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INTRODUCTION

THIS IS A BOOK that is motivated by a concern with the seemingly nonacademic question of “what might have been.” All men speculate or dream as they choose, but the value of the speculation depends on the questions asked and on the way they are answered. Speculation of the type prompting this volume has its value only if it leads to the reexamination of what happened—what really happened—in the past. 

The political or economic history of a single nation, especially during a specific, critical period which has a determining influence on the decades that follow, should be examined with provocative questions in mind. And there is no more provocative question than: Could the American political experience in the twentieth century, and the nature of our economic institutions, have been radically different? Every society has its Pangloss who will reply in the negative. But to suggest that such a reply is mere apologetics would be a fruitless, inaccurate oversimplification. Predominantly, the great political and sociological theorists of this century have pessimistically described and predicted an inexorable trend toward centralization, conformity, bureaucracy—toward a variety of totalitarianism—and yet they have frequently been personally repelled by such a future. 

Unless one believes in an invisible, transcendent destiny in American history, the study of men and institutions becomes the prerequisite for discovering how one’s question should be answered. The nature of the questions in this study demands that history be more than a reinterpretation of what is already known, in large part because what is known is insufficient, but also because histories of America from the turn of the century onwards have all too frequently been obsessed by effects rather than causes. Theories and generalizations based on such an approach have ignored concrete actions and intentions, and for this reason the study of consequences and effects has also been deficient. 

Assuming that the burden of proof is ultimately on the writer, I contend that the period from approximately 1900 until the United States’ intervention in the war, labeled the “progressive” era by virtually all historians, was really an era of conservatism. Moreover, the triumph of conservatism that I will describe in detail throughout this book was the result not of any impersonal, mechanistic necessity but of the conscious needs and decisions of specific men and institutions. 

There were any number of options involving government and economics abstractly available to national political leaders during the period 1900-1916, and in virtually every case they chose those solutions to problems advocated by the representatives of concerned business and financial interests. Such proposals were usually motivated by the needs of the interested businesses, and political intervention into the economy was frequently merely a response to the demands of particular businessmen. In brief, conservative solutions to the emerging problems of an industrial society were almost uniformly applied. The result was a conservative triumph in the sense that there was an effort to preserve the basic social and economic relations essential to a capitalist society, an effort that was frequently consciously as well as functionally conservative. 

I use the attempt to preserve existing power and social relationships as the criterion for conservatism because none other has any practical meaning. Only if we mechanistically assume that government intervention in the economy, and a departure from orthodox laissez faire, automatically benefits the general welfare can we say that government economic regulation by its very nature is also progressive in the common meaning of that term. Each measure must be investigated for its intentions and consequences in altering the existing power arrangements, a task historians have largely neglected. 

I shall state my basic proposition as baldly as possible so that my essential theme can be kept in mind, and reservations and intricacies will be developed in the course of the book. For the sake of communication I will use the term progressive and progressivism, but not, as have most historians, in their commonsense meanings. 

Progressivism was initially a movement for the political rationalization of business and industrial conditions, a movement that operated on the assumption that the general welfare of the community could be best served by satisfying the concrete needs of business. But the regulation itself was invariably controlled by leaders of the regulated industry, and directed toward ends they deemed acceptable or desirable. In part this came about because the regulatory movements were usually initiated by the dominant businesses to be regulated, but it also resulted from the nearly universal belief among political leaders in the basic justice of private property relations as they essentially existed, a belief that set the ultimate limits on the leaders’ possible actions. 

It is business control over politics (and by “business” I mean the major economic interests) rather than political regulation of the economy that is the significant phenomenon of the Progressive Era. Such domination was direct and indirect, but significant only insofar as it provided means for achieving a greater end—political capitalism. Political capitalism is the utilization of political outlets to attain conditions of stability, predictability, and security—to attain rationalization—in the economy. Stability is the elimination of internecine competition and erratic fluctuations in the economy. Predictability is the ability, on the basis of politically stabilized and secured means, to plan future economic action on the basis of fairly calculable expectations. By security I mean protection from the political attacks latent in any formally democratic political structure. I do not give to rationalization its frequent definition as the improvement of efficiency, output, or internal organization of a company; I mean by the term, rather, the organization of the economy and the larger political and social spheres in a manner that will allow corporations to function in a predictable and secure environment permitting reasonable profits over the long run. My contention in this volume is not that all of these objectives were attained by World War I, but that important and significant legislative steps in these directions were taken, and that these steps include most of the distinctive legislative measures of what has commonly been called the Progressive Period. 

Political capitalism, as I have defined it, was a term unheard of in the Progressive Period. Big business did not always have a coherent theory of economic goals and their relationship to immediate actions, although certain individuals did think through explicit ideas in this connection. The advocacy of specific measures was frequently opportunistic, but many individuals with similar interests tended to prescribe roughly the same solution to each concrete problem, and to operationally construct an economic program. It was never a question of regulation or no regulation, of state control or laissez faire; there were, rather, the questions of what kind of regulation and by whom. The fundamental proposition that political solutions were to be applied freely, if not for some other industry’s problems then at least for one’s own, was never seriously questioned in practice. My focus is on the dominant trends, and on the assumptions behind these trends as to the desirable distribution of power and the type of social relations one wished to create or preserve. And I am concerned with the implementation and administration of a political capitalism, and with the political and economic context in which it flourished. 

Why did economic interests require and demand political intervention by the federal government and a reincarnation of the Hamiltonian unity of politics and economics? 

In part the answer is that the federal government was always, involved in the economy in various crucial ways, and that laissez faire never existed in an economy where local and federal governments financed the construction of a significant part of the railroad system, and provided lucrative means of obtaining fortunes. This has been known to historians for decades, and need not be belabored. But the significant reason for many businessmen welcoming and working to increase federal intervention into their affairs has been virtually ignored by historians and economists. This oversight was due to the illusion that American industry was centralized and monopolized to such an extent that it could rationalize the activity in its various branches voluntarily. Quite the opposite was true. 

Despite the large number of mergers, and the growth in the absolute size of many corporations, the dominant tendency in the American economy at the beginning of this century was toward growing competition. Competition was unacceptable to many key business and financial interests, and the merger movement was to a large extent a reflection of voluntary, unsuccessful business efforts to bring irresistible competitive trends under control. Although profit was always a consideration, rationalization of the market was frequently a necessary prerequisite for maintaining long-term profits. As new competitors sprang up, and as economic power was diffused throughout an expanding nation, it became apparent to many important businessmen that only the national government could rationalize the economy. Although specific conditions varied from industry to industry, internal problems that could be solved only by political means were the common denominator in those industries whose leaders advocated greater federal regulation. Ironically, contrary to the consensus of historians, it was not the existence of monopoly that caused the federal government to intervene in the economy, but the lack of it. 

There are really two methods, both valid, of examining the political control of the economy during the period 1900-1916. One way would be to examine the effects of legislation insofar as it aided or hurt industries irrespective of those industries’ attitude toward a measure when it was first proposed. The other approach is to examine the extent to which business advocated some measure before it was enacted, and the nature of the final law. Both procedures will be used in this study. The second is the more significant, however, since it points up the needs and nature of the economy, and focuses more clearly on the disparity between the conventional interpretation of progressivism and the informal realities. Moreover, it illustrates the fact that many key businessmen articulated a conscious policy favoring the intervention of the national government into the economy. Because of such a policy there was a consensus on key legislation regulating business that has been overlooked by historians. Important businessmen did not, on the whole, regard politics as a necessary evil, but as an important part of their larger position in society. Because of their positive theory of the state, key business elements managed to define the basic form and content of the major federal legislation that was enacted. They provided direction to existing opinion for regulation, but in a number of crucial cases they were the first to initiate that sentiment. They were able to define such sentiment because, in the last analysis, the major political leaders of the Progressive Era—Roosevelt, Taft, and Wilson—were sufficiently conservative to respond to their initiatives. 

Although the main view in the business community was for a rationalization of the conditions of the economy through political means, advocates of such intervention, the J. P. Morgan interests being the most notable, were occasionally prepared to exploit the government in an irregular manner that was advantageous as well. The desire for a larger industrial stability did not exclude an occasional foray into government property, or the utilization of the government to sanction a business arrangement of questionable legality. Such side actions, however, did not alter the basic pattern. In addition, business advocacy of federal regulation was motivated by more than a desire to stabilize industries that had moved beyond state boundaries. The needs of the economy were such, of course, as to demand federal as opposed to random state economic regulation. But a crucial factor was the bulwark which essentially conservative national regulation provided against state regulations that were either haphazard or, what is more important, far more responsible to more radical, genuinely progressive local communities. National progressivism, then, becomes the defense of business against the democratic ferment that was nascent in the states. 

Federal economic regulation took two crucial forms. The first was a series of informal détentes and agreements between various businesses and the federal government, a means especially favored by Theodore Roosevelt. The second and more significant approach was outright regulation and the creation of administrative commissions intended to maintain continuous supervision over phases of the economy. We shall examine both forms from the viewpoint of their origins, intent, and consequences; we shall examine, too, a number of movements for regulation that failed to find legislative fulfilment of any sort but that provide insight into the problems and needs of the economy in the Progressive Era. 

If business did not always obtain its legislative ends in the precise shape it wanted them, its goals and means were nevertheless clear. In the long run, key business leaders realized, they had no vested interest in a chaotic industry and economy in which not only their profits but their very existence might be challenged. 

The questions of whether industrialism imposes narrow limits on the economic and political organization of a society, or on the freedom of men to alter the status quo in some decisive way, have been relatively settled ones for the large majority of social scientists. Max Weber, perhaps more than any social theorist of the past century, articulated a comprehensive framework which has profoundly influenced Western social science to answer such questions in the positive. The bureaucratic nature of the modern state and of modern industry, to Weber, restricted all possibilities for changing the basic structure of modern society. The tendency toward centralization in politics and industry, toward a mechanical impersonality designed to maximize efficiency, seemed to Weber to be the dominant theme in Western society, and the Weberian analysis has sunk deep roots into academic discussions of the problem. The systematic economics of Karl Marx—as opposed to that of “Marxists”—also sustained the argument that the basic trend in capitalist development was toward the centralization of industry. Indeed, such centralization was an indispensable aspect of Western industrialism, and could not be circumvented. Both Marx and Weber, one an opponent of capitalism and the other indifferent to it, suggested that industrialism and capitalism, as they saw both develop, were part of the unalterable march of history. 

The relevance of the American experience to the systematic theories of both Weber and Marx will be explored in greater detail in the conclusion, my argument being that neither of the two men, for all their sensitivity and insight, offered much that is of value to understanding the development of capitalism and industrialism in the United States. Indeed, the American experience, I shall try to contend, offers much to disprove the formal theories of probably the two greatest social theorists of the past century. It is perhaps unfair to Marx, who based his case on the conditions existing in England and Western Europe in the mid-nineteenth century, to burden him with American history at the beginning of the twentieth, but he was not terribly modest about its applicability, and any respectable theory should have the predictive value its author ascribes to it. Weber, on the other hand, frequently stated that the United States was the prime example of modern capitalism in the twentieth century, if not the best proof of his theory. 

American historians, with some notable exceptions, have tended, without relying on comprehensive theoretical systems of the Weberian or Marxist variety, also to regard the development of the economy as largely an impersonal, Inevitable phenomenon. All too frequently they have assumed that concentration and the elimination of competition—business giantism or monopoly—was the dominant tendency in the economy. The relationship between the growth of new competition and new centers of economic power and the legislative enactments of the Progressive Era has been virtually ignored. On the contrary, federal legislation to most historians has appeared to be a reaction against the power of the giant monopoly, or a negative response to the very process of industrialism itself by a threatened middle-class being uprooted from its secure world by corporate capitalism. A centralized economy, historians have asserted, required a centralized federal power to prevent it from damaging the public interest, and the conventional political image of the Progressive Era is of the federal government as a neutral, if not humane, shield between the public and the Morgans, Rockefellers, and Harrimans. Progressivism has been portrayed as essentially a middle-class defense against the status pretensions of the new industrialists, a defense of human values against acquisitive habits, a reassertion of the older tradition of rural individualism. 

Recent historians have, for the most part, assumed monopoly was an economic reality concomitant with maximum efficiency even where, as I shall show, it was little more than a political slogan. For it is one thing to say that there was a growth of vast accumulations of corporate power, quite another to claim that there existed a largely monopolistic control over the various economic sectors. Power may be concentrated, as it was, but the extent of that concentration is crucial. Historians of the period have too often confused the power of corporate concentration with total monopoly. The distinction is not merely important to American economic history, it is vital for the understanding of the political history of the period. And to the extent that historians have accepted the consensus among contemporaries as to the inevitable growth of monopoly at the turn of the century, they have failed to appreciate the dynamic interrelationship between politics and economics in the Progressive Era. 

I shall be accused of oversimplifying what historians have written about the Progressive Era, and with some justice. But I believe it can be stated that although there are important and significant monographic works or histories of specific phases of progressivism which provide evidence to disprove aspects of such a comprehensive interpretation, no other theory of the nature of the Progressive Era has, in fact, yet been offered. And even most of the critical historians have accepted the traditional view of progressivism as a whole. No synthesis of the specific studies disproving what is, for better or worse, the conventionally accepted interpretation among historians of the Progressive Period has been attempted. Nor has there really been a serious effort to re-examine the structural conditions and problems of the economy during the period and to relate them to the political and especially the detailed legislative history of the era. And it is here, more than any other place, that a new synthesis and a new interpretation is required. 

Yet the exceptional historical works that have raised doubts about specific phases of the larger image of progressivism are suggestive in that they indicate that the time for reinterpreting the Progressive Era and the nature, character, and purpose of progressivism, is opportune. The work of the Handlins, Louis Hartz, and Carter Goodrich, to name only a few, in showing the dependence of business on politics for government aid and support until the Civil War suggests that the unity of business and politics was still a relatively fresh memory by the end of the nineteenth century. Sidney Fine has pointed out how many businessmen treated laissez faire and Social Darwinian doctrine gingerly when it was to their interest to have the government aid them. William Miller has shown that the background and origins, and hence the status, of the triumphant industrialists was respectable and at least wellto-do, implicitly raising questions about the status conflict between the allegedly old elite and the new. John Morton Blum has expressed doubts as to the radicalism of Theodore Roosevelt, whom he has portrayed as a progressive conservative, but ultimately a conservative. And, perhaps more than anyone else, Arthur S. Link has critically dissected the history of the Wilson Administration in a manner that forces the historian to doubt whether the conventional usage of the term “progressive” really describes the New Freedom. 

Although other monographs and studies can be cited, there are still too many loose ends in the traditional view of the Progressive Period, and no synthesis. More important, there has been no effort to study the entire period as an integrated whole. The very best work, such as Link’s, deals with presidential periods, but the movements for legislative enactments ran through nearly all the administrations, and can only be really understood in that context. For without such a comprehensive view, the origins and motives behind the legislative components of the Progressive Period cannot be fully comprehended, assuming that there is some correlation between intentions or purposes and results. And although historians have increasingly been puzzled by the growing incompatibility of the specific studies with the larger interpretation, they have not been able to reconcile or explain the disparities. The Progressive Era has been treated as a series of episodes, unrelated to one another in some integrated manner, with growing enigmas as the quantity of new research into the period increases. The Progressive Party was one incident, the Food and Drug Act another, the conservation movement yet one more event. 

In this study I shall attempt to treat the Progressive Era as an interrelated and, I hope, explicable whole, set in the context of the nature and tendencies of the economy. Ultimately, the analysis that follows is of interest only if it throws light on the broader theoretical issues concerning the extent to which a larger industrial necessity imposed limits on the political structure, and the manner in which politics shaped the economic system.



CHAPTER ONE
MONOPOLIES AND MERGERS: PREDICTIONS AND PROMISES


NOT MERELY PRESENT-DAY HISTORIANS but also contemporary observers of the growth of big business were virtually unanimous in believing that the concentration of economic power and the growth of “monopoly” and the “trust” was an inevitable result of the modern capitalist and industrial process. This unanimity was shared not only by the conventional celebrators of the status quo—the businessmen, conservative journalists, and intellectuals—but also by the critics of capitalism. Indeed, at the turn of the twentieth century a belief in the necessity, if not the desirability, of big business was one of the nearly universal tenets of American thought. 

It is to be expected, of course, that the large majority of the important businessmen who contemplated and wrote about the growth of big business were ideologically receptive to a rationale of it. The similarity of economic values held by both small and big businessmen was sufficiently great to undermine the serious possibility of the sort of social analysis capable of challenging the big businessman’s belief in the necessity and desirability of the economic world as he saw it evolving. This agreement on fundamentals, needless to say, has never meant there could not be very substantial disagreement among businessmen on particular issues of specific importance to one type of industry, or to a business of a certain size. But the signal fact of American business history is the consensus among businessmen, of varying degrees of importance and in different industries, that the capitalist system is worth maintaining in one form or another; this has resulted in a general attitude that has not necessarily been opposed to decisive innovation in the economic sphere, but which has opposed radical economic programs that might, in the process of altering the concentration of economic power, also undermine the stability, if not the very existence, of the status quo. If the small businessman has at times joined antimonopoly crusades, the least that can be said is that he has never pursued his beliefs to the point where his own stake in the existing economic order has been endangered. 

But, even granting the belief of so many historians in the existence of small businessmen who have challenged the supremacy of the great business enterprises, the evidence indicates that the vast majority accepted the inevitability of the monopoly movement in the economy even if they believed it undesirable. The prevalent nonacademic analysis at the turn of the century was that the cold, hard facts of industrial life and technology favored the growth of big business, and that little could be done to change the limitations these facts placed on political programs for economic change. Such assumptions, based on a few years’ experience with the merger movement, were as much wishfulfilment as descriptions of reality. By 1907 many big businessmen were aware that their world was more complicated, and their utterances were increasingly to become celebrations of a situation they hoped to attain rather than of the world they actually lived in. 

The Inevitable Monopoly

Important businessmen and their lawyers in the first years of this century were convinced that big business was necessary, inevitable, and desirable as a prerequisite to rationally organizing economic life. And the destructiveness of competition and the alleged technical superiority of consolidated firms were the catalytic agents of change which made industrial cooperation and concentration a part of the “march of civilization,” as S. C. T. Dodd, Standard Oil’s lawyer, phrased it. Although there was a formal commitment to varieties of laissez faire economic theory in most of the academic world, big businessmen developed their own functional doctrine very much opposed to competition as either a desirable mechanism or as a goal. “… the ‘trust,’” wrote James J. Hill in 1901, “came into being as the result of an effort to obviate ruinous competition.” “Competition is industrial war,” wrote James Logan, manager of the U.S. Envelope Company in the same year. “Ignorant, unrestricted competition, carried to its logical conclusion, means death to some of the combatants and injury for all. Even the victor does not soon recover from the wounds received in the conflict.”1 The instinct of survival made combination inevitable, for combination was “caused primarily by the desire to obviate the effects of competition”…or at least this was the dominant contemporary view of the matter.2

At the same time, combinations were the logical outcome of technological considerations, according to big business opinion. The larger the output the smaller the cost of production, suggested Charles M. Schwab of United States Steel, and this meant lower supervision costs, better goods, and lower prices. 

The validity of the notion that corporate consolidation leads to industrial efficiency will be examined later. But a belief in this proposition was shared by virtually all of the important businessmen who wrote or commented on the matter in the pre-World War I period, and it is this belief which became the operational basis of their actions. Buttressed by this conviction, men such as Schwab, Elbert H. Gary, John D. Rockefeller, and John D. Archbold were certain that their economic behavior was “inevitably” preordained. This synthesis of the doctrines of the efficiency of consolidations and the destructiveness of competition is echoed again and again in the later part of this period. Even when the big business community developed an involved and often shifting set of political goals it never ceased to view itself as making the technologically efficient and inevitable response to the evils of unrestricted competition. “Unrestricted competition had been tried out to a conclusion,” an American Tobacco Company executive wrote in 1912, “with the result that the industrial fabric of the nation was confronted with an almost tragic condition of impending bankruptcy. Unrestricted competition had proven a deceptive murage, and its victims were struggling on every hand to find some means of escape from the perils of their environment. In this trying situation, it was perfectly natural that the idea of rational co-operation in lieu of cut-throat competition should suggest itself.”3

At least a decade before his younger brothers embarked on that grey, pessimistic intellectual discourse which now has a classic place in American intellectual history, Charles Francis Adams, Jr., president of the Union Pacific Railroad from 1884-1890, was announcing that “the principle of consolidation … is a necessity—a natural law of growth. You may not like it: you will have to reconcile yourselves to it.” “The modern world does its work through vast aggregations of men and capital…. This is a sort of latter-day manifest destiny.” Periods of intense competition were perpetually followed by combinations and monopolies, according to Adams. “The law is invariable. It knows no exceptions.”4 But, ignoring the fact that the essence of Brooks and Henry Adams’ generalizations on the role of the corporation in modern Me can be found expressed with great clarity in the earlier writings of their older brother, what is significant is that the widespread belief among important businessmen in the inevitability, if not the desirability, of the concentration of economic power was shared by most contemporary intellectuals and journalists. And although many intellectuals and journalists were critical of the functions or even the nature of the massive corporation, most, like Charles Francis Adams, Jr., resigned themselves to their necessity and shared the consensus on the character and future of the American economy. 

Academic economists of the historical school were less concerned about the classical preoccupation with the nature and conditions of competition than they were with fostering a positive attitude toward minimal government regulation of the economy. It was this tacit acceptance of a theory directed toward redressing the existing balance of social and economic power via political means that meant that, on an analytical basis at least, the probably most sophisticated group of American economic thinkers accepted the same fundamental premises on the nature of the industrial structure as most major businessmen. The variations on the businessman’s essential theme are as diverse as academic minds are subtle, but a clear pattern can be distinguished. Richard T. Ely, for example, maintained that large-scale business was inevitable, but that, save for certain types of services, monopolies in the pure sense were not preordained; the burden of his writing was concerned with the desirability of government regulation of “artificial” monopolies that had sprung up rather than with regulation as a means for restoring purely competitive conditions. Henry C. Adams, one of the founders of the American Economic Association, saw in monopoly, which was “natural” only in railroads, the possibility of “cheapness and efficiency,” and was attracted by its advantages—provided it was controlled by minimal government regulations. By and large, historical economists such as E. Benjamin Andrews, Arthur T. Hadley, Edwin R. A. Seligman, and Simon N. Patten were ready to “accept,” with little empirical analysis, the existence of a trend toward monopoly as a starting point on which to provide proof of their theories on the desirable relation of economics to government. And virtually all assumed that, whether monopolistic or not, combined capital avoided the waste of small-scale production. 

It is to be expected, of course, that the movement toward corporate concentration had less sophisticated supporters in the academic world as well. S. A. Martin, president of Wilson College, told the Civic Federation of Chicago’s Trust Conference in September, 1899, “… trusts are here and here to stay as the result of the inevitable laws of industrial development.”5 Less detached defenses of the alleged monopoly movement were as common as big business’ interest in cultivating a rationale for its existence. George Gunton, popular economist who spent a number of his years as editor of Gunton’s Magazine while on an annual retainer of $15,000 from Standard Oil of New Jersey, defended the necessity and desirability of big business. John Moody, whose data-gathering service probably gave him more factual insights into the workings of business than any of his contemporaries, was convinced that “The modern Trust is the natural outcome or evolution of societary conditions and ethical standards which are recognized and established among men to-day as being necessary elements in the development of civilization.”6

But even among the critics of business there was a general acceptance of the inevitability, and often the ultimate desirability of the “trust.” Ray Stannard Baker and John B. Walker, for example, thought monopoly to be progressive. Hardboiled Lincoln Steffens, who maintained that business was the source of political corruption, was nevertheless convinced that business concentration was inevitable. Only a small minority of the muckrakers were concerned with the causes rather than the consequences of the alleged business debauching of politics, and most of them assumed that there were always certain constants in American society, among which were “the trusts.” 

It is ironic that the greatest celebrators of the alleged trend toward corporate monopolies could be found among that element in American politics with attitudes sufficiently critical of the status quo to suggest programmatic alternatives to the growth of monopoly—the socialists. After the demise of the Populist movement, only the socialists were in a position to explicitly reject a policy of economic change limited, as in the case of the advocates of laissez faire, by a conservative fear of undermining the fundamental institution of private control of the economy in the process of attempting to restore competition. But American socialists were Marxists, and Frederick Engels, with characteristic sharpness, had made it clear that “the progressive evolution of production and exchange nevertheless brings us with necessity to the present capitalist mode of production, to the monopolisation of the means of production and the means of subsistence in the hands of the one, numerically small, class….” Thus armed, American socialists shared the general belief in the inevitability of corporate concentration and monopoly, even after key business leaders began realizing it no longer fitted the facts. 

“… one cannot but acknowledge the natural development of the successive steps of this [Standard Oil] monopoly,” the Social Democratic Party’s Campaign Book of 1900 declared. “No better way could be invented by which the natural resources may be made available for the world’s need. The lesson of the trust, how to secure the greatest satisfaction for the least expenditure of human energy, is too good to be lost.” W. J. Ghent, a socialist writer, saw “an irresistible movement—now almost at its culmination—toward great combinations in specific trades … ,” and these combinations would dictate the terms of existence for the small business permitted to survive. Even Henry Demarest Lloyd, who was not a Marxist but eventually joined the Socialist Party, gave up his vagueness on the possible alternatives to monopoly expressed in Wealth against Commonwealth and concluded “centralisation [was] … one of the tendencies of the age.” 

But the resignation of the socialists to inevitable monopoly was not merely a passive commitment to an article of faith. It stimulated many of them to a personal admiration of big businessmen unequalled by most paid eulogists. Indeed, big businessmen were the vehicles of progress and the guarantors of socialism, and worth defending from personal attacks for the parts they played in an impersonal industrial process. For the socialists “are not making the Revolution,” The Worker declared in April, 1901. “It would be nearer the truth to say that Morgan and Rockefeller are making it.” When Ida Tarbell’s History of Standard Oil appeared, Gaylord Wilshire, publisher of the mass circulation socialist Wilshire’s Magazine, criticized her for not being more sympathetic to Rockefeller as an individual. The system was predestined and “Mr. Rockefeller was forced by unavoidable circumstances to pursue his path of consolidation…. The fault exists not in the individual but in the system.” When J. P. Morgan died in 1914, the Socialist Call wrote “if Morgan is remembered at all, it will be for the part he played in making it [socialism] possible and assisting, though unconsciously, in its realization.”7

Although crucial aspects of the intellectual consensus on the role of big business in the American economy were challenged now and again, and a Louis Brandeis might question the necessary relationship between size and efficiency or an Edward Dana Durand could suggest that monopoly was not inevitable and competition was somehow attainable, the significant fact is the pervasiveness of the proposition that economic concentration, if not monopoly, is inevitable and is the price to be paid for maximum industrial efficiency. 

Mergers and Promoters

At the turn of the century the vast majority of the businessmen who defended monopoly and corporate concentration believed in it as a goal, and often strove to attain it, but their beliefs were based on a very limited experience which they thought would extend into the future. Monopoly, however, was the exceptional and not the routine characteristic of most industries, and the use of the term “monopoly” or “trust” by defenders of the status quo was based more on wish-fulfilment than on economic reality. (By “trust” I mean effective control of an industry by one firm or a working alliance of firms. Contemporary usage of the term usually equated it with mere large size or concentration, without any specific reference to the extent of market control but with the implicit assumption that large size could be equated with control.) 

Many big businessmen, such as Elbert H. Gary, knew that monopoly and the total concentration of economic power did not exist even as they defended it as inevitable. What they were defending was concentration and their monopolistic aspirations, aspirations that never materialized despite their enthusiastic efforts. These key businessmen believed concentration and combination led to efficiency and lower costs, and therefore worked for them energetically. And although we might find this inconsistency natural among the militantly unreflective, it can be suggested that what these men were defending was the status quo, their past actions and consolidation, their future actions and, hopefully, industrial domination.8

Certainly it can be said that there was a revolution in the American business structure from about 1897 on—a revolution caused by the sudden rise of a merger movement and the capitalization of new combinations on an unprecedented scale. But the revolution was abortive, whereas the intellectual conclusions based upon it were projected into the future and survived long after the revolution’s death. Indeed, the preoccupation with monopoly, which seemed imminent at the turn of the century, led to general intellectual confusion as to the important distinction between monopoly and concentration, and this confusion has seriously interfered with subsequent efforts for a proper understanding of the nature of the American economy and politics in the Progressive Era. 

In 1895 only 43 firms disappeared as a result of mergers, and merger capitalizations were $41 million. In 1898, 303 firms disappeared, and merger capitalization was $651 million; and in 1899 the peak was reached when 1,208 firms disappeared as a result of mergers, and merger capitalizations soared to $2,263 million. In 1900 the movement declined precipitously to 340 firm disappearances, and a capitalization of $442 million, and in 1901 the last great merger movement, largely centered about the formation of United States Steel, occurred when 423 firms disappeared, and capitalization amounted to $2,053 million. But the merger movement declined sharply after 1901, despite the permanent impact it had on the modern American intellectual tradition. During 1895-1904 there was an annual average firm disappearance of 301 companies and a total annual average capitalization of $691 million. During 1905-1914 an average of only 100 firms disappeared each year, and average capitalization was $221 million. More important, from 1895 to 1920 only eight industries accounted for 77 per cent of the merger capitalizations and 68 per cent of the net firm disappearances. In effect, the merger movement was largely restricted to a minority of the dominant American industries, and that for only a few years. 

The merger movement was caused primarily by the growth of a capital market for industrial stocks after the return of economic prosperity in late 1897. The railroad industry, which was the main preoccupation of European investors who had plunged $3.0 billion into the United States by 1890, was overexpanded and unprofitable. Capital invested in manufacturing increased 121 per cent from 1880 to 1890, and despite the depression of 1893-1897 increased 51 per cent over the next decade. In this context of shifting economic interests, the history of the 1890’s is one of sharpening and extending the existing institutional structures for raising capital, and thereby creating movements for mergers, concentration, and, hopefully, monopoly in the American industrial structure. 

The stock exchanges of the major financial centers had specialized in railroads until the 1890’s, although the Boston Stock Exchange had a copper mine section in the early 1850’s which helped establish that city’s domination over the American copper industry until the end of the century. Boston, in addition to textiles, was also to dominate the capital market for the electrical and telephone industries until the turn of the century. In 1890 no more than ten industrial stock issues were quoted regularly in the financial journals. By 1893 the number increased to about thirty, and by 1897 to over two hundred. 

Industrial capital until the late 1890’s came mainly from shortterm loans and self-financing out of profits, aiding instability and bankruptcies during the periods of economic decline or depressions. By the 1890’s industrial shares became widely available as a result of the creation of new issues from mergers and the reconversion of many trusts, in the literal sense, into unified corporations. And many industrial leaders, ready to retire or diversify their fortunes—Andrew Carnegie is the most notable example—were anxious to develop outlets for their shares. Each new wave of mergers created new sources of capital in a sort of multiplier fashion, and, quite ironically, the very creation of mergers and new industrial combinations led to the availability of funds in the hands of capitalists which often ended, as we shall see, in the creation of competing firms. 

The director and coordinator of this industrial metamorphosis was the promoter. To the extent that the dominant stimulus for the promoter was watered stock and his charge for the transaction, the economic concentration which took place at the turn of the century was based on factors other than technological elements inherent in any advanced industrial society. But even if not interested in the transaction fees per se, the promoter was invariably motivated by concern for his own profit position and financial standing, and merely regarded promotion as the means of maintaining or re-establishing it. 

Promoters included in their ranks both members of firms being merged and outsiders seeking to stimulate consolidations in order to obtain a share of the profits of the merger. In a number of spectacular instances the insiders of a group of firms sought to interest outside promoters capable of financing or organizing the merger. Quantifications of the nature and source of all or a significant number of promotions do not exist, but some of the more important variations can be illustrated. 

William H. Moore and his brother, James H. Moore, were among the three or four most significant promoters. It would be difficult to regard them as anything more than brilliant gamblers. In 1898 William H. Moore organized, at the request of a committee of manufacturers, the American Tin Plate Company out of a group of thirty-five to forty plants. He took options on the component companies and obtained loans to pay for them and provide working expenses. After choosing all officers and directors, he sold $18 million in preferred and $28 million in common stock to bankers and capitalists. Out of this sum he awarded himself $10 million. The Moore brothers were not always so fortunate, however. In 1899 they gave Andrew Carnegie $1 million for an option to try to raise $350 million from bankers to float the sale of Carnegie Steel. They failed, and Carnegie pocketed the money. Similar failures in 1896 forced the Moore brothers into insolvency. 

Not infrequently a single manufacturer would turn promoter in order to try to eliminate competition or instability. John W. Gates successfully proved in a law suit that he earned less than $400,000 through underwriting profits and the exchange of shares in the promotion of American Steel and Wire Company in 1899. His only substantial profits were on his component properties that he turned over to the new firm. In the case of the Amalgamated Copper Company, formed in 1899 to gain effective control over the copper industry, outsiders and insiders united. Thomas Lawson, Henry H. Rogers, and William Rockefeller, none of whom had any special competence in the copper industry, cooperated with Anaconda Copper. J. P. Morgan, the largest single industrial promoter and the dominating figure in railroad mergers, resorted to nearly every variation of insider and outsider promotions. Morgan, the Moore brothers, John R. Dos Passes, Moore and Schley, and Charles R. Flint collectively probably accounted for a minority of the total mergers and less than half of the value of all mergers; in addition, there were innumerable single individuals and investment bankers involved in the merger movement. 

If the merger movement as organized by promoters was the result of “inevitable” impulses within the capitalist economy, as well as technological imperatives to maximum efficiency, we should determine whether the organization of these new corporations was arranged in such a manner as to: (1) make the competitive entry of new firms increasingly difficult, and (2) avoid the accusation of being organized primarily to create the profits of promotion. It is understood that unless the merger of firms within an industry obtained control of a crucial raw material, patents, or trade advantage, it would have to maintain a reasonable price and profit level or else run the risk of attracting new competitors or allowing existing ones to grow, the risk being scaled to the capital requirements of successful entry. Overcapitalization of the stock of a merged firm, therefore, is an indication of the extent to which a merger was executed to obtain maximum industrial efficiency, control over the competitive annoyances of the industry, or the profits of promotion and speculation. Watered stock meant higher prices in order to pay dividends, and higher prices opened possibilities of new competitive entries. 

It is significant, of course, that the heyday of the merger movement was restricted to a few years, and ended almost as abruptly as it began. There are now few academic defenders of the thesis that the merger movement was primarily the outcome of industrial rationality or a desire for control of economic conditions. Charles R. Flint, one of the more important promoters and organizer of twenty-four consolidations, naturally claimed that mergers were intended mainly to attack the evils of competition, and that the profits of promoters were greatly exaggerated by critics. Capitalization, he maintained, was not overinflated, and Flint published data showing that the average return on the market value of the stock of forty-seven merged firms was 13.6 per cent.9

The evidence is overwhelming, however, to indicate that the watering and overcapitalization of the securities of merged companies was the general rule. This fact was widely acknowledged at the time by economists, by most promoters, and by many businessmen. It was simply not generalized upon or related to contemporary theories on the necessity and inevitability of the trust. Indeed, the incompatibility between the obvious ulterior motives behind the merger movement and social theory was ignored even by those attacking the evils of watered stock. J. P. Morgan’s lawyer, Francis Lynde Stetson, frankly admitted that he opposed any scheme for limiting overcapitalization that risked “taking away from men of enterprise their paramount motive for corporate organization….”10

A government study in 1900 of 183 industrial combinations shows that stocks and bonds valued at $3,085,000,000 were issued for plants with a total capital worth of $1,459,000,000. The Department of Labor, in the same year, claimed that a substantial group of combinations they studied issued stocks valued at twice the cost of reproducing active plants. Arthur S. Dewing, in a study of fourteen mergers, found that the average overcapitalization was well in excess of 50 per cent of the assets. The large majority of mergers clearly capitalized their firms on the basis of preferred stock representing the cost of the real property or assets and common stock representing the costs of promotion, the expenses of amalgamation, and the expectations of future earnings as a result of the merger. John W. Gates, Henry O. Havemeyer, and John R. Dos Passos freely admitted that common stock represented the promoter’s estimate of the potential earning power of consolidations. The profits of underwriters, in many instances, came exclusively from the sale of securities, not anticipated dividends, and this fact alone placed a premium on overcapitalization. 

Seven of the combined firms that later entered the United States Steel merger paid out $63 million in stock as commissions to promoters, excluding bonuses and other forms of commission. The tangible assets and property of United States Steel on April 1, 1901, were worth $676 million, and the average market value of the shares it acquired was $793 million in 1899-1901. The total capitalization of the firm was $1,403 million, and the cost of promotion and underwriting consumed over $150 million of this amount. United States Rubber, in much the same way, based its capitalization on 50 per cent watered stock, the common shares representing “the increased earning capacity by reason of the consolidation….”11

Promotion, with its premium on speculation to maximize its profits, soon extended its heady gambling mentality to the general stock market. Brokers emphasized the more profitable speculative stock orders rather than investment buying, and they directed their customers to the speculative issues. The commission rates on speculative orders made investment orders less profitable, and by no later than 19041907 the volume of transactions on the stock market far exceeded investment demand. This trend alarmed a number of more conservative capitalists primarily concerned with the means, not the ends, of the merger movement, and led to dire predictions, most of which were realized by 1932. Russell Sage wrote in 1901 that watered stock “has also … produced a feeling of unrest and disquiet, industrial and political, that threatens, sooner or later, to bring serious results.” Henry Clews, the banker, was less restrained. 

Many of these [combinations] have been organized in disregard and defiance of legitimate finance, and have exposed the stock market and all the monetary interests depending upon them to risks and disastrous disturbances inseparable from organizations whose foundations rest largely on wind and water….12

J. P. Morgan persistently overcapitalized his promotion schemes whenever he was able to do so. His greatest triumph was United States Steel, but when the merger initiative came from insiders, as in the case of International Harvester, Morgan restricted himself to more limited, yet amply lucrative profits. In every case, however, Morgan sought to obtain substantial, if not total, managerial control or board representation. 

Morgan’s efforts were generally marked by success, and had he avoided managerial responsibilities his fortunes might have been larger and his reputation would certainly have been better. In the case of the formation of the International Mercantile Marine Company, Morgan became deeply involved in a grossly overextended venture. His firm initially received $5.5 million in preferred and common stock at par, and a share of the $22 million paid to bond underwriters. An additional $6 million went to shipper-promoters, and the new firm was burdened with a total of $34 million in merger fees on a preferred and common stock issuance of $120 million and $50 million in cash. But the company was poorly conceived and poorly managed: in the end the Morgan firm lost about $2 million, and International Mercantile Marine went out of business after World War I. In the case of American Telephone and Telegraph, Morgan fought for effective control of the board, which he managed to obtain in 1907. As part of an over-all effort to replace New England management and financial connections, a Morgan-led syndicate obtained a $100 million bond flotation, but was able to dispose of only $10 million before giving up the effort in 1908. Although Morgan’s philosophy of trying to obtain managerial control along with the profits of promotion was, on the whole, profitable, it is questionable whether he increased managerial or industrial efficiency. The primary goal of promotions was, as Francis Lynde Stetson admitted, profits. Insofar as Morgan’s profits were not immediate or short-range, but tied to the managerial and profit performance of the new company, Morgan tended to do relatively poorly. And in several spectacular instances Morgan either lost money or, as in the railroad industry, bankrupted companies. 

To the extent that promotions and mergers were organized among competing firms, the dominant causal factor behind the merger and consolidation movement can be said to have been the existence of internecine competition. A market for industrial securities did not exist in any significant form before 1897, but it most certainly continued after the decline of the merger movement in 1901, and the history of the movement must be explained by more than a market for securities. In the period 1897-1901 the merger movement was the unique result of the rise of a market for securities and an impetus to eliminate competition, and the success of outside promoters was dependent on both factors. But the decline of mergers was due to the collapse of the promises of stability, profits, and industrial cooperation. Save for the outside promoter who took his profit immediately and then broke his ties with the consolidation, the larger part of the mergers brought neither greater profits nor less competition. Quite the opposite occurred. There was more competition, and profits, if anything, declined. Most contemporary economists and many smaller businessmen failed to appreciate this fact, and historians have probably failed to recognize it altogether. This phenomenon, I maintain, is a vital key to understanding the political history of the period of reform preceding World War I. 

Most important businessmen did not comprehend the general demise of the merger and consolidation movement save in their own industry, and were unable to understand the larger economic context in which they operated. Businessmen, as a group, are not prone to reflection, much less theoretical generalization, but they did act to ameliorate their own illnesses. Now and again, however, a business journal commented on the failure of the merger movement and on the real trends, as opposed to commonly accepted mythology, in the American economy as a whole. In late 1900 The Iron Age lamented: 

Experience has shown that very few of the promises of the promoters of consolidations have materialized. That some of them are satisfactorily profitable is undoubtedly true…. Others are less so; some are conspicuously unprofitable; some have dissolved, and more will have to dissolve within the next two or three years. Before another wave of the consolidation movement overtakes us, if it ever does, the experiment will have proved itself by the test of time.13



CHAPTER TWO
COMPETITION AND DECENTRALIZATION: THE FAILURE TO RATIONALIZE INDUSTRY


THE FIRST DECADES of this century were years of intense and growing competition. They were also years of economic expansion and, in a number of industries, greater internal concentration of capital and output. But neither of these phenomena was incompatible with increased competition. From 1899 to 1904 the number of manufacturing firms in the United States increased 4.2 per cent, and from 1904 to 1909 they increased 24.2 per cent—a growth of 29.4 per cent for the entire decade. Of the nine manufacturing industries with a product value of $500 million and up in 1909, only one, the iron and steel industry, had less than 1,000 establishments, and the exception had 446. In the thirty-nine industries with products valued at $100-500 million, only three had less than one hundred establishments.1 The numbers of business failures from 1890 on followed the classic pattern of being high in depressions and low in periods of prosperity, and there is no evidence whatsoever that failures due to competition were any more numerous in 1900 than in 1925. 

The new mergers, with their size, efficiency, and capitalization, were unable to stem the tide of competitive growth. Quite the contrary! They were more likely than not unable to compete successfully or hold on to their share of the market, and this fact became one of utmost political importance. The very motives behind the merger movement, and the concern with promotion of enterprises irrespective of the health of the component firms or the advantages of combination, led to an immediate apprehension among well-informed businessmen. “One question of great interest in relation to our new industrial combinations is whether a proper readjustment of their hugely inflated capital and excessive charges will place them permanently in a condition of efficiency, productiveness, solvency, and prosperity, or whether they will ultimately drift, one by one, into the hands of receivers …” said Henry Clews at the opening of the century.2

This skepticism was more than justified by subsequent events, since the promises of the promoters were, by all criteria, mirages. Forty-eight pre-World War I manufacturing mergers studied by the National Industrial Conference Board had a nominal return on their net worth in 1903-1910 averaging 5.8 per cent—no greater than the average to other firms. Arthur S. Dewing, studying thirty-five mergers of five or more firms in existence at least ten years before 1914, discovered that the steep fixed interest charges and contingent preferred stock dividends imposed by promoters led to a radical deflation of promoters’ promises. The earnings of the pre-merger firms were about one-fifth greater than the ten-year average profits of the new consolidation. Promoter estimates of expected ten-year earning turned out to be about twice the actual performance. Another study by Dewing reveals that heavy fixed charges on the basis of expected earnings, administrative difficulties, and continued competition caused ten mergers to earn an average of 65 per cent of their preconsolidation profits. Shaw Livermore, in a study seeking to defend the success of 328 mergers formed during 1888-1905, nevertheless was forced to conclude that only 49 per cent were “successes” in the sense that their rate of earnings compared favorably after 1918 to other companies in their field. Forty per cent failed altogether, and 11 per cent limped along at lower than average profit levels. He judged the main causes of failures to be poor judgment by promoters, dishonesty, and the decline of the industries. 

The inescapable conclusion is that mergers were not particularly formidable and successful, and surely were incapable of exerting control over competitors within their own industries. “Mere bulk, whether of capital or of production, is not, per se, an element of strength,” The Iron Age commented in 1900. “Some of the new plants are better equipped, carry less dead weight of unproductive assets and can produce more cheaply per unit of output than the consolidations can. So far as can be judged, the great industrial aggregations, instead of discouraging competition, have rather encouraged it.”3 Most of the new mergers started out with less than monopoly control, and virtually all lost their initial share of the market. This failure, discussed in detail later in the chapter, was due to the rise of important new competitors and the significant economies of size attainable at lower production levels. Thirteen consolidations studied by Dewing controlled an average of only 54 per cent of the output of their industries upon organization, and the U.S. Industrial Commission studied a sample with an average market share of 71 per cent. Of seventy-two mergers listed by Ralph L. Nelson, twenty-one controlled 42.5 to 62.5 per cent of their markets upon formation, twenty-five controlled 62.5 to 82.5 per cent, sixteen controlled over 82.5 per cent, and ten controlled “large” portions. 

There is also data to suggest that very large corporations as a whole did poorly—and many of these were recent mergers. Alfred L. Bernheim studied the 109 corporations with a capitalization of $10 million and up in 1903. Sixteen of these failed before 1914 and were dropped from the list, leaving ninety-three. Only twenty-two of the remainder paid common stock dividends of over 5 per cent during 1900-1914, and twenty-four paid nothing. Their average dividend on common stock over the period was 4.3 per cent. The market value of the common stock of forty-eight of the companies declined over 1900-1914, and rose in only forty-five instances. 

In the light of such mediocre profit records it should not surprise one to discover that the mobility of giant firms out of the ranks of the largest hundred industrial corporations was high. Of the fifty largest companies in 1909, seven could not be found in the ranks of the top hundred in 1919, and twenty could not be found there in 1929; for the top hundred corporations in 1909 the figures are fortyseven drop-outs by 1919 and sixty-one by 1929. By comparison, of the top one hundred industrials in 1937, only twenty-eight could not be found in that category in 1957. Bernheim studied the fate of the ninety-nine largest industrials of 1909 by 1924, and found that fortyseven of them could not be found among the largest two hundred corporations of every type. Of this forty-seven, seven had dissolved, three had written down their capital to realistic proportions and were disqualified, nine had become unable even to pay their preferred dividends in full, two had paid no common dividends, ten had merged or reorganized without loss, and sixteen had failed to grow fast enough after 1909.4

Many large corporations soon found their overcentralization unprofitable, and tried to reduce plant sizes and distribute plants more widely throughout the nation. In the case of United States Steel, as we shall see, the organizational structure was centralized only at the very highest policy level, and autonomous operating units and specialized staffs have been a general trend in the large corporate structure since the turn of the century. To the extent that Joseph A. Schumpeter was correct in holding that each significant new innovation was embodied in a new firm and the leadership of new men in a still dynamic capitalism—and that firms that do not innovate die—it can also be said that important competitive trends were inherent in the economic structure. The growth in the number of individual patents issued until the peak year of 1916 indicates that innovation was very much a part of the American economy and technology until World War I. Even if organized corporate and government research and development now dominates the field, and many private patents are purchased just to be suppressed, or are infringed merely because most private inventors are economically helpless, enough individuals were able to break into established fields, or to create entirely new ones, to make a significant economic difference.5 For all of these reasons The New York Financier, in opposition to the vast majority of contemporary writers and modern historians, was correct when it observed in June, 1900, that “The most serious problem that confronts trust combinations today is competition from independent sources…. In iron and steel, in paper and in constructive processes of large magnitude the sources of production are being multiplied, with a resultant decrease in profits…. When the papers speak of a cessation of operation in certain trust industries, they fail to mention the awakening of new life in independent plants….”6

This “awakening of new life” in the economy is the subject of the case studies that follow. The examples are significant not only because of their economic role, but also because of their political roles. Moreover, although these typologies reflect a trend, they also involve industries which most historians have been inclined to think proved the conventionally accepted thesis that the tendency in industrial life at the beginning of this century was toward economic concentration and monopoly. They are the “classic” examples of the “trust”—steel, oil, telephones, meat, and a number of others. And in all of these cases we find a fluidity of economic circumstances and radical changes generally slighted by the historian. The shifting markets and resources, the loss of relative power by the dominant companies, the specific failure of the merger movement in attaining either stability or economic control—these are the significant features that emerge from our case studies. 

The Iron and Steel Industry

In 1889 there were 719 companies in the blast furnace, steel work, or rolling mill industry.7 Many of these firms produced a whole range of steel and iron products, from wire to tinplate, and the steel and iron industry is best characterized as being highly competitive at the time. Since the capital requirement for the consolidation of any important segment of the industry was too high, and since there was no means of preventing the sufficiently powerful firms specializing in one branch of the industry from diversifying into others, the history of the steel industry in the late 1880’s and 1890’s is one of voluntary efforts to arrange a variety of pools and price and marketing agreements. These, as we shall see, were almost universally failures, and did not solve any of the basic problems inherent in a competitive market structure. The result was a series of mammoth mergers and consolidations which ultimately led to the formation of United States Steel, which also failed to attain stability and control of the market. 

The price of most steel goods declined more or less regularly until 1894-1895, and although prices generally rose in subsequent years, there was continual insecurity within the industry as to what each competitor might do next. The apprehension was later justified. The dozens of attempts at voluntary pools in various sections of the steel industry took place after periods of intense price competition, and the pools were in effect agreements to recuperate before more internecine wars. The Bessemer Pig Iron Association and the Bessemer Steel Association were formed in the mid-1890’s and failed to control either prices or excess output. The steel billet pool failed, as did the wire and wire-nail pools. No sooner was an agreement made than a single firm would decide to violate some phase of it and eventually bring the whole structure down. Only the steel rail pool, among the many tried, was moderately successful. Its unique position was due to the small number of competing firms, their willingness to accept low profit levels, and the fact that the pool handed 53 per cent of the market over to the major pool buster, Andrew Carnegie. The Addyston Pipe decision by the Supreme Court in December, 1899, ended the possibility of lawfully resurrecting the pool system by declaring illegal the division of markets and price-fixing. 

The voluntary pool period, having failed to attain its aims, was followed by a period of mergers between competitive firms which came little short of failure as well. The Moore brothers organized the American Can, American Steel Hoop, National Steel, and American Tin Plate companies. In 1898 Morgan formed the Federal Steel Corporation with a capitalization of $200 million, the largest of the twenty-one major iron and steel consolidations during 1898-1900. In 1899 John W. Gates merged seventeen wire companies into the American Steel and Wire Company. Despite the ample amounts of watered stock available for new mergers and the gargantuan efforts of Morgan, Gates, and the Moores, the steel industry in 1899 remained competitive. Although the number of firms with blast furnaces declined 27 per cent from 1889 to 1899, there were still 223 establishments left. And the number of steel work and rolling mill companies increased 7 per cent over the same period, to 445.

With the merger movement at least temporarily failing to attain stability and control within the industry, the ten or more large and powerful new consolidations confronted each other in an uneasy armed neutrality. The crisis came in the spring of 1900 when Carnegie decided to build a large tube plant at Conneaut, Ohio, his first in that field, thereby threatening J. P. Morgan’s new promotion, the National Tube Company, and shattering the general agreement within the industry not to diversify into competitive areas. National Tube withdrew its contracts with Carnegie and proceeded to plan its own steel works. In June, 1900, American Steel and Wire decided to begin producing its own steel and canceled its contract with Carnegie. The American Bridge Company followed suit, National Steel began preparing for its own production, and Federal Steel indicated its interest in beginning to produce wire goods. American Steel Hoop cut its steel orders with Carnegie and prepared to enter the wire, rods, and nail business. The working, informal détente between the Morgan, Gates, and Carnegie empires collapsed amid threatening diversification and price competition that promised to drive the overcapitalized steel mergers to bankruptcy and ruin. 

Carnegie and Gates were clearly dangerous nuisances to Morgan, especially since Carnegie probably had the lowest steel costs in the nation and could be especially formidable in any competitive struggle. Moreover, Carnegie was threatening Morgan on another front. 

In 1899 Alexander J. Cassatt became president of the Pennsylvania Railroad and moved to end a long-standing rebate agreement established by Carnegie and Thomas Scott, former Pennsylvania president. The agreement had allowed Carnegie to receive rates equivalent to what he would have charged himself had he built his own railroad, often cutting rates by one-half. Carnegie decided to retaliate against Cassatt by making an agreement with George Gould, son of Jay Gould, to build a railroad to Baltimore parallel with the Pennsylvania Railroad for much of the way, thereby threatening the entire Eastern railroad system. With Gates calling for renewed competition and Carnegie endangering the Morgan steel and railroad empire, it was inevitable that attempts at permanent reconciliation via a merger be made. 

By the end of 1900 both Gates and Carnegie were having sober second thoughts about the desirability of a full-scale conflict with the Morgan steel companies. In addition, since 1898 Carnegie had been undergoing a series of internal company disputes with Henry Clay Frick which eventually led to a total break and a reorganization of the company. The old man was tired, and the idea of retiring must have appealed to him. Carnegie authorized Charles M. Schwab to hint at a banquet in New York in December, 1900, at which Morgan was present, that the integration and specialization of the entire steel industry was a desirable goal. Within a month Schwab, Gates, Morgan, and Carnegie completed all negotiations, and the United States Steel Corporation was officially organized in New Jersey on February 23, 1901. But the integration of the steel industry was not the primary goal of the merger, since the company started with substantial competition left in the field. The goal was to eliminate the two most important and irrational steel producers in the industry, and, hopefully, to introduce stability, not control, over the steel market. Approximately 40 per cent of the steel industry was left outside the merger. Instead of making an effort to extend control over it, Morgan chose to capitalize United States Steel with over 50 per cent water and to filter over $150 million of U.S. Steel’s $1,403 million capital to the promoters and underwriters. 

United States Steel consisted of what had once been 138 different companies. Some of these, such as Carnegie, were highly efficient industrial units run with probably maximum economy. American Steel and Wire, on the other hand, closed down approximately twofifths of the plants it acquired in 1899 as antiquated or unnecessary. All, however, were absorbed by U.S. Steel. Had the motive behind the formation of United States Steel been efficiency and integration, weaker combinations would have been excluded. Thus it is clear that the merger was directed at minimizing potentially devastating competition. 

The organizational structure of the new company reflected this fact as well. United States Steel was not an operating company but essentially a security-holding company with a board of directors and finance committee which controlled the power in the last instance, but often had great difficulty in establishing hegemony over each of the ten great divisions within the corporation. Each of these components had its own president and board and practical jurisdiction over its own operations and labor policy. Judge Gary, chairman of U.S. Steel’s board, freely admitted that this decentralization policy was the most efficient method of management. 

In the process of constructing the organizational hierarchy for the new corporation, the tensions between the executives with backgrounds in steel-making (especially those from Carnegie Steel) and the new financial controllers led to immediate conflicts which undercut the assertion that the corporation was the inevitable outcome of industrial technology. Charles Schwab, who had worked his way up the Carnegie ranks, became the first president of U.S. Steel, and immediately clashed with Judge Elbert Gary, chairman of the executive committee and Morgan’s representative. By July, 1901, Schwab was threatening to resign because of the new financiers “who do not understand the whole steel situation.”8 Schwab later complained that the outsiders on U.S. Steel’s board, especially Marshall Field and H. H. Rogers, were trying to exploit the corporation for their own purposes by selling it assorted companies or schemes. Over the next few years the power in the firm was shifted from the board of directors entirely to the finance committee, chaired by Morgan’s partner, George W. Perkins, and Schwab resigned in late 1903. He was followed in the presidency by another Carnegie steelmaker, William E. Corey, who lost his job in 1909 for siding with the presidents of subsidiaries against Gary; many of the presidents were ignoring central directives and continued to do so for many years. 

The efficiency of the new merger was exhibited by the financial crisis that gripped the corporation during its first years. Henry C. Frick, anticipating that the overcapitalization and the new managers might ruin U.S. Steel, quietly began unloading nearly $50 million of his shares in the company. His suspicion was justified. U.S. Steel common shares, which sold at a high of $55 in 1901, reached a low of $9 in 1904. The market value of the firm’s stocks and bonds fell $270 million below par value during its first year. In 1902 the company decided it needed $50 million cash to further integrate its component companies and failed to raise one-quarter of that amount. Even more alarming, however, was the precipitate drop in the profits of the corporation at the end of 1903, when a general slump affected the steel industry. In the fourth quarter of 1903 the common dividend of U.S. Steel was cut in half, and it was dropped altogether for the next two years. In 1904 U.S. Steel earned 7.6 per cent on its investments, as compared to 15.9 per cent in 1902. Stabilization was clearly yet to be attained. Even more indicative was the fact that during 1901-1910 U.S. Steel ranked third among eight steel companies on their operating profits as a percentage of gross fixed assets. Profits, too, seemed disappointing in comparison to the promises.

“If the Steel Corporation is to be a permanent success it seems to me that it must at least accomplish two things,” George W. Perkins wrote John D. Rockefeller in July, 1903. “1st. Regulate and steady prices, both in times of good and bad business conditions. 2nd. Be very far-sighted in its financial policy and management.”9 Price maintenance in periods of prosperity was an easy task, and save for a small decline in 1904, steel output increased steadily through 1907. The formation of U.S. Steel had not affected prices because of the company’s desire not to attract new competitors, and during the boom of 1906-1907 the average price of steel was lower than it had been during the boom of 1901-1902. In late 1907, however, the market for steel began declining. In 1908, steel output was 40 per cent less than in 1907, and U.S. Steel faced its first real test of “bad business conditions.” 

On November 21, 1907, forty-nine steel industry leaders met at the Waldorf-Astoria in New York to participate in the first of what were soon dubbed the “Gary Dinners.” Gary not only invited the steel men, however; he also notified the steel trade journals, the Department of Justice, the Department of Commerce, and the newspapers. Gary was anxious to avoid the impression that he was creating illegal pricefixing agreements or that there was anything secretive in his actions. At the meeting he stressed the need for industry cooperation and all the executives present attacked the demoralization of prices that had resulted from invasions of each other’s markets. In the hope of attaining price stability, the group agreed not to reduce prices without mutual consultation, and a committee of five, including Gary, was elected to give advice and conciliate differences. Gary insisted that the meeting was not an effort to fix prices but was instead an effort to maintain them by “gentlemen’s agreements.” 

In late January, 1908, a larger number of steel executives, representing over 90 per cent of the industry, met again at the Waldorf. According to Gary “every manufacturer present gave the opinion that no necessity or reason exists for the reduction of prices at the present time…”. This viewpoint was based not on a formal agreement, but on a consensus. The industry wanted competition, but not “bitter warfare.” Gary, at the same time, took steps to prevent government prosecution of his voluntary agreements. He wrote Attorney General Charles Bonaparte in February, 1908, that the understanding had been made at the initiative of large steel customers with expensive inventories who wanted the steel industry to maintain prices. Still insisting no formal agreements had been made, Gary wrote that “ We are perfectly satisfied to limit the amount of our business to our proportion of capacity and to do everything possible we can to promote the interests of our competitors; and by frequent meetings and the interchange of opinions we have thus far been able to accomplish this result without making any agreements of any kind.”10
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