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Introduction
The National Idea

WE ARE living through a transformation that will rearrange the politics and economics of the coming century. There will be no national products or technologies, no national corporations, no national industries. There will no longer be national economies, at least as we have come to understand that concept. All that will remain rooted within national borders are the people who comprise a nation. Each nation’s primary assets will be its citizens’ skills and insights. Each nation’s primary political task will be to cope with the centrifugal forces of the global economy which tear at the ties binding citizens together—bestowing ever greater wealth on the most skilled and insightful, while consigning the less skilled to a declining standard of living. As borders become ever more meaningless in economic terms, those citizens best positioned to thrive in the world market are tempted to slip the bonds of national allegiance, and by so doing disengage themselves from their less favored fellows. This book describes this economic transformation, and the stark political challenge it presents.
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WITH numbing regularity we hear of the gross national product, the nation’s trade balance, the nation’s rate of economic growth, the nation’s savings rate, the nation’s unemployment rate, national productivity, the value of the nation’s assets, the profitability of the nation’s corporations. Incumbent politicians point to some figures with pride; their challengers point to others (and sometimes even the same ones) with dismay. It has become a national sport. Each new set of figures brings a frenzy of speculation: Are we doing better or worse? Is another nation beating us? Are we pulling ahead? What does this mean for our economic future? Numerous talking heads (mine included) appear on television and solemnly deliver the indispensable answers.

The optimists point ever upward: Look at the number of new jobs Marvel at all the small entrepreneurial firms! Wonder at the number of new patents in exotica like monoclonal antibodies and digital optics! Take pride in all the foreign capital pouring into the nation as a result! The economy is booming as never before! The pessimists point downward: Bemoan the loss of manufacturing. Bewail the trade deficit, and our huge debt to the rest of the world. Abhor the loss of assets to foreigners. The economy is collapsing around us.

Who is correct? Are we becoming better off or worse off? Where are we heading?

It depends on whom you mean by “we.”

Underlying all such discussion is the assumption that our citizens are in the same large boat, called the national economy. There are different levels of income within the boat, of course (some citizens enjoy spacious staterooms while others crowd into steerage). Yet all of us are lifted and propelled along together. The poorest and the wealthiest and everyone in between enjoy the benefits of a national economy that is buoyant, and we all suffer the consequences of an economy in the doldrums.

In the United States, the national economic boat is thought to be piloted by a number of Americans: the President, the chairman of the Federal Reserve Board, several thousand chief executives of major American corporations, the leaders of organized labor; and, arrayed around this core group, the executives of smaller American companies, investors and venture capitalists, and a wide-ranging collection of scientists, inventors, and entrepreneurs. Americans depend on these “pilots.” Their collective wisdom, foresight, and ambition spell the difference between national prosperity and stagnation. Other Americans must faithfully do their parts as well, of course. All must work hard, save as much as possible, and inculcate in their children similar habits of diligence and frugality.

The metaphor is readily extended to other boats, one of them called the Japanese Economy, another the German Economy, a third the South Korean Economy, and so on, including every nation on earth—all comprising a grand flotilla of national economies sailing on the same wide sea. One boat’s speed and safety depend somewhat on the speed and safety of the others (there is need for some coordination lest we collide with one another or run aground on the same shoals, and there are substantial advantages in selling them some of our goods in exchange for some of theirs), but everyone knows that each boat is also competing with every other in a worldwide regatta whose prize is economic preeminence. Boats that are in the lead at one point in history may fall behind at another time. Thus we must maintain our vigilance.

This picture, or something like it, has characterized the way Americans and most other people around the world have come to view their economic life together. The public interest is defined as national economic growth; the common good, as a buoyant national economy. We are bound together, if not by the threat of a foreign predator, then at least by a common economic fate. Each of us relies on our nation’s economic prowess, which, in turn, depends on how effectively the nation’s resources are developed and mobilized.

This vision’s clarity and soothing comprehensibility are its only virtues. The problem with this picture is that it is wrong.
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ABSENT memory, we are, with Santayana, condemned to repeat the mistakes of the past. But excessive reliance on memory can be equally debilitating. A fixation on what was can blind us to what is, blocking the recognition of change. In matters of economic and social organization we are especially susceptible to vestigial thought. Because few of us have occasion to see the whole of society, we learn to rely on pictures taken in the past. Some of these pictures can be remarkably durable—especially those that are the most pleasing to look at. But an outmoded image can be dangerously misleading.

So it is with our picture of the national economic boat, in which all of us sail together. The picture once represented reality, but it no longer does. Its perseverance has led to a fraudulent diagnosis of economic and social problems, and of the challenges ahead. It has distorted discussions about national purpose. The economic pessimists are as misled as the optimists. Both begin from the wrong premises.

There has been no lack of warning that reality has changed. Some of the manifestations of the change are easily observed, in the United States as elsewhere. It is now a commonplace, for example, that large corporations are no longer as profitable as they were twenty-five years ago. From a peak of nearly 10 percent in 1965, the average net after-tax profit rate of America’s largest nonfinancial corporations declined in the 1970s, bounced back somewhat between 1982 and 1985, and then resumed its downward slide. When adjusted for inflation, the highest Dow Jones Industrial Average of the bullish 1980s, reached in August 1987, was actually below its peak of January 1966. Further, America’s 500 largest industrial companies failed to add any American jobs between 1975 and 1990, and their share of the civilian labor force dropped from 17 percent to less than 10 percent during the same interval.

Organized labor has shrunk to a small fraction of the work force. In 1960, 35 percent of all nonagricultural workers in America belonged to a union. By 1990, the figure was 17 percent. Excluding government employees, the unionized portion of the work force was only a bit over 13 percent—less than it was in the early 1930s, before the Wagner Act created a legally protected right to union representation.

There is a growing awareness, too, that foreigners are coming to own an ever greater proportion of America’s productive assets. As recently as 1977, no more than 3.5 percent of the manufacturing capacity of the United States, by value, was owned by non-Americans. By 1990, foreigners exercised effective control over almost 11 percent of American manufacturing and employed more than 10 percent of American manufacturing workers. Meanwhile, American corporations are investing abroad at a furious pace. Between 1980 and 1990, American companies increased their overseas spending on new factories, equipment, and research and development at a higher rate than their investments in the United States.

Money, technology, information, and goods are flowing across national borders with unprecedented rapidity and ease. The cost of transporting things and communicating ideas is plummeting. Capital controls in most industrialized countries are being removed; trade barriers, reduced. Even items that governments wish to prevent from getting in (drugs, illegal immigrants) or out (secret weapons) do so anyway.

At the same time, there has been an increasing divergence in compensation between corporate executives and the workers laboring under them. In 1960, the chief executive of one of America’s 100 largest nonfinancial corporations earned, on average, $190,000, or about 40 times the wage of his average factory worker. After taxes, the chief executive earned only 12 times the factory worker’s wages. By the end of the 1980s, however, the chief executive earned, on average, more than $2 million—93 times the wage of his (rarely her) average factory worker. After taxes, the chief executive’s compensation was about 70 times that of the average factory worker.

This divergence has been matched by an increasing inequality in the incomes of Americans overall. Between 1977 and 1990, the average pretax earnings of the poorest fifth of Americans declined by about 5 percent; during the same interval, the richest fifth became about 9 percent wealthier, before paying taxes. The income disparity has widened fastest between people who graduated from college and those who graduated only from high school or dropped out. This trend is not unique to the United States; many other advanced industrial nations are witnessing a similar divergence.

The divergence in earnings is related to where people have chosen to reside. Until the late 1970s, the average incomes of the inhabitants of different towns or states were slowly converging, as industry spread outward to embrace less developed areas of the nation. Since then, however, the trend has been in the opposite direction. Relatively wealthy towns and states have become even more wealthy; the poorer have grown steadily poorer by comparison. Such regional disparities are growing in many other nations as well—between Tokyo and outlying prefectures, between southern England and the Midlands, between Italy’s affluent north and more primitive south.

All of these manifestations of change have the same root cause, which I will explore in the following pages. Americans are no longer in the same economic boat (nor, for that matter, are the citizens of other nations in the same boat). Yet the prevailing image remains fixed in our heads. The old picture gives comfort, suggesting national solidarity and purpose. If we are all in it together, then we can rely on one another in a pinch.
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THE AIM of this book is to paint a new picture, one more reflective of the realities of the emerging global economy and of the societies that are being shaped as a consequence. As almost every factor of production—money, technology, factories, and equipment—moves effortlessly across borders, the very idea of an American economy is becoming meaningless, as are the notions of an American corporation, American capital, American products, and American technology. A similar transformation is affecting every other nation, some faster and more profoundly than others; witness Europe, hurtling toward economic union.

So who is “us”? The answer lies in the only aspect of a national economy that is relatively immobile internationally: the American work force, the American people. The real economic challenge facing the United States in the years ahead—the same as that facing every other nation—is to increase the potential value of what its citizens can add to the global economy, by enhancing their skills and capacities and by improving their means of linking those skills and capacities to the world market.

This is not the challenge of “national competitiveness,” as typically conceived. There is no longer any reason for the United States—or for any other nation—to protect, subsidize, or otherwise support its corporations above all others, as some have argued. Nor are there grounds for reducing public expenditures and cutting taxes in order to give the nation’s citizens more money to invest—an argument in vogue among those with an often quasi-religious faith in free markets. Neither the profitability of a nation’s corporations nor the successes of its investors necessarily improve the standard of living of most of the nation’s citizens. Corporations and investors now scour the world for profitable opportunities. They are becoming disconnected from their home nations.

Conventional discussions of the economy—the gross national product, national economic growth, the nation’s competitiveness—are beside the point, as are the predictable range of prognostications concerning the economy’s future. The optimist’s view is accurate—but only for a small portion of America’s workers who are becoming ever more valuable in the world economy. Because these Americans are every bit as insightful as their most talented Japanese and European counterparts and are successfully selling their insights around the world, talk of a “Japanese challenge” or the “resurgence of Europe” misses the mark. The pessimist’s prognosis, on the other hand, is accurate for most other Americans, but it neglects this thriving minority, who represent one of the great successes of modern economic history.

The underlying question concerns the future of American society as distinct from the American economy, and the fate of the majority of Americans who are losing out in global competition. The answer will depend on whether there is still enough concern about American society to elicit sacrifices from all of us—especially from the most advantaged and successful of us—to help the majority regain the ground it has lost and fully participate in the new global economy. The same question of responsibility confronts every other nation whose economic borders are vanishing.

It is not simply a matter of national security. Modern technologies have diffused global power. Even relatively poor nations can now finance weapons of fierce destruction. It is, rather, a matter of national purpose. Are we still a society, even if we are no longer an economy? Are we bound together by something more than the gross national product? Or has the idea of the nation-state as a collection of people sharing some responsibility for their mutual well-being become passé?


Part One
The Economic Nation


1
The Origins of
Economic Nationalism


In a civilized society we all depend upon each other.

SAMUEL JOHNSON,
from Boswell’s Life of Samuel Johnson (1791)



THE FAMILIAR picture of a national economy whose members succeed or fail together would have appeared novel to someone living as recently as the seventeenth century—even in Europe, where the idea of the nation-state had developed furthest. Before the eighteenth century few kings, statesmen, or political philosophers regarded the nation as in any way responsible for, or necessarily connected to, the economic well-being of its population. National wealth pertained only to the wealth of the sovereign—to the kings and queens and retainers who contrived, financed, and directed various schemes to accumulate foreign riches in order to wage wars and enhance their power and prestige—rather than to the well-being of ordinary individuals within the nation. Patriotism meant devotion to the monarch rather than to fellow citizens.

In the seventeenth century, Louis XIV’s minister Colbert employed techniques for stimulating the French economy practically identical to those tried by the modern Japanese, Koreans, Taiwanese, West Germans, French, and any self-respecting governor of an American state. He financed road and canal construction; he provided subsidies and tax exemptions to France’s most valued manufacturers (makers of silks, tapestries, glasswares, and woolens); he established a trading company (the French East India Company) which would carry France’s products to the ends of the earth; he instituted measures to assure quality, in order to stimulate foreign purchases of French goods; and, in general, he encouraged exports while discouraging imports. But in contrast to his modern descendants, Colbert’s motive was not to improve the standard of living of the average French subject. He devised these schemes in order to accumulate silver, with which Louis XIV could finance wars and maintain a large standing army. For Colbert, the logic was obvious: “[E]veryone agrees that the might and greatness of a State is measured entirely by the quantity of silver it possesses.”1 In this mercantilist game, one sovereign’s advance was necessarily at the expense of another, because the whole point of the exercise was to gain more power than a potential opponent. “It is clear that one country can only gain if another country loses,” noted Voltaire.2

Mercantilism already had been the guiding principle of national economic policy for three hundred years. As early as 1462, Louis XI of France had limited the export to Rome “of gold and silver, in coin or otherwise, which might be extracted, carried and transported from this our kingdom.”3 And for centuries, the development of manufacturing had been viewed (in the language of an edict issued by Henry IV before 1603) “as being the only way to stop transporting out of our Kingdom gold and silver to enrich our neighbors.”4 By producing what you needed at home, you could retain precious metals within the nation; by exporting manufactured items, you could accumulate even more precious metals.

According to this same mercantilist logic, England’s American colonies, like the colonies of all great powers, existed to enrich the sovereign. They were to provide cheap raw materials, and then purchase the finished products from the mother country. Under no circumstances were the colonies to manufacture products of their own or acquire them from a third country. (In “disallowing” a Pennsylvania law to subsidize shoemaking in the colony, a New York law to encourage the manufacturing of sailcloth, and a Massachusetts law to support the production of linen, the colonies’ English overseers noted, without inordinate explanation, that “[t]he passing of laws in the plantations for encouraging manufactures, which in any way interferes with the manufacture in this Kingdom, has always been thought improper, and has ever been discouraged.”5) England also decreed, under the Navigation Acts, that only English vessels could carry cargo back and forth across the Atlantic.

There were, of course, other reasons why the American colonies sought independence from England, but had they been able to develop their own economies uninhibited by England’s mercantilist demands, the separation would have occurred much later, and probably more peacefully.
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THE SHIFT from mercantilism to popular economic nationalism paralleled a political shift from absolutism to democracy—a shift which proceeded, in fits and starts, from the eighteenth century to the twentieth, and which, a contemporary observer of Latin America, Eastern Europe, and the Soviet Union might surmise, continues still. With the spread of democratic ideas and institutions, the overriding economic and political goal changed from increasing the power of the sovereign to improving the well-being of the nation’s population. In much of Western Europe and the American colonies, the impetus for change first came from a rising commercial class of merchants and bankers who sought to secure their property, trade freely, and put an end to aristocratic privilege. In much of Central and Eastern Europe, economic nationalism emerged from efforts to beat back or overthrow foreign oppressors.

The evolution occurred earliest in England, where modern democratic institutions first took root. By the eighteenth century, the House of Commons was developing into what the political philosopher Edmund Burke would call a “deliberative assembly,” guided by “the general reason of the whole.”6 To Burke and an increasing number of his compatriots, a nation constituted a contract—a form of “partnership not only between those who are living but between those who are living and those who are to be born.”7 The partnership was a moral one; citizens had obligations to one another. Democratic institutions provided a means of both instilling and fulfilling such obligations simultaneously. John Stuart Mill, the English philosopher, argued that democracy cultivated moral attachments “by the utmost possible publicity and discussion, whereby not merely a few individuals in succession, but the whole public, are made, to a certain extent, participants in the government.”8 Democratic institutions, in short, created good citizens.

Throughout the eighteenth century, in England and on the Continent, the word “patriot” appeared with increasing frequency. Now the patriot was “he who in a free government, cherishes his fatherland … or more accurately the public welfare.”9 The English philosopher (and failed statesman) Bolingbroke signaled the change in his 1730 essay “The Spirit of Patriotism,” in which he observed that every citizen who was a real patriot would “direct all his thoughts and actions to the good of his country”—that is, “to the good of the people,” which he deemed “the ultimate and true end of government.”10

Democratic patriotism proved a far more potent force than was loyalty to a sovereign. Sacrificing one’s life and property to a monarch living luxuriously in a distant castle seemed far less inspiring (and less sensible) than sacrificing for one’s nation. The new sentiments found expression in national anthems, flags, pageants, and holidays. “Rule Britannia” appeared in 1740, with this rousing verse:


The nations not so blest as thee
Must in their turn to tyrants fall
Whilst thou shalt flourish great and free
The dread and envy of them all.



Monarchs became the symbol of a nation, rather than the other way around. “God Save the King,” first sung at London’s Drury Lane Theater in 1745, had less to do with love of king than with love of country. The composer Joseph Haydn was so impressed with the emotional effect the song had upon Englishmen (upon whom emotional effects were somewhat rare to begin with) that he returned to Germany to write the music for what would become “Deutschland, Deutschland, über Alles.” Such anthems, and their composers, took on mythic qualities. French children learned how Rouget de Lisle had come to write the “Marseillaise” in 1792; American children, how Francis Scott Key penned “The Star-Spangled Banner” in 1814. National flags developed mythologies of their own—the Union Jack, the Tricolor, Betsy Ross and the first American flag. National law codes and constitutions became sacred documents, like Moses’ tablets.

The French Revolution and the subsequent Napoleonic Wars provided an added stimulant. The populations of Central and Eastern Europe had already become interested in their native cultures, partly in reaction to the political domination of the Austrians and Turks and the cultural domination of the French.11 But France’s bloody revolution, followed by the advancing armies of Napoleon Bonaparte, made many groups acutely aware of their national identities. Joseph Mazzini, moral philosopher and politician, told Italians that their duty to nation was intermediate between their duty to family and to God. The philosopher J. G. Fichte instructed Germans that the German spirit was nobler than that of any other nation. The Brothers Grimm, founders of the modern science of comparative linguistics, traveled over Germany in search of German folk tales—the Volksgeist of Germany. National consciousness spread throughout Europe during subsequent decades: Poles, Magyars, Russians, Czechs, Slovaks, Ruthenians, Romanians, Serbs, Croatians, Greeks, all became self-consciously national, even if they lacked their own nation-state.

Citizen patriots proved better soldiers than paid mercenaries, especially when defending the fatherland. Democratic governments also depended on committed and educated populations. For these and other reasons, the creation of “good citizens” became a legitimate national goal. By the last decades of the nineteenth century, in Europe and America, children were expected to attend free public schools, where they studied their nation’s history and heroes, learned to write and speak the national language correctly, and pledged their allegiance to the nation’s flag. By the end of the century, free, universal education in language and citizenship had spread eastward through the Balkans and into Russia.
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THE IDEA that the citizens of a nation shared responsibility for their economic well-being was a natural outgrowth of this budding patriotism. The most influential book of the eighteenth century, written by the Scottish political philosopher Adam Smith, was entitled, not coincidentally, An Inquiry into the Nature and Causes of the Wealth of Nations. In it, Smith set forth all the major ideas that conservative Whigs, Tories, free-traders, and twentieth-century Republicans and economists would regurgitate periodically thereafter. But Smith was no cosmopolitan. He wrote about universal economic principles, yet his frame of reference was resolutely national. He condemned English mercantilism not because it reduced the wealth of other nations but because it caused England’s citizens to be poorer than they would be otherwise.

Nor did Smith object in principle to government intervention when the nation’s interests required it. He opined that the Navigation Acts were “perhaps the wisest of all the commercial regulations of England” because “defense is much more important than opulence,” and that Britain should expand its empire by seizing islands from “the Falklands to the Philippines”12 (views with which Margaret Thatcher would comfortably agree). As to the nation’s output, on which its wealth fundamentally depended, he identified two inherent determinants: first, the fraction of the population gainfully employed; second, “the skill, dexterity, and judgment by which labour is generally applied”13—factors which are as determinative today as they were more than two centuries ago.

Most nations whose economies lagged behind England’s adopted more activist notions of how to enhance the wealth of their populations, but they embraced the same basic objective. One of the most influential plans was offered by Alexander Hamilton, America’s first Secretary of the Treasury under George Washington, in December 1791. Hamilton’s “Report on the Subject of Manufactures” was one of four reports he presented to the young American Congress, and the only one whose proposals Congress rejected as requiring too powerful a central government. (Anti-Federalists finally agreed to the plea, in Hamilton’s “Report on the Public Credit,” that the federal government assume the Revolutionary War debts of the states, but only on condition that the nation’s capital be moved from New York to a swampy area beside the Potomac River, between Maryland and Virginia; they opposed his second proposal, in his “Report on the Bank,” to establish a central bank with responsibility for controlling the nation’s money supply, but President Washington followed Hamilton rather than Jefferson and signed the bank bill; while his third, “Report on the Coinage,” which called for an independent mint and currency for the United States using both gold and silver, met with little opposition.)

Hamilton’s arguments for why the nation as a whole should support the development of industry nevertheless reverberated in America, and in many other nations, for two centuries: A strong manufacturing base would increase the nation’s overall “revenue and wealth,” would provide more opportunities for employment and thus stimulate immigration, would attract foreign capital, and would render the nation more independent and secure. An economy based on agricultural staples alone would result in “a state of impoverishment, compared with the opulence to which [our] political and natural advantages authorize [us] to aspire.”14

Yet a strong industrial base would not evolve automatically. Hamilton warned that small manufacturers in the United States could never catch up with the larger and more advanced manufacturers of Europe unless they were protected and subsidized, at least temporarily. There is “no purpose to which public money can be more beneficially applied, than to the acquisition of a new and useful branch of industry; no consideration more valuable, than a permanent addition to the general stock of productive labor.” Thus “it is in the interest of the society … to submit to the temporary expense—which is more than compensated by an increase of industry and wealth; by an augmentation of resources and independence; and by the circumstances of eventual cheapness.”15

Hamilton urged tariffs on foreign products as well as subsidies to American manufacturers, but he preferred the latter. He reasoned that subsidies could be withdrawn when no longer necessary, whereas tariffs tended to remain in place long after their justification had disappeared. Industry, it seemed, came to depend on tariffs, and the public was unaware of their true costs. Tariffs enabled domestic businesses to fix their prices without worry that a foreign competitor might undercut them. Ironically, the aspect of Hamilton’s plan that received most attention during the nineteenth century was his qualified, wary call for a protective tariff.
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APART from slavery, the tariff became the most heated economic issue in nineteenth-century America, dividing the nation along regional lines. (It also evoked a spirited debate among academics, with some universities, like the University of Pennsylvania, prohibiting their economists from supporting free trade, and others requiring such support. Cornell apparently could not make up its collegial mind, and appointed two lecturers, one advocating free trade and the other, protection.) Small manufacturers in New England, New York, and Pennsylvania, who wanted to be shielded from European exporters of manufactured goods, argued that the nation’s future economic greatness depended on the tariff. On the other hand, Southern farmers, who wanted to be able to purchase machinery as cheaply as possible from whatever source, viewed the tariff, in the righteous words of South Carolina’s John C. Calhoun, as “an immense tax on one portion of the community to put money into the pockets of another.”16

Many Westerners, like Henry Clay of Kentucky, saw tariff duties as a potential source of funds for internal improvements, such as canals and turnpikes, which would link the West to the rest of the nation. “Still cherishing the foreign market,” argued Clay, “let us create also a home market, to give further scope to the consumption of the produce of American industry. Let us counteract the policy of foreigners, and withdraw the support which we now give their industry, and stimulate that of our own country.”17 Clay was passionate, if not persuasive. “There are few, if any, governments which do not regard the establishment of domestic manufacturers as a chief object of public policy,” he bellowed during the Senate debate over the tariff of 1832. “When gentlemen have succeeded in their design of an immediate or gradual destruction of the American system, what is their substitute? Free trade! Free trade! The call for free trade is as unavailing as the cry of a spoiled child, in its nurse’s arms, for the moon, or the stars that glitter in the firmament of heaven. It never existed, it never will exist.”18 Passions became so inflamed after Congress had passed the 1832 tariff that an angry South Carolina legislature barred federal customs agents from collecting duties within the state, thus forcing President Andrew Jackson to dispatch reinforcements to the federal garrisons at Forts Sumter and Moultrie, which in turn prompted the South Carolina legislature to summon volunteers to protect the state from “invasion”; the crisis was averted only when Clay and his fellow Whigs backed down and agreed to reduce tariff rates.

After the Civil War, when the protestations of Southern Democrats were drowned out by the victory celebrations of Northern Republicans, tariff rates were hiked again. (“I do not much know about the tariff,” said Abraham Lincoln, in his characteristically folksy manner, “but I know this much, when we buy manufactured goods abroad we get the goods and the foreigner gets the money. When we buy the manufactured goods at home we get both the goods and the money.”19) Until 1913 the average duty on imports was often close to 50 percent, even higher on iron, steel, cotton textiles, and woolens. In fact, so much money flowed into the federal coffers during the latter decades of the nineteenth century from high tariff duties that Republican administrations found themselves in the embarrassing position of running large budget surpluses. In order to reduce the surpluses and help justify a continuing need for tariff income, the Republicans dramatically increased federal spending on just the sorts of internal improvements that Henry Clay had advocated many years before: canals, railroads, harbor construction, bridges, and roads. The Union Pacific and Central Pacific railroads, for example, were granted $65 million in one swoop to build a single railway connecting the East Coast to the West.

5

PERHAPS the most interesting feature of the tariff debate in America was the form of argument used by all sides: Whatever sacrifices might be entailed would nonetheless be good for the national economy as a whole and would redound to the benefit of those who paid the tariff. This was no appeal to honor or duty; each section of the country appealed to the others on the basis of what was in the others’ economic interest. “[T]he aggregate benefit to the whole society from a public improvement, may be such as to amply justify the investment … of capital in its execution,” argued Clay, for example, in support of his system of internal improvements to be financed by the tariff.20

Europeans of the nineteenth century had also begun to view their national economies as tied to the well-being of their populations, but in justifying tariffs or other devices that imposed economic burdens unequally they employed a different kind of argument. A young French magistrate named Alexis de Tocqueville, on a tour of the United States in 1831, noted the distinction. He observed that in France, as elsewhere in Europe, sacrifices were legitimated in terms of patriotism and honor. The usual European argument was that “men should sacrifice for their fellow creatures because it is noble to make such sacrifices” (emphasis in the original). Such claims, in Tocqueville’s view, were often hypocritical. “[A]mong us, men still constantly feign abnegation which they no longer feel.” In America, by contrast, sacrifices were justified as being in the enlightened self-interest of those who incurred them. “The Americans,” Tocqueville noted, “are fond of explaining almost all the actions of their lives by the principle of self-interest rightly understood; they show with complacency how an enlightened regard for themselves constantly prompts them to assist one another and inclines them willingly to sacrifice a portion of their time and property to the welfare of the state.”21

It is an important insight. Americans have willingly sacrificed for the nation’s well-being because—Americans have repeatedly claimed—such sacrifices are ultimately in their own best interests. This is not to suggest a lack of patriotism in the United States, of course. The young Tocqueville witnessed a strong social solidarity and commitment among Americans. But these sentiments emerged from their interdependence, rather than the other way around. “It would be unjust to suppose that the patriotism and the zeal that every American employs for the welfare of his fellow citizens are wholly insincere,” Tocqueville observed. “The free institutions which the inhabitants of the United States possess, and the political rights of which they make so much use, remind every citizen, and in a thousand ways, that he lives in society. They every instant impress upon his mind the notion that it is the duty as well as the interest of men to make themselves useful to their fellow creatures.”22

But what if such claims no longer seem convincing? What if Americans have grown far less dependent on one another, so that sacrifices no longer benefit them personally? Will civic virtue survive? I will return to these questions, and to Tocqueville’s observation, in subsequent chapters.
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Economic Nationalism
and High-Volume
Production


But in spite of all temptations
To belong to other nations,
He remains an Englishman!
He re-mains an Eng-lish-man!

W.S. GILBERT and A. SULLIVAN,
H.M.S. Pinafore (1878)



THE IDEA that a nation’s citizens shared a common economic fate became more widely accepted during the last decades of the nineteenth century. A revolution in the methods of manufacturing and moving goods transformed what had been loosely knit networks of local economies into national ones, thus creating a worldwide competitive arena in which the primary battles were waged nation against nation.

Between 1870 and 1900, a stream of inventions, many of which had been pioneered in Britain, spread throughout Europe and America: steam engines, railway locomotives, the telegraph, electric turbines, and iron and steel machinery with interchangeable parts. Each played a crucial role in the transformation of production. These inventions made it possible to manufacture all sorts of things in large volume, by gathering raw materials and components from hundreds or thousands of miles away, fabricating, assembling, or mixing them in large batches within huge factories, and then sending the finished products off again to all quarters.

Mechanical industries that processed tobacco, grain, soap, and canned foodstuffs dramatically increased their output through the use of continuous-process machinery. A cigarette-making machine developed in 1881 was so productive that just fifteen of them satisfied America’s entire annual demand for cigarettes. Procter & Gamble developed a new machine for mass-producing Ivory soap. Diamond Match began using a machine that produced and boxed matches by the billions. Industries that distilled and refined petroleum, sugar, animal or vegetable fats, alcohol, and chemicals reaped enormous savings from new heat and chemical technologies, giant furnaces, whirling centrifuges, converters, and rolling and finishing equipment. Standard Oil, American Sugar Refining, and Carnegie Steel, among others, gained unprecedented efficiencies. Metalworking industries benefited from larger and more efficient machine tools and a wider variety of semifinished materials. International Harvester and Singer Sewing Machine expanded their production far beyond the imaginings of past generations.

The average worker in the earlier decades of the nineteenth century—seeding and harvesting crops, logging, fishing, or applying his craft with hand tools—had produced each year a minuscule 0.3 percent more than the previous year. By the end of the century, productivity surged to nearly six times that rate.1 The result was similar in America, Britain, Germany, and France: Production of cotton and woolen fabrics expanded furiously, as did farm implements, nails, pots, guns, utensils, washboards, and hundreds of other items. Iron output doubled between 1870 and 1890; steel production multiplied twentyfold during these years. As manufacturing equipment continued to improve and factories expanded, the volume of production grew. In the United States alone, manufacturing investment ballooned from $2.7 billion in 1879 to $8.2 billion in 1899; the annual value of the nation’s manufactured products escalated over the same years from $3.8 billion to $11 billion, in constant dollars.2

America’s railroad and telegraph networks perfectly complemented its industrialization by lubricating the flow of goods into and out of the new enterprises. The nation had 23 miles of railroad track in 1830. By 1890 it had 208,152 miles. The telegraph developed in tandem. Invented in 1844, it was being used commercially by 1847.3 Railroad and telegraph systems extended over Europe as well, tying together local economies. Fast, regular, and reliable transportation and communication were essential to high-volume production. In order to cover the high fixed costs of plant and machinery, the nation’s new industries depended on a constant flow of production into and out of the factory. Such a flow depended in turn on a predictable stream of materials and products throughout the economy. Manufacturers could afford neither the cost of maintaining huge inventories at each end of their production process nor the risk of suddenly running out; of materials or merchandise. The railroad and telegraph reduced these risks and costs by allowing manufacturers to schedule the shipments they needed and to sell their wares directly to wholesalers nationwide.

It is a rudimentary principle of economics, indeed perhaps the only principle whose truth has been demonstrated with persuasive regularity: When the supply of a particular item increases faster than the demand for it, its price will tend to decline. This principle applied itself with a particular vengeance in the late nineteenth century. Production expanded, but there were too few consumers ready to buy all the new goods suddenly available. Mass consumption is an acquired taste of modern society. Although the average worker was moving from farm to factory, the average consumer possessed the self-sufficient thriftiness learned on the farm. Mass distribution and retailing networks were not yet in place to cajole and conscript reluctant buyers into the great army of consumers that the new productive capacity required.

The result, predictably, was a general decline in prices. The wholesale price index, which had stood at 193 at the end of the Civil War in 1864, dropped to 68 by 1890. So too in Europe, where prices fell about 40 percent in the 1870s and 1880s. A severe depression jolted much of Europe and America in 1873. Another, in the summer of 1893, impoverished several agricultural areas, closed thousands of banks, and threw more than one-quarter of America’s unskilled urban work force out of jobs.4 There were political consequences. In many European and American cities, a growing number of socialists proclaimed the imminent collapse of capitalism. On the Western farmlands of America, a swelling cadre of populists (mindful of the abundance of silver in Rocky Mountain mines) demanded that currencies be inflated through the simple expedient of converting from the gold standard to silver, an approach which would have reduced their debts to Eastern banks and likely brought prosperity to the West.

2

ONE OF the most important consequences of industrial overcapacity was its effect on national sentiments. At least since Alexander Hamilton had urged subsidy and protection of America’s infant manufacturers, the nation had been aware of the threat posed by European manufacturers to its nascent industries. Now, in the face of high-volume production and the overcapacity of industry, the threat was more immediate. Manufacturers on both sides of the Atlantic aggressively sought out new markets for their overabundance of goods and willingly cut prices to gain market share. Germany, Italy, France, and Russia all increased their tariffs in order to protect their manufacturers from predatory foreigners. Not surprisingly, America’s tariff rates surged to even higher levels.

Only Britain, whose manufacturers were the most advanced, and thus had been among the primary beneficiaries of free trade, declined to join in this escalating protectionism. As a result, other manufacturing nations (especially the United States and Germany) subjected Britain to a strategy that, it has been argued, Japan adopted a half century later: By protecting themselves from foreign competition within their home markets, they could sell their goods domestically at prices sufficiently high to cover expenses and allow a healthy profit. Then, having established scale efficiencies, they could sell the remaining lot in Britain at cut-rate prices—thus boosting earnings while grabbing market share away from British manufacturers on their home turf. The unsurprising result was that even as world industrial production expanded between 1870 and 1913, Britain’s share plummeted, from 31.8 percent to about 14 percent; Germany’s share, meanwhile, expanded somewhat, and America’s ballooned from 23.3 percent to 35.8 percent.5 Britain’s free trade policy, as the British press was not reluctant to observe, was fine so long as most others were playing by the same rules. Now, however, it was inviting German and American “economic invasions.”6

3

IF THE home market could not fully absorb the new goods, and if foreign markets that produced manufactured goods were closing, there remained one further outlet: poorer nations and territories. The term “imperialism,” with its rather unpleasant ring in late-twentieth-century ears, never appeared in the writings of Karl Marx. Though first used in the 1870s, the term did not enter common speech until the last decade of the century, by which time every major manufacturing nation was looking to more backward regions of the globe as potential markets for the overabundance of goods. Competition for such “spheres of influence” further intensified the popular feeling that, in the new manufacturing age, one nation’s economic success was sure to come at the expense of another’s.

Politicians of the age were proud to call themselves imperialists. National expansion, influence, and economic growth were wrapped in the same cloak. “Territorial expansion,” explained an official of the U.S. Department of State in 1900, “is but the by-product of the expansion of commerce.”7 Teddy Roosevelt, teeth clenched in a ferocious grin, proclaimed America’s imperial destiny in Latin America; Britain and Germany equated their economic prowess with their nations’ global reach. The size and influence of a national economy came to signify the nation’s strength and determination. “Great power” became synonymous with “great economy.”

The spread of economic nationalism among manufacturing nations provoked similar sentiments elsewhere around the world. The subjugation of China by the great powers convinced the leaders of Japan’s Meiji restoration that Japan’s survival depended on its rapid economic development. Only a modern economy could create and maintain a modern military; only an economy that was powerful relative to others could ensure the nation’s security.8 Education, industrial development, and national security were seen as tightly interrelated. Fifty years later, Sun Yat-sen, who sought to overthrow China’s Manchu dynasty, based his revolutionary program of economic development on a similar logic. The West had been able to dominate China not simply because of its superior military strength but also because of the economic might on which that military power was based. In The International Development of China, Sun Yat-sen rejected Marxist demands for a more equal distribution of wealth in favor of a strategy of national economic development financed by the West, emphasizing education and industrialization. “Our economic rights are leaking away.… If we want to recover these rights … we must quickly employ state power to promote industry, use machinery in production, and give employment to the workers of the nation.… So we shall certainly have to borrow foreign capital to develop our communication and transportation facilities, and foreign brains and experience to manage them.”9 This view—linking national security and independence to the nation’s economic development—was to become increasingly dominant in Asia, Africa, and Latin America, but it was by no means universally accepted among colonial nations. Mahatma Gandhi, rejecting the pleasures of material well-being, denounced manufacturing machinery as “the chief symbol of modern civilizations,” representing “a great sin.”10

In his 1902 Imperialism, the British economist J. A. Hobson, after examining the events leading up to the Boer War, predicted that the logical end point of competition for markets would be warfare. Businessmen, he warned, opt for war when they have exhausted their home markets and have nowhere else to sell their wares. Like John Maynard Keynes three decades later, Hobson urged instead that advanced nations increase their domestic demand by enlarging the number of people capable of buying domestically produced goods: “The most convincing condemnation of the current economy is conveyed in the difficulty which producers everywhere experience in finding consumers for their product.… If apportionment of incomes were such as to evoke no excessive saving, full constant employment for capital and labor would be furnished at home.”11 Hobson had no way of knowing, of course, that the less desirable alternative he posited would, within fifteen years, contribute to the death or injury of some 20 million people.

4

HIGH-VOLUME manufacturing also stimulated economic nationalism by drawing large numbers of people away from villages, farms, and extended families and into cities—where they were exposed to political movements, news of foreign plots and maneuvers, national spectacles, and waves of immigrants that further reminded them of their national identities. In 1870, fewer than 8 percent of America’s workers were engaged in manufacturing, while only one out of five Americans lived in a city with 8,000 or more inhabitants. By 1910, almost a third were involved with manufacturing, and almost half of the population lived in cities. New York City’s population increased fourfold between 1860 and 1910. In 1860, Chicago had 109,260 inhabitants; by 1910, it was the nation’s second-largest city, with 2.2 million people.12 Here, in the burgeoning industrial cities of the world, the idea of nation found concrete meaning. The word “nationalism” itself, like “imperialism,” was a product of these times. First used to describe right-wing groups in France and Italy, by the late nineteenth century “nationalism” came to signify expansion and competition, in which loyalties toward homeland became linked to national ambitions.

Not only did vast numbers of laborers move from village to city, they moved to the world’s major industrial regions from other nations. In these years 15 percent of the population of the territory of Poland traveled to Germany in search of gainful employment. Almost half of the population of Ireland abandoned the Emerald Isle between 1841 and 1911, many of them landing in Boston or New York. By the 1870s, 280,000 immigrants were arriving in the United States annually; at the end of the century, the yearly average was over 1 million. Immigrants comprised the majority of workers in many of America’s new manufacturing industries. A 1908 government study found that almost three-fifths of the wage earners in twenty-one principal branches of American industry were foreign-born.13

The new immigrants further ignited national feelings. Some of the Americans already here wanted to close the door to the newcomers. Conveniently forgetting that their own forefathers had shared the corn with and taken the land of New England’s real native Americans, the founders of Boston’s Immigration Restriction League pledged, in 1893, to “prevent the destruction of American ways by unimpeded Immigration.” Other Americans devised a more constructive approach. The goal was to cultivate in the immigrants a love and respect for their newly adopted country, along with an ability to speak its language and function as productive citizens. Thus in America, as in other nations where they disembarked, the new immigrants were required to write and speak the national language and to know the basic principles of the nation’s government before being granted citizenship.14

5

BY THE start of the twentieth century, economic nationalism had taken firm root in many places around the world. Citizens of the United States, Britain, Germany, France, Italy, Japan, and elsewhere understood that their personal well-being was bound up with their nation’s economic prowess. Patriotism and economic nationalism were inextricably linked. Nation competed with nation. And despite Karl Marx’s call for the workers of the world to unite, national allegiances remained strong even among the new urban working class. On the battlefields of national economic ambition, the production worker was the new foot soldier.
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