Technology, Industry and Business: Corporate Capitalism in post-War America

I. Rise of Big Business 
Although no section of the US in the last quarter of the 19th-century was immune from the impact of railroads, growth of factories, development of new technology, influx of immigrants and rapid rise of industrialization, the Northeastern US was most affected by these changes.

A. Growth Factors 
· 1865-1900: Produced goods $1.9→11.4 billion. 

· 1865-1900: Population  from 36→76 million

· 1860 – 1900: Number of factory workers from 1 → 5 million

· By eve of WWI, US was #1 in mining and industry (followed by Britain and Germany)

· Northern industry expanded to meet the demands of the Civil War

· A steady influx of immigrants supplied cheap labor for increased demands of production

· A pro-Business Republican party held the Presidency for all but 8 years (1865 - 1900), providing higher tariffs on imported foreign goods

· New markets in Latin America, Canada and Asia increased US manufactured exports
· Natural Resources: coal, iron and, later, petroleum

· After the Civil War, Europeans felt more safe to invest in US industry


B. “Rugged Individuals” and Corporations
· The Telephone

1. Alexander Graham Bell (1847-1922) developed the telephone in combination with a carbon transmitter which improved voice quality.

2. This plus a switchboard made the telephone commercially feasible.
i) In 1880, 50,000 phones were in use in the US
ii) By 1890, 250,000 phones were in use.
iii) By 1900, 800,000 phones were in use.
(b) 1885 - Bell and Associates consolidated over 100 companies to form the American Telegraph and Telephone Company (AT&T)
· Motion Pictures

1. Thomas Alva Edison (1847-l93l)  and George Eastman perfected a motion picture camera (kinetograph)

2. Edison was hailed as a genius of his age (with over 1000 patents)

1. The light bulb – by 1900, 3ooo towns were illuminated
· Electricity

1. With the development of a cheap long-life incandescent bulb, Edison formed the Edison Company, opening his first commercial electric station in NY City in 1882, using direct current, low voltage electricity.

2. His chief competitor George Westinghouse (1846-1914) developed the use of alternating currents in 1886, with his Westinghouse Electric Company

3. 1889-92, J.P. Morgan financed the merger of several interests and competitors with Edison to form the General Electric Company.
· Oil

1. Edwin Drake drilled the first successful oil well in PA in 1859.

2. John Davison Rockefeller (1839-1937) brought order and stability to a wasteful and often violent industry when he bought and merged 70 companies into Standard Oil of Ohio, the first trust.
(a) As a result of price wars and ruthless business practices, Rockefeller controlled almost 90% of the nation's refineries by 1879, when the trust was formed.
(b) He spied on his competitor's to ruin them, demanded and received rebates from railroads and built his own factories and warehouses to eliminate the middleman
(3) The elder philanthropic Rockefeller gave $550 million to the University of Chicago and four foundations

· Steel

1. In the 1850s, two men, American William Kelly and Englishman Henry Bessemer, independent of each other, developed the open hearth method, which forced a blast of cold air into molten metal removing more carbon impurities
→Plants opened near sources of iron ore and coal in PA, near Pittsburg and in TN and VA and AL

2. Andrew Carnegie (1835-1919) --Leader in the Steel Industry
(a) Carnegie exercised direct control over his company, allowing only close friends to be stock holders, using a system of partnerships to integrate a production line, which combined coal and ore mines, limestone quarries, coke ovens, ore-carrying ships and railroads.
(b) 1901 - Carnegie sold his holdings to a J.P. Morgan (1837-1913) combine who created US Steel , the first billion dollar corporation.
(c) Carnegie followed the Stewardship of Wealth-- turning to philanthropy
→"Gospel of Wealth" -- a concentration of wealth was needed if humanity were to progress, but the rich were obligated to use their wealth for the public's benefit.
→He disposed of $350 of $400 million before his death, endowing libraries, building public buildings and establishing foundations.
· Meatpacking 

1. Three phases of the meatpacking industry developed 
(a) slaughtering - packing
(b) storage - distribution
(c) byproducts.

2. Gustavus Franklin Swift established Swift and Co in Chicago, perfected the use of ice-cooled refrigerator cars in 1877

3. Enhanced the growing TX cattle industry
· Other Industries
1. Canning – A.J. Heinz

2. James B. Duke formed the American Tobacco Company (1890)

· Industry in the South
a. Southern economy remained agricultural with many tenant farmers.
b. Industry in the South was discriminated against by the railroads whose shipping rates favored Northeastern industry.
c. Cotton mills began to be built in the South near sources of raw materials
(1) Northern investment capital was used
(2) Southern labor remained cheap and non-unionized which made wages low and labor dependent
(3) Mill-dominated towns emerged, often with managers from the North who ran the mills, and with profits flowing northward. 

II. Railroads – By 1900 railroads were valued at just under $10 billion or 1/10 of the nation's wealth, with 200,000 miles of track in operation
a. Benefits to the nation brought by railroads
→The purchase of locomotives and railroad cars created thousands of jobs
→The demand for rails and cars led to the growth of the steel industry
→The railroads opened up the west for settlement by selling surplus land cheaply and on easy payments terms, often sending agents to Europe to advertise which attracted immigrants who settled on railroad lands.
→Railroads accelerated technological advances (Westinghouse Airbrake, Pullman sleeping cars, a refrigerator car patented by Wm Davis).
→Communications expanded from coast to coast--Western Union strung lines along railroad tracks in exchange for free telegraph service.
→The railroads knit the nation into a single marketplace with its transcontinental connections which fostered industrial growth
b. Consolidation and Stabilization .

· The development of big railroad companies: There were 540 RxR companies in the 1860s. They were disorganized and irresponsible. 

· To consolidate and stabilize, the railroad system was financed by stock sales and government subsidies of land and loans.
→Pacific Railway Act of 1862
1. The federal gov loaned $60 million to railroad companies and gave away 131 million acres of prime farmland, rich timberland and substantial waterways to the rail men.

2. States gave away another 45 million acres

3. This means that the government gave away land equal to the size of France and Belgium to a handful of wealthy men. 

4. Rail Lines then sold land to settlers

→This system encouraged corruption as construction companies inflated prices and entrepreneurs built new lines recklessly into unproductive areas.
→Eventually companies plagued by mismanagement were swallowed up by more aggressive companies until a few railroad giants existed in 1900
c. The Commodore, The First
· "Commodore" Cornelius Vanderbilt, who made an earlier fortune in steamboats.

1. He formed the NY Central System which controlled Northeastern transportation and Western Union between Chicago and NY.

2. He built no new lines, but acquired controlling interest in rundown railroads combining and selling them as a package.

d. Before 1900, four other transcontinental railroads were built:

· The Northern Pacific Railroad stretched from Lake Superior to the Puget Sound and was finished in 1883.

· The Atchison, Topeka, and Santa Fe stretched through the Southwest deserts and was completed the following year, in 1884.

· The Southern Pacific (completed in 1884) went from New Orleans to San Francisco.

· The Great Northern ran from Duluth to Seattle and was the creation of James J. Hill, probably the greatest railroad builder
e. Wrongdoing in Railroading

· Railroads were not without corruption, as shown by the Credit Mobilier.

· Jay Gould made millions embezzling stocks from the Erie, Kansas Pacific, the Union Pacific, and the Texas and Pacific railroad companies.

· One method of cheap moneymaking was called “stock watering,” in which railroad companies grossly over-inflated the worth of their stock and sold them at huge profits.

· Railroad owners abused the public, bribed judges and legislatures, employed arm-twisting lobbyists, elected their own to political office, and used free passes to gain favor in the press.

· As time passed, though, railroad giants entered into defensive alliances to show profits, and began the first of what would be called trusts, although at that time they were called “pools.”

f. Railroads vs. Farmers

1. Quickly the railroads became the enemy of the farmer who constantly clamored for the federal government to regulate and eventually to own the railroads.

2. Where competition existed, rates were competitive, but where service was done by one carrier only, maximum rates would be charged, thereby creating the condition where in many cases a short haul cost more to ship than a long haul.

3. Deception and fraud were the rule of the day because unpublished rates were often used which favored larger shippers with rebates.
g. Interestingly, the railroad owners established the time zone system in the U.S. Yes, they were so powerful that they controlled time. 
h. The while system of subsidizing, regulating and laying track was a corrupt debacle. But it paved the way for a vast expanse of American wealth.
III. Business Practices During the Gilded Age
As the Industrial Revolution grew, new business practices developed.  Before, most business was owned by a sole proprietor (single owner), or a small partnership. But, ways of doing business changed dramatically during industrialization.

	NEW WAYS OF DOING BUSINESS

	Corporation
	A business with many share holders.  Corporations are formed to raise capital for expansion.  Share holders receive dividends when the company makes a profit, and can only lose what they put in.

	Monopoly
	A monopoly is a company or corporation that controls an entire market.  This allows them to raise prices to any level.  Government regulation prevents all but a few monopolies such as utility companies.

	Pool
	Companies in a single market making an agreement on prices and the division of business.  Railroad companies practiced this until it was outlawed by the government.

	Trust
	Corporations in the same market or related markets would form a trust that put control of business under a single group of trustees. Share holders still received dividends, but had no say in the business.  Trusts were later outlawed.

	Holding Company
	A holding company would buy enough stock in different companies to control them.  This was done to get around the outlawing of trusts. Eventually, holding companies were outlawed also.

	Conglomerate
	A corporation that owns many different unrelated businesses.  Conglomerates are formed by mergers, where one company would take over another.  These are still in practice today.


Laissez-Faire Economics: This was the economic philosophy described by Adam Smith in Wealth of Nations. It was based on the principle that business and the economy would run best with no interference from the government. This practice prevailed during most of the Industrial Revolution. However, in the late 1800's, the government took a more active role in the economy. The U.S. slowly moved away from laissez-faire and adopted a mixed economy in which the free market and the government regulated the economy.


	GOVERNMENT REGULATION

	Munn v. Illinois
(1876)
	Supreme Court decision stating that states had the ability to regulate private property if it affected public interest.

	Wabash Case
(1886)
	Declared that it was unconstitutional for states to regulate interstate commerce. Showed need for Federal regulation of interstate commerce.

	Interstate Commerce Commission
(1887)
	In 1887, Congress passed the Interstate Commerce Act that setup the ICC.  This act states the federal government has the ability to regulate all aspects of interstate commerce.

	Sherman
Antitrust Act
(189)
	In 1890, Congress passed this act which prohibited monopolies or any business that prevented fair competition.


Tariffs: The U.S. pursued an aggressive tariff policy as a way of promoting domestic business.  A tariff in 1890 protected American sugar growers and led Americans in Hawaii to promote a revolution against the native government and resulted in annexation of Hawaii by the U.S. The Wilson-Gorman Tariff of 1894 raised the tax on Cuban sugar to 40%.  This led Cuba to revolt against Spain because of the economic problems they faced. 

