trol began in Cuba in 1895. The Spanish used brutal tactics
against the revolutionaries, and the conflict was much writ-
ten about in American newspapers. Without a solution to the
fighting in sight, the United States went to war against Spain
in 1898 in support of Cuban independence fighters, quickly
defeating Spain but giving the Cubans little credit for their
role in the fighting. United States troops remained in Cuba
after the war, but the Teller Amendment (passed in April 1898
before hostilities began) prohibited American annexation of
the island. Therefore, the United States gave Cuba independ-
ence but insisted that the Cubans incorporate into their con-
stitution the Platt Amendment, which gave the United States
the authority to intervene in Cuban affairs if the American
government believed Cuba’s independence was in jeopardy. It
also prohibited the Cuban government from contracting a
debt, and it gave the United States the rights to a naval base at
Guantanamo Bay on the western end of the island.

In 1934, the Platt Amendment was abrogated, and the
United States passed the Jones-Castigan Act, which lowered
the tariff on Cuban sugar entering the United States. Cuban
sugar output increased dramatically, but the island became
dependent on American sugar purchases and failed to de-
velop a diverse economy. Because of mismanagement and
lack of diversification, the Cuban economy began to steadily
decline throughout the 1940s. Even so, Havana became

famous for its nightlife and was a popular destination for
American travelers.

In the face of a sinking economy and charges of govern-
ment corruption in the mid-1950s, a rebel guerrilla move-
ment led by Fidel Castro moved against the Cuban leader,
Fulgencio Batista. In 1959, Castro took control of the govern-
ment, and economic reforms soon followed. Castro reduced
utility rates and raised workers’ wages. Of more interest to the
United States, his government seized property and began
import restrictions on luxury items that Cuba typically
imported from the United States.

Cuba, still largely dependent on the United States, avoided
offending its northern neighbor until it began to receive
Soviet economic assistance in 1960. Once Cuba developed
close ties to the Soviet Union, the administration of President
Dwight D. Eisenhower slashed the Cuban sugar quota to zero
and the United States stopped importing the product. Cuba
remained a communist nation and, in 1962, the United States
instigated a full economic boycott against the island follow-
ing the Cuban missile crisis in October 1962. The crisis
occurred when the United States initiated a quarantine of the
island after spy flights discovered the construction of ballistic
missile silos for which the Soviet Union was providing mis-
siles. After a tense standoff, the Soviets removed all missiles
from Cuba in exchange for the United States removing its
missiles from Turkey. In the early 1980s, the administration
of Ronald Reagan tightened the blockade. The United States
refused to import goods that had been transshipped through
Cuba or even finished goods that contained materials origi-
nating in Cuba. Even travel to and from Cuba was prohibited.
The boycott has had a disastrous effect on the Cuban econo-
my that has only increased since the collapse of the Soviet
Union in 1991. The embargo and travel restrictions remain in
effect. Only academics conducting research, U.S. and interna-
tional politicians, athletes performing at recognized events,
journalists, and family members returning one time per year
are allowed to travel to the country.

—John K. Franklin
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Currency Act (1764)
British act that restricted the ability of colonists to conduct
economic transactions.

The British government, lobbied by merchants in London,
worried about the circulation of paper currency in the
American colonies. Following the Seven Years’ War between
Britain and France, most of the colonies issued paper bills, a
practice tolerated during the war for its convenience in pur-
chasing supplies and paying colonial militia troops. In 1751,
Parliament had passed the Currency Reform Act, which reg-
ulated colonial paper currency, but in the war years from
1754 to 1763, New York, Pennsylvania, and Maryland had



issued technically illegal currency. However, by 1764, much of
this currency fluctuated so wildly in value that it threatened
the stability of the trade and debts between colonists and the
trading houses in England that handled their accounts. To
make matters worse, many private banks and companies
issued paper money that depreciated even more rapidly than
that of the colonial governments.

The Currency Act, passed by British Parliament
September 1, 1764, prohibited any colony from issuing paper
currency in any form, including bills of exchange. This action
met with colonial protest, since a shortage of hard currency
existed, particularly on the frontier, which sometimes made
paper currency necessary for any trade to take place at all. It
also frustrated tobacco planters accustomed to storing their
crops in government warehouses while receiving bills of
exchange with which they paid tithes, taxes, and salaries. The
harshest criticism occurred because of the bills’ enforcement
measures, which included a fine of £1,000 and the dismissal
of any governor whose administration allowed the circula-
tion of paper money.

—Margaret Sankey
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Currency Act of 1900

Act through which the United States abandoned a bimetal
(silver and gold) backing of the currency and converted to
gold.

The Currency Act of 1900 dominated and affected the eco-
nomic growth of the country for three decades. It reduced by
50 percent the minimum capital needed for a small national
bank, thus increasing the number of bank establishments,
and it increased the limitations on the issue of banknotes. In
1878, with the discovery of silver in the West and the Free
Silver Movement advocating the unlimited coinage of silver,
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the federal government passed the Bland-Allison Act, which
authorized it to buy a limited amount of silver, between $2
million and $4 million, each month and convert it into dol-
lars. In an attempt to pacify silverites (silver mine owners,
western farmers, and the lower laboring classes that benefited
from an expanded currency) and not alienate eastern
investors, Republicans passed the Sherman Silver Purchase
Act of 1890, which doubled the amount of silver purchased.
Because money is a medium of both domestic and foreign
exchange, many Republicans felt it was essential to maintain
the gold standard if U.S. businesses were to compete interna-
tionally. They also believed that Gresham’s Law (overvalued
species will drive out undervalued species) would lead to a
depletion of gold in federal mints as individuals sold gold in
European markets.

With the discovery of gold in Alaska, which increased the
nation’s currency supply, President William McKinley per-
suaded Congress to pass the Currency Act of 1900. The gov-
ernment backed all currency with gold and fixed the price at
$20.67 an ounce. By going to this standard, the nation found
itself facing several disadvantages in the first three decades of
the twentieth century. A growing economy needs a growing
gold reserve to back it up. If such reserves decline, the money
supply slows and economic growth is restricted. People can
also decide to convert their currency into gold in a specula-
tive move, thereby draining the federal reserve of gold and
reducing the money supply. Many historians and economists
contend that the gold standard led to the Great Depression.
In 1933, the federal government feared a depletion of its gold
supply, and President Franklin D. Roosevelt decided to go off
the gold standard.

—T. Jason Soderstrum
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Dams, Construction of

The building of barriers across a water source that results in
the formation of a reservoir to store water; in the United
States, stored water provided irrigation, drinking water, and
electricity to 17 western states and allowed for the production
of crops and the growth of cities and industries in previously
uninhabited areas.

The construction of dams in the United States became a
coordinated federal goal with the passage of the Reclamation
Act of 1902. Congress created the U.S. Bureau of Reclamation
to oversee the development of water resources in the semiarid
and arid region of the western United States. Although the
Homestead, Timber Culture, and Timber and Stone acts had
attracted settlers farther west, hundreds of thousands of acres
remained uninhabitable or uncultivable because of the lack
of water. The bureau designed a system of dams on numer-
ous rivers to be used both for irrigation and the generation of
hydroelectric power. Working with the U.S. Army Corps of
Engineers, the Bureau of Reclamation constructed most of
these dams between 1909 and 1947. On the North Platte
River, the Pathfinder Dam (1909) and the Guernsey Dam
(1927) provide water and power to western Nebraska and
eastern Wyoming. The Shoshone Project, which includes the
Buffalo Bill Dam (1910), services northwestern Wyoming. In
Colorado a series of dams including the Granby and the
Green Mountain dams form reservoirs from which water is
pumped into a tunnel that descends the slope of the
Continental Divide, providing water and power to the eastern
slope of the Rocky Mountains.

Between 1933 and 1943, the U.S. Corps of Engineers con-
structed the Bonneville Dam and the Grand Coulee Dam on
the Columbia River between Oregon and Washington.
Special consideration for the salmon that spawn upriver
resulted in the inclusion of fish ladders. In California the
dams along the Sacramento and San Joaquin rivers provide
water for the farmlands of the Central Valley and for munic-
ipalities that desperately need water and power for their
growing populations. In 1944 Congress authorized the con-
struction of the series of 112 dams throughout the Missouri
River basin that provided water and power to Nebraska,
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Montana, South Dakota, North Dakota, Wyoming, Kansas,
Missouri, Colorado, Iowa, and Minnesota. Since the 1950s
the North Platte, Shoshone, Colorado, and Missouri projects
have been integrated. One of the most dramatic results of
dam construction was in Nevada, where the U.S. Corps of
Engineers built the Hoover Dam (1933-1947), one of the
world’s largest. Designed to harness the Colorado River, the
dam created Lake Mead, which provides water for the grow-
ing Las Vegas area as well as other parts of Nevada—area that
would have otherwise remained a barren desert.

The two largest dam projects in the United States were the
Tennessee Valley Authority (TVA) and the St. Lawrence
Seaway. The TVA, built during the Great Depression, pro-
vided irrigation and inexpensive hydroelectric power for one
of the country’s poorest regions. The project has proven suc-
cessful in terms of providing local inhabitants with a higher
standard of living through the creation of jobs, education
programs, and soil conservation. The St. Lawrence Seaway,
authorized in 1954 and constructed jointly with Canada,
opened up the American industrial and agricultural heart-
land to oceangoing vessels. A series of canals, dams, and locks
allows ships to travel the Great Lakes all the way to Chicago.
Other major cities that benefit from the seaway include
Buffalo, Duluth, Milwaukee, Detroit, Toledo, and Cleveland.
Important commodities shipped through the seaway include
iron ore from Michigan and Minnesota as well as wheat and
coal. In addition to opening up a new trade route, the St.
Lawrence Seaway also generates power for New York and
Ontario.

—Cynthia Clark Northrup
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DARPA
See Defense Advanced Research Projects Agency.

Dartrmouth Col I ege v. Vwodward (1819)
Early Supreme Court case that upheld the validity of con-
tracts under the U.S. Constitution.

In 1769, King George III granted a charter to Dartmouth
College in the colony of New Hampshire. The charter estab-
lished that 12 trustees and their successors would direct the
college “forever.” By the early nineteenth century, the trustees
of Dartmouth College were well known as staunch support-
ers of the Federalist Party during a period involving a power
struggle between the Federalists and the newly dominant
Democratic-Republican Party—a fact that William Plumer,
the newly elected Democratic-Republican governor of the
state, decided to no longer tolerate. With the support of a
Democratic-Republican majority in the legislature, Governor
Plumer passed a series of laws in 1816 that changed
Dartmouth from a private college to a public university. The
new laws would allow the governor to appoint more trustees
to the college, as well as a board of overseers. The college
immediately sued the state of New Hampshire for impairing
its original charter and hired Daniel Webster to argue its case
before the Supreme Court.

Webster believed that New Hampshire had clearly violated
the contract clause of the Constitution, which says that no
state may pass a law “impairing the Obligation of Contracts.”
Ruling for the Court in a 5-to-1 decision, Chief Justice John
Marshall agreed with Webster and went even further by
extending the protection of the contract clause to all private
corporations. Marshall first argued that Dartmouth College
was a private and not a public corporation, since its founders
were individuals who hoped to spread the Christian faith
among the Indians. As a private corporation, Dartmouth
College had the right to direct itself through its trustees in
accordance with the original charter. The new laws passed by
the state of New Hampshire had impaired the original char-
ter and thus violated the Constitution. By extending the pro-
tection of the contract clause, Marshall helped to make
private corporations the main tool of business expansion in
America.

—Mary Stockwell
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Dawes Plan
A plan designed to stabilize the European economy after
World War I by facilitating monetary stabilization in
Germany.

After World War I, the Reparations Commission, an
Allied-controlled agency created under the Versailles Treaty,
established the system of reparations. The German hyperin-

flation that emerged after the French occupation of the
industrial center of the Ruhr River valley forced European
leaders to reconsider that system.

In November 1923 the Reparations Commission called for
the formation of two independent advisory panels compris-
ing financial experts from the United States and Europe. At
the suggestion of the administration of President Calvin
Coolidge, the Reparations Commission invited the American
banker, Charles G. Dawes, to lead the effort.

The Americans dominated this effort to reconfigure
German reparations. They convinced the Europeans to adopt
a system based on German “capacity to pay.” Germany would
pay in full, but only at a rate consistent with the elimination
of inflation. By stabilizing the German monetary system,
investor confidence would increase, restoring trade balances
and improving economic conditions for all of western and
central Europe.

The Dawes Plan required that Germany return to the gold
standard and establish a new central bank. These reforms
would curb inflation, discourage German deficit spending,
and encourage foreign investment in Germany. A new office,
agent general, determined rates for reparations payments
that would not provoke inflation or reduce the standard of
living in Germany.

The Dawes Plan did temporarily stabilize the German
economy. However, it did not make the German economy
strong enough to withstand a series of global financial shocks
between 1929 and 1931.

—Karen A. J. Miller
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Dawes Severalty Act (1887)

Act ending policies that had provided reservations to Indian
tribes, instead providing 160-acre tracts of land to individual
Native Americans and weakening the cohesiveness of the
tribes.

By the late 1880s, a series of wars with Native Americans
had convinced many reformers that programs designed to
concentrate Indians on reservations had failed. Without
access to traditional lands and cultural practices and with the
decline of the buffalo, tribes slowly became dangerously
dependent on governmental aid for their survival. Moreover,
whenever whites wanted access to Indian lands, they often
violated treaties with impunity, as railroad companies so
often did when they ran tracks across a reservation. Against
this backdrop Congress passed the Dawes Severalty Act in
1887. The act ended the policy of placing tribes on reserva-
tions, attempting instead to assimilate Native Americans into
the cultural and economic habits of mainstream white
Americans by undermining their communal structure,
parceling out and privatizing their land, and setting them up
as farmers. To prevent whites from swindling Indians out of



their land, the Dawes Severalty Act placed the federal govern-
ment in a position to hold title to the land for 25 years. The
stipulation worked poorly, however, as Indians “leased” land
to unscrupulous speculators, and any reservation land not
given to Indians remained available to non-Indian home-
steaders. Native Americans also proved fiercely loyal to their
languages, religions, and cultures. Few succeeded as tradi-
tional farmers and, by 1933, almost half of the Native
Americans living on reservations whose land had been allot-
ted found themselves landless. Many who retained allotments
found themselves working mainly desert land. Under the
Dawes Severalty Act, Indian poverty only deepened, as assim-
ilation efforts continued apace, culminating in the 1920s with
the Bureau of Indian Affairs outlawing Indian religious cere-
monies, banning polygamy, and even imposing limits on the
length of a man’s hair.
—James E. McWilliams
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Debs, Eugene Victor (1855-1926)
Popular labor union activist, founder of the Social
Democratic Party, and 1919 presidential candidate.

Born November 5, 1855, in Terre Haute, Indiana, to
French immigrant parents, Eugene Debs had nine siblings.
He attended a local school until he turned 14, when he went
to work on the railroad, eventually becoming a locomotive
fireman. He left the railroad four years later to work as a gro-
cery clerk. Debs stayed active in railroad, however, first by
joining and participating in the Brotherhood of Locomotive
Firemen and then as editor of the Firemen’s Magazine. Debs
married Katherine Mezel in 1885 and served briefly in the
Indiana legislature.

Debs remains most remembered for his work with labor
unions. In 1893 he helped to form an industrial labor society
called the American Railway Union (ARU), and he was the
organization’s first president. The ARU gained national expo-
sure during the Pullman strike of 1894, which turned into a
walkout of all ARU members who served the Great Northern
Railway out of Chicago. When all railroad employees went
out on strike, the courts—under the Sherman Anti-Trust
Act—convicted Debs and others for obstructing the mail.
Debs served six months in jail, during which time he read and
studied, emerging from his jail term a socialist. He then
organized the Social Democratic Party of America from what
little remained of the ARU; the union had lost many mem-
bers after the government issued an injunction against it.

Debs made several runs for president as the Socialist Party
candidate. He also wrote for and edited socialist publications.
On June 16, 1918, during a speech at a socialist convention in
Canton, Ohio, he encouraged listeners to oppose the war by
any means. Charged with sedition and indicted for violating
the Espionage Act, Debs received a 10-year sentence on two
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counts of disobeying an injunction issued by the federal gov-
ernment that ordered workers to return to their jobs or be in
violation of the Sherman Anti-Trust Act. In 1919 Debs, while
still a prisoner, received the nomination for president by the
Socialist Party; he received 919,799 votes. President Warren
G. Harding paroled Debs in 1922, but the Atlanta peniten-
tiary had taken a toll on his health. Debs returned home to
Indiana and continued to write. His syndicated column on
prison life was compiled and published as a book, Walls and
Bars, in 1927. Debs died October 20, 1926, at a sanitarium;
more than 10,000 people attended his funeral.
—Lisa A. Ennis
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Defense Advanced Research Projects
Agency (DARPA)

Federal agency established in 1958 to ensure U.S. world lead-
ership in military technology; the agency that originated the
Internet.

DARPA’s mission (“to engage in such advanced projects,
essential to the Defense Department’s responsibilities in the
field of basic applied research and development”) and organi-
zational structure are unique among government agencies.
DARPA reported directly to the secretary of defense but
remained independent of the military research and develop-
ment divisions. One of DARPA’s primary objectives was to
deliberately avoid traditional ways of thinking and approaches
to problems. Acceptance of the possibility of failure is another
important founding principal of DARPA. These characteristics
allow the agency to work quickly and decisively.

Throughout its history, DARPA has clung to most of its
original principles and ideals. The organization remains
small and flexible with a flat organizational structure with
few levels of management, and it has retained its autonomy
from traditional bureaucratic entanglements. The technical
staft includes world-class scientists who rotate in and out
every three to five years.

The organization has changed little, except in terms of its
reporting chain and its name. DARPA has reported to secre-
tary, deputy secretary, and undersecretary of defense; most
recently DARPA reports to the director for defense research
and engineering. The name changes are more complicated.
Established in 1958 by Department of Defense directive
5105.15 in response to the Soviet launch of Sputnik, it was
called the Advanced Research Projects Agency (ARPA). In
1972 the name changed to Defense Advanced Research
Projects Agency (DARPA), and it became a separate defense
agency. In 1993, President Bill Clinton changed the name
back to ARPA in an effort to focus on its role in general eco-
nomic growth, and in 1996 the name reverted back to
DARPA under Title IX of the Defense Authorization Act. Its
operating philosophy has also changed over time—originally
it focused on microelectronics and computing and network
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technologies, then on research and development business
practices, and most recently on joint-service solutions that
coordinate efforts among various agencies.

DARPA’s most visible influence has been on the evolution
of computing and computer networks. Its structure and flex-
ibility allowed for the creation and promotion of ARPANet, a
means by which scientists and researchers could share infor-
mation over computer networks using packet switching—a
procedure in which “packets” of information are transmitted
over various routes and then reassembled at the destination
in complete form. The success of ARPANet and other DARPA
research led to the creation and development of the Internet.
Within 35 years, computers had spread beyond the highly
expensive realm of a few and were connecting millions through
desktop PCs. Consumers gained access to a multitude of Inter-
net services from purchasing products to paying bills online.

The success of DARPA, however, is derived from the
implementation of its technology and ideas into military
abilities. For instance, the F-117 stealth fighter, the Joint
Surveillance Target and Attack Radar System (JSTARS), and
Uncooled Infrared Sensors—all used in the 1991 Gulf War—
had their origins in DARPA research. The M-16 assault rifle,
the standard issue for all U.S. troops, also has its roots in
DARPA. From the military standpoint DARPA has proven
highly successful.

—Lisa A. Ennis
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Defense Plant Corporation (DPC)

A federal agency and subsidiary of the U.S. government’s
Reconstruction Finance Corporation (RFC) that led to
acquisition by the federal government of a dominant posi-
tion in several large industries.

On August 22, 1940, Congress chartered the Defense Plant
Corporation (DPC) in anticipation of war hostilities and
assigned it the task of expanding production capabilities for
military equipment. Its charter permitted both the building
and equipping of new facilities and the expansion of existing
structures.

Previously, in 1932, Congress had established the RFC as
an independent government agency whose original purpose
was to facilitate economic activity by lending during the
Great Depression. The RFC would make and collect loans
and buy and sell securities. At first it lent money only to
financial, industrial, and agricultural institutions, but the
scope of its operations widened greatly as a result of revised
legislative amendments. These amendments allowed for the
making of loans to foreign governments, providing protec-

tion against war and disaster damages, and financing the con-
struction and operation of war plants. Approximately two-
thirds or $20 billion of RFC disbursements went toward U.S.
national defense, especially during World War II.

The RFC financed much of American industrial expansion
during World War II. Various government departments such
as the War and Navy Departments, the Office of Production
Management, the War Production Board, and the Maritime
Commission would request what they needed from the RFC,
and in turn the DPC would ensure that the plants (mostly
new factories and mills) were constructed, equipped, and
operated. Jesse H. Jones, with Emil Schram and Sam
Husbands, managed the DPC. From its inception in 1940
through 1945, the DPC disbursed over $9 billion on 2,300
projects in 46 states and in foreign countries. In general, the
government owned the plants and then leased them to private
companies to operate. In spending these billions of dollars, the
government acquired a dominant position in several indus-
tries including aircraft manufacture, nonferrous metals,
machine tools, synthetic rubber, and shipping. The materials
and supplies produced during the war ranged from bearings
to giant guns, tanks, ships, and airplanes. About half of the
spending of funds went directly or indirectly for aviation. One
of the DPC’s largest projects involved a $176 million Dodge-
Chicago plant that manufactured aircraft engines for the B-29
and B-32 airplanes. The plant’s 19 one-story buildings
stretched over 1,545 acres of floor space. It was so large that it
had its own steel forge and aluminum foundry and could take
in raw materials at one end and turn out finished engines at
the other. Congress dissolved the DPC on July 1, 1945.

—Albert Atkins
References
Defense Manufacturing in 2010 and Beyond, Meeting the
Changing Needs of National Defense. Appendix A.
National Academy Press, 1999. Available:
http://www.nap.edu.readingroom/books/defman/app_ap
pa.html; accessed September 17, 2001.

See also Volume 1: World War II.

Defense Sciences
An agency under the Defense Advanced Research Project
Agency that develops military technologies.

The tremendous influence of science and technology on
war during the second half of the twentieth century mirrored
the equally momentous influence that war had on science
and technology. The U.S. Army Research Laboratory (ARL)
played a key role in the Department of Defense and army
research and development programs. The dynamic organiza-
tional structure of ARL provides insight into army research
and development programs and technological core compe-
tencies including some basic research, a substantial
exploratory development program, and a continuing effort
to “field” technology through a succession of advanced tech-
nology demonstrations.

Other agencies draw on expertise in computer science,
mathematics, operations research, electrical engineering, and



physics. The Advanced Information Technology Center con-
centrates on access to the Defense Information Systems
Agency (DISA), College Financial System (CFS), and Infor-
mation Technology Standards Library. In addition, the DISA
mission is to plan, engineer, develop, test, and manage pro-
grams; to acquire, implement, operate, and maintain infor-
mation systems for C4I (an Air Force geographic information
system for communication planning and modeling); and to
provide mission support under all conditions of peace and
war. It also contains information about the Defense Research
and Engineering Network, which is the networking compo-
nent of the Department of Defense (DOD) High Per-
formance Computing Modernization Program.

The Defense Technology Information Center provides
access to and transfer of scientific and technical information
for DOD personnel, for example, to the Office of Naval
Research (ONR). The ONR coordinates, executes, and pro-
motes the science and technology programs of the United
States Navy and Marine Corps through universities, govern-
ment laboratories, and nonprofit organizations.

—Albert Atkins
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Deficit Spending
Government expenditure in excess of tax revenue over a spe-
cific period of time.

By definition, deficit spending entails recourse to govern-
ment borrowing (typically through the sale of bonds). Since
1945, it has been widely acknowledged that the Keynesian
revolution, which witnessed the overthrow of classical eco-
nomics, produced a theoretical justification for deficit spend-
ing. Nevertheless, there has been considerable debate on the
extent to which John Maynard Keynes himself favored deficit
spending as a policy option. In contributing to the debate, J. A.
Kregel has contended that Keynes never explicitly proposed
“government deficits as a tool of stabilization policy.” It is nec-
essary, therefore, to trace the evolution of Keynes’s ideas on
the subject.

Amidst the economic chaos produced by World War I and
the draconian Treaty of Versailles, Keynes critiqued not just
classical economic theory but also British economic policy. In
the 1920s, Keynes attacked the “treasury view,” held by Ralph
Hawtrey and Winston Churchill, that increased public
expenditure would crowd out private expenditure. Accord-
ingly, he advocated loan-financed public works as a remedy
for unemployment. Subsequently, in “An Open Letter to
President Roosevelt” (1933), Keynes criticized the U.S. gov-
ernment for striving to maintain a balanced budget in the
midst of an unprecedented crisis. More precisely, Keynes
pointed to “the increase of national purchasing power result-
ing from governmental expenditure . . . financed by loans and
not by taxing present incomes.” Finally, in The General Theory
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of Employment, Interest and Money (1936), Keynes attributed
the Great Depression to deficient aggregate demand. Thus, in
an effort to explain the multiplier effect (in which the mone-
tary supply expands through banks’ lending), he argued that
“public works even of doubtful utility [would] pay for them-
selves over and over again in times of severe unemployment.”
It is not surprising that Alvin Hansen’s Full Recovery or Stag-
nation (1938) stressed the “income-stimulating expenditures
of the federal government.” In a similar vein, Abba Lerner’s
“Functional Finance and the Public Debt” (1943) attributed
the idea of functional finance (as distinguished from the
more orthodox sound finance) to Keynes.

To recapitulate, owing to the exigencies of the depression,
Keynesian revolutionaries (especially in the United States)
interpreted Keynes’s General Theory as a justification for
countercyclical demand management (or stabilization po-
licy). In the Keynesian view, stabilization would be achieved
by manipulating the balance between spending and taxation.
Thus, faced with the threat of recession, the government
would increase public spending and/or decrease taxes.
Conversely, faced with the threat of inflationary expansion,
the government would decrease public spending and/or
increase taxes. By alternating between deficit and surplus, the
government would regulate the business cycle.

Throughout the “Keynesian consensus”—a period of time
between the end of World War II (1945) and the year the
United States went off the gold standard (1973) when schol-
ars and economists believed that deficit spending would help
the economy—the United States employed a version of func-
tional finance in the regulation of the business cycle (despite
the inflationary pressures the policy seemed to produce). In
recent years, however, deficit spending has fallen into disre-
pute across the political spectrum (not least because deficits
have been equated with deferred taxation).

—Mark Frezzo
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CeLina v. Bawell (1901)
Case that determined if newly acquired territories were for-
eign governments and therefore subject to import taxes.

The case of DeLima v. Bidwell questioned if newly
acquired territories were considered foreign governments,
therefore subject to import taxes, or if they were part of the
United States. The firm of D. A. DeLima & Co. sued George
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Bidwell, the New York port tax collector, in 1899 to recover
import taxes collected on Puerto Rican sugar. In early
January 1901, the Supreme Court heard the case along with
Downes v. Bidwell and, on May 27, 1901, it decided both
cases. DeLima received a 5-to-4 vote stating Puerto Rico was
not a foreign country and therefore not subject to foreign
import duties, entitling DeLima to recover the exacted duties.
The decision of the Court was debated publicly and bitterly.
The way the decision read, Congress would need to incorpo-
rate any acquired territory into the general revenue system to
eliminate any questions about the territory’s statutes in trad-
ing partnerships. Only issued Congressional legislation could
make the territory “domestic” and part of the internal trading
system.

This case is one of the Insular Cases, a collection of Court
cases heard between 1900 and 1904 that established how the
U.S. Constitution would apply to acquired island territories.
In 1957 the Insular Cases were seemingly overturned by Reid
v. Covert, which determined that U.S. citizens residing abroad
are under the same jurisdiction as U.S. citizens at home in
matters of their civil and legal rights. The assumption that
citizens are under U.S. laws was endorsed by Examining
Board of Architects, Engineers and Surveyors v. Flores de Otero
in 1976, which stated that a dependent of a U.S. citizen can be
tried by U.S. courts. However, with United States v. Verduigo-
Urquidez in 1990, the Supreme Court declared that the
Insular Cases still governed how the U.S. Constitution
applied to island territories and that property owned by a
nonresident alien located in a foreign country is not subject
to U.S. search and seizure laws.

—Deana Covel
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Democracy

Political concept denoting a form of government by and for
the people, exercised either directly or through elected repre-
sentatives, and essential for the functioning of a modern cap-
italist economy.

In a democracy, the sovereign power resides in the people
rather than in an elite group. In the case of U.S. democracy,
the people on the basis of universal suffrage elect both the
executive and the legislative branches of government.
Modern democracy is characterized by individual freedom,
including economic freedom. This freedom allows citizens of
democratic nations such as the United States to engage freely
in economic pursuits.

American democracy rests on the revolutionary demo-
cratic principle of “no taxation without representation.” The
colonists who revolted against Great Britain did so on the
premise that Parliament had violated their economic inter-

ests. Economic freedom involved the freedom of trade and
the freedom of a people to tax itself rather than being taxed
by an outside power. This principle of economic freedom lies
at the heart of the American Revolution. Ordinary people in
colonial ports formed democratic organizations such as the
Sons of Liberty in the 1760s. These mechanics, tradesmen,
and artisans came together to boycott British goods.

American democracy has evolved over the 225 years since
the signing of the Declaration of Independence. However, the
essential features proclaimed in this founding historic docu-
ment, which asserted the right to life, liberty, and the pursuit
of happiness, and which included the freedom to own private
property, remain key to American democracy to this day. The
crucial concept is the freedom of the individual to be the
owner of goods and services intended for sale. Individuals
and private corporations also control the dynamic of pro-
duction.

Today the American economy functions as a part of a
democratic system of government comprising free and equal
people; a free marketplace; and complex businesses, labor
unions, and social organizations. The economy remains
democratic in the sense that people can vote as citizens on
public issues and for the political leaders who set policies that
have a major effect on the economy.

—Leigh Whaley
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Democratic Party

Political party formed in 1792 by Governor George Clinton
of New York and Virginians Thomas Jefferson and James
Madison.

The economic policy of the Democratic Party favored the
small yeoman farmer. Originally called the Jeffersonian
Democratic-Republican Party, the group dropped “Repub-
lican” during the age of Andrew Jackson (1828-1836) when
property-holding requirements for voting vanished through-
out most of the United States. In Thomas Jefferson’s view, an
individual who worked for an employer lost his or her free-
dom. This favoring of modest folks continued as President
Andrew Jackson fought the establishment of the Second
National Bank of the United States, although Democratic-
Republican president James Madison had come to support
the idea of a national bank. Democrats had little in the way of
electoral competition in the first half of the nineteenth centu-
ry as the merchant-oriented Federalists fell from favor because
of their support for such unpopular measures as the Alien and
Sedition Act, which overturned the right to freedom of speech
and the press. The Whigs, the successors of the Federalists,
only managed to win a couple of presidential elections.



A new Republican Party, founded in 1854, competed
strongly with the Democrats from the beginning and
achieved hegemony in the late nineteenth century that
endured until 1930, when Democrats assumed control of the
U.S. House of Representatives. The competitiveness of the
Democratic Party was dampened because of an economic
downturn during the second administration of President
Grover Cleveland and the populist campaign of 1896 Dem-
ocratic presidential nominee William Jennings Bryan, who
supported helping alienated city dwellers—mostly underpaid
workers and immigrants who operated outside the main-
stream political system—in a rapidly urbanizing nation.
Following the economic crash of 1929, which came during a
period of unified Republican control of the national govern-
ment, the Democratic Party gained favorable recognition.

Although Americans continued to perceive the Repub-
lican Party as better able to conduct foreign policy during
most of the twentieth century, the Democrats had the edge
on handling the economy, and this doubtless contributed to
the pattern in U.S. politics after the 1930 midterm elections.
For the remainder of the century, the Republicans controlled
both the presidency and both houses of Congress for a total
of just four years—whereas the Democrats dominated
Congress for 32 years running at the end of the twentieth
century. Key to Democratic success was disproportionate
support for its candidates by members of the working class,
many of whom lived in large urban areas. In presidential elec-
tions where class polarization existed, such as in 1936, 1940,
and 1976, Democratic candidates emerged victorious. In the
presidential election of 1972, when the correlation of voter
choice with class status approached zero, Republican Richard
M. Nixon handily defeated Democratic U.S. Senator George
McGovern. Interestingly, Nixon identified himself as a
Keynesian, a theory of economics more closely identified
with Democratic policies than with Republican ones. The
Republican Party continues to define itself as a party that rec-
ognizes Keynesian economics but within a balanced budget.

—Henry B. Sirgo
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Depression, The
See Great Depression.

Depression of the 1890s

Severe economic downturn after cotton-growing regions of
the South and agricultural areas of the Great Plains began
experiencing significant decline in prices, increases in
expenses, and a precipitous spike in farm foreclosures.
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The depression of the 1890s arrived at Wall Street on
May 5, 1893, when stock prices declined in the face of
uncertainty about the gold supply and the failure of the
Philadelphia and Reading Railroad. This economic crisis
reached its nadir in 1894 but endured until mid-1897. A
depression in Europe, low agricultural prices, deflated mon-
etary prices, watered railroad stocks, and a lack of govern-
ment regulation precipitated this economic crisis. The Panic
of 1893 began because of a financial crisis in the railroad
industry, the most important component of the national
economy, and quickly affected virtually every sector of
American economic life. The unemployment rate reached
20 percent, 156 railroads and 400 banks failed, and 16,000
businesses went bankrupt.

This economic crisis revealed class differences when Jacob
Coxey’s army of unemployed Americans marched toward
Washington, D.C., in March and April 1893 in search of jobs
and government relief. The desperation of union members
became evident in Chicago during the Homestead (1892)
and Pullman (1894) strikes.

—James T. Carroll
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Depressions

Sustained periods of economic contraction, characterized by
high and persistent levels of unemployment accompanied by
falling prices, investment contraction, financial crises,
reduced demand, and general decline in business activity.

Although some economists view depressions as random
aberrations, most agree that they remain inherent to capital-
ist economies. Throughout the long-term evolution of capi-
talism, the type and nature of depressions has changed. The
structural and institutional development of the economy has
played an important role in the types of depressions that
have emerged. The United States has experienced six major
depressions in its economic history since the early 1800s—
all similar in length and severity. Prior to that, economic
declines had occurred largely because of wars, natural disas-
ters, and other noneconomic factors.

During the early nineteenth century, merchant capitalism,
in which depressions remain largely commercial and specu-
lative in character, ended. Small proprietorships made up the
economy at this time. This raw-materials economy resulted
in depressions accompanied by speculation and sharp
declines in prices for agricultural and raw materials. With the
advent of the Industrial Revolution in the late nineteenth
century and diminished contribution of agriculture to eco-
nomic growth, crisis became associated with the rise, expan-
sion, and financing of industrial activity. The profit incentive
became even more important in an era of increased demand
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and mass production. Corporations replaced proprietor-
ships, and new financial institutions emerged to facilitate fac-
tory production. The development of competitive markets
frequently led companies into price wars, which undermined
profitability and hence firms’ ability to meet financial obliga-
tions. This uncertainty led to the emergence of a different
type of company—one with great market power and control
characterized by cartels, trusts, and mergers. Investment
banking evolved to service these organizations, acquiring a
large stake in their control by securing a large number of firm
shares and positions on governing boards. The depressions in
the era of what may be called “banker capitalism” during the
1920s occurred as a result of the aggressive expansion of these
firms and accompanying financial speculation. The authority
of investment banking over the firms and lack of internal
control are closely related to the massive financial speculation
that brought about market instability and played a pivotal
role in the deepest and most severe depression of our time,
also referred to as the Great Depression, in the 1930s. In the
post—World War 1II era, financial sector development and
innovation, increasing globalization, and increasing financial
instability have triggered several global financial crises or
recessions, but no depressions.

Although economists disagree on the exact causes of each
depression, the nature of depressions has changed with the
evolution of capitalism. Whether linked to a collapse in agri-
cultural prices or speculative financial attacks, all depressions
include a sharp decline in demand. Each of the six major U.S.
depressions has followed periods of sustained government
surpluses and sharp debt reductions, thereby stifling aggregate
demand. Price shocks, stock market crashes, and banking-
sector crises act as catalysts that bring about the fast, sharp
decline in economic activity that is typical of depressions.

Depressions are protracted and severe because it takes a
while for business confidence to return. Sharp declines in
demand or overinvestment (or both) lead to cutbacks in
production, involuntary inventory accumulation, and mas-
sive layoffs. Declines in employment further depress aggre-
gate demand, leading to a downward spiral in economic
activity. Business confidence falls so that expected future
returns do not warrant any new investment, even in the face
of falling prices, wages, and interest rates. As markets fail to
bring about a recovery, policy proposals have emerged for
governments to implement countercyclical measures. The
suggested remedial policy responses include “priming the
pump,” large public infrastructure investment, public service
employment programs like those of the New Deal era, and
job guarantee schemes, such as making the government an
employer of last resort or making public service employ-
ment available. The emergence of big government, in which
the federal government assumes control over a major por-
tion of the U.S. economy, has contributed to the lack of
depressions since World War I1.

—Pavlina R. Tcherneva and Mathew Forstater
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Deregulation
The loosening of government controls over vital industries
such as the airline, utility, and communications industries.

The legal cartel theory (in which some companies control
pricing and supply although competitors exist), increasing
evidence of waste and inefficiency in regulated industries,
and the contention that government was regulating poten-
tially competitive industries all contributed to the deregula-
tion movement of the 1970s and 1980s. Since 1980,
important legislation has been passed that deregulates in
varying degrees the airline, trucking, banking, railroad, and
television broadcasting industries.

Deregulation has proven controversial, and the nature of
the controversy remains quite predictable. Basing their argu-
ments on the legal cartel theory, in which certain companies
control a near monopoly but some competitors exist, propo-
nents of deregulation contend that it will result in lower
prices, more output, and the elimination of bureaucratic
inefficiencies. Some critics of deregulation, embracing the
public interest theory, argue that deregulation will result in
the gradual monopolization of the industry by one or two
firms, which in turn will lead to higher prices and diminished
output or service. Other critics contend that deregulation
may lead to excessive competition and industry instability,
and that vital services (for example, transportation) may be
withdrawn from smaller communities. Still other critics
stress that as increased competition reduces each firm’s rev-
enues, companies may lower their standards with respect to
safety and risk as they try to reduce costs and remain prof-
itable.

Perhaps the most publicized case of deregulation involves
the airlines. The Airmail Act of 1925 provided for the encour-
agement of the air carrier industry; the Civil Aeronautics Act
in 1938 established economic and other regulations upon
which the industry matured and developed. Many factions
and individuals representing the aviation industry, govern-
ment, and the general public continued to express dissatis-
faction after Congress passed the Civil Aeronautics Act in
1938 and again after the Federal Aviation Act became law in
1958. Dissent against and criticism of federal aviation regula-
tion continued with increasing force until the 1970s. As early
as 1975 a law was proposed that was also known as the
Federal Aviation Act. Congress did not pass the act, but oppo-
sition grew regarding the economic regulation of the aviation
industry. In the early 1970s, many academic economists
questioned the need for economic regulation of air carriers.
As a result, President Gerald Ford began to press for deregu-
lation. Then President Jimmy Carter appointed Alfred Khan
as Chairman of the Civil Aeronautics Board, and he moved
quickly toward deregulation in areas of pricing, entry, and
exit.



In 1975, Senator Edward Kennedy began an investigation
of the regulatory practices of the Civil Aeronautics Board and
the effects of these practices upon the air carrier industry. As
a result, President Carter signed the Airline Deregulation Act
of 1978 into law on October 24, 1978. Some believe that
deregulation is the best thing to ever happen to the United
States air transportation industry, whereas others believe that
it is the most disastrous. Airline fares have decreased in the
face of competition within the industry. At the same time,
with fewer passengers flying after the terrorist attacks on Sep-
tember 11,2001, rates dropped to a level that forced some air-
lines near or into bankruptcy, required the permanent
reduction of staff, and required wage concessions from union
members who remained with the airlines. External factors
have contributed more to the industry’s decline than has
deregulation.

During the past 25 years, the federal government, in an
effort to reduce the cost of government bureaucracies over-
seeing specific industries, initiated a policy of deregulation in
areas other than the airline industry. The trucking industry
was deregulated in 1980, and rates were adjusted from below
market price to become competitive. The telecommunica-
tions industry was deregulated in the early 1980s, resulting in
a variety of new providers—for example, Sprint, MCI, and
later the cellular networks—entering the marketplace. The
natural gas industry was deregulated in 1985. Also in the
1980s, the railroad industry deregulated to maintain control
over its market share of freight and passenger services.
Deregulation is designed to encourage competition and
reduce prices for the consumer. In all but the energy indus-
try, costs appear to be trending downward.

—Albert Atkins

References

MacAvoy, Paul W., ed. Deregulation and Privatization in the

United States. Edinburgh, Scotland: Edinburgh
University Press, 1995.
See also Volume 1: Aviation.

Desert Land Act (1877)
Legislation to encourage settlement and irrigation of western
arid lands.

In 1877, Congress passed the Desert Land Act. Any citizen,
person who had applied to become a naturalized citizen,
head of household, or male over the age of 21 who had never
been an enemy or aided an enemy of the United States could
claim 160 acres of land in the public domain for a cost of
$1.25 per acre. At the time the claim was placed, the claimant
had to pay 25 cents, with the balance due in two years. Unlike
the Homestead Act, the Desert Land Act did not include a
residency requirement, but it did stipulate that title would be
transferred after three years if irrigation had been accom-
plished within that time. Whereas the amount of land
granted under the Homestead Act exceeded 287.5 million
acres, the Desert Land Act failed to entice large number of
settlers into the vast territory of the West and resulted in the
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granting of only 10.7 million acres to settlers. Consequently,
Congress later passed the Newlands Reclamation Act of 1902,
which provided that 95 percent of the funds derived from the
sale of public lands in the western states would be used for
irrigation projects such as the construction of dams, which
would entice more settlers.
—Cynthia Clark Northrup
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Digital Millennium Copyright Act of 1998
U.S. act that implemented two world treaties—World Intel-
lectual Property Organization (WIPO) Copyright Treaty and
the WIPO Performances and Phonograms Treaty—and also
dealt with other copyright-related matters.

Legal recognition of the commercial value of the products
of the intellect and the need to protect that value are often
attributed to the guilds of the Middle Ages and their propri-
etary attitudes toward craft knowledge. The U.S. Constitution
provides that Congress “promote the progress of science and
useful arts by securing for limited times to authors and inven-
tors the exclusive right to their respective writings and dis-
coveries.” Since 1790 Congress has passed many statutes to
meet that responsibility, with the Digital Millennium
Copyright Act (DMCA) the most recent.

The chief exception to copyright infringement is the “fair
use” doctrine, which permits others to copy and distribute
the creator’s work within limits. In determining if a work is
fair use, courts consider such factors as nature of the copy-
righted work, purpose and character of the use, the relative
proportion of the work used, and the effect of the use on the
potential market of the work. However, advanced computer
technology and the inherent openness of the World Wide
Web (an Internet communication system that allows individ-
uals to communicate and share information via the com-
puter) pose unique problems for protection of an author’s
work when copyright can be infringed simply by clicking a
computer mouse.

The DCMA limits the liability of online Internet service
providers (companies that operate computers that facilitate
the connection of PC users to the Internet) and nonprofit
educational institutions for copyright infringement when
they merely act as a data conduit or conduct system
cacheing, when the information resides on the system or
network at the direction of users, or when referrals to web-
sites such as search engines or hyperlinks contain infringing
material. The remedy remains an injunction preventing fur-
ther use of the material, but the awarding of monetary dam-
ages is not legislated. Yet the DMCA does not offer much
guidance for Web users and website managers or for those
seeking to prevent copyright infringement on the Internet.
For example, are the standards for fair use the same for the
Web as elsewhere?
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Under the WIPO treaties, the United States recognizes
copyrights from other nations that have not fallen into the
public domain, just as other signatories must accept U.S.
copyrights. In addition, nations must prevent circumvention
of technological measures used to protect copyrighted works.
The DCMA is the start of that effort.

—Susan Coleman
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Dingley Tariff (1897)
Legislation that created a record level of tariff duties.

By 1897 nearly all factions of the Republican Party
wanted the prompt passage of a new protective tarift to
restore confidence in the economy following the panic of
1893 (precipitated by a crisis in the railroad industry) and
the subsequent depression. Nelson Dingley Jr., a Republican
congressman from Maine, developed a tariff bill that
removed raw wool from the free list but left hides and cop-
per on the list. It also placed high duties on linens, woolens,
and silks while leaving the main steel and iron tariff sched-
ules mostly untouched. The bill’s most significant change
involved the doubling of the duty on sugar, an important
revenue-producing item, as a way to end the treasury deficits
created by the panic of 1893.

The Senate, however, added 872 mostly insignificant
amendments and in the process altered the House’s tariff
rates. In conference committee, the more protectionist House
resisted the Senate changes, and the final bill closely resem-
bled Dingley’s original proposal. Signed into law by President
William McKinley on July 24, 1897, the Dingley Tariff raised
average duties to a record level of 52 percent, mainly because
of the new sugar duty. With the return of prosperity in the
latter half of 1897, many high-tariff Republicans became
convinced that the Dingley Tariff remained essential for
maintaining the nation’s economic health. Representing a
final burst of nineteenth-century protectionism, the tariff
remained in effect until the passage of the Payne-Aldrich
Tariff Act in 1909.

—Steven E. Siry
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Disarmament

Reduction or limitation of weaponry, specifically nuclear
arms, among world powers designed to reduce worldwide
tensions.

The objectives of disarmament are to reduce the likeli-
hood of war, to reduce military costs in peacetime, and to
reduce the destructiveness of war should it occur. The theo-
retical basis for disarmament is the belief that arms races
involve action/reaction cycles that escalate international ten-
sions, and in times of crisis these tensions become destabiliz-
ing—they combine with accidents or misperceptions to
cause wars. Many disarmament advocates regard World War I
as the classic example of an arms race leading to an acciden-
tal war.

In the interwar period (1919 to 1939), forced disarma-
ment of a defeated enemy and a voluntary disarmament
through international agreement both occurred. The
Versailles Treaty demilitarized the Rhineland, limited the size
of Germany’s army and navy, and prohibited Germany from
operating tanks, combat aircraft, and submarines. The 1922
Washington Naval Conference limited the size of battleships,
proclaimed a ten-year moratorium on expending capital to
build new battleships, and set a 5:5:3 ratio for British,
American, and Japanese battleships and aircraft carriers. The
1930 London Naval Conference awarded Japan a 7:10 ratio
compared with the United States and Britain in cruisers and
destroyers and awarded Japan parity with the United States in
submarines. Germany and Japan first violated and then abro-
gated these treaties, and Britain and the United States lacked
the will to enforce the treaties or to rearm. Thus, interwar
agreements disarmed the democracies and emboldened the
dictatorships, contributing to the outbreak of World War II.

During the cold war, U.S. negotiators sought to prevent or
limit the Soviet counterforce threat to U.S. land-based inter-
continental ballistic missiles (ICBMs). The Strategic Arms
Limitations Talks (SALT) I and II, both treaties of the 1970s,
failed to achieve this goal, instead only codifying the buildup
in Soviet offensive forces. However, the superpowers agreed
to disarm themselves of biological weapons and antiballistic
missile forces in 1972 and of intermediate-range nuclear
forces in 1988. Multilateral treaties prohibited placing nuclear
weapons in Antarctica (1961), outer space (1967), or the
seabed (1970). The 1963 Test Ban Treaty prohibited nuclear
testing in the atmosphere, outer space, or the seabed, and the
1968 Non-Proliferation Treaty obligated states with nuclear
weapons not to transfer the weapons or their technology to
third parties.

On the whole, cold war disarmament remained hostage to
the political relationship between the two superpowers. Once
the Soviet Union collapsed, large-scale disarmament was not
merely possible, but inevitable. The 1992 Conventional
Forces in Europe (CFE) Treaty established a formula for the
reduction of nonnuclear forces in Europe, and the Strategic
Arms Reductions Treaties (START) negotiated during the
1990s called for the United States and Russia to both reduce
their nuclear arsenals to about 2,000 strategic warheads each
over the decade to come. Moreover, significant multilateral
disarmament treaties were negotiated in the 1990s, including



regional nuclear-free zones, bans on chemical weapons and
land mines, and a Comprehensive Test Ban Treaty.
Multilateral export control agreements seek to prevent prolif-
eration of nuclear, biological, chemical, and ballistic missile
technologies—and “dual-use items” such as nuclear power—
to certain countries.

Unfortunately, despite these agreements, several “rogue
states” including North Korea, Iran, Iraqg, and Libya continue
to seek nuclear, biological, and chemical (NBC) capabilities.
NBC technology and expertise continue to flow from Russia
and China to these countries and possibly to terrorist groups.
The problems of how to verify violations of these agree-
ments—and how to respond once violation has been
proven—remain unresolved.

—James D. Perry
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Disaster Assistance Act of 1988

Amendment to the Stafford Act of 1974 that provided new
guidelines for federal funding of natural or emergency disas-
ters.

Under the Disaster Assistance Act of 1988, the federal gov-
ernment assumed liability for funding not less than 75 per-
cent of the cost of a natural disaster or an emergency disaster
in any given state under the direction of the Federal
Emergency Management Agency. That amount could
increase to 100 percent for the first ten days of the emergency,
but Congress placed a limit of $5 million on that portion of
the assistance package, to be exceeded only if the president
declared that continued assistance was required or that there
was a sustained threat to life, property, health, or safety or
that no other timely assistance could be provided. The federal
government could also assume responsibility for 100 percent
of the cost of temporary housing as well as other associated
expenses.

Although the act was designed to shift financial responsi-
bility more toward the states and local communities, the net
result has been a greater expenditure on the part of the fed-
eral government. Much of this increase has occurred because
of the rise in the number of disasters that have occurred.
Between 1985 and 1989 more than 119 disasters were
declared, whereas between 1990 and 1994 more than 195
declared disasters occurred. In addition, the dollar value of
each disaster has substantially increased over time because of
increased population density and inflation.

—Cynthia Clark Northrup
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Disease

A medical disorder with recognizable symptoms that may or
may not have a known source and that creates an economic
burden on society, including the medical community.

During the colonial period, colonists experienced rela-
tively few outbreaks of disease. Low population levels com-
bined with distribution of cities and farms over a large
geographical area prevented the spread of infections.
Northern regions, where the temperature falls to freezing or
below, had fewer outbreaks than the southern colonies,
where the temperature reaches near-tropical levels during a
substantial portion of the year. In the southern colonies,
especially in South Carolina, the diseases that appeared most
frequently were yellow fever and malaria—both carried by
the mosquito. African slaves who carried the sickle-cell trait
proved resistant to malaria, so southern planters invested in
the costs of slaves as workers in the low, swampy regions
throughout the South.

Another disease, smallpox, decimated the Native Amer-
ican population in particular. Entire villages in New England
were often wiped out by the disease, leaving the land open for
European settlement. In some instances, it was reported by
colonial authorities and government agents that the blankets
and other items given to the Indians were purposely infected
with the smallpox virus.

As the population of the country multiplied and urban
areas grew during the late eighteenth and early nineteenth
centuries, disease became more frequent. Unsanitary condi-
tions, for example, the lack of clean water and sewage sys-
tems, aided the spread of diseases such as cholera, an often
fatal intestinal disease that results in severe diarrhea, vomit-
ing, dehydration, and gastric pain. These outbreaks spread
throughout the country either along rivers or along the coast
since the primary mode of transportation was still by ship.
Inadequate food preservation and unsanitary conditions also
led to increased outbreaks of diseases such as diphtheria,
whooping cough, fevers, and influenza. Mortality rates
climbed to levels comparable to those in Europe for the first
time since colonization had begun in the early 1600s.

During the late nineteenth century, urban areas experi-
enced a high incidence of tuberculosis, especially in over-
crowded tenements where immigrants congregated. Efforts
to prevent the disease proved somewhat successful by the end
of the 1880s, although it has not yet been eradicated in the
twenty-first century.

After the Civil War, the U.S. Army initiated a series of
experiments that led to significant breakthroughs in disease
control. After the Spanish-American War, funded by the fed-
eral government, American surgeon Walter Reed focused on
the problem of typhoid; his research yielded positive results
and future outbreaks were prevented.
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Next, Reed assembled a team of army doctors, including
Major James Carroll, Major Jesse W. Lazear, and Major
Aristides Agramonte of Havana (a Cuban national who was a
member of the U.S. Army Medical Corps), to investigate the
cause of yellow fever, which was a serious problem in late
nineteenth-century Cuba, especially after the Spanish-
American War. Basing their investigations on previous
research by Dr. Carlos Juan Finley, they discovered that the
mosquito carried the disease. Specifically, the mosquito had
to bite an infected person during the first 3 days of the per-
son’s illness, and the disease had to mature in the mosquito
for 12 days before it could be transmitted to another host.
Reed announced the findings at the 1900 meeting of the
American Public Health Association. The army successfully
eradicated yellow fever from Cuba through the systematic
destruction of mosquitoes on the island; it initiated a similar
program in Panama during the construction of the Panama
Canal. The French had experienced extremely high death
rates from yellow fever when they began construction on the
canal. As a result of the work of Walter Reed, the Americans
experienced dramatically fewer fatalities after they assumed
control of canal construction from the French in 1903. Reed’s
work emphasized the need for future research to discover the
cause and the epidemiology (spread) of epidemic diseases.

From 1918 to 1920, the United States experienced an
influenza epidemic. In 1918 and 1919 more than 400,000
Americans died of the disease—more than the number of
U.S. soldiers killed during World War 1. Infectious diseases
such as whooping cough, measles, mumps, and polio spread
throughout the nation between World War I and World War
II. Outbreaks of these diseases affected children primarily,
although polio hit old and young alike. With the beginning of
World War II, the federal government funded medical
research on a much larger scale. Sulfa drugs, penicillin, and
antibiotics yielded promising results. The discovery of the
polio vaccine by Jonas Salk and Albert Sabin, in which
patients developed immunity to polio after receiving injec-
tions of small doses of the disease, lessened the number of
people who were infected.

By the 1960s, the U.S. medical profession was focusing on
noncontagious diseases such as heart disease, cancer, and
strokes. Funding for research into these diseases expanded
the medical field and created new jobs, but the costs for oper-
ations and treatments strained the existing health system and
health care costs began to increase. Then, in the 1980s, the
medical profession faced one of its greatest challenges with
the outbreak of acquired immune deficiency syndrome
(AIDS). At first the disease primarily affected gay men and
intravenous drug users, and society placed a lower priority on
funding research. However, as AIDS spread to the heterosex-
ual population—and to children during birth via their infect-
ed mothers or through the use of tainted blood used for
transfusions—society recognized the need for research into
its cause and prevention. As of 2000, the Centers for Disease
Control and Prevention estimated that between 850,000 and
950,000 Americans were infected with the virus. That same
year, the United States spent about $4.87 billion on research,

treatment, prevention, and education for this disease alone.
During the administration of President George W. Bush,
funding for AIDS research increased after a reduction in
funding during the administration of President Bill Clinton.
The medical profession faces another challenge, Alzhei-
mer’s disease, which is suffered by prominent individuals
including President Ronald Reagan and actor Charlton
Heston and so is in the forefront of public attention. As of
2003, medical research has yielded few results, and costs to
businesses and caregivers have continued to skyrocket.
Businesses contribute about $176 million annually for
research into Alzheimer’s while spending an additional $24.5
billion annually on health care treatment. In addition, the
cost to caregivers—counting time lost from work, lost jobs,
and sale of homes and other assets to pay the costs of medical
care—has reached about $36.5 billion. As the baby boom
generation ages and as medical research finds cures for other
diseases, research into Alzheimer’s—which has replaced heart
disease and cancer as the number-one killer of elderly
Americans—must expand to prevent the escalation of health
costs for the elderly.
—Cynthia Clark Northrup
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Distribution Act (1836)

Act to distribute federal surpluses to select state banks passed
by Congress on June 23, 1836, after the charter of the Second
Bank of the United States expired.

The Distribution Act of 1836, spearheaded by Senator
Henry Clay, provided for a system of distributing federal sur-
pluses to state banks and restricting legal tender to gold and
silver. This plan received support by those who wanted to
quickly replace the functions performed by the Bank of the
United States, whose charter had expired in 1836. Supporters
of hard money (or specie, i.e., gold and silver) opposed the
bill, fearing speculative banking and the contraction of the
money supply.

The law stipulated that $5 million in surplus treasury
funds be distributed to the state banks beginning January 1,
1837, in four quarterly installments as interest-free, unse-
cured loans. No one expected the repayment of the loans. The
influx of federal monies to the states further stimulated an
overheated economy in 1836 and early 1837. The panic of
1837 occurred because of overspeculation in western lands,



poor banking procedures, and a decline in farm prices, all of
which the distribution system (which called for the distribu-
tion of surplus funds to the states) further compounded.
Americans abandoned the provisions of the act in 1842 when
Congress passed the protectionist Tariff of 1842, which
greatly slashed federal revenues.
—James T. Carroll
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Divorce
The dissolution of a marriage and the separation of eco-
nomic interaction between the spouses.

Throughout most of American history, it was not easy to
obtain a divorce. Courts required evidence that one partner
had breached the contract of marriage as a result of adultery,
desertion, abuse (either physical or mental), mental incapac-
ity, incarceration, nonsupport, or substance abuse. Each state
determined the requirements for divorce. Divorce rates
soared during the prosperous 1920s, and the number of
divorces has escalated since 1945, when 35 percent of mar-
riages ended in divorce. By 1979, 53 percent of marriages
ended in divorce. Since then the divorce rate has remained
constant at between 43 percent and 47 percent of marriages.
Beginning in the late 1900s, states began granting “no-fault”
divorces based on grounds of incompatibility.

Divorce financially affects the family as well as society.
Mothers with young children and no adequate job skills find
themselves in a downward economic spiral, especially if the
father fails to pay court-ordered child support. (In 1998,
more than 16 million noncustodial parents owed back child
support to more than 32 million children.) These women
turn to government-sponsored entitlement programs such as
Aid to Dependent Children and Aid to Families with
Dependent Children for assistance. Until recent changes in
the laws following the passage of the Personal Responsibility
Act of 1996, once in the welfare system women found it dif-
ficult to break the cycle of economic dependency on the gov-
ernment. The children of divorced parents also suffer. Many
of them experience difficulty in school or simply drop out.
During the 1990s the dropout rate declined, but it was still
more than 381,000 students annually out of 3.4 million stu-
dents. Most of these children are forced to accept jobs at min-
imum wage or slightly above. Consequently, their economic
opportunities are limited. Fathers also suffer financially if
they remarry and have to assist in supporting both their pre-
vious and current households. Many divorces result in one or
both partners being forced to file for bankruptcy. In 1980
only 300,000 divorces resulted in bankruptcy, but by 1998
more than 1.4 million divorces ended in bankruptcy pro-
ceedings.

—Cynthia Clark Northrup
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DOD
See U.S. Department of Defense.

Dollar Diplomacy
Term used to describe certain elements of U.S. foreign policy
during the presidency of William Howard Taft (1909-1913).

President William Howard Taft, like his predecessor
Theodore Roosevelt, sought to increase America’s influence
as a world power. Part of his foreign policy strategy involved
extending American financial investments and institutions
into less-developed regions. To accomplish these goals, the
Taft administration concentrated on promoting and protect-
ing American corporate interests in Central America and the
Far East. Theoretically, by “substituting dollars for bullets,” as
Taft phrased it, both the United States and the underdevel-
oped nations would benefit. United States trade would
increase while the smaller countries would enter a new era of
political stability and improved social conditions. Taft chose
Philander C. Knox as his secretary of state and charged him
with implementing the policy of dollar diplomacy. Knox, a
wealthy conservative corporate lawyer who had represented
the Carnegie Steel Corporation, remained sympathetic to the
needs and goals of big business.

Taft and Knox believed that the best way to control
Central American countries involved taking over their cus-
toms houses where import duties are collected and arranging
for the countries to repay European debts through loans from
American businesses. The United States introduced financing
schemes in Honduras, Guatemala, and Haiti. Nicaragua pro-
vided the clearest example of the practical value of dollar
diplomacy. Taft and Knox believed the small nation had great
strategic importance because of its proximity to the Panama
Canal. The United States helped topple longtime Nicaraguan
dictator Jose Santos Zelaya, who had refused to cooperate
with the administration’s plans to establish a neutral
Honduras, in 1907. The United States subsequently sup-
ported Adolfo Diaz as the head of the Nicaraguan govern-
ment, made loans to the new regime, and seized control of
the country’s customs houses. The situation left Nicaragua a
virtual U.S. protectorate and generated resentment among
the Nicaraguan people. The American policy failed to create
stability in the country, and sporadic violence led Taft to send
in troops that would remain in Nicaragua for years.

Under pressure from American bankers, Taft and Knox
also sought to implement dollar diplomacy in China. There
they hoped to dilute Japanese and Russian influence in
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Manchuria, strengthening both the Open Door Policy (which
called for the territorial integration of China and the estab-
lishment of free trade in China) and the weak Chinese gov-
ernment. Knox worked to include the United States in a
consortium of western powers formed to construct railroads
in Manchuria. When English, French, and German bankers
reluctantly agreed with the plan, Knox carried it a step fur-
ther by trying to exclude the Japanese completely from any
role in the enterprise. The Japanese responded by forming a
loose alliance with Russia, and the railroad project quickly
collapsed in 1910.

Taft abandoned dollar diplomacy during the final year of
his administration, and in 1913 his successor, Woodrow
Wilson, publicly repudiated the policy. Taft’s economic inter-
ventionism had been an outright failure in China and creat-
ed ill will and social turmoil in Central America that would
last for decades. Today the term dollar diplomacy has negative
connotations and is used to refer to the needless manipula-
tion of foreign affairs for economic gain.

—Ben Wynne
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Dominican Republic
Nation located on the eastern half of the island of Hispaniola
in the Caribbean Sea.

The Dominican Republic declared its independence in
1844 after more than two centuries as a Spanish colony and a
brief stint as part of Haiti. In its early years of independence
in the latter nineteenth century, the Dominican Republic
experienced a great deal of chaos and government instability.
The instability created poor economic conditions, and the
nation was unable to make debt payments to European
lenders. With the beginning of construction on the Panama
Canal in 1904, the United States had a strategic interest in the
Caribbean, and American leaders believed that the fighting
and poor economic conditions in the Dominican Republic
could lead to European military action there. As a result, in
1905, the United States convinced the Dominican Republic to
sign an agreement that gave the United States responsibility
for all Dominican Republic debt and the right to collect cus-
toms duties in order to repay that debt. Many citizens of the
Dominican Republic protested, and the chaos worsened. To
protect American interests, U.S. Marines occupied the island,
and the U.S. maintained military control from 1916 until
1924. The United States gained several economic benefits
from this intervention. Previously the republic had exported
most of its tobacco, cocoa, and sugar to Europe, but after U.S.
intervention it exported these goods to the United States.
Additionally, American sugar companies took control of
large portions of the Dominican Republic’s economy. After

American withdrawal, the Dominican Republic continued to
have close economic ties with the United States, and
throughout much of the twentieth century, sugar exports to
the United States were a mainstay of the Dominican
Republic’s economy.
—John K. Franklin
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Dow Jones Industrial Average
Economic indicator for stocks.

Charles Dow and Edward Davis Jones created the Dow
Jones Industrial Average in 1884 to measure 11 blue-chip
stocks, most of which involved railroad companies. On May
26, 1896, they published the first Dow-Jones average, which
consisted of 12 stocks. (The railroad stocks were made part of
a separate transportation index in 1970.) The Dow originally
equaled an average of the stock price for each company divid-
ed by the number of companies. However, with the passage
of time, stock splits and other changes made comparisons of
averages both impractical and unreliable. (When a company
splits its stock, it decreases the cost of a share by half, making
share purchase more attractive to smaller investors. However,
the number of stocks is doubled in this illusionary tactic, and
market capitalization remains the same.) On December 31,
1927, the editors of the Wall Street Journal modified the Dow-
Jones index with a divisor that made allowances for stock
splits and to ensure comparative continuity among stock
prices. On October 1, 1928, the Dow expanded to include 30
stocks which, except for the transportation and utilities sec-
tors, represented the U.S. economy.

The utilities average appeared in 1929. The railroad aver-
age created in 1896 was renamed the transportation average
in 1970. The Dow Jones Industrial Average with the railroad
and utilities averages provides a broad overview of the U.S.
economy and remains the most popular index of market
growth and contraction.

—James T. Carroll
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Downes v. Bidwel I (1901)
One of several Supreme Court “Insular Cases” that deter-
mined the legal relationship between the United States and
several of its territories.

Congress passed the Foraker Act in November 1900,
which provided a temporary civil government in Puerto Rico



and provided it with revenue without declaring it a territory
of the United States. However, the act also imposed a 15 per-
cent tariff on items from foreign countries, leaving unclear
whether Puerto Rico was considered a foreign country. The
case of Downes v. Bidwell questioned if Puerto Rico and other
territories were subject to Article I, Section 8 of the United
States Constitution, which requires that “all duties, imposts,
and excises shall be uniform throughout the United States.”

Downes v. Bidwell was heard at the same time as DeLima v.
Bidwell. In DeLima in a 5-to-4 decision, the Court decided
that Puerto Rico was not a foreign country and therefore not
subject to foreign duties. Downes extended the question to if
new territories had the same rights as the states. On May 27,
1901, in Downes, the Supreme Court ruled 5-4 that Puerto
Rico was not part of the United States but was subject to its
jurisdiction. Therefore, the revenue tariff clause did not
apply, and duties could be collected on items coming from
Puerto Rico that could not be collected on items shipped
between states.

This case is one of the Insular Cases, which are a collection
of Supreme Court cases heard between 1900 and 1904 that
established how the United States Constitution would apply
to island territories that were acquired during the Spanish-
American War.

It seemed that the Insular Cases were overturned by Reid
v. Covert in 1957, when their continuing vitality was ques-
tioned for U.S. citizens and dependents living abroad. The
assumption that anyone in a foreign country fell outside the
jurisdiction of the United States government was endorsed by
Examining Board of Architects, Engineers and Surveyors v.
Flores de Otero in 1976, which stated that the Insular Cases
were overturned. However, with United States v. Verduigo-
Urquidez in 1990, which also considered the issue of how far
the Constitution extended, the Supreme Court declared that
the Insular Cases still governed how the U.S. Constitution
applied to island territories.

—Deana Covel
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DPC

See Defense Plant Corporation.
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Dust Bowl

An environmental and economic disaster that occurred
because of drought and poor farming practices in the
Southwest.

Little rain fell over the United States in the summer of
1930, and fulvous dirt began to blow. The center of drought
shifted to the Great Plains by early 1931, combining with
both dust storms and intense heat to batter a bowl-shaped
area of Kansas, Colorado, New Mexico, Oklahoma, and
Texas. Various areas were affected from year to year during
the “dirty thirties,” as the weather pattern occasionally moved
as far north as Nebraska and the Dakotas. Dust storms in
1935 carried away wheat—half of the crop in Kansas, one-
fourth in Oklahoma, and the entire Nebraska planting. By
1938, the peak year for wind erosion, 10 million acres had lost
at least the upper five inches of topsoil and another 13.5 mil-
lion acres had lost at least two and one-half inches. One sam-
ple of dirt deposited in Iowa contained 10 times as much
organic matter and nitrogen—the basics of plant fertility—as
did the sand dunes left behind in Dallas County, Texas.
Oklahoma law allowed farmers to take out a chattel mortgage
(third-party financing) on crops not yet planted, and many
did so. Because of the widespread crop failures, many farm-
ers were now hopelessly in debt, and many declared bank-
ruptcy and placed all their possessions on the auction block.
Others simply loaded what they could into a truck and drove
away during the 1930s—the “Okies” famously portrayed in
John Steinbeck’s The Grapes of Wrath. Under the New Deal of
President Franklin D. Roosevelt, the dust bowl states received
more federal dollars than any other region, most coming
from the Agricultural Adjustment Act of 1933. Farmers who
stayed on were encouraged by the government to practice sci-
entific farming methods including the planting of shelter-
belts of trees to protect crops from the wind and the
contouring of furrows, which allowed rain and snow to stay
in the soil rather than disappearing as runoff.

—Caryn E. Neumann
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Earnings
The real or inflation-adjusted pretax wages, salaries, and ben-
efits that workers receive.

A complete picture of the historical evolution of earnings
in the United States, and of the effects of economic policies
on this evolution, must distinguish among the earnings’level,
rate of change, and distribution. Expressed in constant 1988
dollars, for example, the mean wage was $12,225 in 1927 and
$31,422 in 1998, consistent with an average annual growth
rate of 1.6 percent. However, earnings have sometimes
increased more or less quickly than this. Between 1950 and
1970, a period some have called the golden age of American
capitalism, mean wages increased more than 2 percent per
annum, a rate that, if sustained, would have allowed earnings
to double from one generation to the next. Between 1970 and
1995, on the other hand, the average annual growth rate was
less than 0.5 percent.

Conventional economic wisdom holds that much, per-
haps most, of the growth in mean earnings is the result of
technological change. In this context, it comes as no surprise
that the period of slow earnings growth between 1970 and
1995 coincides with a productivity slowdown. Unfortunately,
it is difficult to influence the rate of technological change,
even with targeted economic policies.

The effect of economic policies on the distribution of
earnings is perhaps more visible, and there are three distinct
historical episodes to be explained. From the Civil War to the
Great Depression, earnings distribution tended to become
more unequal, but this inequality was reversed in the subse-
quent great compression of the economy, the effects of which
continued to resonate until the 1970s, after which the distri-
bution again became more lopsided—a trend that has lasted
to and intensified in the present. Those in the top 10 percent
of earnings level received 30.3 percent of all wage income in
1932, 25.2 percent in 1950, 25.7 percent in 1970, 31.8 percent
in 1990, and more than 35 percent in 2000.

A list of the immediate institutional causes of the great
compression would include both the National Industrial
Recovery Act of 1933 and the National War Labor Board
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(NWLB), which was established in 1942 and dissolved in
1945. What is more difficult to explain is the persistence of
wartime compression decades after the end of the war. Some
recent research suggests that a robust set of compensation
norms (the average expected compensation) emerged in the
aftermath of the Great Depression and World War II and that
these norms persisted even if their codification—in the “little
steel formula” (which allowed wage increases to 15 percent of
January 1941 levels during a period of rapid inflation at the
beginning of World War II) and other practices of the
NLWB—proved to be short-lived.

Both the slowdown in the growth of earnings since the
1970s, which was mirrored in the experiences of other
advanced capitalist economies, and the increasing uneven-
ness of the earnings distribution, which was not mirrored in
other economies, have also received considerable attention
from social scientists. The second of these seems to contradict
the hypothesis of Simon Kuznets (1955), which claims that
after some threshold level of economic development has been
attained, the distribution of earnings tends to become more
equal.

—Peter Hans Matthews
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Economic Cooperation Administration
(ECA)

U.S. agency created by the Economic Recovery Act of April
1948 to administer postwar American aid to Western Europe;
widely known as the agency that administers the Marshall
Plan.

U.S. Secretary of State General George G. Marshall
announced the Marshall Plan in a famous speech at Harvard
University June 5, 1947. The plan sought to stabilize Europe
politically and to help Western European economies recover
by integrating them in a U.S-dominated international eco-
nomic order. The provision of financial aid to Europe is
framed within this broader context and defines U.S. foreign
economic relations after World War II. Before the creation of
ECA, in July 1947, 16 Western European nations created the
Committee of European Economic Cooperation (CEEC),
later renamed Organization for European Economic
Cooperation (OEEC), a body charged with assembling a
coordinated proposal for the use of funds in Europe.
Throughout the autumn and winter of 1947, the U.S. admin-
istration and Congress discussed the best way to help Western
Europe and decided to grant both interim and long-term aid.
Congress approved the European Recovery Program (ERP)
on April 3, 1948, and called for the plan to be administered by
the ECA, the government oversight agency, and the OEEC,
which would actually distribute funds in Europe. Over the
next four years, the ECA administered $12 billion in aid.
Basically, the ECA granted the OEEC two kinds of aid—on
one hand a great number of direct grants (food, fertilizer,
machinery, shipping, raw materials, and fuel) and on the
other the equivalent of more than $4.3 billion in counterpart
funds—that is, the local currency receipt of sales of ERP sup-
plies on national markets. These currency receipts were
placed in a special fund used to invest in the industrial sector
and aid the recovery of European infrastructure under agree-
ments between European governments and the ECA.

The ECA administrators encompassed both liberal aca-
demics and politicians working according to Keynesian ideas
and forward-looking businessmen like ECA’s first adminis-
trator, Paul Hoffmann. He hoped to modernize the Western
European economies and help them to recover, both to sup-
port social stability and to shape a continent-sized market. In
turn, setting up intra-European trade would have reduced
Europe’s need for American aid and increased European pro-
ductivity. However, European nations did not see the OEEC
as a supranational body that would distribute aid across the
continent on a rational basis and improve national
economies by building intra-European trade. Instead, each
European nation tended to help its own economy to recover
by using OEEC funds within its own nation.

In 1951, Congress replaced the ECA with the Mutual
Security Agency (MSA), which had an aid policy aimed at
increasing military supplies and coordinating economic and
military plans. The MSA was abolished in 1953 when its
functions were transferred to the Foreign Operations
Administration.

—Simone Selva
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Economic Indicators
Statistical measures of economic activity used to gauge the
health of the economy.

In the United States, the federal government and private
agencies generate more than 250 economic indicators. The
most notable include the consumer price index (CPI), pro-
ducer price index (PPI), unemployment rate, corporate prof-
its, industrial production index, money supply, interest rates,
personal income and saving, inventory:sales ratios, consumer
confidence index, productivity, import and export indexes,
and gross domestic product (GDP). The Bureau of Labor
Statistics (BLS), Bureau of Economic Analysis (BEA), Bureau
of the Census, Internal Revenue Service (IRS), National
Bureau for Economic Research (NBER), and the Conference
Board publish economic indicators monthly, quarterly, and
yearly.

Economic indicators are used to identify, analyze, and
evaluate current and past economic performances with the
ultimate goal of predicting and controlling business cycles.
However, economic indicators are more than statistics. They
lie at the heart of all public policy. People’s economic and
social well-being depend on the accuracy of these indicators
and on the way policymakers use them. Expectations con-
cerning changes in these indicators are also of critical impor-
tance for corporations and investors.

For the United States, the NBER has selected 30 leading
economic indicators that reach peaks or troughs before the
peak or trough in economic activity. These leading indicators
are used by the NBER to predict economic performance. The
NBER’s prediction is based on a diffusion index (DI). When
the DI is higher than 50, the economy is said to be in an
expansion; when the DI is lower than 50, the economy is said
to be in a decline. The larger the DI number, the stronger the
basis for predicting expansions.

Economic indicators have improved economic analysis a
great deal with regard to business performance. However,
these indicators are more useful when their users are aware
of their limitations. In fact, economic indicators are highly
aggregated and averaged numbers. Even though they do tell
us about past economic conditions, we must not assume that
these conditions will remain the same in the future.
Therefore prediction involves more than the mere reliance
on economic indicators; it involves a lot of common-sense
judgments based on expectations of future economic condi-
tions.

—TFadhel Kaboub
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Economic Interpretation of the

Constitution (1913)

A 1913 study by Charles Beard that initiated a firestorm of
debate over one of America’s most cherished documents.

Charles Beard, part of a group of professional historians
known as the Progressives who were greatly influenced by
the Populist movement, ascribed to the theory of economic
determinism. In his work An Economic Interpretation of the
Constitution, Beard challenged the idea that the founding
fathers, placing the nation’s common good over their own
individual interests, designed the Constitution to create a
democratic and equal society. Instead, Beard argued, four
groups—the money, public securities, manufacturers, and
trade and shipping interests—called for and supported the
Constitution’s creation because they thought it in their best
interest, and those who created the Constitution planned
to gain economically from it. Even though it could be
accepted that the founders had an economic motivation,
Beard argued that the process of creating the Constitution
thwarted the democratic process by disenfranchising a
large group of Americans. He noted that a popular vote
never occurred to see if American society wanted a new
government. Consequently, a small group of private inter-
ests, not the common good, guided this political change.
When the founding fathers assembled at the Constitutional
Convention in 1787 in Philadelphia, the majority of
Americans enjoyed no form of representation and thus
their ideas and hopes remained silent. Beard also argued
that the framers of the Constitution all shared the belief
that they must protect private property at all costs; hence,
the wealth of a minority must remain protected against the
basic needs of a majority. Finally, Beard argued that most
American voters (at this time adult white males) refused to
vote for their convention delegates and refused to vote on
the issue of ratification or could not vote because they did
not meet property qualifications. Beard believed that
approximately one-sixth of America’s voters ratified the
Constitution and that the document offered neither a dem-
ocratic nor representative expression of the desires of
American society as a whole.

Beard’s work created a maelstrom of controversy and was
publicly both praised and condemned. President William
Howard Taft, especially, hated it. Since the publication of
Beard’s book, scholars have continually worked both to
expand and refute his argument. But what Beard wrote made
many people aware of the private motivations that lie behind
public decisions.

—Ty M. Reese
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Economic Liberalism
Doctrine of nonintervention by state in economy.

Economic liberalism developed as a reaction against an
older system called mercantilism, in which government con-
trolled commerce, industry, and trade. Under economic lib-
eralism, industry, agriculture, and trade operate free from
governmental supervision and regulation (free trade). The
doctrine seeks maximum freedom for individual entrepre-
neurs; removal of tariffs, monopolies, and trade restrictions;
and opposition to factory legislation (which benefits labor
through concessions on wages or working conditions) and to
trade unions. The doctrine originated with the work of Adam
Smith in the late eighteenth century and the French eco-
nomic philosophers of the Enlightenment, commonly
known as the Physiocrats. Smith’s Inquiry into the Nature and
Causes of the Wealth of Nations (1776) put forth the idea of an
invisible hand that operated in the economy, permitting self-
interest (if enlightened) to work for man’s good—in short,
laissez-faire economics. (Smith was not the first person to use
this term: it had been introduced before the end of the sev-
enteenth century by Pierre Boisguillebert, a wealthy French
landowner and economist, who spoke of laissez-faire and
laissez-passez [unrestricted travel].)

A group of Englishmen including the utilitarian Jeremy
Bentham developed the classic doctrine of free trade.
Economist David Ricardo, author of Principles of Moral
Economy (1817), provided the basic labor theory of value,
which ties the value of a product to the cost of labor. Ricardo
apparently believed much less than Smith in a natural order
of harmony in economic affairs. But his passionate support
for free trade and his hostility to landlords helped give classi-
cal political economy an even firmer place in liberal ideology.

The liberal thinker John Stuart Mill also wrote on the sub-
ject of economics in his Principles of Political Economy (1848).
Mill recognized the significant role played by the entrepre-
neur—what he called the “undertaker” in economic develop-
ment. Profit rewarded hard work and skill.

—Leigh Whaley
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Economic Opportunity Act of 1964
Major legislation designed to achieve the promises of the
Great Society of President Lyndon B. Johnson.

When Lyndon B. Johnson assumed the presidency after
the assassination of President John F. Kennedy, he announced
his desire to create a Great Society, in which all citizens could
share in the wealth of the United States. Working with law-
makers to achieve this goal, Johnson persuaded Congress to
pass the Economic Opportunity Act of 1964. The act estab-
lished the Economic Opportunity Office and created several
federally funded programs designed to “eliminate the para-
dox of poverty in the midst of plenty in this Nation by opening
to everyone the opportunity for education and training, the
opportunity to work, and the opportunity to live in decency
and dignity” Agencies established included the Job Corps, the
Neighborhood Youth Corps, Head Start, Adult Basic Educa-
tion, Family Planning, Community Health Centers, Congre-
gate Meal Preparation, Economic Development, Foster
Grandparents, Legal Services, Neighborhood Centers, Sum-
mer Youth Programs, and Senior Centers. Between 1964 and
1968, more than 1,600 Community Action Centers were built
around the country to encourage maximum participation
from the community to help realize the Great Society. By the
late 1960s, when minority groups realized that the promises
of the federal government had not been realized, Congress
passed several amendments to the Economic Opportunity
Act. In 1981 the Economic Opportunity Office was abol-
ished, although many of its programs still exist after being
transferred to other agencies.

—Cynthia Clark Northrup
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Economic Stabilization Act of 1970

Law that gave the president power to impose wage and price
controls to stem inflation caused by the Vietnam conflict and
by escalating transfer payments (funds distributed to an indi-
vidual or organization without an equivalent exchange of
goods or services).

Signed on August 15, 1970, during the administration of
Richard Nixon, the Economic Stabilization Act gave the pres-
ident power to impose wage and price controls to stem infla-
tion caused by federal efforts to finance its operations. It
extended a law that had provided the executive with similar
authority during the Korean War; the earlier law, in turn, had
precedents in controls imposed during World Wars I and II.

Richard Nixon, a Republican and economic conservative,
declared when he signed the Democrat-inspired bill that he
would not exercise the authority granted. In his memoirs, he
would disavow wage and price controls on the grounds that

“tampering with the orthodox economic mechanisms”
remained unwise. Nevertheless, on August 15, 1971, he
announced a new economic policy that included a 90-day
freeze on all wages and prices except those for raw agricul-
tural products and finished imports. He initiated the action
at the urging of Secretary of the Treasury John Connolly and
Arthur Burns, who headed the Council of Economic
Advisers; it enjoyed substantial support among consumers
who wanted price relief and business leaders who wished to
curb wages. Moreover, Nixon was operating under pressure
to show improvement in the economy before his bid for
reelection in 1972.

The Cost of Living Council, the Office of Emergency Pre-
paredness, and the Internal Revenue Service administered the
controls, followed later by a Price Commission and Pay
Board. After the 90-day period, the initial sweeping controls
shifted to somewhat more limited sector controls. In January
1973, the first attempt to remove controls altogether saw a
sharp increase in prices—particularly food, which shot up 4.5
percent in two months. This increase resulted in a second 60-
day freeze. Controls were gradually phased out by April 1974.

—Laura Seeley Pangallozzi
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Economy Act (1933)

A federal statute signed into law by President Franklin D.
Roosevelt on March 20, 1933, to help reduce the federal
budget and promote economic recovery during the Great
Depression.

By the time Franklin D. Roosevelt assumed the presidency
in March 1933, the United States had been suffering through
the Great Depression for nearly three years, and many of the
nation’s key institutions were on the verge of financial col-
lapse. Believing that the expanding federal budget during the
administration of President Herbert Hoover was hampering
economic recovery, President Roosevelt sent an emergency
measure to Congress on March 10, 1933, requesting the
authority to cut $500 million from the federal budget.
Drafted largely by budget director Lewis Douglas and
Grenville Clark, a private lawyer and presidential adviser, the
Economy Act called for the elimination and reorganization of
several federal agencies, a 15 percent pay cut for the vice-
president and members of Congress, additional salary cuts
for other military and civilian federal employees, and a near-
ly 50 percent cut in veterans’ benefits.

However, the bill was extremely controversial. Veterans’
benefits represented almost one-quarter of the nation’s $3.6
billion budget, and many people, including the House
Democratic caucus, refused to support the bill on the
grounds that large cuts in these benefits were unduly cruel to
America’s World War I veterans. Indeed, many lawmakers



remembered the political backlash that occurred when U.S.
troops forcibly expelled the Bonus Army (a group of veterans
who demanded concessions from Congress at the beginning
of the depression) from Washington, D.C., in July 1932, and
they wanted to avoid antagonizing this politically powerful
constituency.

Yet, despite this controversy and the fact that 92 House
Democrats voted against the bill, the Economy Act passed
through Congress and became law. The Economy Act suc-
cessfully cut about $243 million from the federal budget, far
less than the $500 million the president had intended, but
many of these reductions in federal spending were offset by
the large increases in federal relief spending during
Roosevelt’s first term. In 1934, Congress rescinded some of
these cuts when it passed the Independent Officers Appropri-
ation Act, which increased the salaries of government
employees and raised veterans’ benefits. Although President
Roosevelt vetoed this bill, claiming that it would unnecessar-
ily expand the federal budget, the election-year demands of
veterans and government employees were too powerful, and
Congress overrode the President’s veto.

—David W. Waltrop
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Ecosocialism

Social movement and body of thought developed in the
1970s that views capitalism as inherently unsustainable and
promotes a socialist society based on principles of ecological
sustainability.

Ecosocialists view capitalism much as did Karl Marx—
competition requires that firms expand or go bust, where
“expand” means to earn profits and reinvest them in produc-
tion on an ever-larger scale. Maximizing profits by whatever
means results in tremendous social costs in the form of envi-
ronmental degradation, pollution, and unsustainable use of
exhaustible and renewable resources. Ecosocialists also
emphasize capitalism’s negative impact on the social as well
as natural environment. Capitalist social relations are alienat-
ing, with unemployment and poverty the usual state of
affairs. According to ecosocialists, these aspects of capitalism
remain unreformable, and democratic socialism provides the
only alternative.

Ecosocialists recognize that Soviet-style socialist econo-
mies, like capitalist economies, also had a bad record on the
environment, as well as other problems. Large-scale industri-
alization remains problematic worldwide, whether private
companies or the government owns the means of produc-
tion. Ecosocialists often look to some writers and activists in
the anarchist tradition, such as Peter Kropotkin, an early pro-
ponent of small-scale sustainable production and alternative
relations of production, and they anticipated later authors
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such as E. F. Schumacher (author of Small is Beautiful, 1973)
and Murray Bookchin (author of The Ecology of Freedom,
1982). But ecosocialists tend to see a much greater role for the
state than do ecological anarchists.

Ecosocialism has been criticized for assigning privilege to
class relations, overemphasizing the environmental crisis, and
overlooking the ways in which a postcapitalist society might
still fail to address racial domination and patriarchy—which
could also prevent a full transition to sustainability. These
shortcomings have led to the development of ecosocialist
feminism, and ties have developed to the environmental jus-
tice movement, which focuses on environmental racism.

—Mathew Forstater
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Edison,Thomas Alva (1847-1931)
Self-educated inventor who became famous for applying the
principles of chemistry and electricity to America’s industrial
development in the late nineteenth and early twentieth cen-
turies.

Born in Milan, Ohio, on February 11, 1847, Thomas
Edison was the youngest of seven children. His father owned
a prosperous shingle manufacturing business, and his
mother was a former schoolteacher. In 1854 the family
moved to Fort Huron, Michigan. Educated by his mother
because his public school teachers considered him “too slow,”
Edison developed an early interest in chemistry. At age 15 he
set up his own basement laboratory where he dabbled regu-
larly in scientific experiments.

During the Civil War, Edison worked as a telegraph opera-
tor in various parts of the Midwest. At the same time, his
inventive genius took shape. He invented electrical machines
such as a vote recorder, pneumatic stencil pen, and stock
printer, while also perfecting the stock ticker and typewriter.
His practical inventiveness enabled him to improve the func-
tioning of the automatic telegraph as well. In 1869, he became
a partner in a New York City electrical engineering company
and the following year established his own business.

Between 1870 and 1890, Edison invented numerous and
widespread products. During his lifetime he applied for 1,093
patents. Although he discovered the application of alternat-
ing current (AC), he did not see its advantage over direct cur-
rent (DC). His abandoning the “Edison effect” (the discovery
that an independent wire placed between two filament legs
would control the flow of current) would cost him dearly
later on. Yet he continued working, devising a carbon trans-
mitter to improve telephone communications and inventing
the phonograph, and, most importantly, the incandescent
lamp. In 1887, he built a large research plant in West Orange,
New Jersey, where he and his team of experts—including



94 Education

mechanical engineers, clockmakers, and glassblowers—con-
tinued overseeing a host of inventions and promoting sales of
his products.

Edison achieved fame in the field of applied electricity,
and the Edison General Electric Company amassed a huge
fortune for its namesake. Although first and foremost a prac-
tical inventor, Edison also became a shrewd businessman
who jealously guarded his fortunes. In the late 1880s and
early 1890s, when Westinghouse Electric promoted the use of
AC as being more efficient and cheaper—thus becoming
Edison’s chief rival in the industry—Edison responded
harshly. Edison, who had built the first central electric station
in New York City in 1881 using DC, feared that his transmis-
sion system stood to lose millions of dollars if AC took over.
At West Orange, Edison set up an experimental laboratory
and invited visitors from the metropolitan area to witness the
electrocution by AC of cats, dogs, and even an elephant. The
“electrical shootout,” which was set up to illustrate which
form of current was safer, became so intense that chief scien-
tists from both companies hooked themselves up to their
type of electrical transmission to see who would last the
longest. The challenge using human guinea pigs ended, but
Edison’s scare tactics failed. AC proved more economically
efficient, and New York City eventually converted to its use.
In 1892, in need of finances, Edison sold the rights to many
of his inventions to the General Electric Company.

Though smarting from his defeat by Westinghouse,
Edison continued working on new patents as the century
turned. He made a motion picture machine and a fluoro-
scope still used by the medical profession today; manufac-
tured Portland cement to build highways and houses;
produced the alkaline nickel/iron storage battery, a dictating
machine, a mimeograph machine, and disk records; and
devised his own processes for manufacturing phenol and
benzol. During World War I, Edison worked on improving
the operation of submarines and methods of torpedo detec-
tion. A few years before his death he collaborated with Henry
Ford and Harvey S. Firestone to produce rubber from domes-
tic plants.

Edison’s contributions significantly influenced American
economic life. His contribution of applied science to industry
helped to streamline labor (many of his inventions, including
electricity to move the assembly line, reduced manufacturing
time) and to improve the areas of communications, trans-
portation, and housing. The invention of the incandescent
lamp helped eliminate the dangers associated with petroleum
or gas lighting. In 1923 his inventions were worth $16 mil-
lion. On August 1, 1931, still working in his lab, he collapsed
from a stroke. He died on October 18, 1931, and his family
buried him in Orange, New Jersey. When asked to describe
genius, he once remarked that it consisted of “one percent
inspiration and ninety-nine percent perspiration.”

—Charles F. Howlett
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Education

A learning process that develops a skill or knowledge and is
one of the primary mechanisms for socialization and the
driver of technological innovation and economic expansion.

The philosophical basis, policy relevance, and implemen-
tation of education in the United States have evolved
tremendously over the last 200 years. Originally based on the
Bible, education was seen as the safeguard of liberty by
Thomas Jefferson, and it has been seminal in creating
America’s national identity as well as its technological and
economic prowess.

Education has been and continues to be one of the most
contentious areas of politics. Thomas Jefferson, Benjamin
Franklin, educator Horace Mann, and philosopher and edu-
cator John Dewey are just a few who have debated the need
for public school education. These ideological battles have
continued in part because the states, not the federal govern-
ment, have historically controlled education. Because schools
in colonial times were decentralized and rural, the founding
fathers failed to expressly delegate federal authority over edu-
cation in the Constitution. Local and state governments have
provided the majority of funds for education and have thus
wielded an immense amount of power in terms of educa-
tional practices and curriculum.

Small schools in rural areas, where one teacher taught stu-
dents of all ages in the same classroom, characterized educa-
tion in the eighteenth and nineteenth centuries. The rise of
free publicly funded elementary schools in the Common
School Era (1820s and 1830s) and the spread of compulsory
education to high school during the Progressive Era in the
late 1800s both led to greater standardization in education.
By 1918, all states had compulsory education laws for all chil-
dren. Unfortunately, the Supreme Court’s infamous ruling in
Plessy v. Ferguson in 1896 meant that schools operated under
a policy of racial segregation; the schools remained separate
but certainly were not equal. The Supreme Court attempted
to remedy this inequality through its landmark 1954 decision
in Brown v. Topeka Board of Education, an example of the fed-
eral government superseding states’ sovereignty to right a
social injustice. The Elementary and Secondary Education
Act of 1965 continued this shift toward a greater emphasis on
equity and equal educational opportunity.

In 1974, in Swann v. Charlotte-Mecklenberg Board of Edu-
cation, the U.S. Supreme Court ordered busing—the trans-
porting of students from ill-equipped, primarily African
American schools in poor urban black neighborhoods to



better-equipped schools in middle-class, primarily white
neighborhoods, and vice versa. Busing would have ended seg-
regation in schools while leaving housing patterns segre-
gated. By the 1970s, whites had begun to leave the major cities
for the suburbs—a phenomenon called “white flight”—in an
attempt to circumvent the Court-ordered busing. During the
last 25 years of the twentieth century, busing continued
among schools in primarily African American school dis-
tricts, and few white suburbs were integrated in the process.
Currently, many urban school districts are arguing that their
schools have become as integrated as they can be without the
inclusion of students from the suburbs. Equal educational
opportunity has still not been fully achieved.

Finally, the Sputnik launch in 1957 led to a greater empha-
sis on mathematics, science, and engineering in U.S. schools
as the United States attempted to close the perceived missile
gap (difference in rocket technology between the United
States and the Soviet Union). President John F. Kennedy
vowed in 1992 that the United States would land a man on
the moon by the end of the 1960s—a feat that was accom-
plished in July 1969. The space program was the source of a
wealth of new inventions, from the calculator to the personal
computer.

Regarding higher education, the Morrill Act of 1862
expanded the number of public universities by creating a sys-
tem of land grant universities. These provided a remarkable
investment in the national economy as they raised agricul-
tural and industrial productivity by encouraging the discov-
ery of technological innovations. And after World War II, the
GI Bill enabled those who otherwise could not afford it access
to a university education. This rapid expansion of higher
education fueled much of the economic prosperity of the last
half of the twentieth century.

Given education’s central role in the social and economic
progress of the United States, it is not surprising that educa-
tion continues to be a controversial subject. One contentious
issue is school vouchers, which would allow parents to spend
federal tax money intended for the public schools on private-
school tuition for their children. Democrats have argued
against the plan on the basis that the public school system
needs more, not less, funding if it is to excel. Republicans, on
the other hand, have pushed for school vouchers so parents
in poorer and middle-class areas have the option of provid-
ing the best possible education for their children. On July 27,
2002, the U.S. Supreme Court upheld the constitutionality of
school vouchers. Public schools will have to compete and
prove they offer an excellent educational program to attract
students under this competitive arrangement. Debates about
vouchers and national standards that compel students to
meet basic requirements in science, math, and technology
remind us that many of the issues raised by educators includ-
ing Horace Mann and John Dewey, two pioneers in the field
of modern education, remain relevant today.

—W. Chad Futrell
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Electricity
Source of power that propels the U.S. economy.

Electricity is generated in the United States by two kinds of
utilities: investor-owned (privately owned) and public. With
the advent of the Great Depression, privately owned facilities
generated most of the electricity. A wave of regulatory reform
in the 1930s saw Congress pass, among other legislation, the
Public Utilities Holding Company Act of 1935, which
restrained geographical integration (concentration of raw
materials, processing facilities, and distribution facilities),
vertical integration (control of upstream suppliers and
downstream buyers), and horizontal integration (control of
two or more companies in the same line of business) ostensi-
bly to ensure that electric utilities, among others, remained
unable to evade regulation at the state level. This “anticapital-
ist” measure virtually froze the organizational form of elec-
tricity generation in the United States for almost six decades,
although there was a shift in type of energy source from coal-
to oil-fired plants between the 1930s and 1960s and a later
shift to the present oil-gas-coal-nuclear mix.

In 1978 Congress passed the Public Utility Regulatory
Policy Act (PURPA). This act provided tax benefits that
encouraged the building of small-scale electricity plants that
ran on alternative energy sources like wind, solar, and small
hydroelectric. PURPA also required utilities to buy this
power—and power generated from industrial cogeneration
units (which use multiple fuel sources to produce power
cheaply)—at rates as high as the most expensive source of
marginal power available to the utility. PURPA encouraged
diversifying the mix of energy sources. Many cogeneration
projects are competitive at today’s electricity rates even with-
out tax or other benefits. However, some states applied
PURPA in a way that encouraged an oversupply of uneco-
nomic energy. This practice caused the problem of stranded
costs (costs that cannot be recovered in a competitive mar-
ketplace).

The Federal Energy Policy Act (FEPA) of 1992 required
utilities to permit their customers to have access to other util-
ities and to a growing number of independent power pro-
ducers. This change signaled the beginning of a new era of
competition in electricity markets. Customers served by a
local utility at high rates could buy power from other lower-
cost sources by paying a small transmission user fee.

The FEPA of 1992 paved the way for restructuring and
deregulating energy markets at the state level. In 1996
California enacted a comprehensive deregulation act
(Assembly Bill No. 1890), and restructuring has spread; half of
U.S. states have issued restructuring legislation or regulatory
orders at the Public Utilities Commission (PUC) level. A
major rationale for electricity restructuring remains to pro-
vide stronger incentives for efficiency in both generation and
distribution than is possible under the regulated monopoly
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regime. However, results vary among the deregulating states.
In California, the state legislature deregulated the energy
industry in 1996, requiring electricity providers to sell off
much of their generating capacity, prohibiting companies
from signing long-term contracts for supplies, and restricting
customer rate increases until 2002. During 2001, California
experienced an energy shortage and rolling brownouts that
critics of deregulation blamed on deregulation. However, sub-
sequent investigations into the Texas-based energy company
Enron, after its financial collapse in 2001, revealed that Enron
had hidden energy reserves until the restriction against rate
increases expired in 2002. As of 2003, only eight states have
begun electricity deregulation, and in all eight—California,
Texas, Pennsylvania, Rhode Island, New York, Illinois, Maine,
and Massachusetts—the cost of electricity exceeds the nation-
al average. The United States provides a fascinating test case
for deregulation policy, because each state is largely free to
determine its own restructuring subject to approval by the
Federal Electricity Regulatory Commission.

—Warren Young and Eli Goldstein
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Electronic Commerce (E-Commerce)
Business-to-consumer trade and business-to-business trans-
actions using the Internet platform, particularly the World
Wide Web.

Between 1995 and 2001, e-commerce became the fastest-
growing form of commerce in the world. In the United States
alone, it grew from virtually nothing in 1995 to a volume of
almost $65 billion in business-to-consumer trade and roughly
$700 billion in business-to-business transactions in 2001.
Despite astoundingly rapid growth, e-commerce had mixed
success. In 1994, entrepreneur Jeff Bezos launched Ama-
zon.com, an Internet book retailer that lacked the traditional
“brick and mortar” infrastructure. Although Amazon.com
had annual sales of over $2 billion by 2000, it suffered signif-
icant losses from its inception until the fourth quarter of
2001, when it finally reported a “pro forma operating profit”
(a profit that excludes amortization of goodwill stock—based
compensation and any restructuring costs).

Amazon.com’s troubles were not unique. Between 1995
and 2000 more than $125 billion of venture capital was invest-
ed in more than 12,500 Internet start-up companies, or “dot-
coms.” However, by 2001 only 10 percent of those start-ups
had survived as independent companies and, of those that
survived, few operated profitably. Expectations for initial pub-
lic offerings (IPOs) of dot-coms remained high, and many

investors hoped these IPOs would yield great profits. Between
1986 and 1995, only 1 percent of dot-com stocks traded at less
than $1 per share. By 2001, 12 percent of the dot-coms that
had gone public between 1998 and 2000 traded at $1 or less
per share. For instance, Ask Jeeves.com and IVillage.com, once
trading at highs of $190.50 and $130.00 per share respectively,
both fell to less than $1.00 per share in April 2001 because of
overvaluation in the high-tech stocks that had become appar-
ent by the beginning of the year.

Business-to-consumer e-commerce developed in the early
1980s, when Prodigy (the largest Internet service provider in
the United States) and Boston’s Citinet (a communications
provider that closed in March 2003), among other innova-
tors, began offering information services such as electronic
mail, real estate listings, and home banking. However, given
the limited access of consumers to personal computers (PCs)
at the time, e-commerce remained unpopular. Promising
joint ventures like the collaboration between Chase
Manhattan Bank and AT&T, which would have used tele-
phone lines for electronic communication, failed because
consumers rejected the high costs and awkward technology.
In the 1990s, the reduced price and improved quality of PCs
(by 2000, more than 60 percent of U.S. households had PCs),
along with the increasing availability of Internet connections
and bandwidth, changed consumer attitudes and created
numerous opportunities for the growth of e-commerce.

Business-to-business e-commerce developed in the 1960s
as companies realized that electronically exchanging com-
mon pieces of information such as bills of lading, invoices,
and shipping orders could result in great savings compared
with repeatedly producing the same information on paper.
Businesses such as American Airlines, General Electric, Wal-
Mart, and American Hospital Supply and Products (AHSP)
established electronic data interchanges or interorganiza-
tional systems to exchange information with other firms
with whom they did business. For instance, AHSP set up an
e-commerce system in which customers, not AHSP employ-
ees, made and tracked product orders. This system enhanced
operational efficiency by improving customer relations and
saving AHSP significant time, labor, and shipping costs. In
the 1990s, companies such as SAP, Cisco, and Federal
Express improved on these pioneering efforts by providing
direct access to services and retail outlets, creating informa-
tion exchange networks, and establishing customer tracking
systems.

—Eric Pullin
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Emancipation Proclamation

(January 1, 1863)

A proclamation by President Abraham Lincoln freeing slaves
in states still in rebellion against the United States and
designed to keep Great Britain, which had abolished slavery
within the British Empire, from providing economic and
political support to the Confederate states, with which
Britain had traditionally had a strong trading relationship.

At the beginning of the Civil War, President Abraham
Lincoln’s major objective remained the restoration of the
Union—not the abolition of slavery. Although personally
opposed to slavery, he believed it was important politically to
consider the feelings of those in loyal slave states as well as
those who favored abolition. Although most people in the
North opposed slavery, many Northerners believed that
blacks were an inferior race and therefore were not willing to
fight to end slavery. As the war progressed, some of Lincoln’s
abolitionist friends urged him to free the slaves. He was
advised by members of Congress and his own Cabinet that
such a move would destabilize the South’s economy.
Confederate slaves had been working in the South’s farms
and factories, allowing whites to serve in the military. Slaves
produced the cotton crops that the South was trying to sell
overseas. They had also seen frontline service as orderlies and
military laborers. With the war going against the North in the
first part of 1862, Lincoln began drafting, in the latter part of
the year, a proclamation to free slaves.

On August 6, 1861, Congress passed the First Confiscation
Act, which authorized Union forces to seize rebel property
and freed slaves who had worked as cooks or laborers for
Confederate forces. In 1862 Congress passed the Second
Confiscation Act, which freed slaves living in rebel states. But
Lincoln rejected both acts as emancipation proclamations for
fear of alienating the border states. A preliminary emancipa-
tion document from Lincoln initially warned that slaves
would receive their freedom on January 1, 1863. The final
proclamation did not free all slaves but kept slavery intact in
the loyal states of Delaware, Missouri, Kentucky, and
Maryland. Slave owners remained exempted in the 48 coun-
ties now known as West Virginia and in several parishes and
cities in Louisiana and Virginia.

The proclamation had the desired effect. The South’s
economy collapsed, and more than 500,000 slaves fled to
Northern states. About 200,000 former slaves served the
North in the Civil War, offsetting diminishing manpower in
the Northern forces. Congress eliminated the presence of
slavery anywhere in the United States after the states ratified
the Thirteenth Amendment to the Constitution in December
1865.

—David E. Walker
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Embargo of 1807
Act that restricted U.S. trade with Great Britain and France
and led to the War of 1812.

During the Napoleonic Wars in which France and Great
Britain were enemies, the United States became increasingly
frustrated by demands from France and Great Britain for the
United States to cease trade with one or the other, limiting
American ability to realize a profit from both sides as well as
from neutral countries. Napoleon’s Continental System
(which blockaded Great Britain and threatened to confiscate
American ships that refused to trade with France) and the
British practice of impressing American sailors and seizing
ships thought to carry war material outraged the American
public. Then, in 1807, the British HMS Leopard fired on the
USS Chesapeake, forcing President Thomas Jefferson into
action. Jefferson, who opposed a war, believed that an em-
bargo against both France and Britain (which Congress
passed in December 1807) would impress foreign nations
with the value of neutral American trade and that Americans
would willingly accept the inconvenience.

Instead, American exports fell from $108 million in 1807
to $22 million in 1808, while U.S. ships lay idle and many lost
their jobs. The embargo also encouraged smuggling and eva-
sion by otherwise law-abiding Americans and bitterly alien-
ated the seafaring states of New England. The 1806
Non-Importation Act had removed British goods from the
American market, and the embargo simply pushed the
nation into economic recession. The president lifted the
embargo three days before he left office. President James
Madison replaced it in 1809 with the Non-Intercourse Act,
which allowed the U.S. to trade with all countries except
Britain and France unless either country promised to stop
harassing American trade. Napoleon Bonaparte, the leader of
France, issued such a promise, and Madison then asked
Congress for a declaration of war against Great Britain. The
War of 1812 was fought over issues of national honor, free-
dom to trade on the high seas, and U.S. economic indepen-
dence.

—Margaret Sankey
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Embargoes
Prohibition by one country of the importation of goods by
and/or exportation of goods to another country.

When Great Britain attempted to exercise tighter control
over the American colonies after the French and Indian War,
colonists used embargoes several times between 1763 and
1776 to pressure Great Britain to repeal the hated Stamp Act
and Townshend Duties. After the American Revolution, as
the United States attempted to remain neutral in the conflict
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between Great Britain and France during the Napoleonic
Wars, the only option that seemed available was to place an
embargo against both countries. Although the embargo
lasted more than a year, it created financial difficulties for
American citizens and merchants while proving ineffective
against the intended targets. The severity of the economic
losses resulted in the delegates to the Hartford Convention—
a meeting of Federalists held during the War of 1812—to
demand that Congress pass any future embargoes by a two-
thirds vote, not a simply majority, and restrict embargoes to
60 days. These demands were never implemented; the
Federalists were completely discredited by the end of the con-
flict because of what most Americans perceived as traitorous
activity during wartime.

After the U.S. embargo of 1809 on Great Britain and
France in response to those countries’ violation of American
neutrality during the Napoleonic Wars, the United States
rejected embargoes as a diplomatic tool until the twentieth
century, when it used the embargo as a diplomatic tool
against aggressor nations. In 1941 the United States placed an
embargo on the shipment of oil and scrap metal to Japan that
ended in the attack on Pear]l Harbor. In 1962, an embargo was
placed on Cuba after the Cuban missile crisis, in which the
Soviet Union attempted to place in Cuba intermediate-range
missiles that could reach U.S. soil. Other Central and South
American countries joined in the embargo but have since
repealed the measure. As of 2003 the U.S. embargo continues.
Another international embargo that included members of
the United Nations began against Iraq after the Persian Gulf
War in 1991. The United Nations modified the embargo in
1996 to allow the sale of oil for food and medical supplies. As
of May 2003, after the toppling of Saddam Hussein’s govern-
ment, the UN sanctions have been lifted. Other embargoes
have existed between the United States and Yugoslavia
(1992), Rhodesia (1970s), and South Africa (1980s). All failed
to achieve the level of success officials had hoped for.

—Cynthia Clark Northrup
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Emergency Price Control Act (1942)

An effort on the part of the federal government during World
War 1II to limit the severity of wartime inflation that had
plagued the nation during World War 1.

Congress charged the Office of Price Administration
(OPA), established on April 11, 1942, with the responsibility
of controlling prices and wages during World War II. On
January 30, 1942, President Franklin D. Roosevelt signed the
Emergency Price Control Act, which gave OPA the authority

to impose price ceilings on a wide range of consumer items,
fine those in violation of the law, and impose rent controls in
defense areas, where plants producing military equipment
were located. In April 1942, OPA issued a memorandum,
“General Maximum Price Regulation,” which froze prices at
their March 1942 levels. The policies related to wage controls
and rationing proved unpopular, but nearly 90 percent of
Americans approved of price controls. During World War 11
this legislation limited inflation to a little over 2 percent, and
many considered the act one of the great home-front suc-
cesses of the war. This legislation expired on May 29, 1947.
—James T. Carroll
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Employment Act of 1946

Legislation that indicated the concerns of twentieth-century
economic policy and that called for full employment, an end
to racial discrimination in hiring, and an increased minimum
wage.

The Great Depression was the impetus for the Employ-
ment Act of 1946. In the 1930s, economists feared a mature
economy, which is characterized by chronic unemployment
and underemployment. Economic growth had stopped. New
Deal theorists began a campaign for a full employment policy
in which the federal government played a major role. Because
the New Deal equaled “groceries plus liberty,” the idea devel-
oped that a job remained not only a necessity for economic
recovery but also an entitlement for every citizen.

Congressional New Dealers after World War II wanted a
bill in which the government guaranteed the full employ-
ment ideal. Fearing a major recession, elements of the
Roosevelt coalition sought legislation. A full employment bill
passed the Senate, but the House compromise bill—the ver-
sion that was enacted—adopted only the goals of maximum
employment, production, and purchasing power, not full
employment. Drawing on the notion that expert advice is
valuable, Congress created the Council of Economic Advisers
(CEA), established by the Employment Act of 1946, to help
President Harry S Truman draft economic polices. The CEA
worked with a Joint Economic Committee to generate an
Economic Report of the President regarding the economy’s
future.

Ironically, the failure of a full employment bill created a
vacuum in postwar economic policy in which forms of mili-
tary Keynesianism, resulting from the cold war, dominated
the public agenda until end of the twentieth century. The
Congressional Budget and Impoundment Act of 1974 effec-
tively reduced the power of the congressional Joint Economic
Committee in formulating policy, although, in the tradition
of the Employment Act of 1946, the Humphrey-Hawkins Bill
(the Full Employment and Balanced Growth Act of 1978)



became law and the 1974 act was subsequently ignored.
Legislative compromise, administrative disregard of the law,
and cold war Keynesianism reduced the high idealism of the
full employment ideal to a very limited role in American eco-
nomic policy.

—Donald K. Pickens
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Energy
A source of usable heat or power such as petroleum or coal.

Human civilization depends on energy. Until the 1770s,
the only available energy sources were manpower, animal
power, lumber, water, and wind. The invention of the steam
engine ignited the Industrial Revolution initially fueled by
wood, which remained the dominant energy source until
about 1885. Coal then became the primary energy source,
replaced by oil in the 1950s. Coal and oil are burned today to
generate electricity, which is the primary engine that drives
the modern economy. Each energy transition has had revolu-
tionary social and economic consequences.

Heavily forested America was relatively slow to switch
from wood to coal. Exploitation of the Pennsylvania coal-
fields after 1850 to fuel railroads and steel mills enabled
America to become the world’s leading industrial power by
1900. Coal first powered transportation and industry, but
after 1960 it primarily powered electric utilities. In 2000, the
United States produced more than a billion tons of coal, and
coal accounted for one-third of U.S. energy production and
one-third of U.S. generation of carbon dioxide.

Subsurface oil was first extracted in Pennsylvania in 1859.
Used primarily as an illuminant and lubricant, oil proved
more versatile and transportable than coal, and manufactur-
ers quickly adapted it for industrial use. Oil fueled mass-
produced automobiles and the vehicles of modern military
forces after 1914, and the world’s great powers—the United
States, Great Britain, the Soviet Union, Germany, and
France—thus struggled to control world oil supplies. The
United States dominated world oil production for decades
but became a net importer in the 1960s. Some argue that oil
prices must soon rise dramatically, as new discoveries cannot
keep pace with increased demand, especially in Asia. Oil pro-
duction, controlled for decades by the Organization of
Petroleum Exporting Countries (OPEC), may change as the
United States takes a more active role in the Middle Fast in
countries such as Iraq and Kuwait in 2003.
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Natural gas remains clean and cheap but requires exten-
sive pipelines for distribution. First used for illumination,
today natural gas is primarily used in industry and for home
heating and cooking. Gas use increased dramatically in the
1990s, but reserves for 93 years remain in North America.

Nuclear energy as a source of electric power became pop-
ular in the 1960s as dependence on imported oil grew, but its
popularity declined in the 1970s due to safety and environ-
mental concerns. Construction of many proposed nuclear
plants was canceled after 1980, partly because fossil power
plants remained cheaper to build and operate. Nuclear en-
ergy produced 20 percent of U.S. electricity in 2000, but
nuclear power will diminish in importance as plants are
retired and not replaced. In 2003, 104 nuclear units contin-
ue to operate; 28 units have been permanently shut down.
No new nuclear plants are scheduled to be built in the next
few years. Nuclear energy continues to power large ships
and submarines that travel long distances before refueling or
that need the stronger propulsion capabilities that nuclear
power provides. At the end of the cold war, there were 400
nuclear-powered military vessels around the world; in 2003
only 160 remain, and half of those belong to the United
States.

Estimates of fossil fuel reserves vary widely, but approxi-
mately 40 years’ reserve of oil, 93 years of natural gas, 250
years of coal, and thousands of years of uranium exist at cur-
rent rates of consumption. Oil shale (a black or brown shale
containing hydrocarbons that yield petroleum by distillation)
may provide additional energy. Improved technology for
finding, extracting, and using fossil fuels will extend effective
reserves even further. Ultimately, however, scarcity of fossil
fuel and environmental concerns, particularly over green-
house gas emissions, which trap solar radiation and cause
global warming, will force a transition to renewable energy
sources—wind, solar, and geothermal power, which are not
now cost-competitive—in the near future.

—James D. Perry
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Energy Crisis
Twentieth and twenty-first century problem involving a
reduced production of oil.

The energy crisis dates from October 1973, when the Arab



100 Entitlement Programs

oil embargo, which prohibited sale of Arab oil to Western
industrial nations, began. Since then, industrialized countries
have experienced a certain uneasiness from time to time
regarding future supplies of energy, especially of oil.

The United States continues to depend on coal and oil for
its energy needs. As recently as 1999, oil supplied 34 percent
of the Earth’s energy. Natural gas furnished another 23 per-
cent, while coal contributed 22 percent of mankind’s energy
needs. Despite efforts, especially in recent years, to harness
more power from the wind, water, sun and, in certain cir-
cumstances, from nuclear reactors, fossil fuels (oil, gas, and
coal) still supply 79 percent of the world’s requirements.

We must prepare for a much different energy future, par-
ticularly through governmental action including legislation.
That will mean lesser reliance on fossil fuels (other than nat-
ural gas) and a greater recourse to alternative energy sources,
especially from solar power, biomass (the processing of plant
life into fuel), the wind, and water. If these efforts are suc-
cessful, carbon emissions (from carbon dioxide, methane,
and nitrous oxide) into the global atmosphere would be
greatly abated, if not eliminated, and so would the fears of a
growing number of people regarding the effects of the so-
called greenhouse gases on the climate.

Until the world’s peoples reduce their heavy dependence
on coal and oil and at the same time begin to use renewable,
nonpolluting forms of energy, natural gas should provide for
a period of transition. It remains an abundant (the Earth’s
proven reserves amounted to 5,145 trillion cubic feet as of
January 1, 1999) and relatively clean-burning fuel. Moreover,
processes exist for converting it into liquid fuel. In fact,
enough recoverable natural gas exists to supply the world
with 500 billion barrels of synthetic crude oil—more than
twice the total of oil ever produced in the United States.

Another potential supply of gas (mainly methane) exists
in the form of hydrates—gas locked in an icelike, crystalline
condition beneath the continental margins of the oceans and
in permafrost regions on land. These hydrates may well make
up the world’s greatest single storehouse of usable energy.

—Keith L. Miller
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Entitlement Programs
Government-sponsored benefits provided for individuals
based on their age, need, or other criteria.

In the United States, the federal government established
the first entitlement program in 1935 with the passage of the

Social Security Act. Not surprisingly, this initial program was
designed to be self-funding through the additional tax paid
on income by all income-generating Americans. The first
Social Security checks were sent out in 1939, and from then
on the number of elderly who receive benefits under the pro-
gram has continued to mushroom. Social Security taxes are
placed in a trust that would have provided enough revenue
for the large baby boom generation born in the late 1940s and
1950s, except that Congress has repeatedly used the funds to
meet other budgetary needs; Social Security is expected to
become insolvent by 2032. Retirees from some occupations,
for example, government worker and teacher, will be covered
by non-Social Security programs.

Entitlement programs that followed the Social Security
Act were not self-supporting. During the administration of
President John F. Kennedy, the United States set up the
Medicare program, which was designed to provide limited
medical assistance to the nation’s elderly. More than 40 mil-
lion Americans including individuals 65 or older, disabled
individuals of all ages, and people with end-stage renal dis-
ease have Medicare coverage. The coverage pays for long-
term care, hospice care for terminally ill patients, doctors’
visits, hospital stays, surgery, and durable medical equipment
such as wheelchairs for qualifying recipients. During the
1980s and 1990s Congress revised the Medicare program,
and participants now pay a small fee to participate in the pro-
gram, which covers a percentage of the health care costs. In
1999 federal net outlays for Medicare amounted to $190.5
billion. During the administration of President Lyndon B.
Johnson a similar program, Medicaid, was established to pro-
vide health benefits for qualified low-income families.
Although Medicaid is a federally funded program, states
establish their own eligibility guidelines. During the 1960s,
the number of children born out of wedlock or living in
single-family homes due to divorce prompted the federal
government to also establish the Aid to Dependent Children
(ADC) and the Aid to Families with Dependent Children
(AFDC) programs. AFDC issues cash payments to recipients
for rent, transportation, and other basic needs. The system
was designed in such a way that a mother would lose benefits
if she was married to or lived with the father or if the father
earned more than a certain state-defined income. In some
cases, as many as three generations of women on assistance
chose to live together and pool their assistance checks to
avoid such penalties. In this way, women were forced into a
cycle of dependency once they became pregnant. This situa-
tion forced state legislators who controlled the program to
reform the AFDC benefits eligibility in September 1997.
Wisconsin initiated the first welfare-to-work AFDC program,
which required women to actively look for work and re-
stricted the number of eligible benefit years. Opponents
argued that the measure would create a disaster when the
time limit arrived, but the program’s success has resulted in
most states adopting this approach. The program continues
to assist with child care for women employed in low-paying
jobs, and it also provides some training assistance. In 1999
Congress appropriated $2.3 billion for AFDC; $16.5 million
went for child care and $319.5 million for block grants to



states to fund the welfare-to-work programs. In addition to
AFDC, low-income families are also eligible for food stamps.
Initially recipients received coupons that could be exchanged
for food, but the sale or exchange of the coupons for drugs or
nonfood items led states to establish a system in which a card
similar to a credit card is scanned at the checkout counter and
the balance deducted electronically. In 2002 Congress ear-
marked $1.3 billion for the food stamp program.

Since the 1960s, Congress has established many entitle-
ment programs. Federal Housing Assistance, known as
Section 8 housing, provides low-cost dwellings for eligible
Americans. School breakfast and lunch programs ensure that
children receive proper nutrition so they are capable of learn-
ing. Special Supplemental Nutrition Programs for Women,
Infants, and Children (WIC) operates for the same purpose
but for pre- and postnatal women and young children. The
Head Start program provides opportunities for early child-
hood learning so that when the children begin kindergarten
they have the fundamental knowledge required to function at
the appropriate level. The government also provides energy
assistance through the Low-Income Home Energy Assistance
Program.

Veterans also receive health, education, and other benefits
through a variety of acts. Veterans Administration (VA) hos-
pitals provide essential medical services to a high concentra-
tion of disabled veterans. Veterans can also receive up to
$1,000 a month toward a college education and can qualify
for low-interest mortgages through VA programs.

Each year the federal government expends billions of dol-
lars on entitlement programs. Some are funded by special
taxes or employer contributions, but many are paid for with
taxpayers’ dollars.

—Cynthia Clark Northrup
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Environment
External physical conditions that affect growth, development,
and survival of plant and animal organisms.

Industrial growth characteristic of post-World War II
affluence threatened the nation’s natural environment and
made environmental quality an overriding national value
with significant import for the economy. Environmental pro-
tection, previously the domain of state and local govern-
ments, became a federal mandate during the 1960s and
1970s, primarily during the administrations of Presidents
Lyndon B. Johnson and Richard Nixon. In the early 1970s, as
the first wave of environmental regulations took hold, total
capital outlays plus operating expenditures for pollution con-
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trol amounted to about 15 percent of the gross domestic
product. Thirty years later, this figure has risen to over 20 per-
cent and is expected to increase in the future. The Environ-
mental Protection Agency (USEPA), the chief regulatory
body for environmental protection, today employs about
18,000 people and has an annual budget of more than $7 bil-
lion. As such, it ranks as one of the largest federal agencies, its
regulatory functions emulated by similar agencies at the state
level.

Environmental legislation over the past 40 years has estab-
lished a regulatory framework that touches on almost every
aspect of the economy. Modern clean water and air laws, for
example, regulate emissions from factories and automobiles,
often at considerable cost to the regulated industry. The
National Environmental Policy Act established a clean envi-
ronment as a national priority and mandated extensive envi-
ronmental impact statements before the completion of any
large federal program. Unlike most of the previous federal
legislation in American history, this wave of environmental
legislation applied to all industries, and environmental regu-
