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The New Dealers were men and women who deeply believed that democratic government could be used for great purposes.

—ARTHUR SCHLESINGER, JR.,
“Aggressive Progressive,”
New York Review of Books,
April 25, 1991

Thank you for letting me see the article for “Common Sense.”

I, too, am a philosopher and try to think in terms of a century, as well as in terms of this week and next.

I go further than you do, for I question whether the dark ages in Western Europe from the fifth to thirteenth centuries were really as dark as the usual historian paints them. It might be worthwhile to compare not painting or architecture or literature of the Europe of the sixth century with the Europe of the eleventh century but to compare rather the state of civilization of the mass of the inhabitants of these far separated ages. In the earlier one the mass of the inhabitants were extremely primitive tribesmen—some fixed, some nomadic, organized into small wholly independent units and with little in their heads other than where to get the next meal and how to fight off the neighboring tribe. Their descendants, five hundred years later, had progressed amazingly in brain power, in wider contacts and in most of the beginnings of our modern organized society.

Another thought for you—the only “civilizations” which have really “ended” have been isolated islands like Yucatan and the Incas. They, I fear, perished without transmitting much of their gain to any other part of the world.

—FRANKLIN D. ROOSEVELT
to Theodore Dreiser,
October 5, 1939

Capitalism is that subspecies of all the systems characterized by private property, which carries out new combinations of factors of production and involv[es] the creation of credit.… Capitalism is as old as the phenomenon of credit creation.

 … fiscal demands are the first sign of life of the modern state. This is why “tax” has so much to do with “state” that the expression “tax state” might almost be considered a pleonasm.… If the finances have created and partly formed the modern state, so now the state on its part forms them and enlarges them—deep into the flesh of the private economy.… The bourgeois tax state of the present time does not exist anywhere as a pure type. Everywhere it is shot through with the elements of the past, everywhere the shadows of future developments can more or less clearly be seen to fall upon it. Yet everywhere this tax state is today the expression of the most creative forces.… The tax state is not altogether limited to derived revenues. It has not only the mostly small inheritance of its predecessor, but it can also create its own economic sphere within the world of capitalism and can become an entrepreneur itself.… In so doing it does, indeed, transgress its own limits. However, as long as the state has not swallowed all or most of the economy it remains essentially what it was. The decisive criterion is whether, apart from any monopoly position which it might secure for itself, the state does or does not continue to work within the framework of a free economy whose data and methods it has to accept in its own enterprises.

—JOSEPH A. SCHUMPETER, excerpts from 
Joseph A. Schumpeter:
The Economics and Sociology of Capitalism,
Richard Swedberg, ed.
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Introduction

AS THIS IS WRITTEN it is nearly three score years ago that some intrepid Americans expanded state capitalism during the New Deal. “State capitalism” is an old term sometimes used pejoratively by Marxists to denigrate liberalism, but for my purposes it is useful—although I alternate it with the term “public investment.”1 Whichever, it describes a massive governmental recapitalization for purposes of economic development, especially in the American South and West during the 1930s. To a lesser extent this book is also about state cartelism, government organizations of industries in order to build a threshold under prices. State cartelism is not as significant as state capitalism because it is not growth oriented, tending to stabilize defensively along static lines that defeat price competition—which may be why cartels fail or at least fall short of goals, and why the early New Deal failed to raise and hold incomes at sustainable levels.

The New Dealers,2 as they were called during the administration of President Franklin D. Roosevelt, sought to create long-term markets by building an infrastructure in undeveloped regions of America. The New Dealers believed that national economic growth was stifled by the monopolization of capital and manufacturing in the Northeast quadrant of the country—making the South and the West undeveloped countries. They concluded that relief and recovery were stopgap solutions to the problems of unemployment and stagnation; poverty required development through hitherto unimagined quantities of public investment that could inspire labor mobility and private investment. On the eve of World War II, they committed themselves to an expanded consumer-oriented marketplace, but for the time being the burgeoning New Deal infrastructure would cater to the demands of defense. Thus, the New Deal’s lasting contribution to America’s postwar economic growth is a revolution in expanded credit supported by public capital. The New Dealers planned to increase public demand for homes and appliances supported by plentiful energy and credit. The energy and credit would be made available by government guarantees of increased credit on easier terms for consumers. However, for much of 1945–1990, Washington disguised public investment under the category of defense. For that matter, convinced that they had fashioned models of economic development in the South and the West, the New Dealers exported their concepts of the Tennessee Valley Authority, the Lower Colorado River Authority and the Bonneville Power Authority to an undeveloped world hungry for a taste of the American standard of living. The New Deal contribution to the American century was a public credit that augmented private investment on a global scale.

This is not a book about the introduction of the welfare state. The story of the expansion of the New Deal security state is worth a book by itself, but the focus here is upon the timely opportunism of certain New Dealers who were not interested in recovery or relief, but in permanent improvements of America’s capital structure and its standard of living. The Austrian economist Joseph Schumpeter correctly described capitalism as “creative destruction”; the New Dealers sought to make Americans and capitalists everywhere more creative by using public capital to capture and tame the power of rivers and thereby create a demand for refrigerators, milking machines, aluminum, aircraft and atomic energy for even more power and more growth.

My choices of New Dealers are necessarily subjective and probably will not satisfy everyone. Yet I find them interesting and useful in telling a story that buttresses my themes. To this end I have deliberately excluded members of Roosevelt’s original Cabinet and those New Dealers most associated with welfare changes. Although New Dealers such as Henry Wallace and Harold Ickes are prominent in these pages, I have chosen to spotlight others who masterminded financial strategies and are usually slighted by historians. What is important to me is that as individuals of this diverse and eclectic group move in and out of the story, their intertwining weaves a substantial fabric with a rich, recognizable pattern. History has a certain continuity, and the 1915–1945 epoch set established precedents and consequences for recent America.

The New Dealers believed that good economics had their foundations in ethics and good spiritual values. To a large extent three followers of President Woodrow Wilson—William G. McAdoo, Herbert Hoover and Bernard Baruch—attributed such qualities to their proposed policies. In a sense these men were the first New Dealers. They consciously tried to improvise a national economy during the century’s second and third decades that upheld both the values of community and individualism. Universalists, they did not confine their efforts to American markets. McAdoo, for instance, strove to generate alternative state institutions to the existing systems of national finance, to nationalize them, and to even internationalize them. As Wilson’s secretary of the treasury, he played prominent roles in originating the Federal Reserve System and directing American investment interests overseas—and during the war he innovated and/or operated the War Finance Corporation, the Railroad Administration, and the highly creative Capital Issues Committee. Many a New Dealer recalled during the 1930s the importance of what McAdoo created as a Wilsonian.

Hoover and Baruch operated cartel systems during the war in agriculture, raw materials and manufacturing, although such recollections still shock Hooverphiles, most of whom associate individualism with his name. The New Dealers so consciously imitated those systems in 1933 and embroidered upon Hoover’s Reconstruction Finance Corporation, that observers such as Walter Lippmann erroneously attributed New Deal origins to Hoover, which is a bit like saying that the city of London resembles Houston. It is true that Hugh Johnson, Baruch’s unhappy contribution to the New Deal, modeled the National Recovery Administration after Baruch’s War Industries Board. But Johnson knew that he lacked the leverage of war needed to win cooperation from individual enterprises—which the power of patriotism conferred upon Baruch. Also, Baruch used the leverage of military purchasing; poor Johnson lacked control over the parsimonious Public Works Administration. His failure was foreordained.

Jesse Jones is a central transition figure for Democrats eager to promote strategies for Southern and Western development. Through his imperial control of RFC, Jones, a banker and a Texan, innovated the rescue of banks, accepted a role as the New Deal’s premier state capitalist, and by the end of the decade reigned over too many agencies as Federal Loan Administrator for recitation here. Those agencies revolutionized the American credit system. Jones’s power over public finance rivaled that of the Treasury although he lacked Cabinet status until Roosevelt made him secretary of commerce in 1940—and allowed him to guide public investment in another world war. By that time, however, Jones had been in Washington long enough for the banker in him to surpass the Texas promoter; caution overcame expansion, and Jesse in war was less the New Dealer than before.

Administering the RFC and a multitude of new agencies that proliferated in the 1930s were New Deal lawyers who drew their inspiration for public service and the social uses of the law from Louis D. Brandeis. To a degree Roosevelt himself was a Brandeisian, for both men believed deeply that in times of national stress public leadership called for experimentation and change on behalf of the disadvantaged. The New Dealers believed that government had to take measures that daunted private markets. Brandeis always had been an innovative thinker, which is why as a corporate lawyer he could be useful both to businessmen and to Woodrow Wilson. Indeed, Brandeis was so intent upon being useful and inventive that he always inspired the New Deal lawyers to be likewise. Less inspiring, however, was his spirited defense of noncompetitive small businessmen in an age that called for large organizations to build and manage for growth. Brandeis’s acolyte, Felix Frankfurter, taught future Wall Street lawyers that a career of public service was both heroic and rewarding, thereby furnishing Brandeis with disciples and the New Deal with creative managers.

Frankfurter’s star pupil, although both would deny that appellation later, was Thomas G. Corcoran. A thoughtful romantic, Corcoran was a former corporation lawyer who believed in the need to reform Wall Street, acted as a one-man employment agency to hundreds of lawyers seeking New Deal posts, coordinated policy for the New Deal, and served as Franklin Roosevelt’s political ramrod during the years 1935–38. He also channeled the legal and political genius of Benjamin Cohen, a formidable contribution by itself. Cohen was a brilliant draftsman, negotiator and counselor—every bit the “lawyer’s lawyer” that many New Dealers called him. His participation in the writing of the Truth in Securities Act of 1933, the Securities and Exchange Commission Act of 1934 and the Public Utility Holding Companies Act of 1935 made those laws invulnerable to attack by antiregulation ideologues. Together, Corcoran and Cohen achieved Washington status as legends.

What Corcoran and Cohen began, William O. Douglas and Jerome Frank completed: the dismantling of Wall Street’s monopoly of control over capital and Washington’s integration into the national credit system. An iconoclastic “legal realist” who espoused blending the study of the law with the social sciences, Douglas was a westerner who learned about 1920s corporate finance in Wall Street before embarking upon an academic career via Columbia and Yale law schools that took him to the chairmanship of the SEC, where he established federal supremacy over Wall Street. Moreover, Douglas’s almost flamboyant personality appealed to Roosevelt, who made him a policy-making personal crony during the second term. In 1939 Roosevelt, needing a westerner for the Supreme Court to balance previous appointments of a Southerner—Hugo Black—and Frankfurter, nominated Douglas.

Douglas’s closest ally in the New Deal was Jerome N. Frank, an experienced Chicago and New York corporation lawyer who gave up a lucrative career to be counsel to the Agricultural Adjustment Administration. Also creative, Frank devised the Commodity Credit Corporation for Jesse Jones and performed assorted advisory roles for the PWA and RFC until Douglas brought him on the SEC during the New Dealers’ soul-searching that accompanied the Roosevelt recession of 1937–38 and sent them searching for new methods of public and private investment to stimulate a consumer economy. In the SEC, Frank served as a conduit of Keynesian concepts for stimulating the economy through innovative stimulation of capital markets. As SEC chairman Frank dismantled the public utilities holding companies. Ever an enthusiast for RFC and state capitalism, Frank coordinated debate among New Dealers from public works pump priming (“compensatory spending”) alone to devising original fiscal and credit schemes for stimulating economic growth.

But the Brandeis-Frankfurter disciple who ultimately made the greatest impact upon New Deal concepts of development was an outsider, David E. Lilienthal. He had been a Chicago reform attorney before Governor Philip La Follette appointed him to the Wisconsin Public Service Commission, where the ambitious Lilienthal attracted the attention of President Roosevelt, who appointed him to the TVA board. Only thirty-three when he began the Tennessee Valley Authority’s public power program, Lilienthal created a regional public power system that set low energy prices to drive down the national cost of private electricity. Lilienthal preached the liberal gospel that a low cost of electricity to consumers would enhance economic development in rural America, 90 per cent of which then lacked any power. Because the TVA’s expanded production of energy called for expanded consumption, Lilienthal devised the Electric Home and Farm Authority in 1933 to extend credit via retailers of appliances to homeowners and farmers eager to wire their establishments and buy low-cost, laborsaving devices—a strategy which Roosevelt made national via the Rural Electrification Administration in 1935.

The author of the Rural Electrification Administration Act in 1936 was Congressman Sam Rayburn from the cotton fields of northeast Texas. Long suspicious of Wall Street’s financial power to retard the development of the rural South, Rayburn collaborated with Corcoran and Cohen to write and pass the Wall Street reform bills of 1933, 1934, and 1935—the latter also known as the Wheeler-Rayburn Act. But he was most proud to be the author of the REA. Although New Deal agricultural policy had designed scarcity, REA power and EHFA credit ironically made the farmer a modern producer of abundance.

Rayburn, who rose to become Speaker of the House of Representatives in 1940, was a loyal follower of Roosevelt and the New Deal, but Congressman Lyndon Johnson became Texas’s greatest champion of development via New Deal and defense-related projects. Johnson preached as early as 1940 the political success of federal projects for economic and/or defense development. During the war and into the Cold War, Johnson kept the federal largesse flowing to Texas, and its New Dealer development would be associated with the defense and aerospace industries he promoted.

Wright Patman’s career prefigured a trend in the politics of the 1930s. A Texan obsessed with the Eastern money power’s grip upon Southern economic development, Patman made himself a staunch defender of small retailers by pushing legislation to define fair retail practices in the Robinson-Patman Act of 1936. His advocacy of stabilized competition raised the question of whether it should be based upon price or number of units. When Congress rejected Patman’s protection of small retailers as not in the consumers’ best interests, the Texas populist survived politically by augmenting his populism with federal projects for industrial development in East Texas.

By the end of the New Deal, Texas and the West were poised for growth. A California contractor, Henry J. Kaiser, known as the New Deal’s favorite businessman, had participated importantly in building Hoover Dam, Bonneville Dam, Grand Coulee Dam and other hydroelectric projects that boosted economic development of the American West. When the war erupted, Kaiser launched the RFC-subsidized shipbuilding industry on the Pacific Coast and borrowed additional government funds for a steel plant at Fontana, California, and magnesium and aluminum enterprises in the West. After the war he tried to enter the automobile industry with RFC support, starting Kaiser-Fraser Motors and producing a little car, the “Henry J,” which failed to win public acceptance.

New Deal development of the Tennessee Valley and the Pacific Coast inspired reconstruction of Western Europe after the war and state capitalism for undeveloped countries in the Third World. Hydroelectric projects were encouraged by New Dealers in Iran, Egypt, Brazil and elsewhere in Asia, Africa and South America. In the 1960s some liberals justified the American role in Vietnam by assuring doubters that Washington would bring democratic development to Southeast Asia through a TVA on the Mekong River. In a variety of public and private institutions, New Deal-style state capitalism and government-financed military projects proved to be some of America’s most exportable products of the second half of the twentieth century.

To some extent the New Dealers went to extremes in exporting their concepts of development against the threat of communism. But they believed passionately in democracy, in expanding liberalism on our own shores and in creating broader economic opportunities within a framework of freedom. In the world of 1940, with militaristic Japan on the march in East Asia, with the Soviet Union in a pact with Nazi Germany to divide Eastern Europe between the two totalitarian states, with Nazi Germany having conquered most of Western Europe in six weeks and standing poised to invade Britain, with all of Europe committed to one authoritarian doctrine or the other, the New Dealers reaffirmed democracy and insisted that liberal capitalism was a viable and dynamic system worthy of the world’s emulation. They affirmed that this was not statism but a democratic community at work. Upon reflection more than a half century later, we should conclude that their reaffirmation and reinvigoration of the democratic faith in both the individual and the community deserves our own reaffirmation.



PART ONE

Wilsonians

The Who, preeminently Who,

Is William Gibbs, the McAdoo.

(Whom I should like to hail, but daren’t,

As Royal Prince and Heir Apparent.)

A man of high Intrinsic Worth,

The Greatest Son-in-law on Earth—

With all the burdens thence accruing,

He’s always up and McAdooing.

From Sun to Star and Star to Sun,

His work is never McAdone.

He regulates our Circumstances,

Our Buildings, Industry, Finances,

And Railways, while the wires buzz,

To tell us what he McAdoes.

He gave us (Heaven bless the Giver)

The tubes beneath the Hudson River.

I don’t believe he ever hid

A single thing he McAdid!

His name appears on Scrip and Tissue,

On bonds of each succeeding issue,

On coupons bright and posters rare,

And every Pullman Bill of Fare.

Postscript.

But while with sympathetic croodlings,

I sing his varied McAdoodlings,

And write these eulogistic lines,

That thankless McAdoo resigns.

—ARTHUR GUITERMAN1




1.
William Gibbs McAdoo:
State Capitalism

The Southern Society of New York

WILLIAM GIBBS MCADOO SOUGHT MONEY and power. When the Great War ended at the eleventh hour of the eleventh day of the eleventh month, 1918, he abandoned his posts as Secretary of the Treasury, Director General of the Railroad Administration, and the four lesser offices he simultaneously held, citing personal financial needs and the inadequacy of his $12,000 salary as his reasons for departing public life. Nevertheless, his name retained its value. In the twenty months that preceded the 1920 Democratic party convention in San Francisco, all speculation concerning the party’s choice for president contemplated McAdoo. That he had never run for public office before was beside the point.

The heroes of the Great War were its administrators of the home front. These ingenious organizers, managers and publicists of 1917–18 rallied an unenthusiastic American citizenry to arms in support of a dubious European adventure and adapted a private industrial complex to the needs of public enterprise. Like all good salesmen, they did it by selling themselves to the public. Fortunately for them, the war produced no preeminent American military hero. When the Armistice ended the war without conquest and a conqueror such as Andrew Jackson, Zachary Taylor or Ulysses Grant, efficacious bureaucrats such as Chairman of the War Industries Board Bernard Baruch, Food Administrator Herbert Hoover and McAdoo were political novices, although the war had made them veterans of Washington’s bureaucratic politics. Observers considered Hoover and McAdoo the most likely to take to the electoral hustings; Baruch, a McAdoo protégé and a Jew, seemed more intent upon becoming the power behind McAdoo’s throne. Nothing limited Hoover’s ambitions. Despite the association with Wilson, Hoover, a political loner, declared himself in early 1920 a Republican and immediately became a contender for that party’s presidential nomination. All that blocked his path to the presidency was a Republican preference for the likes of Senator Warren Gamaliel Harding of Ohio; in the other party, Woodrow Wilson stood in McAdoo’s way. Both Hoover and McAdoo would be the political stars of the twenties; both represented a new activist role for government in the economy. Yet they were very different men who believed in very different kinds of activism. Hoover brought men of the marketplace together in a corporate body for collective action. McAdoo manipulated the government’s finances and used its coffers as public investment that secured and induced private investment. These differences were important, but superficially they represented a consensus for unprecedented government involvement in markets.

Of the two, McAdoo had the greater political viability at the outset of the century’s third decade. He was the early favorite in the Democratic race of 1920. “By experience as well as temperament he is an outsider who knows the inside wires,” Walter Lippmann astutely wrote of McAdoo. Comparing McAdoo’s political instincts favorably to those of British Prime Minister David Lloyd George, Lippmann found McAdoo a remarkable executive “not organized by a class feeling, nor by a set of profoundly imbedded general principles. He is organized by … political possibilities. He is bold to seize the possibilities, but prudent not to overstep them.” However, as with Lloyd George, a certain reputation for opportunism plagued McAdoo; Lippmann had reservations concerning his ambitions, and so did others.


He is a projector of concrete programs, and promoter who can reveal to people that those programs embody what they already desire, and he is an administrator of the first order. McAdoo is a man who makes his way in the world, not by conformity but by initiative, not by pull or regularity or even by genius; but by his wits. He is the kind of man who is self-made several times over. He is big at any rate in two dimensions. He has length and breadth if not depth.… He is not fundamentally moved by the simple moralities. He is liberal but worldly, he is bold but immediate, he is brave but not selfless. He would win many skirmishes, and make brilliant dashes, and achieve some victories, but for the long strategic campaigning of democracy, it is hard to tell about him.2



A dozen years later Lippmann would express similar reservations concerning another Democratic presidential contender named Franklin Delano Roosevelt.

What both attracted and deterred men about McAdoo was his life as a captalist hero. A Southern Cavalier in the Court of the Yankee Dollar, he devoted himself more to transcending capitalist principles than to the Southern sense of place. McAdoo was born during the Civil War on October 31, 1863, to educated middle-class Presbyterians from Tennessee who had relocated to Marietta, Georgia. The family’s experience during the Reconstruction epoch was a familiar tale of property loss and bitter hardship under federal hegemony. His father was a lawyer and, following Reconstruction, a sometime professor of English and history at the University of Tennessee in Knoxville. Following deprivation came struggle. Young McAdoo entered his father’s profession, attending the University of Tennessee from 1879 to 1882 and apprenticing with judges and lawyers before his admission to the bar in 1885. However, he proved to be more of a promoter than a barrister.

His first deal was a real estate venture that netted him $25,000. He used the cash to buy a stake in a Knoxville mule-powered streetcar line. Realizing that the success of the line depended upon conversion to electricity, and needing capital for this modernization, McAdoo journeyed north in quest of credit, only to learn that New York bankers were doubtful of the enterprise’s profitability. Like other Southern entrepreneurs, he discovered that Wall Street investors preferred putting their funds into regional railroads or raw materials rather than into the development of impoverished Southern consumer markets. Eventually McAdoo found a persuadable Philadelphia banker, but not enough money was forthcoming to convert to electricity; by 1892 the venture had failed, and McAdoo abandoned Knoxville for New York City.3

This failed promotion taught McAdoo that every successful venture needed sufficient capital, and that the place to find it was in the financial hub of America: Wall Street. In New York he ingratiated himself into legal partnership with another William McAdoo—no relation. The other McAdoo was building a reputation in the courts as a man of exceptional integrity; he would rise to chief magistrate of the city of New York. William Gibbs McAdoo, as the transplanted Tennesseean styled himself to be distinguished from his partner, was a man of both action and reflection. In the parlance of a later time, he was a “quick study,” and what he studied was corporation law and corporation finance. He spent much of his first decade in Manhattan observing and reading, concluding that while Americans lived in a hard social and economic system, he could make it work to his—and perhaps his community’s—advantage. And, like many a young man with his eye on the main chance, he had learned that bankruptcy was a new beginning for corporations and that railroads were his favorite corporations. In 1901 he reaped a tidy retainer when he helped reorganize the failed Wilkes Barre and Hazelton Railroad. He was on his way to success, first as an entrepreneur, then as a public man.

McAdoo’s energy and apparent idealism made him an attractive personality. Six feet one-and-a-half and lanky in build, he bore a strong resemblance to Abraham Lincoln—except for a very distinctive hawklike nose. He worked tirelessly in any endeavor with a dedication that earned him a reputation for impatience with those of less intelligence or enthusiasm. He could be quick-tempered and pugnacious. Moreover, he did not apologize for his vociferous nature, for he inclined to people with “spirit”; “I do not care for soft, doughy people,” he once commented. Colleagues knew him as “explosive” and “voluble”; “McAdoo was a prodigious and proficient cusser,” Bernard Baruch recalled. Yet he did it with a soft and pleasant Tennessee accent. In his fifties, McAdoo still cut an athletic figure: he enjoyed occasional games of tennis or golf, ballroom dancing, or horseback riding in the Western style, or driving a motorcar at excessive speeds. The latter suggested an unnerving recklessness that entered his public life.4

McAdoo’s greatest entrepreneurial venture involved a railroad tunnel under the Hudson River to connect lower Manhattan with New Jersey. Although he later asserted that the idea came to him during his numerous trips between the states by ferry, work on such a project had actually begun back in 1874. Following fitful starts and the loss of twenty workmen’s lives, the original corporation expired for lack of capital in 1891, leaving unfinished tunnels beneath the Hudson as memorials to great vision unsustained by adequate credit. Ten years later, McAdoo attempted to revive the project in collaboration with the well-known corporation lawyer John R. Dos Passos. Assured by the defunct corporation’s organizers of their cooperation, and of the tunnels’ having remained in good shape, McAdoo and Dos Passos obtained the necessary capital to renew construction by wooing some of the most powerful leaders of finance capitalism. A few of them agreed to raise his funds and serve on his board of directors if, to make the enterprise profitable, he would give full-time service as president of the corporation at a modest salary of $15,000. McAdoo would always associate public triumphs with private penury.

The Hudson Tubes made McAdoo famous as their builder and operator. Buffeted by hostility from competing ferries, rails, bankers and politicians, he persisted in creating the Hudson and Manhattan Railroad and its fourteen-story corporate headquarters in lower Manhattan and completed the Hudson Tubes in July 1907; the first train rolled under the river seven months later. At a time when “muckraking” journalists decried the exploitation of workers by greedy tycoons in pursuit of exorbitant profit, McAdoo shrewdly presented himself as an enlightened corporation leader. A popular hostility to predatory capitalists and corporations had been growing at the turn of the century. In 1910, New York City housewives demonstrated against higher meat prices; the following year saw the Triangle Shirtwaist factory fire with an enormous loss of life because employers had sacrificed safety for efficiency. For years the public had read of the railroad robber baron Cornelius Vanderbilt and his “public be damned” attitude. McAdoo proved himself an adept publicist with his “public be pleased” policy. In a magazine operated by a fellow expatriate from the South, Walter Hines Page, McAdoo wrote about how his railroad cared enough about its riders to listen to their complaints, to keep them informed of service changes, to provide them with conveniences in cars and stations, and to practice “neatness and alertness as elements of courtesy.”5

McAdoo’s genius shone when he connected railroads, finance and politics to one another. He understood that the spheres of transportation, money and government naturally overlapped. His success through these insights turned him to thinking about political ventures to remedy social problems. In contemplating the issues of his times he ineluctably depicted Wall Street’s monopoly of credit as a major cause of social calamities such as the Panic of 1907. He agreed with most reformers that the pernicious role of the big corporation loomed large at the center of a public debate concerning the nature of America’s political economy. The old trustbuster, Theodore Roosevelt, had returned in 1910 from a self-imposed retirement to assume a self-imposed leadership of progressive Republican forces with a restatement of his New Nationalism philosophy—an inchoate proclamation that big business fell into categories of good and evil, the former serving a public interest that perhaps only TR understood. However, the Democratic governor of New Jersey, Woodrow Wilson, at the behest of a Massachusetts lawyer, Louis D. Brandeis, retorted that any unregulated big business endangered competitive markets. A former president of Princeton University, Wilson was accustomed to academic hairsplitting without losing his audience in the argument. While he lacked TR’s thundering charisma, clarity was the name of Wilson’s game and his New Freedom philosophy appealed to thoughtful businessmen on the make, to entrepreneurs seeking entry to the market but lacking capital—very much as McAdoo saw himself. In Wilson, McAdoo found a self-made man of another order-an intellectually disciplined individual who spoke with a “natural eloquence [that] appealed to the enlightened self-interest and sense of justice of his audience.” McAdoo saw much of himself in Wilson: Southern-born, Presbyterian, self-willed, self-possessed, moralistic, and yet passionate; they were outlanders, Corsicans in Paris, who dared to aspire to power at the seat of the empire. But how much power? Although he once wrote of Wilson, “there is too much outside of the Presidency for an able man to do for any one to break his heart because he cannot be President,” McAdoo himself lusted for the presidency with a zeal surpassed only by Wilson’s.6

The two men met in 1908 when McAdoo visited a son at Princeton. By this time they were both public figures in different arenas, and they quickly realized that their ambitions complemented one another. McAdoo already had hired a publicist to win public acclaim for his message on the need for progressive businessmen to enter the public life of the nation—just the sort of message Wilson wanted to convey. Wilson recognized in McAdoo an experienced manager and a dedicated progressive who would attract a network of enlightened corporation leaders to his own practical idealism.

Both men valued the network of businessmen and professionals they found in the Southern Society of New York. When, on December 17, 1912, Woodrow Wilson stood before an audience of 1,200 cheering members in the ballroom of New York’s Waldorf-Astoria Hotel as the first Southern-born President-elect since Zachary Taylor of Louisiana in 1849, he and the Southerners were not strangers to each other. Twice previously in recent years Wilson had visited their annual meetings as a guest speaker and he counted several of the society’s members as personal friends, although not all of them aided his pursuit of the presidency.

Founded in 1885, the society for many years met annually on George Washington’s birthday to honor the first Southerner to lead the nation. It did not celebrate local or lost causes. These Southerners avoided provincialism, hissed an Alabamian’s ungracious denunciation of Northerners, and cheered the name of Abraham Lincoln (McAdoo once toasted Lincoln at a Southern Society gathering as the “greatest man God ever created”). “Sectionalism is dead!” Woodrow Wilson told them, and they nodded in agreement. They were American nationalists to their very core, even jingoists. Undoubtedly many of them agreed with McAdoo that Union General Sherman had done the South a favor by destroying so much of its plantation society as to compel capitalist development via promoters such as McAdoo or to inspire its young capitalists such as McAdoo to seek new lives that took them north. Annually the Southern Society gathered in a fancy New York hotel in the style of New York’s high society. Dinner was ritually followed by rounds of champagne, bourbon and the singing of “The Old Folks at Home,” “My Old Kentucky Home,” a boisterous rendition of “Dixie” and other Southern favorites that suggested fraternity rather than nostalgia. Then, prior to adjourning for dancing with the ladies, they would toast one another and their guests, many of whom were invited Southern politicians. Finally, they would listen to speakers who frequently were New York politicians looking to the Southerners as movers and shakers in southern Manhattan.

Current events sometimes influenced the choice of speakers. Thus, in 1899, American acquisition of the Philippines occasioned an appearance of the Chinese Minister to the United States; the Southerners toasted him as “our newest and nearest neighbor on our western border.” Not wanting to show partisanship among new neighbors, the following year they invited the Japanese Minister. Interestingly, the ministers displayed an ironic appreciation that what had been Europe’s Far East was now America’s West.

Early in his presidential quest Wilson sought to enlist the support of Thomas Fortune Ryan, corporation tycoon and political boss of Virginia’s Democracy; but Ryan wanted no part of a reform-minded governor of New Jersey, even if he was Southern-born. Having alienated established Wall Street leaders, Wilson turned to wooing men on the make. McAdoo was then the president of the Southern Society of New York and through him Wilson came to know many of the transplanted Southerners who now considered him their champion. Wilson’s first manager in his 1912 campaign for the presidency had been William F. McCombs, formerly of Arkansas, a temperamental lawyer whom Wilson replaced with McAdoo. Another staunch supporter was a former North Carolinian, Walter Hines Page, editor and publisher of the influential journal World’s Work, who would become Wilson’s Ambassador to the Court of St. James. Hovering then in the background as a campaign financial angel was an erstwhile South Carolinian, Bernard M. Baruch. One of McAdoo’s closest associates in the society was John Skelton Williams, a Richmond banker who controlled the Seaboard Air Line Railway until he lost it to Thomas Fortune Ryan, thereby making him a formidable antagonist of Wall Street. Williams would serve under McAdoo in the Treasury. When Wilson’s Cabinet first assembled in March 1913, half of its members were men born south of the Potomac.7

The Wilsonians were nineteenth-century men who frequently thought of public affairs in terms of time and place. Many of them were Southerners born during the Civil War. Although the Reconstruction legacy of defeat and colonial victimization at the hands of a triumphant Northern capitalism profoundly influenced their public thinking, Wilsonian Southerners were more likely to complain against the monopoly of capital in the North than its hegemony over the South. They were entrepreneurs, investors, lawyers and publishers who saw themselves as practical idealists, and disdained idealism of the socialist variety, which they regarded as sentimental or even mawkish. Like McAdoo, they treated their status as pariahs from power with pride—and wore their ambitions as badges of honor rather than shame: they eagerly anticipated the day when they would possess capital and power, both of which they would invest in their native region. “Uprooted, transplanted and urbanized provincials, they lived as exiles in New York,” C. Vann Woodward has written. “Insofar as they represented the progressive South, it was the new urban-progressive group which they led instead of the agrarian wing.”8 They were clannishly Southern, but several things set these expatriates apart from most of their brethren back home. For one thing, they did not deplore the federal government, capitalism or even monopoly capitalists. Their credo celebrated businessmen with the wits to embrace social amelioration; it esteemed social idealism, individualism and opportunities to attain personal wealth and national power. Paradoxically, the Southern Society of New York made a network of parvenus into a community seeking expediently to use the collective will of the federal government to advance their individualism.

The Southerners were determined to advance one of their own to any and all national positions, including the presidency. They believed that the nation was looking to them for democratic leadership at a time when the political and social life of Northern cities like New York was increasingly polluted by immigrants and plutocrats. They exulted in 1908 when Woodrow Wilson assailed “privileged interests” and asserted the obligation of government to promote the “general interest”; they applauded Wilson’s “radical doctrine” of fostering the “accommodation and readjustment” of class interests in place of class hostility; they cheered his manifesto that “what we seek is the interest of all, of the capitalists as well as those whom capital had too nearly got in its own power.” The federal government in Washington was potentially a friend of both the general interest and individualism, not their adversary. Washington thus represented a community interest idealized by Southerners. Wilson’s appeal for them lay in the way he articulated their generous materialism with clarity, appealed to their intellects, defined their interests. They thought of themselves as New Dealers without using that term. It is likely that Franklin Roosevelt knew many of them and admired them for their public-spirited credo.9

“A Statesman Grafted Upon a Promoter”

AS APPLIED TO MCADOO, the labels “heir apparent” and “crown prince” bore a double meaning: he was both the most logical Democratic successor to Wilson and, beginning in 1914, his son-in-law. At the outset of the administration McAdoo had been a widower. His first wife, Sarah Houstoun Fleming of Chattanooga, with whom in twenty-seven years of marriage he had three sons and three daughters—died suddenly in 1912 at forty-five after suffering eight years with a rheumatoid arthritis that had left her an invalid. The Secretary of the Treasury then began dating the President’s youngest daughter, the vivacious Eleanor (“Nell”) Randolph Wilson, despite the obstacles of her engagement to another and their twenty-six-year age difference. In the words of her biographer, “The family was not overjoyed.” She broke her engagement to the other fellow because she and McAdoo were “simply mad over each other.” They were married on May 7, 1914, in the Blue Room of the White House.10

Wilson’s election to the presidency transformed McAdoo from campaign manager to Secretary of the Treasury. The undisputed star of a Cabinet that included the three-time Democratic party standard-bearer William Jennings Bryan as Secretary of State, McAdoo took the lead in advocating preparedness for an American role in Europe’s war during 1915, and it was widely whispered that if Wilson did not seek a second term, McAdoo wanted his own shot. When America entered the war in 1917, McAdoo performed heroically in raising capital for the conduct of the war while simultaneously managing the coordination of rail transport. What Wilson really thought of his son-in-law is uncertain but, despite what others said and their personal friendship, he never acknowledged McAdoo as heir apparent or crown prince. This would be one of the tragedies of McAdoo’s political life. It may have altered the history of twentieth-century America by delaying the emergence of strong leadership in Washington by more than a decade.

At the top of McAdoo’s public agenda was credit reform. Following the Panic of 1907 and subsequent revelations of financial malfeasance, Wall Street sought an American central banker to stabilize the system. Woodrow Wilson had vowed to resist banking panics that left capital more concentrated and less available to those who needed it most. A National Monetary Commission studied the causes of the Panic of 1907 and predictably prescribed greater centralization of money in New York’s hands. McAdoo and his fellow Democrats liked the idea of a central banker to stabilize the system, but dreaded locating it in New York. Bankers in the South and the Midwest viewed the agitation for a central banker as an Eastern extension of control via centralization of credit in the House of Morgan. The administration feared that if it left banking reform in the hands of the Senate’s and the House’s leading financial experts, Nelson W. Aldrich and Carter Glass, then Wall Street control would never be broken. But Secretary of the Treasury McAdoo and his cohorts shared the concerns of the country bankers and the developers on the make. His bias enraged the financiers of lower Manhattan, but they saved their greatest anger for the Federal Reserve bill that evolved over the summer of 1913.

The previous year had seen an investigation by the House Committee on Banking and Currency, led by Arsene Pujo of Louisiana, that revealed how a concentration of New York banks controlled through interlocking directorates the country’s major industries—railroads, steel companies, coal mines, public utilities. Pujo found that a handful of New York banks held 341 seats on the boards of 112 corporations worth more than $22 billion. Although J. P. Morgan gave Pujo and the nation his word that character, not wealth, was his principal method of judging creditworthiness—“Because a man I do not trust could not get money from me on all the bonds in Christendom”—it did not seem right that Morgan should be America’s self-appointed central banker. A consensus of country bankers demanded that the United States create a central bank outside of New York City. They wanted the proposed Federal Reserve Board of Governors to be in Washington. Moreover, Southern and Midwestern bankers feared that Wall Street might reassert its hegemony during a future administration unless the Democrats institutionalized decentralization. McAdoo agreed to a decentralized system of twelve regional banks headed by twelve executives and nominally independent of both the Treasury and the bankers. He valued the diversity of banking interests. America’s central banker would control its gold and currency without destroying peculiar local interests or negating supply and demand. Banks would still fail if they pursued imprudent practices, and depositors would still risk capital with every deposit. A banker’s word or reputation was still a depositor’s only assurance of security. Even so, a new day in national finance had dawned. The Federal Reserve Act took monetary policy-making out of agrarian politics, allowing the United States to increasingly control world gold supplies or to finance exports to overseas markets. Wall Street, McAdoo commented, ought to like the creation of a government bank through the Federal Reserve Act of 1913; he noted a “growing comprehension on the part of some people in New York of the value of [an] altruistic government agency” managing the nation’s finances. Imperial America now possessed a mechanism for imperial banking. It had taken a giant step toward state capitalism.11

The Federal Reserve System was a compromise combining centralization in a Federal Reserve Board with regional decentralization in twelve banks scattered in major cities around the country. The creation of the Federal Reserve System was a landmark act. It promised liberalized credit for would-be streetcar magnates in places like Knoxville, Tennessee. Without McAdoo, it would have been a very different Federal Reserve Act. To complete the triumph of liberal capitalism, Wilson made McAdoo the first chairman of the Federal Reserve System.

McAdoo was the undisputed master of the new financial system. His predecessors had routinely deposited Treasury funds in favored banks, but the McAdoo Treasury proclaimed that mobility, selectivity, stability and equity would dictate its choice of depositories. Its announcement that all federal deposits deserved dividends from recipient banks and that the days when banks enjoyed the free prestige and use of the government’s coin were over, brought a Midwestern businessman’s cheer for McAdoo’s “blow in the solar plexus of the money monopoly!”12 Almost anything involving national finance, such as the Federal Farm Loan Board and the War Finance Corporation, McAdoo quickly snapped up under his almost unquestioned jurisdiction. He converted government finance and central banking into personal vehicles to a bureaucratic empire. It was inevitable that by the time he left the Treasury in late 1918 he would be saluted by some pundits as the “greatest Secretary of the Treasury since Alexander Hamilton.” He had brought a new deal to national finance.13

The history of the Wilson presidency can be divided into four phases resembling a business cycle. The first, the New Freedom, was marked by the creation of the Federal Reserve System and the adoption of the income tax; Washington’s impact upon the national marketplace was indelible. The second phase was dominated by the preparedness-for-war movement, a rising trajectory that made Washington the financier of the arsenal of democracy. The third phase, mobilization for modern total war, witnessed all-out government intervention in every marketplace, domestic or foreign, requiring enormous investment by Washington in the national infrastructure, the state enterprise of war, and manipulation of civilian supply and demand. The final downward leg, readjustment of the economy, saw Washington’s retreat from an ephemeral intervention as peace abrogated America’s patriotic support for any sustained intervention. Congress wrote the legacy of the first phase into the statute books and the legacies of the latter three phases loomed large in history and in memories.

The Wilsonians launched modern American government in 1913 by dealing a mortal blow to the nineteenth-century wisdom that any mixture of government and enterprise would lead to socialism. Instead, they defined government as the enterprise of last resort. They too abhorred socialism or unwarranted intervention in the marketplace, but when capital was timid or crisis threatened, bold and visionary men in Washington recalled that government itself was enterprise. McAdoo frequently asserted that Treasury revenues should be used in needed projects avoided or shirked by cautious bankers. Thus began the emergence of American state enterprise.

An income tax also was indispensable for America’s imperial role. Prior to progressivism the federal government principally financed itself with a high tariff, a tax on commodities entering the country. Southerners harbored an ancient animus against the tariff and sought to end it by reducing rates on protected manufactures and putting most items on the free list. Still, taxes are the price citizens pay for averting anarchy. The Democrats had sought a substitute for tariffs, and since 1909 had campaigned to make the income tax the Sixteenth Amendment to the Constitution. It was necessary, argued Representative Cordell Hull of Tennessee, because “if this nation were tomorrow plunged in a war with a great commercial country from which we now receive a large portion of our imports, our customs revenues would inevitably decline and we would be helpless to prosecute that war or any other war of great magnitude without taxing the wealth of the country in incomes.” Dependence upon customs duties was impossible if belligerents disturbed international trade. By 1913 the states had adopted the amendment and Congress made the income tax a part of the government’s revenues. McAdoo ever after credited Hull for promoting the most vital fiscal device in the federal government’s arsenal. The income tax virtually assured the world that the United States would be a prominent role-player in international affairs. Thus, anticipation of war made the income tax a war tax. And the enterprise of war needed both the capital and the stabilizing potential of an income tax.14

The Wilsonians were not warmongers, but they certainly knew that business as usual had ended when Europe went to war in August 1914. As practical idealists, they abhorred war for its unnecessary, irrational and wasteful disruption of markets. War offended both their sense of humanity and their sense of efficiency. Nevertheless, this distaste for war did not cause them to ignore its use in pursuing national interests. Following the initial jolt that markets took upon hearing of the war, McAdoo and Baruch agreed that “an era of exceptional development and stable prosperity” lay ahead, especially, Baruch intoned, “if the uncertainty concerning our ability to defend our possessions were removed by the organization of an adequate defense.”15

An “adequate defense” required a lot of money, men and materials. McAdoo made himself the administration’s leading advocate of organizing that defense, and two interrelated crises dramatized that Americans wanted expanded public investment to meet a crisis. First, amidst the harvesting of the South’s largest cotton crop ever in 1914, a bottleneck ensued as cotton intended for export markets found them unreachable in war. As cotton built up in warehouses, its price declined drastically. Although Southerners demanded administration action, McAdoo characteristically insisted that “the people of the South can do more for themselves which the National Government cannot do for them.” Prescribing self-imposed crop restrictions long before the New Deal tried them, McAdoo organized a private pool of money to finance the warehousing of cotton; but farmers wanted no part of the debt. So he deposited additional Treasury dollars in Federal Reserve Bank branches in Richmond, Dallas and Atlanta, thereby cheapening credit to farmers, and gradually the price of cotton rose. Millions of Treasury dollars went south in 1915 to make more credit available to hard-pressed farmers, giving that region a lion’s share of deposits. McAdoo’s actions, along with his public denunciations of banks for failing to aid farmers, kept interest rates low. State enterprise had come to the rescue of private enterprise.16

The second crisis grew out of the first: in order to sell cotton abroad, ships to carry the product were needed. However, the demand for ships to transport supplies to Europe exceeded the number of bottoms available. Mighty America needed a mighty merchant marine, particularly at a time when its agricultural output was so great, the war demands for ships so insistent and the opportunity for new markets in South America and the Orient—which the war had compelled the Germans and the British to abandon—so ripe. McAdoo and other Americans decided that “any first-class power” needed both a large merchant marine and a modern navy.

According to theory, if a demand existed, shipping companies would fill it. Still, war requirements overwhelmed the marketplace and cotton exporters sought ships in vain. Additionally, America’s Oriental trade saw ships siphoned off for the lucrative Atlantic runs. War created its own equilibrium and American interests dictated a need for a disequilibrium. Pointing to the “violent and arbitrary action” of a few shipping companies who now made effortlessly exorbitant profits, McAdoo sought to bust their “monopoly” with government-built ships that served the needs of American producers. “I am opposed to the government ownership of business enterprises,” he maintained, “except in extraordinary circumstances where the intervention of the government is urgently demanded in the public welfare.” Wilson too defended a scheme for joint government investment with private capital in American ships as preferable to outright subsidization of private shipping and insisted that he did not want a government-operated merchant marine. As expected, numerous interests assailed McAdoo’s bill for “socialistic” shipping, and a congressional fight dragged on for more than a year amid escalating costs to build the government ships. The delay, McAdoo estimated, cost the government a billion dollars more for ships. But it was “the most extraordinary industrial undertaking ever attempted by the United States.” The vast majority of the ships would not sail until well after the war, and by then they would cost the U.S. some $3.3 billion to give it about 22 per cent of the world’s fleet and about three times as many ships as it had before the war. It would take another war for anything comparable to be attempted.17

In McAdoo’s eyes, all economic problems stemmed from a lack of financing. Transportation needed capital. During the war a national rail system could not bring cotton or much else to America’s Atlantic ports without creating chaos. For years knowledgeable critics had argued that America’s rails suffered from excessive competition and regulation; in a national emergency few trains would move without coordination of regional systems or modernization of locomotives, rolling stock and rails. Why was there no coordination or maintenance? In the first instance coordination was anticompetitive and violated antitrust laws. The final word on that had been the Northern Securities case decision of 1904, which held that an attempt to consolidate all major Northern rails in a holding company violated the Sherman law’s admonition against conspiracies in restraint of trade. In the second instance the railroads depicted themselves as aggrieved victims of democracy when regulators on the Interstate Commerce Commission asked not what the rails could do for America, but rather how many other interests would have their oxen gored by higher shipping rates that the railroads would have to charge for capital improvements. Nobody wanted to pay the price of rail modernization. Needing to be profitable without increased rates, the rails cut costs, which included wages, maintenance and capital improvements. The infrastructure of the United States began its decline for want of internal financing to upgrade services.18

In April 1917 the United States entered the war and the chaotic performance of the rails in succeeding months confirmed McAdoo’s worst expectations. In early December he pleaded with the President to allow him to assume control of the railroads, labeling “the railroad problem as an essential part of our financial, credit and war problems.” Warning Wilson that the railroads wanted “to put upon the Treasury the burden of financing the railroads” without relinquishing control to Washington, McAdoo argued that the government had to be made “an operating partner in the railroads” as a quid pro quo for financing them. Not only could Wilson resolve the railroad problem by exercising his wartime authority to take control of the rails, but its resolution “would strenghten every financial institution in this country and enlarge its ability to help finance the Government’s necessities in this time.” Simply put, McAdoo said that “the railroad situation is inextricably bound up with the vital and major problem of Government finance.” By mid-December his tone assumed great urgency as he admonished the President that “the security markets in New York are very much demoralized” because they feared a government takeover of the roads in which “the rights of bondholders and stockholders will not be protected.” McAdoo begged Wilson to do something to allay apprehensions. But whatever Wilson did had to be a comprehensive solution rather than one which left room for uncertainty.

The day after Christmas, 1917, the President announced a governmental Railroad Administration to be run by the Secretary of the Treasury while ownership remained with stockholders. Wilson had asked Brandeis to lead it, but the Supreme Court Justice deferred to an eager McAdoo. As the nation’s railroad “czar,” McAdoo was careful not to alienate bankers or managers. He was a builder, a planner and a romantic nationalist, but the promoter in him was no threat to private enterprise. His assistance to Southern cotton won him the gratitude of rural bankers. His espousal of government-owned shipping initially enraged shipowners, but years would pass before a glut of ships appeared—and certainly the more imaginative among the shipowners could forecast that Washington would sell its ships after the war at bargain prices and easy credit.

The railroad managers had little to fear and much to expect from McAdoo. Indeed, the Railroad Administration experience of 1918 raised questions as to whether McAdoo had sold out to management. Progressives did not complain about rail unification in the name of patriotism and efficiency, nor did they fault McAdoo for raising the wages and safety of railway labor amid wartime inflation and increased hazards. Besides, higher rail wages also justified McAdoo’s instituting higher freight rates. Additionally, he set aside a half billion dollars for badly needed rail improvements. He frequently acted unilaterally, ignoring the interests of shippers on the Interstate Commerce Commission or the state commissions, thereby encouraging a widespread perception of a bias for carriers. The perception was accurate. McAdoo viewed rail problems from the standpoint of an investor. He sought not rail nationalization but standardization and cartelization to stabilize profits. The rails, McAdoo believed, needed capital and coordination, not conscription. But he knew that the approach of peace would raise embarrassing antitrust questions. To meet those thorny questions, McAdoo prepared a proposal for extending government control another five years, thereby deftly postponing the issues of permanent government ownership or control. But he did not evade responsibility for a solution. Confident that it was “impossible, after return to peace, to restore the competitive conditions of prewar days,” McAdoo tried to tie the Railroad Administration’s extended life to postwar planning of America’s total transportation network. Seeking a comprehensive solution instead of economic nostrums that patched the old system, McAdoo brought to the somewhat parochial rails problem a breathtaking vision of a coordinated national infrastructure. But McAdoo had little faith that Congress would appreciate his vision and he resigned from his many administration portfolios before Congress debated his proposals. McAdoo could rightly lay claim to having temporarily saved the railroads—as well as having forecast a later resumption of the railroad crisis.19

The Great War’s cost to the federal government was ten times more than that of the Civil War and more than twice that of operating the central government since its inception in 1789. As McAdoo noted in December 1917, the war’s enormous consumption of capital invaded private capital markets and threatened to deprive corporations of their food for growth. Railroads, banks and utilities were especially pinched. Investment bankers led by Paul Warburg recommended that Congress create a new federal credit institution, the War Finance Corporation, which McAdoo heartily endorsed once it became evident that Wilson had decided to take control of the railroads. Congress, led by North Carolinian Furnifold Simmons, gave the WFC a half billion capitalization and Wilson made it another portfolio for McAdoo’s bureaucratic empire. Congress also created a Capital Issues Committee, essentially a voluntary organization of bankers, but it and the WFC did little to supplant banks. The WFC loaned only about 60 per cent of its capital, most of that going to the credit-starved railroads. It and the Capital Issues Committee were there to augment private capital with purposeful state capital. As the war’s end came in sight the administration pushed for an extension of the WFC in order to finance overseas trade. Nevertheless, both the WFC and the CIC were important because they lived in the memories of those who administered war finances and went back to Washington in the 1930s. In the words of economic historian Robert Higgs, “So pregnant with political utility was this all-purpose financial rescue mission that it was destined to be revived, not always under the same name, again and again.”20

Although he usually impressed people with his command of public and private finance, controversy ineluctably attended McAdoo’s management of the wartime economy. “We needed broad, sweeping action,” observed economist Edwin Gay; “McAdoo had the imagination and the capacity to carry the job through.” McAdoo himself noted that the war brought the Treasury “new problems for which there is little precedent.” Historians adopting a monetarist perspective have charged that he resolved those problems with policies and practices that were inflationary. Nobody, however, could accuse McAdoo of indifference to inflation. He initially intended to place expenditures for the war on a pay-as-you-go basis, arguing that it would be immoral to pass its cost along to future generations. That approach proved more noble than practicable. Everyone, including McAdoo, underestimated the enormous costs of U.S. participation in the conflict. He strove to keep the government’s debt as much as possible within bounds, so as to minimize its effects both on future generations and on contemporary bond markets. But deficit financing was inevitable. Also, he urged upon Wilson the creation of an Allied Purchasing Mission in order to compel the Allies to pool their purchases in a manner that stabilized prices both for the American government, itself a buyer, and the American marketplace. As custodian of the national exchequer, he did not want to see rising prices which would inflate war expenditures. In sum, he was hardly the crude agrarian inflationist some historians portray.

In fact, McAdoo’s relatively sophisticated policies had remarkable success in restraining prices. The greatest price rises between 1914 and 1918 occurred prior to April 1917, a time when McAdoo did not yet have the sanction of a declaration of war for imposing stringent price controls. That gave prices an enormous head of steam. When the surprisingly small increases of 1917–18 are taken into account, the anti-inflation maneuvers of McAdoo and other war managers do not appear fruitless at all. McAdoo did not attempt to hide war costs with inflation. His genius and that of his cohorts are better appreciated if it is recalled that, in the words of a historian critical of him, “World War I was the first major war in which the United States participated as a truly industrialized nation. The new industrial economy thus presented a far different situation to the Treasury than that existing in the Civil War period. It might well serve as a model or proving ground for the financing of World War II and later wars.” And it did. A quarter of a century later, the war managers of World War II, skeptical at first that they had anything to learn from their predecessors, conceded that they necessarily had to review the experiences of the managers of 1917. The state capitalist planning of McAdoo and the other Wilsonian war managers anticipated the ideas of British economist John Maynard Keynes. They knew that in a full-employment economy such as war brought about, the best way to spare the public the pain of higher prices was to persuade it (coercion being unacceptable) to restrain consumption and divert discretionary dollars to savings.21

McAdoo and Wilson wanted to use the financial might of the Federal Reserve System, along with America’s coordinated rails and enhanced ships, to promote an American trade presence in the Far East and in Latin America. McAdoo depicted the war period as an opportunity to score American gains in overseas markets formerly controlled by warring Europeans. Wilson was not a good neighbor toward Latin America; manipulating Mexico’s internal politics and sending American troops across the Rio Grande, as well as occupying and operating the Dominican Republic beginning in 1917, did not promote self-determination. Still, the Wilsonians were the most ardent Pan-Americanists Washington would see until the New Dealers or since then. McAdoo, Edward N. Hurley of the Shipping Board, and others were nationalists
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