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HOW BUSINESS EXPLAINS AMERICA


Americans love to think that their country has been inherently entrepreneurial throughout its history, and that this nation’s path to greatness and global power was laid by its exceptionally capitalist value system. We hail the mighty railroads that crisscrossed a continent and the technological marvels that defined the ages, from steam engines to automobiles to smartphones. Yet when we tell our national story, we tend to focus on disembodied questions of ideology, cultural identity, and politics. Too often, we relegate business to the margins of the tale, as though merchants, manufacturers, workers, and bankers existed on a separate plane, independent of the major currents of our history.


This book offers the opposite. It argues that when traditional approaches to the history of the United States fail to integrate the history of business itself, they overlook a key aspect of our national story that helps explain how the United States developed into the land it is today. President Calvin Coolidge famously remarked in 1925 that “the chief business of the American people is business,” by which he meant that Americans were notably oriented toward “producing, buying, selling, investing, and prospering in the world.” This book takes Coolidge’s aphorism and expands it: The chief business of American history is business. The story of the nation is the story of business history.


Sometimes it takes moments of disaster for us to see the links between business and the broader arc of national experience, and the financial meltdown of 2007 and 2008 provided just such a crisis. As the American housing market tanked, giant banks collapsed, and a global economic catastrophe threatened to plunge the world into a new Great Depression, people called out for explanations. Scholars rushed in, promoting research on such dry subjects as the history of debt, regulation, banking, and monetary policy. Thick academic books like This Time Is Different: Eight Centuries of Financial Folly by economists Carmen Reinhart and Kenneth Rogoff and Thomas Piketty’s Capital in the Twenty-First Century gained widespread readership during and after the Great Recession.1 Op-ed pieces, graduate seminar papers, and book proposals flowed from the keyboards of historians, economists, and others who hoped to capture that rare academic gem—relevance!—by linking their research to the crisis.


It’s a shame that such a world-historic cataclysm had to erupt to draw attention to the vital lessons that history has to offer about the modern world of business. Today’s college students graduate into a world of work fundamentally different from the one their parents and grandparents entered. The top performers are most likely to find jobs as consultants or bankers who work within the global financial services juggernaut, whereas few will work for manufacturing firms. Others may secure less remunerative employment in a variety of service fields, from retail and hospitality to business-services and IT, but almost none will join labor unions. Just as important, only young people in the highest percentiles will earn salaries much above what they would have forty years ago. Finally, young graduates encounter a political culture that is deeply divided over the role that government should play in business and economics—how (and where, and whether) to “bring the jobs back,” whom to tax and how much, and which problems to leave to the private sector. By linking the pivotal events of business history to our national story, we can gain a better understanding of some of today’s most pressing public debates.


The origins of today’s fights over global commerce, local industries, and jobs, for example, go back to the country’s birth. No sooner had the ink dried on the Constitution in the 1790s than a fierce fight emerged between entrenched factions over the balance between trade and the protection of domestic manufacturing. What role should the young government play? Should the United States actively support the growth of industry through tariffs, subsidies, and a centralized banking system? Or should power devolve to the local level to empower individual small-scale producers—yeoman farmers—preserving a free society? That foundational debate dominated politics in the early national period and carried over into more than two centuries of disputes over business practices.


Other problems of business history likewise resonate today. Late-19th-century monopolies such as John D. Rockefeller’s Standard Oil provoked a fierce public blowback against undemocratic privilege and the concentration of economic power. The story of those giant corporations and the trustbusters who challenged them provides important lessons for today’s arguments over massive financial institutions—those banks that are “too big to fail.”


The history of business does more than provide the backstory to today’s issues, however. It also gives us a critical vocabulary with which to assess our current moment by highlighting how the nature, character, and even definition of such vital concepts as “firm” and “corporation” have changed over time. Early businesses were small and locally controlled, but the rise of industrial capitalism in the late 19th century brought about impersonal and hierarchical corporations. By the middle of the 20th century, these large, integrated, and bureaucratic corporations reigned over the American economy. Proponents hailed corporate structure as a boon to efficiency and productivity, yet critics saw only social conformity and worried that corporate bloat would stifle innovation. Whatever one thought of “Big Business,” however, that model grew less common by the turn of the new millennium. Today’s corporations, even the largest and wealthiest, are structurally leaner and more inclined to outsource business functions around the country and around the world. To understand how the modern business environment took shape—from global financial titans to local shops—we must put these developments in historical perspective. The story that emerges helps explain how corporations both shaped and were shaped by global trade, competition, and the consumption patterns of people around the world.


From debates over trade to questions of labor policy, from notions of individual rights to concerns about growth and technological innovation, the story of business is deeply intertwined with the development of America’s political institutions and national values. Exploring those links shows how much business needs history, and how much history needs business.


The twelve chapters in this book chart the major developments in the history of American business and argue for their indispensable importance to vital issues in our national history, from slavery and immigration to foreign affairs and modern political debates. Naturally, I am not able to cover every monumental innovation, successful entrepreneur, or groundbreaking policy. What I have tried to do, though, is highlight the most important historical developments, especially changes in business practices, the evolution of different industries and sectors, and the complex relationship between business and national politics.


Although business historians have traditionally focused on firms and the men and women (usually men, until recently) who run them, this book tries to a take a broader approach. Using business to tell the story of the United States allows us to incorporate the unnamed millions who shaped history by trading their labor (sometimes by choice, often not) or deciding what products to consume (sometimes by informed choice, often not). This story encompasses those who fought against what they saw as an oppressive system of exploitation as well as those who defended free markets from any outside intervention. From executives and bankers to farmers and sailors, from union leaders to politicians to slaves, business history is American history.
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CONQUEST, COLONIES, AND CAPITALISM


We don’t know who the first person born in Europe to set foot in North or South America was, and it is clear that no European could ever “discover” a gigantic plot of land where millions of people lived. But we do know that, beginning in the 1490s, European monarchs began to claim a right to lands in the “New World” of the Western Hemisphere. Within a few decades, those rulers sent thousands of soldiers, miners, farmers, and others to bring back precious metals, furs, timber, human slaves, and other goods.


We also know that, between 1500 and 1750, the center of economic power in Europe shifted from the southern parts of the continent—Italy, Spain, and Portugal—to a small island in the North Atlantic comprising England, Scotland, and Wales. The kingdom known as Great Britain after 1707 emerged in that early modern period as a dominant sea power, an imperial colonizer, a global trader, and the leader in factory-based manufacturing. And then in 1776, a major part of Britain’s colonial empire seceded, fought a long global war, and achieved political independence.


The economic relationship that Anglo-Americans cultivated with Britain during the colonial period proved pivotal. As part of the British empire, white colonial Americans participated in a vibrant, trade-oriented economic system rooted in the exploitation of natural resources and the creation of increasingly sophisticated business forms. After independence, the future of that economic landscape appeared uncertain, and vital debates unfolded about what type of economy the new country should pursue—one devoted to export-based agriculture, or one that built on the new manufacturing technologies that Britain had pioneered in the second half of the 18th century? As American politicians sat down to write the Constitution in 1787, these questions created powerful rifts as competing factions argued—with far-reaching consequences—over the future of business and the legacy of the colonial economy.


The World Economy, c. 1500


To grasp the economic challenges that the first generation of Americans faced when the United States achieved political independence, it is helpful to take the long view of business practices during the period of European colonization. As the major powers of Europe spread their navies and peoples across Africa and the Americas in the late 15th and early 16th centuries, economic life came increasingly to revolve around transatlantic trade.


By 1500, intercontinental land-based commerce had flourished across the Eurasian landmass for several hundred years. The expansion of the Arab empire across the Middle East and North Africa, as well as the Moghul Empire in the Indian subcontinent, connected China, India, North Africa, and Eastern Europe. Powerful rulers across that vast geography secured trade routes and reaped significant wealth from the labor of agrarian people. Fabrics—silk from the East; wool from colder climates—as well as spices, wood, and precious metals all traveled tremendous distances.1


Further south, traders from the Arab and Ottoman empires did a brisk overland business with their counterparts in West African kingdoms across the Sahara. In the mid-15th century, seafaring Europeans, particularly from Portugal, began to arrive regularly by ship along the West African coast to trade textiles for goods such as ivory, sugar, and gold. And by the end of that century, such trade regularly included slaves. Portuguese and later Spanish and other European traders purchased captured Africans to work first on sugar plantations they established on the Canary Islands and later, by the first decades of the 16th century, in the Caribbean and South and North America.2


Before the 1500s, people in the Americas lay outside these trade networks. The indigenous population of the American continents included vast empires such as the Aztec in present-day Mexico, major city-states such as Cahokia near present-day St. Louis, Missouri, and smaller societies of more mobile and less agriculturally rooted people, particularly near the Atlantic and Pacific coasts of North and South America. Trade was extensive within and between the Americas before 1500, but the continents were cut off from the rest of the world. As most students of history know, that situation changed with the advent of European transatlantic voyages in the 1490s, with devastating consequences. In the next three hundred years, a combination of disease, war, and genocide at the hands of European conquerors decimated the native populations of the Caribbean, destroyed empires such as the Incas in Peru, and dramatically affected the number of indigenous people of the eastern woodlands of North America, pushing many inland away from the coast. By the late 16th century, entrepreneurial English businesspeople looked to those “abandoned” wooded areas along the Atlantic as promising sites for colonies.3


The most significant change to the world economy, therefore, was the ascent of European seafaring merchants whose newfound prowess in shipbuilding and navigation allowed them to reach parts of Africa, Asia, and the Americas in greater numbers, and to profit immensely in the process. These new trade ventures changed the distribution and settlement patterns of people around the world. But just as important for the development of business and modern capitalism, the “Age of Exploration” (as the textbooks somewhat cheerfully call this period) also marked a monumental reorganization of the European economy.


Historians have traditionally tried to capture the changes in European social, political, and economic life that developed around 1500 in response to increased global trade by suggesting a transition between the earlier “medieval” period and the subsequent “modern” (or “early modern,” to be more precise) period.4 Essentially, what happened was a change from a feudal model of economic organization to a mercantilist model, the forerunner to a capitalist system.


As with everything in history, this shift was far more complicated than such a simple claim would suggest. Many people quibble over these terms, since the period of so-called feudalism included such diverse experiences over time and space. Ditto for mercantilism, modern, and, for that matter, capitalism. After all, history is a long-running, continuous process, and human beings never jump from one way of living to a different one overnight. So suggesting a clean break from a “feudal” past to a “capitalist” present does injustice to truth. However, if we’re taking a long view and accept these concepts as generalities, not rigidly defined systems, this division provides a helpful way of characterizing important changes.


When historians use the term feudalism, they are attempting to describe an economic system in which power relations among people formed the building blocks of society. In a classically feudal model (not to be confused with reality), most people worked as farmers (the peasants), giving over their agricultural product to a local ruler (the lord) in exchange for military security. Political power flowed from the strength of these personal connections. The concepts of private property and individual rights did not factor into these arrangements, and most people’s socioeconomic status was fixed at birth. Wealth was tied up in the control over land and agricultural production. Trade existed, but not on a massive scale, and most of the agricultural yield was consumed locally.


Even within an archetypal feudal society, not everyone lived this way. Off the feudal manors, artisanal craftspeople populated small towns and produced tools, equipment, and clothing for the agricultural system. Artisans typically conducted such manufacturing out of the home and adhered to a strict labor hierarchy: Masters taught their skills to apprentices, who hoped to one day move up to the master level. Guilds—organizations of skilled craftspeople—regulated the number of up-and-coming apprentices to keep competition low and prices stable.


Another key group in medieval towns was the merchants, who exchanged the surplus production from both the farmers and the craftspeople for foreign-made goods. In places such as Italy, traders accumulated significant wealth and many turned into bankers, making their living by guarding other people’s money and lending it out, at a price.


These town-dwellers—manufacturers, shopkeepers, bankers, and traders—constituted an important minority in feudal society. Known as “burghers,” from the Latin word for a fortified dwelling, they constituted a social class distinct from either the landless peasants or the land-owning feudal rulers. When Europe’s dominant economic paradigm shifted toward capitalism, they became the core of the bourgeoisie, the property-owning middle class.


Europe transitioned away from feudalism in the 15th and 16th centuries. Monarchs in Spain, France, and England grew wealthier through trade, which spread from the Mediterranean to coastal West Africa, and then to the Americas. In the process, they consolidated military power at the expense of local lords. A new economic philosophy that historians call mercantilism gradually took hold, reflecting the conviction that economic activity should bolster the wealth and power of nations. Western European monarchs in particular found new ways to expand, promote, and protect trade, reaping both profits and the political power that came with it. This decidedly unfeudal attitude toward external trade led European powers to business opportunities emerging in the New World.5


The Business of Conquest


The renowned historian Carl Degler famously wrote about America that “capitalism came in the first ships.”6 His point was that the European conquest of the New World coincided historically with the profound economic changes that produced a recognizably new system that we call capitalism, but the story was quite a bit more complicated, of course. Capitalism did not emerge as a coherent system. It has never achieved that status. As a system of economic organization, capitalism has taken on many forms across time, and exists in a variety of manifestations even today. But even though “capitalism” defies a simple definition, Degler’s notion still stands that major changes in economic organization and business opportunities accompanied the European colonization of the Americas, beginning around the year 1500.


Europeans’ exploration, exploitation, and ultimate inhabitation of the New World was at heart a financial undertaking, enacted in the mercantilist spirit of profit-making for the realm. Just as important as its causes were its consequences: The act of setting up colonies—with all the bloodshed, atrocity, and hardship it entailed for native people—had long-range consequences for the way European and colonial economies operated. From gold and silver mines in New Spain to fur trapping by the French in present-day Canada to massive sugar, indigo, tobacco, and eventually cotton plantations, European colonizers used the Americas to create new wealth, new types of business, and new ways of thinking about property, profit, and enterprise.


For students of American history, it’s an old story: ships funded by the Spanish and Portuguese governments began to journey regularly to the Caribbean and South America starting in the 1490s in search of material riches. And, in general, they found them. During the 16th century, Iberian soldiers and merchants traded and stole untold quantities of precious metals, kidnapped natives for sale into slavery in Europe, and established permanent settlements—frequently after waging genocidal war on local inhabitants—to facilitate this exploitation.7


Those initial conquests followed a traditional economic model: Generate wealth by accumulating valuable stuff. At the same time, these mercantilist exploits brought a major economic downside. The huge amounts of silver shipped back to Spain flooded the currency market, sparking a bout of inflation that lasted a century and crippled the Spanish economy. In spite of its large land-holdings in the Americas, Spain would never recover the economic power it wielded in the early 16th century.8


By the mid-1500s, a second wave of European voyages to the New World brought merchants from France and England who had motives and strategies similar to those of their Iberian counterparts. With the powerful Spanish and Portuguese empires laying physical claim to lands to the south, early French and English explorers headed north. Given France’s superior military and economic position, the French crown began to fund fur-trading outposts along the St. Lawrence River in present-day Quebec.9


England, poorer than the major continental kingdoms, showed less interest in establishing Atlantic trading routes until later in the 16th century, by which time political and economic power had shifted away from Spain and Portugal. In the 1570s and 1580s, Queen Elizabeth authorized and underwrote imperial operations first in Ireland and then across the North Atlantic in Nova Scotia, urging explorers to claim lands for the crown and search for precious metals.10 While the quest for riches proved disappointing, these ventures led to permanent colonial establishments. Over the course of the next hundred years, several hundred thousand English people migrated to the New World. Most of those early migrants lived along the Atlantic coast in former Indian towns that had been abandoned during the plague epidemic that forced survivors inland from the coast in the late 16th century.11


From the outset, the English colonization of North America was driven by economic imperatives. Although Americans often remember the religious motivations behind that process—stressing the story of the Puritans in Massachusetts, for example—business opportunities and economic institutions played just as important a role. Just as explorers sailing for Queen Elizabeth had scouted the continent for hidden riches, so, too, did English colonists create more durable communities in the 17th century as part of a larger, transatlantic business venture. In fact, the first two successful English colonies in what would become the United States—Virginia (1607) and Massachusetts Bay (1620)—were themselves private companies.12 More specifically, each was chartered in the style of a joint-stock company, an early-modern legal entity that grew increasingly important to the global economy during the height of Europe’s colonial expansion.


Joint-stock companies, the forerunners of today’s publicly owned corporations, pooled private sources of capital under the official protection of the crown, funding ventures that were too expensive or risky for an individual person. Drawing on a system of legal contracts developed in Italy centuries earlier, 16th-century English monarchs pioneered the practice of issuing corporate charters that granted an exclusive right to trade in a certain area to a particular group of subjects. In addition to creating a helpful monopoly, these charters created legal entities whose ownership was spread among several investors. These people purchased shares, or stock, to make up the whole company, which they owned jointly. Hence, “joint-stock company.”


Under the legal and military protection of the crown, English merchants gained tremendous advantages. Large sums of capital came together to form the Muscovy Company (chartered in 1555 to trade with Russia) and the East India Company (1600). Building on the English model, the kingdom of the Netherlands chartered the Dutch East India Company in 1602.13


In 1606, English joint-stock investors expanded from trade to colonization. That year, King James I issued a charter to the Virginia Company to establish a settlement in the part of the Atlantic coast near the Chesapeake Bay that, about thirty years earlier, English people had renamed “Virginia” in honor of Elizabeth (the never-married “virgin” queen).


According to the charter decree, James specifically bestowed on a group of investors, whom he cited by name, a “licence to make habitacion, plantancion and to deduce a colonie of sondrie of our people into that parte of America commonly called Virginia.” Those investors could choose “anie place upon the saide coaste of Virginia or America where they shall thincke fitte and conveniente” between specific lines of latitude. Most crucially, the king continued, “noe other of our subjectes shalbe permitted or suffered to plante or inhabit behind or on the backside of them . . . without the expresse licence or consente of the Counsell of that Colonie.”14


The florid language of the charter, in other words, gave the Virginia Company’s investors exclusive trading and exploitation rights and the explicit promise of military backing from the crown. James intended the Virginia Company’s colony to send back products such as timber, fur, and, the investors hoped, precious metals from the vast woodlands of the mid-Atlantic. He also hoped the colony could grow sugar and citrus, whose appeal was growing in England but that had to be imported. (Turns out those crops couldn’t be grown in Virginia, a fact that only worsened early Virginia’s fortunes.) In addition, the king hoped English settlers would locate the mythical “Northwest Passage,” a water route through North America to the Pacific, which England could then claim. (No such waterway existed.) Finally, James had geopolitical motives: A permanent agricultural community, he wagered, would provide a buffer against French and Spanish expansion and help solidify his land claims.


In 1607, employees hired by the company established a camp at a site called Jamestown and began working the land, building forts, searching for gold, and trading with Indians. The project turned disastrous. The company’s workers found no precious minerals and failed to cultivate exotic produce—or really enough food to live on—and the colony fought a series of wars with the Powhatan confederacy, on whose land the Jamestown settlement sat. Approximately 80 percent of the English migrants to Virginia between 1607 and 1624, or close to five thousand, were dead by 1625. Hemorrhaging money and unable to attract new investors, the Virginia Company failed in 1624, when the English government declared Jamestown a royal colony.15


Running the Virginia Colony as a private business failed, but the joint-stock model of colonization persisted. English private investors, buoyed by royal support, established permanent English habitations in places such as Newfoundland (for fish) and Bermuda (for tobacco). In 1617, a small group of religious dissenters known as Separatists, fleeing persecution from the Church of England, purchased special permission called a patent from the (not yet dead) Virginia Company to create a settlement near Jamestown. Three years later, approximately one hundred people—a combination of the Separatists who had bought the patent and others who purchased their own passage directly—landed by accident far to the north of Jamestown in a former Massasoit Indian town, which they renamed Plymouth. In 1629, a group of English Puritans—other religious dissenters from the Church of England—secured a royal charter to establish the Massachusetts Bay Company, which founded a colony just north of Plymouth the next year.


But Massachusetts Bay proved to be the last North American colony founded on the joint-stock model. England thereafter established many colonial settlements along the Atlantic coast and in the Caribbean, but used a different model based on direct land grants to individual proprietors (notwithstanding competing claims of ownership by people already living there) and direct political rule from London. And in the 1680s, infighting among Massachusetts colonists led the crown to nullify the corporate charter and disband the unprofitable company, just as it had in Virginia.


The use of joint-stock companies as instruments of colonization left a profound legacy for the development of British North America. Like their joint-stock forebears, the businesspeople who managed early English colonies had a clear mandate to exploit natural resources, expand farming and artisanal production, and export surpluses for profit back to England. As those colonies increasingly identified themselves as distinct—and increasingly as “American” as the 18th century wore on—they retained the focus on commerce, profit, and independent business activity that had marked their founding.16


In 1748, the Philadelphia printer Benjamin Franklin—then in his early forties—summoned the business-oriented attitude of the colonies in a letter of advice to a younger friend. “Remember, that time is money . . . that credit is money . . . that money is of the prolific, generating nature,” he wrote. “In short, the way to wealth, if you desire it . . . depends chiefly on two words, industry and frugality.”17


British North America on the Eve of the Revolution


The colonial settlements in the parts of North America claimed by Great Britain were economically vibrant in the mid-18th century. (We start to refer to “Britain” instead of “England” after the Acts of Union in 1706 and 1707 by the English and Scottish Parliaments unified those two countries into the United Kingdom of Great Britain.) An active consumer culture emerged among white colonists as their communities and cities became more permanent. “The quick importation of fashions from the mother country is really astonishing,” one British visitor to Maryland wrote. “I am almost inclined to believe that a new fashion is adopted earlier by the polished and affluent American than by many opulent persons in the great metropolis [of London].”18


Most colonial Americans lived close to the ocean and made their living growing and exporting raw agricultural products. Mid-Atlantic colonies like Pennsylvania grew wheat, while the hot and humid climate of the Carolinas and Georgia supported the cultivation of rice and indigo. In New England, where rocky soil and cold winters made large-scale commercial agriculture difficult, colonists supplemented meager crops with an elaborate fishing industry. The most profitable crop of the colonial period, tobacco, flourished in the Chesapeake region of Virginia and Maryland. Cheap and easy to grow, tobacco remained the mainstay of the colonial export economy until the American Revolution, when the total value of tobacco exports nearly equaled that of all food grains combined.19


Yet while farming occupied most people’s energies, seaports in the North—especially Boston, New York, and Philadelphia—also developed a thriving merchant class rooted in the transatlantic trade. Colonial merchants acted as wholesalers who financed trading voyages but did not undertake significant travel themselves. Rather, they managed the money, owned the trading ships, and invested in the cargo—the wheat, tobacco, timber, indigo, whale oil, human beings, and other products that crisscrossed the ocean. They operated by collecting a return on profitable voyages to offset losses from piracy or shipwrecks.


As they accumulated wealth, many merchants branched into related activities, setting up shipyards and selling ships themselves or establishing retail outlets for items such as books, equipment, and clothing imported from Britain. Still others parlayed trading successes into finance, operating as local colonial bankers.20


Business opportunities were generally more varied in the North than in the South. With fewer major ports and a climate conducive to cash crops such as tobacco, rice, and indigo, the southern colonies remained nearly entirely agricultural throughout the colonial period. (Charleston, South Carolina, which boasted a bustling merchant and artisan class, supported by both free and slave labor, was a notable outlier.) Large plantations tended to specialize in exporting cash crops, and they relied on smaller local farms for much of their food and other supplies. Small-scale colonial farmers had less surplus than their plantation neighbors, but they moved what extra goods they had to market, using any profits to expand their landholdings. Those small farmers helped inaugurate what would become a classic theme in the history of business and modern capitalism: small operators aiming to become big.21


Slavery, in addition to land, represented a major marker of wealth in colonial America. The practice of racialized slavery expanded in the British colonies as early settlements became increasingly stable and market demand for mass-produced crops, starting with tobacco, exploded in Europe. The American slave population became self-sustaining in the early 18th century, so even as the international trade declined, the population of enslaved people grew. By the 1770s, nearly seven hundred thousand people, or 15 percent of the total non-Indian population of the United States, were enslaved. Although slavery remained legal throughout the British empire, it was increasingly rare north of Pennsylvania. Almost 95 percent of all enslaved people in the United States at the time of the Founding lived in Delaware, Maryland, Virginia, the Carolinas, and Georgia. One-third of the population of those southern colonies was enslaved, and approximately one-third of all southern households owned slaves.22


British North America included far more than the thirteen colonies that declared independence in July 1776, and economic conditions played a critical role in determining which seceded and which did not. Compared to their counterparts in Quebec and the Caribbean, white colonists who lived between New Hampshire and Georgia enjoyed a more diverse economy and relatively greater security. By the 1770s, only about one hundred thousand Indians lived in those thirteen colonies, along with more than 2 million white Europeans and half a million Africans and descendants of Africans, the majority of them slaves. The push for national independence grew strongest in the parts of the British empire that could envision their economies operating without the British army present.


On the other hand, Europeans on the periphery of the British empire depended greatly on the mother country. In present-day Canada, which Britain acquired from France after the Seven Years War in 1763, ongoing conflicts between the substantial native population and far-flung European fur traders and fishers meant that colonists depended greatly on British military support. In the slave societies of the West Indies, native inhabitants had been almost entirely annihilated, and small numbers of English colonists owned massive sugar plantations farmed by African slaves, whose numbers eclipsed those of their white owners by as much as ten to one in 1780. Landowners relied on brutal violence, sanctioned and backed by British law, and the strength of the British military, further cementing their ties to the crown.23


Writing the Constitution: The Place of Business in a Young Nation


In the summer of 1787, fifty-five delegates from thirteen American states convened in Philadelphia first to reconsider, and then to replace, the governing structure known as the Articles of Confederation, which had organized the states since their independence from the British empire the decade before. When I poll my college students about the reasons behind the Constitutional Convention, they all demonstrate a clear sense of the common story: The Articles of Confederation devolved too much power to state governments at the expense of the national government; internal conflicts, such as Shays’s Rebellion, abounded over unpaid veterans’ benefits; and the weak central Congress couldn’t raise national taxes to pay foreign war debts. All this left the country weak and vulnerable to attack.


That story is largely accurate, but the standard telling of the Constitutional Convention often misses the intense debate over fundamental economic questions that propelled the convention. Questions about the separation of powers and the distribution of rights among the people, the states, and the federal government were not merely philosophical abstractions. Rather, they reflected material issues that pitted different business interests against each other, and their resolution had real consequences for the development of business in the United States.


More than one hundred years ago, the historian Charles Beard published An Economic Interpretation of the Constitution of the United States, in which he argued that the Founders created a particular structure of government to serve their immediate financial interests.24 Beard claimed that the wealthy merchants and bankers who had loaned money to the war effort could only hope to be repaid if a strong national government compelled the individual states to repay them. Subsequent historians threw considerable cold water on parts of this thesis, demonstrating that many of the Constitution’s opponents, called the Antifederalists, also had significant financial interests at stake. Ideological concerns about republicanism and self-government, they showed, were at least as important to the Founders as economic gain. Clearly the story is more complicated than Beard suggested.


But even if Beard overreached in his particular condemnation of the Founders as wholly profit-driven and self-interested, he was right that promoting a healthy national business climate was a paramount issue for them. “The prosperity of commerce is now perceived and acknowledged by all enlightened statesmen to be the most useful as well as the most productive source of national wealth,” boasted Alexander Hamilton in one of his essays defending the federal Constitution. Union, the Founders insisted, would only create greater economic opportunity and, as a result, political security.25


The Constitution, drafted in 1787 and ratified the next year, affirmed the central place of business in early American politics. The first three sections of the document laid out the roles and responsibilities of the three branches of the federal government: the Congress, the presidency, and the judiciary, in that order. Section 8 of Article 1—the longest section of the entire document—provides a substantial list of Congress’s powers. Here is an abridged list of what that section says:


Article I, Section 8: The Congress shall have Power:


To lay and collect Taxes;


To borrow Money;


To regulate Commerce with foreign Nations, and among the several States, and with the Indian Tribes;


To coin Money;


To provide for the Punishment of counterfeiting;


To establish Post Offices and post Roads;


To promote the Progress of Science and useful Arts, by securing for limited Times to Authors and Inventors the exclusive Right to their respective Writings and Discoveries;


To define and punish Piracies and Felonies committed on the high Seas, and Offences against the Law of Nations.


Section 10 then lists things that states cannot do:


No state shall . . . pass any . . . Law impairing the Obligation of Contracts.


Through this list of enumerated powers, the Founders made clear that the federal government was responsible for creating a stable, profitable environment for private enterprise. Some of these points may appear obvious: The power to borrow money and collect taxes meant that people who loaned money to the public purse, particularly wealthy merchants and southern planters, could be confident that they would be reimbursed. In addition, the power to coin money and punish counterfeiters allowed the federal government to stabilize the national economy—people in New York could conduct business with people in South Carolina using a verifiable, trustworthy currency. And the oft-cited “Commerce Clause” guaranteed that the federal government should monitor and regulate business transactions that crossed state lines or involved foreign countries. That clause made the land from New Hampshire to Georgia a giant free trade zone, where products and people could move free of tariffs or other barriers.


In addition to enumerating specific rights, this part of the Constitution illustrates the Founders’ business-oriented values. By retaining the right to define and punish piracy on the high seas, they declared that protecting private property—that which pirates were most likely to abscond with—was in the national interest. By establishing post offices and roads, Congress would create a vital infrastructure for transporting goods and facilitating communication across state lines. And finally, by enshrining the principles of patent protection—the “exclusive Right to their respective Writings and Discoveries”—the Constitution protected intellectual property at the highest level. For businesspeople, this clause promised that the federal government would protect them from dishonest competitors and promote new ideas and innovations.


Finally, and perhaps most important, the Founders enshrined the paramount importance of contracts by barring states from contravening legal agreements. The Contracts Clause represented an overt exercise of federal authority—remarkable in a document committed to the separation of powers—that reaffirmed the critical role of the government in economic transactions from tobacco wholesaling to whaling to slaving.


Most public discussions of the U.S. Constitution today tend to stress the document’s contribution to political philosophy, including questions about individual liberty and the limitations of governmental authority. Reading the document from an economic perspective, however, reveals the vibrant, enterprise-oriented legal system its authors envisioned. By the 1780s, business practices in the United States had grown more diversified than they had been earlier in the colonial period. As industrialization spread across the Atlantic from Britain, American businesspeople would benefit tremendously from the economic order created by those who wrote and ratified the Constitution.
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THE BUSINESS OF BONDAGE


In the early spring of 1841, a farmer and part-time violinist named Solomon Northup traveled from his home in Saratoga, New York, to Washington, D.C., for what he believed was a temporary job playing music for three dollars a night, plus a dollar a day for travel time. He arrived in the nation’s capital amid the public commemorations of the funeral of President William Harrison, the first U.S. president to die in office. Shortly after his arrival, Northup was drugged, kidnapped, and sold for $650 to a slave trader. Since kidnapping and selling a free citizen violated the law, that merchant, whom Northup later called a “speculator in human flesh,” beat and tortured his new acquisition to force his silence about his true status. Within weeks, Northup arrived in a slave pen in New Orleans, where would-be buyers inspected his body. The slave pen’s keeper, a business partner of the original slave trader/kidnapper in Washington, hoped Northup would fetch $1,500, but settled on $900. (The decreased selling price may have reflected Northup’s exposure to smallpox during the trip south; to negotiate even that price, the pen keeper had to lie about Northup’s age, claiming the thirty-two-year-old was twenty-three.) Twelve years later, when Northup regained his freedom and returned to New York, his market value as a slave may have approached $2,000.


The abject horror of Solomon Northup’s ordeal became known, particularly in the North, when he published a memoir called Twelve Years a Slave in 1853.1 Along with countless other slave narratives, Northup’s book became a powerful weapon rallying public sentiment against the barbarity of slavery. At the same time, it provided a vivid picture of the cold, calculated financial considerations that underlay the hell he had endured. Chattel slavery was a complex business deeply intertwined with the country’s economic growth and industrial development, in the South as well as the North. As integral parts of the expanding American economy, slaves were more than unpaid workers. They were also stores of capital value, both as hired-out day laborers and as tradable commodities. Traders such as Northup’s kidnappers were speculative investors, buying low-priced human cargo in bulk and selling it at inflated prices.


Slavery devastated millions of lives and left an unending and ugly moral legacy for the United States. It was also integral to national economic development from the colonial period until 1865. The story of the business of slavery winds through the physical expansion of European- and African-descended Americans into the interior of the North American continent. That continental movement not only solidified the country’s geopolitical power, but also created a vast domestic market for American-produced goods. As plantation-based slavery in the South became the “big business” of the antebellum era, it created a new class system that defined American politics until the Civil War. And most important, the wealth produced by enslaved hands in the South created the engine for industrialization in the North and abroad. Far from a peripheral part of the story of business and capitalism, slavery was central to the economic development of the United States.



Trading in Flesh



The business of modern slavery began long before the existence of the United States. It predates the permanent settlement of nonindigenous people in the Americas by several generations. Beginning in the early 15th century, merchants from kingdoms and city-states along the west coast of Africa established commercial relationships with Portuguese merchants, trading gold and spices for European metals and textiles. From the beginning, African-European commerce included the trade in human beings. At first, most human trafficking was internal, as Portuguese merchants would purchase slaves at one point along the coast and resell them at another to African merchants who needed laborers to transport bulky European goods inland. Yet within a few decades, the outflow of African slaves to Europe and Atlantic sugar islands (especially Cape Verde and the Azores) outpaced the circular coastal trade. Between 1450 and 1520, Portuguese ships exported 150,000 human captives away from Africa. Over the next century, as early conquering expeditions in the New World gave way to permanent European settlements, demand for slave labor grew and the trade expanded to include other European powers, particularly the Spanish, French, Dutch, and English.2


The first African slaves to live in what would become the United States arrived in Spanish-claimed territory in what is now Georgia and Florida in the early to mid-16th century. In August 1619, a Dutch sea captain set anchor in the struggling colony of Jamestown and sold approximately twenty Africans whom he had pirated from a Portuguese slave ship. Virginia tobacco farmer John Rolfe (famous for being the widower of Pocahontas, the teenaged daughter of the leader of the Powhatan confederacy) reported that the colony’s leaders bought the human cargo “for victualle” (food) and paid “the best and easyest rate they could.”3


The slave trade, controlled by Dutch and Portuguese companies, remained mostly focused on the Caribbean and South America during the early years of the English colonial presence in the New World, and mainland English colonists purchased a relatively small number of African slaves. By 1675, scholars estimate, only four thousand Africans had arrived in the mainland British colonies, while more than two hundred thousand were sold to the far more agriculturally sophisticated (and profit-making) sugar colonies of Jamaica and Barbados. Most of the grueling and exploitative agricultural work in the English colonies—the type performed by enslaved people elsewhere in the New World—was instead done by European indentured servants. Those workers, while less than fully free, labored for a fixed period of time, generally in exchange for their passage to the colonies.


That arrangement changed by the end of the 17th century. After the tumultuous civil war of the 1640s, England’s economy stabilized and its sea power expanded, creating major growth opportunities for all its colonies. By breaking the Dutch and Portuguese oligopoly on the Atlantic slave trade, English merchants reduced the costs of slaving. At the same time, prosperity reduced the supply of indentured servants, as members of the English lower classes found more attractive opportunities at home. As demand for labor in the North American fields and the cost of European workers rose, English colonists increasingly turned to African slaves. Slave importation grew dramatically: 11,000 people arrived between 1675 and 1700; 39,000 between 1700 and 1725; 107,000 between 1725 and 1750; and 119,000 between 1750 and 1775. By the turn of the 19th century, a total of 388,747 people had disembarked as slaves in the land that, after 1776, became the United States.4


Such statistics blur two important facts. First, some 84,000 additional people left Africa on slave ships destined for British North America but perished during the journey. Second, the slave population of the British North American colonies became self-sustaining by the early decades of the 18th century. American slaves, despite their horrendous living conditions, survived long enough to have children, and a sufficient number of those children reached adulthood to increase the native-born population of African Americans who inherited the legal status of their parents. (In much of South America and the Caribbean, by contrast, slave-owners more frequently worked people to death and continually imported slaves from Africa to maintain their workforces.) By the 1780s, the African American population of the United States reached approximately 750,000 people, the vast majority of whom had been born in the New World.


As Britain’s North American colonies grew during the 17th and 18th centuries, the trade in human beings developed into a massive business. When Americans today think about the economics of slavery, most people tend to think about the value of the labor slaves performed for their owners. Just as important to the developing business of slavery, however, were the profits reaped from the exchange itself. The act of buying, transporting, and reselling slaves created tremendous business opportunities and contributed to the growing wealth of the colonies.


Over the course of four hundred years, European, American, and African businesspeople kidnapped and transported approximately 10.7 million African people to the New World (and another 2 million were sold out of Africa but died during the voyage). From 1450 until the early 19th century, many more Africans crossed the Atlantic Ocean than Europeans. Most of that trade was organized through state-sponsored joint-stock companies that engaged in a “triangular trade”: African merchants supplied slaves to the Americas, where land-owning colonists sent raw goods to Europe, which manufactured finished products. As colonial cultivation of staples such as tobacco, indigo, cotton, and particularly sugar expanded, European investors in those trading ventures earned rich dividends, and their rulers reaped revenues through taxes and import duties. As the prominent historian of slavery Walter Johnson has put it: “People were traded along the bottom of the triangle; profits would stick at the top.”5


The transatlantic slave trade slowed considerably in the late 18th century, around the time of American independence. In 1807, both the British Parliament and the U.S. Congress outlawed the international trade of slaves. (The Constitution of 1787, in an effort to forge a compromise between slave-owning interests and antislavery advocates, had included a clause prohibiting any move to ban the trade for twenty years.) By 1820, all other major European powers had as well.


Nonetheless, the internal slave trade remained a vibrant and vital part of the economy of the United States until the Thirteenth Amendment abolished slavery after the Civil War. As the country expanded its territorial boundaries to the south and west, slaves moved with them. In the antebellum period, approximately one million people were forcibly relocated within the United States, mostly from the Upper South states of Virginia and Maryland to the Deep South, where indigo, sugar, and increasingly cotton production created an ever-rising demand for slave labor and an increasingly profitable business for “speculators in human flesh.”
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