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THE MODERN ECONOMY IN AMERICA 

In the modem era the economy has become a central facet of social reality, but it 

is neither the constitutive element ofmodemity, nor the driving force of history. The 

emergence of the modem economy was not the founding event ofmodemity, as is often 

assumed. It is not a necessary element of modem society or the constructive force of the 

modem consciousness. Rather, nationalism is the constitutive element ofmodemity, the 

emergence of nationalism and the construction of the nation is what allowed us to 

develop the modem consciousness. The modem economy did not have to be what it is 

today. It just happened to turn out that way. 

The reality is that the American nation-- a community of sovereign equals that 

adheres to the basic principles of equality and liberty1--complements and promotes a 

capitalist economic system, where the social mobility that is possible within the 

democratic framework is able to occur. This is a new occurrence in the history of human 

society. 

The propensity to pursue profit for profit's sake-the characteristic propensity of 

capitalism--may have existed throughout human history, but it is irrational outside of the 

modem framework. The pursuit of profit only became a rational activity once the modem 

consciousness had taken hold. This rationalization (of the irrational) made capitalism 

into a Weberian iron cage2
; capitalism became reified as a social institution. 

1 This definition is taken from the scholarship of Liah Greenfeld. See Nationalism: five roads to modernity. 
2 In The Protestant Ethic and the Spirit of Capitalism, Max Weber discusses the emergence of the iron cage 
as the last step in the development of modern society. The system of society has already been created and 
individuals are born into it and assume their roles as social actors until the next great revolution in human 
society. Each individual no longer makes the decision to be oriented towards profit; each one must be in 
such a society or he/she exists along the periphery. As Weber states, "The Puritan wanted to work in a 
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The United States has the unique distinction among societies of being founded on 

the principles of nationalism. It was modem--and a nation3--from the moment the 

Constitution was signed. It always valued social mobility and popular sovereignty4
• The 

modem consciousness did not have to struggle against the remnants of feudalism in 

America. The infiltration of modem values was more complete, and thus the economy 

itself was more prominent. So what we have in the American society, is the pursuit of 

individual happiness (an individualistic interpretation of nationalism) being equated with 

the pursuit of profit. To be successful in America is to have wealth. 

And yet, the central value of the society is for the success of the entire nation. 

Exceptional individual success is coveted for one's self, but it is seen as perverse and 

unfair when it is enjoyed by others. This collectivist interpretation of nationalism has led 

to awkward government policy that works against the individuals who make up the 

American nation. 

Why does public ire turn against the self-interested individuals the nation so 

values? This phenomenon occurs when there is a disparity between what one believes 

everyone in America can achieve and what one is actually able to achieve. This disparity 

becomes intolerable when one citizen is able to achieve so much, i.e. Bill Gates or John 

D. Rockefeller. Those who do not succeed (or who do not succeed to the same degree) 

feel this as an inconsistency in a society that proclaims that each citizen has the same 

calling; we are forced to do so."' This has made us "'specialists without spirit, sensualists without heart."' 
(181, 182) 
3 See Nationalism: five roads to modernity, by Liah Greenfeld. I make this distinction because few 
sociologists, even those who write profusely on the subject, have defined the term in a useful, objective, 
rigorous way. 
4 I am speaking here ofthe tenets of the society, not necessarily the reality. Nonetheless, America did 
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right to success. Those who are unsuccessful feel that they are equally endowed, and, 

thus, their inferior position must be the result of external factors. In other words, their 

image of society as full of opportunity for success does not match their own experience, 

thus they contend the other's success is somehow unfair or un-American.5 This is the 

petri dish for public policy measures that act to create an apparent equality of ends, and 

this is what explains the nature of the relationship between business and government in 

America. 

The American society is not driven by the ideal of the individual pursuit of 

wealth, even though its individual members are. Instead, consistently and periodically, 

the American government has enacted policy that acts to hold back individuals 

(corporations), so that the appearance of equality of ability can be maintained. One can 

very clearly see this in American antitrust laws that forbid monopoly conduct (measured 

by performance?) and use market share as a barometer of an industry's inefficient 

structure.6 American society values the image that everyone can achieve at the same 

level. Thus, in America there is this phenomenon that all invidious distinctions are 

artificially removed by public policy when they become too much to bear on the public 

psyche. 

possess greater freedom and sovereignty than any other society. 
5 I am not engaging in metaphysics here, but I will present my research on this matter in subsequent 
chapters. 
6 The only inefficiency here may very well be that the current structure does not please certain individuals 
whose self-interest would be met if public policy was enacted to change it. These individuals would rather 
see 10 firms in an industry than 2, even iftwo firms could offer the goods at a lower cost. 
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THE AMERICAN NATIONALITY 

For, I say, the true nationality of the States, the genuine union, when we come to a mortal 
crisis, is, and is to be, after all, neither the written law, nor, (as is generally supposed) 
either self-interest, or common pecuniary or material objects-but the fervid and 
tremendous IDEA, melting everything else with resistless heat, and solving all lesser and 
definitive distinctions in vast, indefinite, spiritual, emotional power. 
-Walt Whitman, Democratic Vistas 

What constitutes the American identity? Is it, as Whitman proposes, a 

"tremendous IDEA" of the American nation? Or is it simply a rational self-interest, an 

orientation towards ever increasing material prosperity? What is of greater importance: 

the ideals of equality and liberty or material wealth and prosperity? It is certain that 

economic interests are often represented in the words of our leaders. Clinton's 1992 

presidential campaign theme was "It's the economy, stupid!" and Reagan's economic 

policy became known as Reaganomics. Perhaps even more indicative of closeness of the 

economic sphere to politics in the United States was Calvin Coolidge's statement that 

"the business of America is business," a sentiment that has long been shared by many 

Americans. This idea fits firmly within the framework of my theory. Yes the business 

America is business, but America itself is not a business, it is not constantly orientated 

towards profit. Every decision made by the populace is not based on economic gains. 

Just as a merchant's business life is just one piece of his/her total existence, business is 

just one aspect of the life of the American nation. 

Even so, it cannot be disputed that economic interests are central to life in 

America. As discussed earlier, the fact that American society takes the form of the 

modem nation does not necessitate that this be so. To understand American society one 

must study the unique relationship between its polity and its economy. It is precisely 
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because America possesses a national identity and a democratic government that business 

interests have assumed such a dominant role. On the national level, the economy has 

become a symbol of prestige. But on the individual level, the connection is much 

simpler. In this modem nation, where the ideal of equality is worshipped fervently, 

individuals look for some way to distinguish themselves from the masses. As Tocqueville 

remarked over 150 years ago, "birth, condition, and professions no longer distinguish 

men, or scarcely distinguish them; hardly anything but money remains to create strongly 

marked differences between them and to raise some of them above the common level."7 

And this distinction is attainable. At least at the theoretical level, every member of 

American society may obtain wealth, or lose it as well. This knowledge that social 

mobility is indeed possible fuels the desires and aspirations of the wealthy as well as the 

poor. Indeed, Tocqueville remarked, "I never met in America with any citizen so poor as 

not to cast a glance of hope and envy on the enjoyments of the rich, or whose imagination 

did not possess itself by anticipation of those good things which fate still obstinately 

withheld from him. "8 

So there are two main reasons for the centrality of business interests in the lives of 

Americans: 1) for individual distinction, because the possibility for mobility exists, and 

2) for prestige of the nation. And yet, material prosperity is not all that propels 

Americans. If it were all, in these times of tremendous economic expansion, with the so­

called "misery index"-the unemployment rate plus the inflation rate-at one of its 

lowest rates ever, Americans could have no need to be ashamed of their nation. But 

7 Alexis De Tocqueville, Democracy in America, ed. Richard D. Heffner (New York: Penguin 
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Americans are currently not very proud of their nation, in spite of its amazing material 

success. 

While business interests and American nationalism do complement each other, 

there are some inherent contradictions in the relationship. For example, the pursuit of 

profits may trample on others' rights or make it impossible for equality even to be 

considered an ideal, as it is continuously disregarded. The only way of resolving these 

issues is to allow one of the concepts to take precedence over the other. In the history of 

America, the values of the nation have continued to override business interests, which 

explains why we often act in opposition to evident demands of economic rationality. 

Business interests are continually placed in the framework of what is best for the 

nation. Self-interested wealth is not tolerated or welcomed. Monopolies that hold the 

American public hostage are divested by the government. The government (where the 

power of the nation resides) holds the economic interests of corporations in-check and 

responsive to the values of the nation. 

Even one of the greatest "Captains of Industry" of all time, Andrew Carnegie, 

held more nationalist than capitalist views of wealth. Or at least he understood that he 

must defend great wealth in the framework of the ideals of the nation. It was necessary 

that his argument appeal to the idea that those of great individual wealth can pursue the 

interests of greater society. Carnegie, of course, did not feel that wealth was inherently 

bad, or even that great disparities between rich and poor should be eliminated. Carnegie 

wrote that "it is well, nay, essential for the progress of the race, that the houses of some 

Group, 1956), 254. 
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should be homes for all that is highest and best in literature and the arts, and for all the 

refinements of civilization, rather than none should be so, much better this great 

irregularity than universal squalor."9 

Not only is great wealth preferable to "universal squalor," but great wealth plays 

an important role in the American society. Carnegie eloquently argues in an essay 

entitled "Wealth," that wealthy individuals had a duty to give back to society during their 

lifetime, that they are entrusted by the community to distribute the wealth in such a way 

that is in the best interests of all. If wealthy individuals did not give while they were 

alive, estate taxes at death were the next best alternative. As Carnegie states: 

The growing disposition to tax more and more heavily large estates left at 
death is a cheering indication of the growth of a salutary change in public 
opinion ... Of all forms of taxation, this seems the wisest. Men who 
continue hoarding great sums all their lives, the proper use of which for 
public ends would work to the community, should be made to feel that the 
community, in the form ofthe state, cannot thus be deprived of its proper 
share. By taxing estates heavily at death the state marks its condemnation 
of the selfish millionaire's unworthy life. 10 

Andrew Carnegie believed it best that a wealthy individual pursue his 

philanthropic interests during his lifetime, and not wait until his death to distribute the 

wealth. He acted according to these arguments and his philanthropic pursuits, for 

instance, Carnegie Hall, were great. He was a nationalist capitalist at heart. 

Just as Carnegie invoked the ideals of the nation to justify personal wealth, 

Presidents have often expressed the values of the nation in important speeches, 

8 Ibid., 210. 
9 Andrew Carnegie, "Wealth" in Democracy and the Gospel of Wealth, ed. Gail Kennedy (Boston: D.C. 
Heath and Company, 1949), I. 
10 Ibid., 5. 
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reaffirming the primacy of the nation above the dollar. Historical speeches, such as the 

inaugural addresses often contain references to the prosperity of the nation. And what is 

important to note is that the prosperity of the nation is not always framed in economic 

terms. In 1876, Rutherford B. Hayes stated in his inaugural address that "at the basis of 

all prosperity ... lies the improvement of the intellectual and moral condition of the 

people."11 And he was not alone in holding this idea of what it meant to be a prosperous 

nation. 

Presidents often place other values and concerns above economic prosperity. 

American values such as freedom, opportunity for advancement, and above all, equality 

stand before profits. Garfield spoke against slavery when he stated that "there can be no 

permanent disenfranchised peasantry in the United States. Freedom can never yield its 

fullness of blessings so long as the law or its administration places the smallest obstacle 

in the pathway of any virtuous citizen."12 And Cleveland reified the idea that the nation 

is the people and the people are the nation when he proclaimed that "the entire scheme of 

our civil rule, from the town meeting to the State capitals and the national capital, is 

yours" 13 in his inaugural address to the citizens. It is not the economy that makes us a 

nation, but the equality of the people. Harrison best put the economic interests of the 

United States in perspective when he explained what made a great state: 

Each State will bring its generous contribution to the great aggregate of 
the nation's increase. And when the harvests from the fields, the cattle 
from the hills, and the ones of the earth shall have been weighed, counted, 
and valued, we will tum from them to crown with the highest honor the 

11 President Hayes, Inaugural Addresses, 132. 
12 President Garfield, Inaugural Addresses, 143. 
13 President Cleveland, Inaugural Addresses, 151. 
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State that has most promoted education, virtue, justice, and patriotism 
. 1 14 among 1ts peop e. 

If the words of the presidents themselves do not convince one that the values of 

the nation are supreme, one can look at the laws of the nation that act as a rein on profit-

seekers who infringe on national values. Perhaps the most notable of these laws is the 

Sherman Antitrust Act. In the body of this paper we will look at specific examples of 

these actions, but now it is enough to point out that the law acts as a constraint on 

corporations or individuals who do not present themselves as benefiting the collective 

good. 

While some corporations and individuals, such as Standard Oil, AT&T and, more 

recently, Microsoft, have attempted to fight the constraints, the government has been 

strong in its resolve. Business and government continue to fight this battle which is 

really about the interpretation of the nation's ideals, and whose is more 

accurate-society's or the capitalist's. 15 Laws and court battles have been an effort to 

make a clear ruling, but the relationship between business and government-or the 

private and the public sectors--is stormy and it is not likely to turn calm anytime soon. In 

today' s economy, some industries are necessarily comprised of large corporations. The 

larger the corporation, the more market share and greater market power it possesses. As 

a corporation wields more power, it often appears to erode the equality ideal and other 

basic national values. The simple solution might be to disallow firms that wield a certain 

14 President Harrison, Inaugural Addresses, 162. 
15 This, in itself, is an oversimplification. Of course, capitalists are a very important group of society, and 
often public and private interests are exactly the same thing. What I am speaking of here, are those times 
when there is an argument over which value is more important: equality of opportunity or equality of ends. 
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percentage of market share. However, all large firms are not bad for the nation or the 

economy. Also, sometimes a firm must be significantly large to carry out a large project 

that benefits the whole society, such as the construction of the railroads. 

Delegating these tasks to the government is not an option in this individualistic-

civic nation. Ownership of businesses by the government has always been mistrusted and 

considered un-American. The business of America is business, but the government 

should not be running a business. It is a slight distinction that proves the supremacy of 

the values of the nation. This is related to power, as well as to legitimacy. The 

government already has too much power to be directly controlling the economic life of its 

citizens, and since the government makes the laws that govern commerce it would be 

illegitimate for government to engage in commerce. Since America is a legalistic society 

that considers legitimacy to be important, government ownership of large industries is 

avoided. It is noteworthy that: 

Only a small number of American railroads were initially operated by the 
state, and by 1850 with very few exceptions these had been turned over to 
private business enterprises. These same merchants and shippers who 
distrusted government ownership were also fearful of private monopoly. 
Therefore, the charters ofthe early roads generally provided for close 
legislative oversight of these new transportation enterprises. 16 

Today the compromises and tepid relationship between business and government 

continues. For the remainder of this paper, I will focus on the very nature of this 

relationship in the cases ofthe finance industry, the petroleum industry, and the 

telecommunications industry. 

16 Alfred D. Chandler, Jr., The Visible Hand: The managerial revolution in American business (Cambridge, 
MA: The Belknap Press ofHarvard University Press, 1997), 82. 
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FINANCING THE CITY ON THE IDLL 

The anxiety that surrounds the mixing of business (the private sector) and 

government (the public sector) illuminates the paradoxes inherent in the American 

culture. It is an issue of interests; it is making the choice between individual liberty and 

general equality. Politics in America has always been a tension over these two ideals. 

The force of the pervading culture, nationalism in its uniquely American flavor 

(individualistic and egalitarian), forces this duality of interests. 

What is most intriguing is that the espoused principles upon which the United 

States is built, and which are found in written form in the Constitution, are often times 

paradoxical. For example, most every American would agree that equality is important, 

and yet at the same time, these same Americans would argue that each person should 

have the liberty to make the most out of his/her own unique gifts. Logically, these two 

principles cannot exist in unison, yet they function to hold the society together. This is 

possible because society and individuals are not always logical; in fact, they are often 

times irrational and nonsensical. These two diametrically opposed principles exist 

together to form the American culture. 

While most Americans will accept the co-existence of opposing principles from a 

distance, never really contemplating what it means to espouse both at the same time, 

historically arguments have occurred over the definition and application of the principles 

themselves. This argument has continued from the very first administration, when there 

was a great debate about how the federal government should be involved in the 
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development and security ofthe private sector of the economy. This same debate 

continues today, acted out by the two main political parties: Democrats and Republicans. 

In the late 181
h century the debate centered around the establishment of a national 

bank as a means of paying off Revolutionary War debts and to create a stable fmancial 

base for business and economic growth. Two central figures in Washington's 

administration argued over the constitutionality and necessity of such an enterprise. 

Alexander Hamilton, the Secretary of the Treasury at the time, argued persuasively for 

the establishment of a national bank, while Thomas Jefferson, the Secretary of the State, 

argued that such an entity was unconstitutional. 

What is most intriguing about the debate is that both Hamilton and Jefferson were 

essentially arguing for the same thing--what best served their own self-interest. 

Hamilton's valued a strong national government and felt that a national bank could only 

enhance the nation's power and prestige. Jefferson, on the other hand, was not anxious to 

create a strong, central government. He wanted as little government intervention in the 

lives of citizens as possible. Jefferson was not eager to add size and power to the national 

government, yet history teaches us that a strong, central financial system actually benefits 

the individuals that Jefferson claimed to represent. (It is noteworthy that such an 

institution did not last in America until the establishment of the Federal Reserve Bank in 

1913.) 

Alexander Hamilton first made the proposal for the establishment of a national 

bank in a report presented to Congress on December 14, 1790. In the report he outlined 

the benefits of such an institution: 
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the augmentation of the active or productive capital of a country ... And 
thus, by contributing to enlarge the mass of industrious and commercial 
enterprise, banks become nurseries of national wealth-a consequence as 
satisfactorily verified by experience, as it is clearly deducible in theory ... 
Secondly.--Greater facility as to the government in obtaining pecuniary 
aids, especially in sudden emergencies ... Thirdly .-The facilitating of 
the payment oftaxes . . 17 

Hamilton's arguments are complex and encompassing. His central argument is 

that a national bank would establish a secure national financial system and could be the 

means of paying back Revolutionary War debt. In support of his argument, Hamilton 

pointed to the success of the Bank ofNorth America when it was first used as a Bank of 

the Continental Congress and lamented that it had become the bank of one state. 

Hamilton's main argument centered around his belief that a strong financial system was 

good for the nation as well as for national prestige. The constitutionality of such an 

institution was never questioned by Hamilton. 

Hamilton understood the necessity of building a strong financial infrastructure to 

control the ebb and flow of the markets. He pointed to the lack of currency in circulation 

after the Revolution and felt that a national bank issuing paper currency could greatly 

benefit the development of the nation. He saw little risk in adding money to the 

circulation. Hamilton insisted that with the establishment of the national bank, "if more 

[paper currency] should be issued then is necessary, it will return upon the bank. "18 A 

national bank could act as a restraint on the market, helping to prevent great panics, and 

this added security would benefit the interests of those engaged in the business sector. 

17 Alexander Hamilton, "Report on a National Bank," In Papers on public credit, commerce and finance. 
ed. Samuel McKee, Jr. with a foreword by Elihu Root (New York: Columbia University Press, 1934), 54-
58. 
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And the national bank, as far as it led to greater economic development would lead to 

greater national prosperity and national prestige. 

Hamilton's case for a national bank was convincing. Congress passed his 

proposed plan for national bank in early 1791 and sent it to President George Washington 

for approval. Washington consulted the opinions of two of his advisors, Attorney General 

Edmund Randolph and Secretary of State Thomas Jefferson. Both Randolph and 

Jefferson reacted negatively to Hamilton's proposal, contending that the establishment of 

a national bank was unconstitutional, but it is Jefferson who presented a complete 

argument that diametrically opposed Hamilton's logic. Unlike Hamilton, Thomas 

Jefferson, author of the Declaration of Independence, was an individualist who placed 

civil liberties above national prestige. Jefferson's argument forced Hamilton to further 

defend his proposal to Washington. 

Jefferson's chief concern with Hamilton' s plan for the Congress to establish a 

National Bank was the amount of power that it would give to the federal government. As 

Jefferson wrote in his formal "Opinion" presented to George Washington, the power to 

establish a national bank is not one of the explicit powers given to Congress. And 

Hamilton himself did not argue this point. It became a question of interpretation of the 

Constitution. Hamilton argued for a broad interpretation-finding implied powers in the 

often vague text. Jefferson, however, felt that the Constitution should be interpreted 

18 Ibid., 72-73 . 
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government to set up corporations, which were essentially monopolies. Money and 

power often played an important role in this process. As the process for incorporating 

became simpler, charters of incorporation were more accessible, and some ofthe general 

distrust towards government began to fade. Today, at the end of201
h century, there is a 

general sense that the government protects the people from effects of big business, that 

the government represents the peoples' interests. This new sentiment appears to have 

arisen towards the end of the 19111 century when the strong, conspicuous alliance of 

business and government started to dissolve, and the people looked to powerful 

government to protect them from the increasingly powerful big business sector. 

In those times of general distrust towards any entity that threatened to overpower 

individual liberty, Jefferson argued that since a National Bank was not necessary in order 

for Congress to carry out its delegated powers then a National Bank would be 

unconstitutional because "the powers assumed by this bill, have not ... been delegated to 

the United States, by the Constitution ... I. They are not among the powers specially 

enumerated: for these are: 151
• A power to lay taxes for the purpose of paying the debts of 

the United States; ... 2d. 'To borrow money.' .. 3. To 'regulate commerce with foreign 

nations, and among the States, and with Indian tribes. "'22 

21 Ibid., 180. 
22 Thomas Jefferson, "Opinion against the constitutionality of a National Bank," in The Writings of Thomas 
Jefferson: being his autobiography, correspondence, reports, messages, addresses, and other writings, 
official and private, ed. H. A. Washington. Published by the order ofthe Joint Committee of Congress on 
the Library, from the original manuscripts, deposited in the Department of State (Philadelphia: J. B. 
Lippincott & Co., 1869-1871), p. 556-7. 
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Jefferson recognizes two additional assignments delegated to Congress, but he 

does not find the power to establish a national bank in these mandates either. According 

to Jefferson, it is not Congress' duty to do whatever for the general welfare but only 

1. To lay taxes to provide for the general welfare of the United States, that 
is to say, 'to lay taxes for the purpose of providing for the general 
welfare.' ... To consider the latter phrase, not as describing the purpose of 
the first, but as giving a distinct and independent power to do any act they 
please, which might be for the good of the Union, would render all the 
preceding and subsequent enumerations of power completely useless ... It 
would reduce the whole instrument to a single phrase, that of instituting a 
Congress with power to do whatever would be for the good of the United 
States; and, as they would be for the sole judges of good or evil, it would 
be also a power to do whatever evil they please.23 [emphasis in original] 

Jefferson argues that Congress' ability to make additional laws does not grant it the 

ability to set up a national bank, since a national bank is not necessary for carrying out 

the powers directly given to Congress. Jefferson states, "2. The second general phrase 

is, 'to make all laws necessary and proper for carrying into execution the enumerated 

powers.' But they can all be carried into execution without a bank. A bank therefore is 

not necessary, and consequently not authorized by this phrase."24 Jefferson's distrust of 

government is seen here is his sense that Congress would do but evil if left to its own 

devices. He believed in the individual's ability to do for him/herself. Government 

should not interfere in the lives of its citizens. Only government institutions necessary to 

carry out the limited functions assigned to the federal government should be enacted. 

Jefferson also argues that a law establishing a national bank is unconstitutional for 

the very reason that it changes a state law. To this line of reasoning, Hamilton replies 

23 Ibid., 557. 
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that every new law is a change, and so "it can therefore never be good reasoning to say 

this or that act is unconstitutional, because it alters this or that law of a State. It must be 

shown that the act which makes the alteration is unconstitutional on other accounts; not 

because it makes the alteration. "25 

To answer the question of constitutionality, Hamilton looked to the Constitution 

to find the words that gave credence to his argument. Hamilton argues that "it is the 

manifest design and scope of the Constitution to vest in Congress all the powers requisite 

to the effectual administration of the finances ofthe United States."26 By interpreting this 

idea from the Constitution to mean that Congress has the power to establish a national 

bank, Hamilton makes the case for the broad interpretation of the Constitution and the 

idea of implied powers, which was later expanded by Chief Justice John Marshall. 

Hamilton dismisses Jefferson's main argument with hardly a paragraph?7 In a letter to 

George Washington, Hamilton argues, "Most of the arguments of the Secretary of State . 

. . are of a nature rather to apply to the expediency than to the constitutionality of the 

bill. "28 And, therefore, should not be considered. 

However, Hamilton did take the time to consider and debunk two of Jefferson's 

politically charged arguments. Hamilton states: 

24 Ibid., 558. 

There are two points in the suggestions of the Secretary of State, which 
have been noted, that are peculiarly incorrect. One is, that the proposed 
incorporation is against the laws of monopoly, because it stipulates an 
exclusive right of banking under the national authority; the other, that it 

25 Hamilton, "Letter to George Washington," 112. 
26 Ibid., 134. 
27 Jefferson's main contention, as I will discuss below, is that since the establishment of a national bank is 
not a necessity for the survival of the nation, it is also not constitutional. 
28 Hamilton, "Letter to George Washington," 114. 
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gives power to the institution to make laws paramount to those of the 
States ... The bill neither prohibits any State from erecting as many banks 
as they please, nor any number of individuals from associating to carry on 
the business, and consequently is free from the charge of establishing a 
monopoly; for monopoly implies a legal impediment to the carrying on of 
the trade by others than those to whom it is granted.29 [emphasis in 
original] 

In regard to the supremacy of the state's laws to those ofthe corporation, Hamilton 

replies that a "law of a corporation, if contrary to a law of a State, must be overruled as 

void, unless the law of the State is contrary to that of the United States, and then the 

question will not be between the law of the State and that of the corporation, but between 

the law ofthe State and that of the United States."30 And, according to Hamilton, the 

federal law is the law of the nation. 

Hamilton's main case was that a national bank would lead to stable financial 

markets, an easier way for the government to collect taxes and access large sums of 

money, and generally to the greater prosperity of the nation. Hamilton was a nationalist, 

pragmatist in a nation that still intended to realize its ideals. 

Hamilton pointed to the Bank ofNorth America, first established by the 

Continental Congress in May 1781, as an example of how the Bank of the United States 

could be used to benefit the entire nation-to pay down debts, firm-up the financial 

markets, and contribute to national prestige. Since the expiration of its original charter, 

the Bank of North America had received a state charter in Pennsylvania and lost its 

former luster in Hamilton's eyes. He no longer felt that it was sufficient for the entire 

29 Ibid., 112-3. 
30 Ibid., 113. 
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nation. As Hamilton states, "in the general opinions ofthe citizens ofthe United States, 

the Bank of North America has taken the station of a bank of Pennsylvania only. This is 

a strong argument for a new institution, or for a renovation of the old, to restore it to the 

situation in which it originally stood in the view of the United States."31 

Although Washington signed Hamilton's proposal into law on February 25, 1791, 

when the first charter of the Bank of the United States expired under President Jefferson's 

watch in 1811, it was not renewed. The debate was not over. A Second Bank of the 

United States was eventually established in 1816 and drew more criticism from Jefferson. 

In 1817, Jefferson argued against the Second Bank ofthe United States because he was 

concerned that a National bank would change the character ofthe American society from 

that of an egalitarian democracy to that of a plutocratic aristocracy. Jefferson could not 

see that the character of the United States is a distinct worldview that can not be changed 

quickly. He warned, "The bank mania is one of the most threatening of these imitations. 

It is raising up a monied aristocracy in our country which has already set the government 

at defiance, and although forced at length to yield a little on this first essay of their 

strength, their principles are unyielded and unyielding."32 

Again in 1819, during a short recession, Jefferson blamed the banks for the 

economic woes of the nation. He saw the monetary constraint of the banks as handcuffs 

on individual rights. In a letter to John Adams he states, "The paper bubble is then burst . 

. . We were laboring under a dropsical fulness [sic] of circulating medium. Nearly all of 

it is now called in by the banks, who have the regulation of the safety-valves of our 

3 1 Hamilton, "Report on a National Bank," 75. 
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fortunes, and who condense and explode them at their will ... "33 Jefferson did not 

believe that a strong financial center and financial stability were worth the price of giving 

away such individual choices as to the type of currency produced, etc. 

The argument did not end with the establishment of the Second Bank of the 

United States. In 1836, it too lost its charter as a direct result of what has come to be 

known as the "bank war" and as an indirect result of the criticism of Jefferson and his 

political descendants, known as Jeffersonian Democrats. 

32 Jefferson, 64-65. 
33 Ibid., 147-148. 
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The Bank War 

Andrew Jackson, a descendent of the Jeffersonian Democrats, distrusted the 

national bank, which was seen as an entanglement of the public with the private sector, 

group interest with self-interest. Since the central bank had often helped to constrain the 

market, helping to avoid the great highs and lows of unstable fmancial systems, it was 

considered harmful to the state banks that it often ended up constraining. 34 Jackson saw 

the national bank as an intermingling of business and government (and an intermingling 

of money and politics), and he felt this too powerful of an alliance over the interests of 

the people. (Strangely enough, the individuals who were involved in business-which 

has always been a significant percentage of the U.S. population-were not considered a 

piece of this public that must be protected.) There was a general distrust of power in any 

form (especially if it came in the form of money) impeding on self-interest. "Self-

interest" was the interest of those moving upwards in society, not those who possessed 

wealth or power. For Jackson (and Jefferson), those whose interests were backed by 

money did not possess self-interest, but moneyed-interest (which was a very different 

thing). 

During his first term in office, Jackson made his dislike of the national bank 

known, and prompted its then president, Nicholas Biddle, to apply for a new charter in 

1830, six years ahead ofthe set expiration ofthe first charter. The charter easily passed 

through Congress but was vetoed by Jackson, as was expected, and the issue of the 

34 An interesting note here- the states were considered representative of the people, while now the central 
government seems to fit that role as well, with state and local government seen as hands of the central 
entity, not distinct organisms. 
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existence of a national bank dominated the 1832 election. Henry Clay ran in support of 

the institution, but when Jackson firmly won the race he concluded that he also won the 

debate. "Jackson concluded from his victory in that election that he had a mandate not 

only to refuse the bank a new charter but to destroy as soon as possible what he called a 

'hydra of corruption. "'35 

And so he set out to complete his mission four years prior to the actual expiration 

of the charter governing the bank. Jackson ordered the end of U.S. government deposits 

to the national bank. Instead, the payments were diverted to state banks.36 Although for a 

few years after its charter had expired the bank kept operating under a state charter, it 

eventually went out of business in 1841. 

Jackson's victory lasted for many years, until in fact the Civil War necessitated a 

national banking system that would allow for greater government access to funds, central 

fiscal control, and a better way to control the flow of currency throughout the nation. In 

1863, Congress formally created a national banking system.37 However, this structure 

was not very strong, and it was not until1913 with the creation ofthe Federal Reserve 

Board, that true financial stability returned to the nation. 

The Federal Reserve Act "aimed to cure the three glaring flaws which experience 

had revealed: (1) lack of co-operation among banks during crises; (2) inelasticity of the 

money supply; and (3) concentration of control in a few financial magnates."38 The 

35 "Bank War," Britannica Online. <http://www.eb.com:l80/cgi-bin/g?DocF=micro/50/45 .html> [Accessed 
24 January 1999]. 
36 In 1834, Henry Clay pushed through the Senate a measure censuring Jackson for this action, but the 
censure was expunged from his record in 1837. 
37 Friedman, 442. 
38 Arthur Meier Schlesinger, The Rise of Modern America: 1865-1951 (New York: The Macmillan 
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tremendous influence that the Federal Reserve System is due to its very mandate or 

raison d'etre: to bring stability to the nation's financial system. The theoretically 

autonomous structure of the institution also adds to its degree of influence. It controls 

without direct supervision of the public or elected officials, thus controlling the nation's 

money supply without the direct influence of the citizens, i.e. the nation itself. 

The Federal Reserve System consists of a Board of Governors of the Federal 

Reserve System, 12 Federal Reserve banks, the Federal Reserve Open Market 

Committee, the Federal Advisory Council, the Consumer Advocacy Council, (since 

1976) the Consumer Advisory Council, and several thousand member banks. The Fed 

(as it is commonly known) holds a special place in the American economic system. It is 

located somewhere between the public and private sector. The official definition is that a 

Federal Reserve Bank is a "privately owned corporation established pursuant to the 

Federal Reserve Act to serve the public interest." 39 It is supposed to be a neutral entity, 

but of course it is influenced, to some degree, by both sectors. Perhaps most importantly, 

the Fed has tremendous influence over the economic health of the country, and especially 

the financial markets. 

The Federal Reserve System is structured in a way to enforce control over the 

nation's money supply and to make adjustments when necessary in order to maintain the 

nation's financial health. It is able to keep the economy in check because of its unique 

position-just out of reach of the common citizens desire for more and more capital and 

the common politician's desire to do whatever necessary to be re-elected. The Federal 

Company, 1951), 223. 
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Reserve's constraint has helped the nation to grow fiscally strong because it does not 

answer to the whims of the masses. 

Ironically, the existence and recent success of the Federal Reserve may be an 

important reason why other nations seek to become democratic. Other nations attribute 

the economic success of the United States solely to its democratic structure, while the 

economic stability of the United States is largely due to this very undemocratic (yet 

national) entity, which places national interests (of equal opportunity and general 

welfare) above those of individual "capitalists." 

This is not to say that the existence of the Fed is the sole reason for the economic 

success of the United States. (The dawn of big business itself occurred about 50 years 

prior to the establishment of the Fed.) The unique combination of democracy and 

capitalism along with the strong economic nationalism that exists in the United States has 

caused the rapid economic development that one finds in the United States. The 

existence of the Fed merely has made the path to economic development look easier. It 

has done a good job of smoothing out the business cycle. Prior to the establishment of 

the Fed, the U.S. economy experienced great boom and bust periods-with bank panics 

and stock crashes every few years. Aside from the Great Depression 60 years ago, the 

business cycle in the U.S. has mellowed considerably under the direction of the Fed. 

There are still expansion and contractions, but they are much weaker pulls in either 

direction. 

39 "Federal Reserve System" Britannica Online. <http: //www.eb.com: 180/cgi­
bin/g?DocF=micro/205/27.html> [Accessed 24 January 1999] 
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The very function of the Fed at first appears to consider capitalist interest above 

the values of the nation, but a closer analysis reveals that this is not the case. A stable 

financial environment leads to greater equality of opportunity and social mobility, which 

support the general interests of the nation. 

The Federal Reserve System exacts control through the use of the Open Market 

Committee, which meets often and makes any financial adjustments (such as lowering 

the interest rate charged on money lent to member banks or purchasing or selling 

additional securities to change the amount of currency in circulation) necessary. The 

Federal Reserve Chairman also reports to congress on the economic health of the nation 

and urges or discourages specific federal policies. 

Since positive economic results are often dependent on some coordination in 

policy between the elected branches of government and the Fed, when the chairman of 

the Fed speaks investors listen for clues as to whether or not he will support the current 

fiscal policy set by the elected officials. That is why each side is always urging the other 

to go along with such-and-such policy. In 1985, then-Federal Reserve Chairman, Paul A. 

Volcker urged the United States Senate to support his proposed monetary policy. 

Volcker said, '"We either have to increase our saving or reduce the deficit. .. We can't 

increase saving, so we have to reduce the deficit ... That clearly is within your 

power. "'40 

40 John M. Berry, "Fed Chairman romances the markets," The Washington Post, 21 July 1985. 
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The autonomy ofthe Federal Reserve and its great influence on the business 

community and general fmancial health of the nation has sometimes led to animosity 

between the elected branches of the federal government and the Federal Reserve Board. 

Policies favored by politicians often clash with those favored by the financial 

gurus who need not worry about re-election and who head the Fed's board. This is 

especially true during economic downturns. For example, the President may be in favor 

of increasing the money supply by lowering interest rates thus making capital more 

available to the nation. The Fed may argue that such a policy will lead to over­

stimulation of the economy and high inflation. Generally the Fed is in favor of slower 

economic growth and a stable economy over high economic growth and instability.41 

Several contentious battles have plagued recent history. The Carter and Reagan 

administrations are two times when the disagreements between the Fed and the 

administration were made public. This had negative effects on the business community 

because it threatened the stability of the fmancial market. 

In the late 1970s, there was high unemployment and high inflation in the 

American economy. In 1977, the Carter administration was in favor of increasing the 

money supply in order to aid economic recovery, but it could not do much without the 

assistance of the Federal Reserve. However, the Federal Reserve chairman, Arthur F. 

Bums, was in support of a tight monetary policy in order to bring down inflation. The 

dispute escalated and became public knowledge through the press. In fact, when Bums' 

term as chairman expired in January, Carter did not re-appoint him, even though just a 

41 Recent years have shown that strong economic growth and stability can be maintained simultaneously. 
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few months earlier Burns' reappointment had been a sure thing. Again during the 

Reagan administration, there was a conflict between the goals of the Fed and the 

Administration. The elected officials rang up huge budget deficits that the then-chairman 

of the Fed, Paul A. Volcker, publicly denounced. Possibly as a result of both of these 

clashes, both the '70s and the 80's ended in economic recessions. 

As the Carter and Reagan Administrations' very public disputes with the Federal 

Reserve Board have shown, when the Administration and the Fed do not agree on policy 

the economy suffers. At the time, the Washington Post reported the public airing of the 

Carter's administration disagreement with the Fed as "virtually unprecedented."42 But it 

would happen again during the Reagan years and is likely to happen in the future. The 

two institutions set out to attain the goals of economic nationalism in two different 

ways-one by satisfying to the self-interests of all Americans (the private interests) and 

one by satisfying the interests of the entire community (the public interests).43 Of course, 

each citizen is a member of both "interest groups." In fact these interests may very well 

be the same thing (and often are), i.e. high levels of employment and low inflation. It is 

when the two interests come into conflict, as they did during the Carter and Reagan 

administrations, that the country once again finds itself in the midst ofthe debate between 

Hamilton and Jefferson. 

This development challenges many basic assumptions, but this debate is not relevant to the current 
discussion. 
42 Art Pine, "White House Warns Fed on Interest Rise," The Washington Post, 21 October 1977, AI. 
43 The Federal Reserve Bank actually projects an image of protecting the public' s interest as well. One of 
its main goals is to ensure that the economy stays on a healthy track, for the good of all. Of course, it is 
obvious, that the Fed ' s actions do aid self-interest individuals by providing a stable financial base. The Fed 
mitigates the two interpretations of American nationalism- individualistic and collectivist-by projecting 
an image of acting for the collective, while at the same time taking actions that benefit individuals. 
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Historically the Fed has sought to influence all policy decisions that affect the 

strength of the U.S. economy. That is why Volcker argued against protectionist trade 

policies in 1985 and why Alan Greenspan (the current Fed Chairman) reacted so 

forcefully to President Clinton's recent proposal to invest funds earmarked for Social 

Security in the volatile stock market. 

In the current complex economy of the United States, the Fed's role has gained 

prominence since it is one indicator of how the economy is doing, as well as a type of 

insurance against panic. Wall Street players are on alert whenever the chairman of the 

Federal Reserve Board speaks in public or testifies to Congress (which he does every 

quarter). At times, the stock market has reacted violently to the chairman's 

words-rising rapidly or plummeting dramatically. The movements are reactions to any 

hints the chairman may have made about whether the Fed will be contracting or 

expanding the money supply in the near future. Investors closely monitor interest rates 

since they directly affect bond rates as well as the general availability of capital. 

In fact, today's Fed has taken that role even further--offering to maintain the 

financial stability of the world. As reported in the Los Angeles Times, "The chairman of 

the Federal Reserve explained to the House Ways and Means committee that last fall, 

because of fears in world financial markets over Russia, Brazil and Asia, the Fed had 

acted to expand the supply of money circulating in the U.S. and world economies."44 

[emphasis added] 

44 John Flanigan, "Saved by Greenspan's Exuberant Money Policy," Los Angeles Times, 24 January 1999, 
1 C. 
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The success of Greenspan's move was far from inevitable (which is why it was 

not made publicly known until three months after the fact, in January 1999). The world 

does not operate in the same economic-political sphere as the United States. The 

solutions that work here will not necessarily work elsewhere-and in fact, may do more 

harm than good. Economics is tied closely with feelings of nationalism (naturally since it 

is a conspicuous indicator of a nation's prestige) and providing an "a-national" solution is 

not likely to be a long-term fix. Yet, the tactic seems to be working. As the LA Times 

reports, "world fmancial systems have not seized up, credit has flowed, stock markets 

have functioned."45 For now, at least, the United States' Federal Reserve is holding up 

the world's fmancial market. 

It is likely that the United States will not be able to sustain the world's financial 

market for any length oftime.46 The mere fact that the Fed alone is able to exert so much 

influence over the world's affairs is indicative of its increasingly powerful position. As it 

has become an institution, it has become less dependent on the other branches of 

government for at least tacit agreement. It has gained confidence in its position, and 

therefore makes more independent decisions. Since the 1970s, the Fed chairman has felt 

empowered enough to criticize the actions of the President, which was not something 

done openly before that time. 

This prominence and independence of the Fed is important because the Federal 

Reserve System represents a compromise between our nation's ideals. This leads to two 

possible consequences: A swift shift in the role and influence of the Fed is likely to cause 

45 Ibid. 
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public criticism, while a gradual shift may have a more significant effect on the nature of 

our society. It may alter the priority given to public or private interests since it does not 

directly represent either, but instead it represents them both at the same 

time--constraining the money supply but also creating a stable environment for 

individual financial gains. 

Yet, it is unlikely that the equilibrium of American society will shift anytime 

soon. Revolutions in thinking have not affected it thus far. For example, consider the 

case of what has been called the Second Industrial Revolution. 

46 If it is able to, we (as sociologists) will need to rethink our understanding of the nature of our 
contemporary society. 

35 



THE SLICK ROAD TO ECONOMIC NATIONALISM 

Many economists consider the period just after the Civil War (from about 1870-

1920) America's Second Industrial Revolution. This is a misnomer. The period of time 

usually considered the First Industrial Revolution (approximately 1840-1860) did not 

include very much industrialization. Yes, there were some factories built, i.e. Lowell, 

MA, but most work was still performed by hand and small firms dominated the economy. 

So, if any name at all, one should give the period of 1870-1920 the title of "First 

Industrial Revolution." And yet, that is also misleading. Business in America had 

changed drastically during this time with an increased emphasis on efficiency and 

productivity, but it was not a revolution of industry. It was a revolution in the thinking 

about the business and the size of the market. It was the development of economic 

nationalism as a common mindset throughout America. 

The United States had always been a nation. What developed during the period of 

time that some economists refer to as the Second Industrial Revolution was the national 

economic space. The centrality of the economy in the definition of American society was 

not always the case. Business interests were always important, but the economic interests 

did not define what it was to be an American, as they often seem to today. Nationalism 

developed prior to economic nationalism, which is the point many scholars miss when 

they insist that all human society is primarily an economic entity and that the only 

movement in history is of an economic flavor. 

Big business developed from the imagination of men such as John D. Rockefeller 

and Andrew Carnegie. They consolidated many small firms to form large, bureaucratic 
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enterprises primarily concerned with efficiency and profits. This transformation in the 

American marketplace was not inevitable or part of some great movement of history; it 

simply happened by chance and the work of visionaries. One should not overstate the 

effects of the Civil War on the emergence of economic nationalism. Standard Oil was 

not incorporated until 1870, five years after the war ended. Big business was just 

beginning to emerge during the war years, and business primarily became nationalized as 

a result of new ideas, not economic conditions. Rockefeller's vision should not be 

underestimated. Standard Oil was something brand new. It challenged the legal structure 

of the time. It was not inevitable that the Civil War and even industrialization would lead 

to the emergence of big business. 

Standard changed the way that America does business, and it also helped to define 

the relationship between business and government in the age of economic nationalism. 

The emergence of big business in America brought a dramatic change to this dynamic.47 

The market grew from local to national. Business became a rational pursuit, and 

businessmen48 began to keep an accurate account of their losses and gains, in order to 

better calculate their profits. It was a whole new age of enterprise. 

The definition of the market changed dramatically-from the local to the nation 

and, eventually, to the world. New natural resources, such as petroleum and large 

supplies of coal, were discovered. These elements required processing before they could 

be sold to consumers. A large amount of capital was required in order to start a business 

47 This is not a qualitative change in American society. It is a change in the economic sector, but it is a 
change that was derived from the modern framework. It is the emergence of a national economy. Which, 
after all, one should expect to emerge in a nation. 
48 And it was businessmen. Of course, the women were relegated to the home. 
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in these new industries. And the only way to ensure profitability was to be able to serve 

an increasingly large market. Due to economies of scale, such products could only be 

processed efficiently in relatively large quantities. The local market demand was 

insufficient, and the new industries sought a brand new market, the national one. And so 

the nation became a market. It was the birth of the concept of the "American economy." 

Before this time, no such entity existed. Yes, there were fiscal policies of the national 

government, but all markets were local and so what happened in one city or state did not 

really effect very much what happened in another locality. 

Most ofthe populace lived on the eastern side ofthe country and settlers were just 

beginning to fulfill their "manifest destiny" to move westward. Most of the country was 

agrarian, and American farmers sought more and more arable land. As settlers moved 

farther and farther west, they needed a transportation system not only to bring them and 

their supplies to the new territory, but also to send goods and produce back east to the 

urban market centers. A national railroad system was developed (with much assistance 

from the national government) in order to facilitate development. Cities too began to 

develop at a rapid rate. And with them, national companies emerged. 

At first businesses had to do some tricky organization in order to serve a national 

market, and it was only later after the national market was a reality, that corporation law 

began to change to reflect it. The Standard Oil Company is an interesting illustration of 

this transformation, because not only was it one of the first to build itself up, but it was 

the first significant consolidation to be broken up by the Sherman Antitrust legislation. 

The decision of Chief Justice White, in May 1911, reaffirmed the primary importance of 
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national interests even in the midst of a revolution in economic thinking. The market had 

changed but the values of the nation had not, and so a private enterprise (such as Standard 

Oil) that disregarded the notion of a level playing field and instead trampled on the 

principle of equality, would not be tolerated. In the United States, it has always been the 

case that economic interests must be portrayed as being for the good of the nation-the 

people--or they are not accepted. 49 The Standard Oil Company did not adhere to this 

basic tenet and was divested by the federal government by force. Years later, AT&T 

understood this notion better and agreed to a consent decree that, while splitting the 

company in two, allowed the it to emerge from divestiture and remain a very powerful 

force in the industry. 5° As the relationship between business and government has 

changed over the years, its underlying character has remained the same-it is a careful 

compromise between private and public interests. Through the history of the nation, 

primary importance has been towards policies that best serve the public good 

That is not to say that the relationship has not been altered by the changing world. 

In order to understand how drastically things changed, it is helpful to understand how 

they were before. America was an agrarian-based economy with small family farms. 

Although the farmers were always oriented towards profit, they valued the individual and 

so felt no pressing need to consolidate and move towards greater and greater efficiency 

with increased technology. Size and power were to be feared. These farmers valued their 

49 Here the perception is more important than the reality. As long as a company appears to be working in 
the best interest of the nation, it is unlikely to come under duress from antitrust regulators . 
5° Fifteen years since the divestiture, AT&T still commands about 50% of the market share in long­
distance. 
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independence and did not want to work for the state or anybody else, but were content to 

work their farm, save and invest their profits, and carry on a rural existence. 

Government was mostly local. The early Americans distrusted a strong central 

government and so most laws and regulations were enforced on the local or state level. 

The United States was a small but growing nation. Business was very much alive. 

Private property rights and sufficient contract law allowed for this to be true. However, 

the business community was made up of local merchants with small shops found in each 

town. The main business of America was the family farm, which was very much a 

business (unlike in other countries). The family farm provided more than a subsistence 

output and American farmers had an ulterior motive: profit. 

Bank credit was available, even without the existence of a central banking system. 

(The Civil War, as we have seen, necessitated a national banking system, which may 

have been another factor making it easier for big business to develop after the war and 

not in the midst of the so-called First Industrial Revolution.) 

Rockefeller's Standard Oil could not have developed a hundred years earlier. The 

foundation did not yet exist-in terms of adequate corporation law and availability of 

financial instruments. But such an enterprise could have developed during the industrial 

revolution. As John T. Flynn relates in God's Gold, by 

1840 there was present, even in that scarcely launched small factory age, 
almost all of the devices which Rockefeller and his contemporaries would 
use to build the era of mass production ... Not only was the corporation 
being developed, but the widespread sale of stock to provide the funds, 
while at the same time a few gentlemen at the center usurped the control, 
was already understood by a few.51 

5 1 John T. Flynn, God's Gold: The story of Rockefeller and his times (New York: Harcourt Brace and 
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