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Report on the Economic Hlstory Assoclatlon COnference
By Pamela Nrckless UNC—Ashevﬂle and erlram Crarghead Vuglnla

: (Phrladelphra) The Econcmlc HlStOl‘y Conference met in. Phﬂadelphla October 26 28 2001

[ we-arrived in the - blrthplace of liberty eager. to. ‘renew ,old- acquaintances and ‘welcome . - o

*Ineweomers to the profession: ‘The attendees expressed their thanks to the local arrangements .

7 |Scott Redenius, and Robert. ‘Wright for all the trouble of rearranging our postponed conferenee '

| committee of Daniel Raff, Farley Grubb, T.ynn Hollen Lees, Joseph Mason, ‘Cathy-Matson, © - ;-:.‘

e | The program- commlttee (Ann Carlos, John ‘James; Angela Redish, and Hugh Rockoff) also_. o

= labored long and hard to recreate the program “Of coutse; fione of it would have been possrbler e
- | without meetings coordrnator Marty Olney and her able assistant, Elizabéth Cascio. President

- IDick Sylla:and executive director” Tom Werss aISO deserve our thanks for helprng 1o create a R

ivery fing: and trmely conference

, The stage was set for the conference theme “Frnance and Economrc ModermZatlon, at the:': e
plenary ‘session on-“The- Federal Reserve and the Financial Markets” with: Henry Kaufman_:.f;\ LA

(Henry Kaufinah & Co). 'Kaufian began his addtess with-the observation that the recent - . R

- |He lamented the lack of*historical’ perspectrve, not only. of what ‘war is about but also on the -

B _state of the econorny A decade—long, euphoric. boom has left us with httle 1u'derstandmg of .
e —————— 1 bad economiic times. - Kaufman: proceeded to récount in'a lively faghion .

o What's lnSIde {Ithe policy of the Fedeial Réserve: and the relatlonshlp of‘that polrc‘ 1o

"Execufzve Drrecr‘m s
Nofe ..... R
" Sutch Inrerwes 13

-'BookPrewew and3
__Economm Growh .o [l threg concerns dbout- eui'rent cenj:ral bank po

Yword ‘back  then played. for the New York. Yankees)"_,_ He expressed.
icies: the’ problem of -

o terrorrst aftacks have thrown into ‘sharp 1ellef the need for miore- educatron in-¢conomic hrstory o

. =ﬁnanc1al markets He remmded us that in-the 19608 Ihere ‘were ,few.‘f c
e :Fed Watchers and the markets did- not’ hang on- Wllham McChesney_r"—;-?r B
Martin’s every. word; - (The only Brlly Martin “whe. was . household -~ -

| Conference. ... . securitization and the ability to. define money. and; henee, betichmarks - "
'4-'_EBHS-'.C dff'ff)_..ff'-'l_",ﬂpe{‘#‘ inii25 " N fiOr monetary policy, the impagct of the wéalth’ effect; and the problem of o
EHES Conference.............26 .. | defining lendet of last resott 1espon81brllt1es ‘He warned that even the - . .

Personial Reflections A1 | Fed must ask if thelr pohcles contribute to’ ﬁnanmal coneentration In"'. o
Eeononiics of G""b“’f fzation: . | the question and Answer period, Anna’ Schwarz (NBER) asked Kaufman o

. Cafl for Papers
-Edztor s Letter

n Caﬁs for Papm e unprecedented rates, foreshadowed an 1nﬂat1011a1y sufge.” Kaufrnan

{ Contmrred on pagc 1 7) .“. :

o Ea he- thought ‘that the: rnonetary ‘aggregates, which. are now rising at
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. ""Loms Cad “Kevin O'Rourke :
L7, Timothy Guifnane - Keineth- Sokoloff
- Gilligr Hamilton . 7:. Alan Taylor -+
Robert Ma1go Susaﬁ Wolcott

: Ex Ofﬁcjo Trustees .

Steven’ Broadberry, EHEY Reprose enfattve
Lee Crarg, Executive Director, The Cliomefile Sacrery
" ‘Michae] Haupert, C‘!rqmefric Newslertor Editor
i " "Riohard Steckel, FH.Not Repr esentaiive -
. Eugene N, White, Editor, Expioraﬁom i Lconomrc stmry
: Samuel Wﬂl:amson Former Drrecw;

&N cw.sietm of ihe ('lfomen ic 5ocrery -
18 pubhshed tluee tlmes peryear. o

= As req111red by the bylaws of the Chometrlc_-
- - Society, T'héreby submit the antival report.on.
- the Cliometric Society. - We curtently have . .-
428 membe1s in our database, 10ugth 75%.'. 5
- who' tenew. on’ an" annual ‘basis. - The Test™
- *'renew on ' basis tiot easily identified by the
- bean couriters' here ‘at the homé office. Still,
- herein you will find the. Soctetys budget as. -
D apptoved by. the trustees, and oneg again we " -
should be within epsrlon of bemg able to pay

o «The Fall Newsletter rernmds us’ that the next-f__‘
. big event. on . the Socretys calendat’ is ‘the: -
el :jeetlngs of the. Allied Social Scrence'-'- 5
* - Associations in Atlaiita, Georgia, Tanuary 4~
06; 2002, Kyle Kauffman and’ Price Fishback "
cn have put together an’ exeellent program, and I-_\ '

Burlgeted Income

‘ Surplus o

Executlve Dlrector s Notes

hope y’ou cart attend one of more of the'».“.' S
-sessrons N

-~Th1s year, the North Carohna State' e

--Unlvers1ty Department of E Economms will be

- hosting:- the. ".annual ~ Cliometric  Society

""-Receptlon The receptlon will be held | in the: "=

NCSU suftg- in~ the . ‘Hilfon - Hotel - from -

g Oﬂpm~11 {)Opm on’ Saturday,- January- 5. i

" The suite number will be: arinpuriced ‘at- the *

‘,_'-_,'sessmns, and - it will - be “posted on ‘the -
~announcernent boafds in the Hilton. * I look
ffforward to: see'_ ';g,you there L

ELee_A Cralg S e T
i- Ex_cutlve Dlrector T

'f{ 2001 Calendar Year Budget Report -

$7 300

: -;Dues—Regular o
- Dues ~ Studerits R -._ L2
BB Suberiptions . L . -7_"13 FO5 et
- i« EHES Diles Collected by Cho ;_ S 4095
- Donationg “: - L8800
-+ Interest and Other: Ineeme Lo Ees 250: Sl
: CredrtsPenchng‘-_- S LT TN
Total Iﬁcome 827315
-'-.BudgetedExpenses B R P L
- Salariés S $3,000
T Newsletter < T ~4,000 .-

* - Academic Pless (mcludes deblts pendmg) 13795 - B
- Clio Member Dues Remitted to EIIES 2 925 el
oEr lEHADues PR L 750 -

‘- -Director’s Ttayel and’ Trustees Meetmg l 0000 -

L ;BankandedltCardFees -'3 - A4S0 T
‘o ASSA Meetings . 1000'_-_

S Establrshmg the Nmth Calelma State Ofﬁce NA ]
© " Office Expenses ° ST ©500- - T

= Other Expensesl L e N.A.;V

. ¢ “EFLNet Dues - C o s00 7

Total Expenses LT 23S

' Faﬂ ggo:t Vglume 16 Numpiera -~
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An Interwew W|th Richard Sutch

chhard Sutck I§ currenﬂy Drstzngztzshed"' §
- Professor of Economics at the University of
~California — Riverside: 'He is also a Research .
National . Bureav of .~
and " the "~ US
represenmtzve to the Executive: Committee of .~
History .~
Assocmtzon After receiving his PhD: from.
MIT in 1967, he served as. Professor of .

 Associate at  the
Eeconopiic . Research

the [nternational - Econom;c'

- Economics at the Umvers:ty of California —

L Berkeley from. 7 968 to 1998, In 1986 he Was'
' _vwztmg professor at Cal Tech and in. 1989.
was " elected President of the Econoniic
: sttory “dssociation — the younaest scholar fo

- have been so. honored. His ‘seminal work,” .
- One Km(l af Freedam (wmrten with Roger -
Ransom),  has r,he unusyal distinction "of .
. - having been’ the subject of ‘two' academic .
.- conferences -held more. than 20 years. apart:

" at Dike in 1978 and-ai Lehigh-in 1999. Hé

. also managed to survive: intact -the searing
" experience of chalrmo iy dissertation, This -~
L interview took place via-e-mail and telephone,
- in'October 2001 and was conducted by Tany o

’Bmen (Lehzgh Umvers;ty)

as an undergraduate" o

I grew up
'hea,dquarters of the Hanfmd -Atomic Energy

W01ks whele plutomum wag ‘manufactured.

I. was a science buff and founder of a hlgh

" school amateur rocket club- that had quite a °

bit -of success and post-sputmk pubhclty'

~ The Richland ‘Rocket - Society ‘successfully

.~ fited “the first: two-stage rocket built and =

. ‘launched by an ‘amateur. group. With. that -
© background, no. close decision was reqired
to - chopse physies - as my major when 1

moved to -Seattle - and onlolled at the
- University of Washmgton '

i, Rlchland Washmgton,“_'

weights ° tied-'to springs. .
- relied on theones appeahngly grounded in. .
intuition and common’ sense 1nstead of the“-\ :

‘- inference R

" discontinuities, and masses, conjured w1thout v

" As a sopliomore T was looking for an elective. .

and, with. the advloe of a frlend took the:_i‘_.'

-1ntr0duct10n to. economlcs ‘Eeonomics waga

delightful discovery, - Physws (as taught at

-‘Washington) ‘was easy, -a trifle. boting, dand .~ .
' dlsconnected from the vital issues of the’ day,._'i' DO
. except for ifs intimate-and: Uncomfortable T
How did. you first become mterested m.
. "econom‘ics,‘? Were you an economlcs ma]or= e

relationship with the terror of nuclear bombs - T

-and ballistic missiles. Ecoriomics was about .

. people” (not particles) and ‘about signifigant. -
- lssues . like: povetty, unemployrnent “and.
" economic growth as. opposed 10 manufacturedi

movement of

problems concemmg the L
Economws also";._‘

of unseen ~forces, - Quantum

reference’ . t6 . common . expérience “and ;.

ishOc:kmgly umntmtlve Economlcs appealed’
{0 me, although it was, challengmg (I'gota -
: .cccaa) S
employed the same sort ‘of detectlve work,~
careful

It appeared to be "a scichee that

measurement ‘ ancl “interpretive

- Paged



until the “fall. .

oins the! :
,backgroun ! He suggested graduate courses

. notoffered at MIT,. “When I asked which

. fields those might be, hereplied “econorn1c"
Since Walt Rostow was on _leave -
I enrolled in
S "whrle sitting. in suits and- ties,

“ history.”
7 advising Lyndon’ Johnson
o Douglass North’s se1n1nar

Faﬂ 200.1‘. VolumeMum&eL&

R f-'theorlzmg that had made rocket scierice |
. exciting, And, it promised to save the world.
. Also, it was 1961, Kennedy had taken office. -
S _-H1s cab1net was full of PhD*economists; hlS_ _
" campdign - and - his. first year in office were:
.- dominated.. by the-promise . of the “new
.7 _economics™
[ ,,'.'-:Keyneman macroeconomte policy, structural -
~_ labor policy, and'a ghmmermg of attention to
“the problems of ‘poverty " and rac1sm)
z "_‘,,‘_-‘_Eeonomlcs was -hot!
R '_before the tenn was over o

(that meant

R You attended Douglass North’s semlnar in"
" e¢onomic history at ‘the “University of -
o ,Washlngton and-out of that seiminar camie =

: _ 7 your-paper :on the proﬁtablllty of slavery.:
' . Having a‘professional paper published as . -

wsoan undergraduate is a great rarity.: Can'

Coe yon talk about how that happened" R

e -‘.At UW 1 enrolled m summer school classes L
*and during several quarters I took overloads. 7

" As"a -consequence,. I fulfilled all ~of my-

. graduatlon requlrements ‘by:-the end of ‘the. -

- first’ quarter-of finy. - fourth year.
S o ".admltted to MIT for PhD: work and was very
S ,-1mpat1ent to begin, but they didn’t want me to-. B
' come unmedlately in- January

Charles - Kmdleberger

-f_agam when I got to. Cambndge so' everyone ‘.'3_
a’ shared

class ‘would . have"

discretjondry

T “switched majors

[ had been:'
“appeared ~ at - ‘the - _
-unannouneed at ‘its ‘first evening meeting; -
from . |

~Professor FINS
“delighted at my presumptwn, but he: allowed]g.‘l Lo

<1 asked -
Cthe MIT . graduatef

-ﬁadvrsor that yeat, what to do with- my-time
“He¢ ' warned ' against . theoty

©courses: MIT would have me take thiem over-

' : prepared me- for the Harvard style.

on the proﬁtablhty of slavery that had c
appeared in the Southem Economic Joumal S
-~ After I made my presentation, he encouraged

- me to-write it up (as a, substltute for a sepior
thiesis. T avoided by prematurc graduation): .
" “When T finished, he insisted: T send ittothe - -
B __SEJ The edltor was’ Robe1t Gallman, who - °

' responded 11nmed1ately in.an extensive letter -

_ with suggestions for revision-and. a 1equest ;

for an expansion!- So I spent the summer of =

. 1 964 rewrltmg the paper

" "As a graduate student at” MIT I beheve:-‘j_-i
‘you attended Alexander Gerschenkron s
: economlc hlstory semmar at HarVard .

: MIT and Harvard had a eross-reglstratlon- IR

agreement that allowed. s student at one - -

" universify to take courses-at the other. North- "

© and Gallman had stimulated my intcrest in

- the “New (at the time) Economic. History” =~ - -

Ovut of the blie, Robert Fogel had also writtent .~

- to-"me'a letter of “congratiilations “ and - .
."'_encouragement to: eont1nue with - the - fi eld SEe

'_when my SEJ. atticle® appeared MIT had: no
-economic - h1story seiminar, .

Gerschenkron. semmarf '

Gerschenkron Was far

_ ',me to stay: for the meetmg Everyone else
S had: read NefP’s book on the Coal Industry,
'_"'wh1eh was. disoussed : with - great - intensity. .
~ ‘Without having read the book and knowing .
nothing about coal in England T remained .
_ ‘Donald: .
McCloskey made a- remark that referred to ...
- Okum’s Razor. Tt was a concept as foreignto’
. me. as the style of this strangely aggresswe R
" seminar, Wthh was like verbal mud wrestling”
: My, only-
o .~ seminar éxperience had been "with- North’s,
_\The other students had top1cs they we1e S
" exploting for dissertation work, so I, who had:
" no suchi ambition, asked’ Doug. what I 'might
. present. He Suggested I review a recent papet

silent. - At ong'. pomt ‘Thowever,’.

whete the. polite -discussion ‘with - friendly -
questions and helpful responses  hadn’t

my opportumty to both contr1bute and learn, T

so .1 simply - R

Seeing



. ﬂ;gmﬂv_s@wtge;_of The Cﬂometrlc Societv

) asked “What is Okum s Razor?” -
Gerschenkron asked McCIoskey to ‘indulge
my “innocent request ? 1 gather without his -
» 'inte1ventlon,_ McCIoskey would have
~ faturally - asstmed my question was not
“itmocent.  Don rose. and quoted, no doubt . -
“accurately, in Latin what Okum-had. written. -
.~ No. translation . or explanation ~ was
. forthcoming. I kept my s1lence for the rest of’ :

- _ the meetmg

- At the end of the evening, Alex asked e tor-
" stay, translated Okum, and quizzed mé-about.
my motives and background. He warned me -
- against coritinued attendance on the assertion -
‘I was  likely  to: be . unprepared: ‘and -
: mlsmformed 1.said T would like to give ita

¢ try. In that case, he said, I should make a
o presentatmn the followmg week T -was'to -
“review Albeit Fishlow’s forthcoming book on .
- railroads for, which he supplied the page. -
- '_-proofs on the spot. When I accepted 1 was .
" unawaré’ that Fishlow. was a.. student of -
"Gerschenkron, that the book was Albert’s -
~ . dissértation, and that the thesis had won the
- David A. Wells Prize, . Whatever I 'said the -
- next week must have worked, Alex admitted -
"+ mig to the seminar and.thereafter treated me -
o vety Warmly, but as | was soon to- learn, hie
. .alsoused me-as a foil (armed . with MIT.
- theory ‘and - an allegrance to. quant1tat1ve_'. ‘
. methods) to- inspire more rigor and plemsron ‘
L 'from h1s Harvald students

R _Did the semmar have a formatlve 1nﬂuence _

on your later work"

. _Three thmgs stand out. Flrst I galned a deep,r L
- respéat for the conscious and explicit éffortto .
" use economic theory and .. quantitative .
.. methods to shed light on h1st01y ‘This was -
' accompamed by a suspicion of the use: of
~history to- establish ' the superiotity ‘of one-" R - e FURE

+ economic ideology ovet its rivals:  economics . A munber of othel MIT graduate students in
- should be in the setvice-of history, not history -

in thée servrce of economlcs Seoond I

- ‘analysis simple and clear, The seminar was a

dialogue - with theé - objective of ~mutual

persuasion. If communication and’ persuasion a
" are the. goals, then the best theotles to use, of -+~
at least to begin with, are the élementary.
~principles of economics, Begm with simple
-~ descriptive statlstlcs and’ exploratory data -
“analysis  Before- moving. to elaborate =
. '_.econometrtcs ‘(only when necessary) Dazzle - -

- with- ideas, not footwork, - Third, I learned' B
 good: writing,’ clarity, and honesty are -
" essential mgredlents in wrrtmg -gconomic - - - B
history,  No written - paper, no book, could _
have been as seductive, wcaptivating, ‘and -
~ impressive as paticipation“in- that. seminar, .
Thus, ‘extra. effort: would -Be requited to = .
_transfer good Sem]nar rdeas and careful.-_"

research to the prmted page

seminar,’ you endéd .up - writing -

) -.model

Smy- class (including Robert Hall and Robert- "
i Gordon) Worked on the prOJeet We wrote a

 pages’

ugom Vqumel&Nump r3

dlscovered the value of. keeplng hlStOI’lCal' )

Had you - glven, :

]
%
:
|

Although you attended the Gerschenkron e

'macroeconoimic - theory dlssertatlon WIth":;_'.'}'—
Franco Modigliani. L |
- ‘thought to: wrltmg in the area of economlc, L
f-_lustory" ‘ : T '

Workmg w1th Fra:nco Modlgham was my ?f
intention from' the beéginning. * Franco had =~ "o
" visited ‘the University of Washlngton the .-
“sumimer between my third and-fourth yearg. [ -
attended his. seminar.on Monetarism "versus -~ * -
- - Keynesianist (rules. versus discretion) and = -
worked mth him as an’ unpa1d research . -
“assistant. - - He offered mé: a paid position . A
~when I-went'to MIT,"and he and. T set-out. - -
:falmost 1mmed1ately affer ‘my atrival-‘to
imjagine “a -project: ‘that -would - cenistruct a
1nult1~equat10n, , econometrrcally éstimated:
structural model of the macroeconomy. This . . .
' *ultnnately beeame the famous MIT-FRB T



R computer program to rum- regressmns Bob'
" Hall wiote the.matrix inversion routines; I
© - wrote the. mput—output interface: We called it
TSP (Time Series. Processor), which is ‘still
" -atound “today in~ a’ highly improved and .
SR expanded form under both that name and, for -

"~ ihe PC version, as EViews. . We. formulated -
L and estimated nimerous”structural equations
.- that weie'later embedded and linked together
. in the full model My contributions were on -
oo the” prlce~wage mechanism - and, in what

o ;.__beoame my d1ssertatron, the term structure of -
i interest rates.
2 the mamframe computer, still relatively new
... to ‘economics,
S computatrons feas1b1e

we  were maklng HEW and
o 1mportant empu‘lcal dlscoverres every day '

These ‘were exciting: times- as

made the
: “With_this power in
oyr ! c()ntrol

O _-'__{'11 dont tecall, consrdermg a- d1ssertat10n in’

' ""--‘-",';economic history. - Peter -Temin artived to -

- jein the MIT faculty durmg my second year; |

- and by then T was already hard at work.on the -~

" thdcroeconomic madel. - I worked with Peter . -

. when. *he - was . wiiting" his. paper  on the -

. Habakkuk. controversy, and I included a. .~

o Jh1stor1cal chapter on the: movement of 1nterest L

. ¥ tates: durmg ‘the Great Depression in fhy

S s dissertation. But I strll considered. gconomic

- history a; hobby 1 pursued in the evenmgs at
7% Harvard, rather: than a part of my graduate -
trarnmg m economms ; j S x

Y You recelved a ]Ob offer from Berkeley

 before you had even chosen a dlssertatlon”
topic; much less “actually. ﬁmshed your"-r
even begun my thesis.
Berkeley -offet, although I asked to 'start in -
7 January 1968 rathei-than in the fall of 1967, - .
. so I might finish (and begin!) my dissertation, . .
. When T.arrived in ‘California in' Decembet . -
1967, 1 was surprlsed to find. six. 1n011thly
“paycheécks . for -July

thesis. Can, you talk a little about what the

academlc JOb market was llke durmg those "

- years?

‘ M“Those years” were 1966 1968 The ﬁrst of -
. the baby -boom . oohorts ‘were approachmg

eollege - age. ~ The Kennedy»—Johnson

‘economic “boom- helped ‘make colleges more. .

Students ‘and their -parents found
Consequently, the

~ afflyent.
'eollege more affordab_le

requ1red-, .

Berkeley.

. and Morgan-Guiarantee Trust. T
" means the star of the departient (they were " ..
:George -Akerlof, : -

;','Bob Hall R
" Robert Gordon and several. others). Ihadnt R

, #auzo'o‘i Volume:ls Number'a' -

" demand to expand college facultles was great Lot
. Yet the supply of freshly minted PhDs to- ~. - -
" meet this demand was limited by the intake -
of students into economics programs in yéats. . .
“when the ‘cconomy had. been weak and
college teaching- did not. appear partlcularly )
‘ 'attractwe asa profeSSlon ; o

3 ;Interv_lews began, wh_en Ia:was in‘my second - - - .
.year ‘Recruiters from the major departments. - .
came to MIT. -That yeéar T recall being -
mterv1ewed by Berkeley, Princeton; - and - -
‘ Columbla Alan Enthoven from McNamiara’s ~
'Defense Department dropped by ‘to. chat .
. aboyt.quantitative analysis, large-scale model -~ -
building, ‘and- computer forecasting. -
. third year, seven of us at MIT were sm:prlsed e
by.ajoint_offer. to: -Join., the - department at’
" SUNY Buffalo, We were offered 50% more .
. than-the going 1 rate (that came to $14,000 per -
year), with the additional pitch that we could = ° = .
keep our MIT team together and could jointly ..
" “prun the departmient.” Perhaps as 4 response <o
‘to.this. audacious offer, ‘a feeding frenzy' "=
‘began. I don t recall having ﬁlled outavita -
or'writing a letter of application, T received -~ - -
Ch1cago, and o
1. rejeoted feelers from Harvardr ’
- (the ‘story was that you couldn’t get tenure” L
.thetre); Columbia (I forgét why), my alma .
+ mater, and. several other departments, as’ well
. as.the Federal Reserve Board of Governors =
T 'was by no

“In my-:

offers - from Prlnceton

Joe Stlghtz

I accepted the .

Berkeley assumed I was demandmg the first

- ':_._'PageG _

th1ough December -
waiting for me, I had thought T was: askmg R
for a- postponement of the - appomtment '



© . history. "
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halﬁyeal on leave w1th pay _Whe1eas inthe "
~world of real estate it-is' “location, locatlon,;
Jlocation,” . 1. guess we nnght sdy . in the

academic job market jt is- “tlmmg, timing,

d1d

You were h1red ‘at Berkeley ‘as” 2
_ there an.

-'expectatlon on your part or their part thatb‘--‘ .
* “University Press, -

macroeconom1st Was'

Cyou would also be domg economlc hlstory,
Sor dld that come later" S S

' _'The sw1tch to economlc h1st0ry camc a blt:. "
R later. When I arrlved Albert Fishlow was-on -
. leayé, and Roger Ransom, visiting from the
" University of Virginia, had been hired to
o ‘Roger’s respons1bll1t1cs".
- included the _graduate. seminar’ in economic
. I was agked  to sit in, both: to-
. encourage enrollment and. to help prov;de a""
bridge between Roger and the future for any. -
- student who decided to-write in the field. 1 ..
o -_'had krnown Reger from: the - Unwersﬂ;y of 7~
E Washmgton, where he ‘had bgen a graduate
1 éven took a course in’ economlc .
- development from hnn durmg one: summer N

“cover his courses.’

- student,

. _..Dld you. and Roger stay in touch in
S fgraduate school" Was it coincidental that',:,
" - you both ended up in the UC system (w1th S
. ‘Roger a¢ UC-Rlversude)" .

Ny ,Although T lmew Rogcr and took a class from._
" _him at the UW, we were 1ot close friends at

" the time. We didn’t communicate again uritil

. Iarrived in Berkeley. There were only a.few " .

students in his. seminar, and the sessions often

* turned into & ‘discussion between the two of
us. T think that was how our real frlendslnp .

___began — wheti we -discovered - our. ‘mirtual

.. interests and complementarmes Meanwhlle, R
- the - Riverside campus- was starting - an’ -
- econonics  department, and they rectuited

“Rogér. I'm pretty sute that they could have.
and would have done that even if Roger had -

not. v151ted Berkeley
" “anything much to do. W1th his* deo1smn to

. ,tnmng ? 1 wag lucky to come into it When I, -

o .Octobe1 1974

accept the Rlverslde offer

Can you dlSCllSS the orlgms of the - One o “
~Kind- of Freedom pr(uect‘? : .

: Roger and 1 d1scussed the story behmd One S
. Kind of Freedom in the Preface to the Second
Edifion that was just pubhshed by Cambmdge IR
_ "The Southern: Economic =~ =~ .
- History *Project . (as we ealled it) had its - S
origins’ in the seminar that Roger led and T .. -7 7o
‘attended. The JOb market was- différent in- T
those, days as was the grants- market. - fl11nf.'.'__‘_,_f‘.
Z'_Blackman " the _
‘Foundation. v151ted Berkeley and offered 4= .
gran(: if-we ‘could come up. with. a. proposal e
- The first- version was rejected . as poorlyf,’l ST
motwated and not ambitious enough, so we .
rewtote.it. In 1969 we were funded with the -
first of several grants that ﬁnanced the pro.]ect-, RO

National’

to 1ts COl‘nplethI’l in 1977

'Durlng the tlme you Were worklng on the SRR

I dont th1nk 1 had ,

Science.. . 7

One Kind of Freedom project; you became. R

involved in the controversy over -Time on:
- the Cross. Lookmg again’ at the Reekomng-,
w:th Slavery volume, . it’s -amazing - “the-
amount of time and energy that you and-
"_'your coauthors cput’ into” o
. -examining the details of Lime on the Cross, ~ *

- .. - Can you discuss what there was about that RN SR
; book that brought about such a reaetlon" e

_ When sze on the Cross was scheduled fo1 o ‘

publlcahon T " was. 111V1ted “to attend - ¥ PR

confe1ence at the Un1vers1ty of Rochestel 111 . f‘;_' AR

_ ‘Tt was’ to’be a-critical first”
f’~look at the. book. ‘T'hdd ‘writfen @ paper a few,‘_;, S

" years before-on ‘the ‘broeding of slavesforsale =~
 that was. challenged by Fogel and Engerman SRl L

in thie course of their argument; When their '
L manuscupt artived, T -naturally scrutlmzedi_ :

~ their criticism of my work {which was onlya -

small part of thelr overall argument and

mmutely3 :
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oecupred only a few pages of Tlme on the
~ Cross).. 1 was so surprised at the errors |
- found, Ibegan to look at other pieces of their-

. argument. Tt ‘was shocking. - I.found every
- aspect 1 looked at ﬂawed and riddled with- -
on_e_srded o errors, mlsstatements and -

misinterpretations of -the “work of others.

Frankly, I was hotrified, not.so much by the
etrots (we ate all capable of error), but by the -
| -accompanying claim that . ‘scientific- history, -
-+, - économetric hrstory, and the New Economu:"} >
History had falsified years. of diligent- and:
-yolirinous scholatship by “old: style” (and"
- presumably obsolete) Mhistorians. Thls Was_f
nota rnult1d1sc:1p11nary dialogue; this was an
© assault. The errors,.I knew, would. rénder the.
controversial findings' of Time. on the Cross
" dubious,- With' the findings in doubt, this -

" arfogant boast, howeve1, would expose the

~ entire. ehornetrlc enterprlse to- rldlclﬂe The - -
- only ‘way- to defend the New “Economic
~History was to"demonstrate the power of our .

“tools ‘to-easily, quickly, and, declsrvely catch

o ..'and correct our own mlstakes e

It took me two months to wrrte the paper I g
présented in Rochester - When' it was
V!pubhshed it was. over 100 pages ‘and. took up
- most' -of the October - 1975 - issue. ~of -
* " Explokations in Feonomic History.' 1 focused
- - only upon the issues surroundmg the care and

- feeding of slaves. “When. I arrlved

sl ;Roehester I drseovered that my reaction was o
- not tinique.- “David. and Temin - and -Gavin .
- Wright tackled the issues of the productivity . -

- Others brought papers that
. dismantled other parts of the Fogel/Engerman . -

of - slavery.

_ argument . The conference was -more of a

- rout thanacrrtique S

; :_Fogel and Engerman s opmlon of - the
e “whole controversy today is. that, although -
... they. were wrong about many of the details,

‘they had the big picture rlght What are
your own thoughts on thls"

.I wasn’t aware that Bob and Stan mdke that' '
‘claim, although I havent read the lectures.

Bob reeently gave on the slavery debates at~ - -
LSU: If the ten points they listed in the - .
openmg pages define the big pleture of Time .
“on' the Cross, only thos¢ concerning the . .°
- profitability and viability of slavery have - .
' stood the test of time. And those were the
contrlbuhons of Corrad and Meyer, Yasuba,’
~and my- own undergraduate paper- that we
discussed earlier, - The points concerning the
relative efﬁmency of slavery rest upon a .
definition of- efficiency that ‘is not widely
_ acoepted and that- is 1nsufﬂ01ently nuanced -

" for my taste. On the welfare of slaves (the = .-

“topic 1 took on), Fogel and Engerman have - -
Jargely conceded the ground, cither explicitly
~or by silence. . Wait a. mintte. Perhaps 1
o m151nterpret Perhaps those ten pomts are the
‘many details that Fogel and Engerman admit -
they got- wrong, . Perhiaps the big picture-of =
Time ‘on the Cross was, the power and the - -
© proniise of cliometrics. . On that issue, of "~
- course, they were right.. But the power of the -

- New Economic History was’ proven, not byA ' o
_the claims. and- arguments .of Time on the = - .
. Cross,-but- by the “book’s chometrre critics, ©
The. promise was. proved as- Fogel and
_Engerman I-am sure “would: agree by the. - .-
‘research that - came” after “the | _controversy.

* That research was on toplcs that went beyond

fslavery to touch every other majot story. that-d o
is pert of our egonomic h1story ' L

Do you think that the Time on the Cross._-,' B
“episode to some extent soured. conventlonalr L
. hlSth’lallS on the ehometrlc approach" o

1 thmk it d1d lastmg harm desplte the 1nost_ B

" eprnest efforts of many of us to offer a

_ cofrective, . to ~ explicate the ~ cliometric .

* . apptoach, -and -to JO]II our eolleagues in
: hlsto1y departments ina two way d1alogue

":1,Do you thlnk ‘that the receptlon of One '
* Kind of Freedom might have been

ﬁage'S S
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- -‘_'damaged as a result" That “is, would it -
‘have been more widely read and cited by .
- conventional historians if it had not been

- preceded by_ the - Time on  the Cross

‘ --controversy?-: e

& “I suspect not One Kind of Freedom was
ywrdely read and cited by - conventional

“historians and' - was Frequently ‘praised in

- reviews by htstorlans I the Second Edition,
" Roger and 1 ‘include a .list of over: 170"

“references to the post~publleat1011 literature. .

" A healthy majorrty of those citations are from - -
A retrospective . review byr: '
) 'hlstorran Peter Coclams pubhshed last: year in
- Reviews -in. American History * cites :its.

- historians. -

'-contlnumg 1nﬂuence on’ hlst()rlans qua

_ historians. - . Coclanis ex:phcltly makes ‘the
i opposrte point: the " Time on the Cross.
~controversy, he suggests, focuséd hlstorrans ’
attentions o One - Kma’ of - Fr'eedom as-a -
_, "methodologrcal and r‘deologlcal'_ﬂ
counterwerght . Agam _timing - seems ..
important; “and - Roger and T feel we - were

*. ‘lucky to:see our book arrrve in the mldst of
methodologleal controversy R

o ,After One Kmd of Freedom, you and Roger'_ -
~ moved . away from  African-American -~
- economle hlstory There is a lot of interest -
ftoday in:the links. between what’ happened__..
' “in‘the rural South in the late 19" century )
.- and what happened in the. urban North in
. the 20" century. I know that you and

~ Roger ~were: ‘motivated, - in - part; t
undertake _the .project “because  of

A 1mpllcatlons for: the. civil rights struggle of :

~ ithe 1960s..-Did you give any consideration -

, of trying .to tell. that part of” the story__‘ -
Lt _:yourselves‘? o ; ‘ :

"Irhttally ‘we planned to 1esearch that era as -

. well. However, we quickly decided to leave
- that “story “to others.

~ disappointed.- . Excellent cliomettic work by
Warren Whatley, Robert Margo Gavin

‘We  were not-

- Page9

_"'erght B111 Sundstrom and ‘mény others
“have made slgmﬁeant contrlbutlons to. that -
.toplc -

‘When dld you begm attendmg the Cho_;;."»
- eonferences" '

L first attended in 1970 L thrnk that was the i
first Clio conference. held in Mad1son Roger. L
- and I gave a paper entitiod “Tenancy, Farm - " "
© Size, Self-Suﬁ“rcrency ‘and. Racism: Four -
. Problems  in . the Economic. Hrstory of . .
_ Southern Agriculture;’ 1865-1880.” It
- ‘represented ‘the first results based - on our - - .
sample of southern farms, which: we intended. -
“to cxpand ‘into “four separate papers for < '
. eventual publication.” There ‘was a.lively .
drscuss1on at” the. tifme, much ‘of “which =
__eentered on the 1r1tereonnect1v1ty of the four
- -igsues. 1 think it was there that Rogerand I+ = .
convinced ourselves that we needed 1:0 writea
.‘book - uniting those four toprcs 80 owe o T
abandoned the plan for a series of papers.
‘Thereafier, 1 attended the Clio meetings very . . . .
R regularly fot  about.. 20 years.. - In. 1985 1:“ " .
o became one of the foundmg trustees of the ™ . . .
=.Chometric: Society, and in the followrng year * BT
1 was “canned” wrth the Cho Award S

!‘

e How dld you come to start the prOJeets on - L
the ‘history of saving and the history of .
-retlrem.en,t" - Were the lmpllcatlons for 7o
eurrent - macro poll,ey an  important. . .-
motlvatlon" : T L

-,In 1984 I was - 111v1ted to app[y for a

Guggenhenn Fellowshrp Ihad been teachmg co el

-~ the graduate course'in macroeconoics sinee

coming to Berkeley : and liad, of course, ‘been

B followmg the debates on.- macto policy that

2 accompanied’ Reagan 8. p,resu:lenoy One of . .~

those debates concerned the interest elasttcrty SR

‘of savings. - “Reagdn-had based part of hiz *

supply-side pohey on the argument that- high o

- real interest rates. would stimulate saving,
‘generate a flow. of loanable funds, and thus
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o stnnulate the economy Of course, I had been N
.. . taught by Modigliani that savings was likely -
- to.be ifterest inelastic.. So I'proposed to the -
" Guggenheim- Foundatmn that T look at the'
o ""-hlstory of saving. usmg the life-cycle model
.- of savings:as an organizing prrncrple With -
- “'the fellowship in 1984-85 and as a visitor at ..
1. Cal.Tech the followmg year, Roger and [ got
. started on the ‘history of savmgs project. The
R f'...hfe ¢ycle model of savmgs is predicated-on - -
- the idea (hat people save during their peak -
' 'r-earnmg years to build assets that -they cai

- draw upon later in hfe When their income is

"7 lower, either_ becapse: they have retired or
- because of the reductions in productrvrty that
o ',"'accompany old age. If that model is correct, -
. then the history.of- savmg must parallel the .
B ;_lhlstory of - retrrement
.. 'project - was “a . 11atural outgrowth of the
Susan Carter,  Sam . o
: :You are certamly nght to lament the absence o _
_of ‘ecotiomic historians in" some ‘prominent” .o
places. -But this is tigt new; it is. ‘something '
‘that has long, troubled. .. L
7 the economrc historianis . at. the" prominent -
" departinents (myself included when I was'at. - -
Berkeley) for: not takrng a greater leadershrp '
© - role, There “few -
;(McCloskey, North Fogel) .
-people " haye: argued our. case’ to .the. . - .

- savings
oRE erlramsoni Roger and I have collaborated :
tonar number of - papers on’ the hrstory of . -

o the history ".of “retireient, . and

: f‘,:__"economrc growth. Guess. What? Modlgham &
was nght and Reagan Was wrong ;

sayings,

:Yes I say that because as “a dnect
:-:."consequence econo1n1c lnstory became a
- “serious - field - once "again: in’ - ecONOMIcs: -
* " departments, = The. field has: “been well -
. - “supported - for 35 years’ by the National =~
. Science Foundation
e responsrble for moving economic history out .
. of traditional history ‘departments. .
. validation, the. neologrsm “chometrlcs” is in
- the dlctlonary IR T

So the. retlrement

L proj ect

- _-,Was the cliometrlcs revojutlon of the 1960S"—"'--‘-
e really a revolutlon‘? S I A S

- -To what extent were the high expectations

B of that perlod fulfilled"

;From the pomt of vrew of creatmg lastmgf
_ contrrbutrons to’ scholarshlp or from the point .
. of Vlew of sustammg an active dlalogue with

B economlcs

Cliometrics is largely - -
Bellceley)
And, s

- Vrslted Cal Tech

;econolmsts,' historians, - and: other social - - -
sciences, we  have "done morg. and * lasted
~longet than most . research. programs fin‘ S
. Cliometrics * has remained a -~ " "
" progressive ﬁeld while mput—output analysis,
modehng,; L
“monetarism, -and . growth theory have not, . -
* Those were the other research- agendas that

wete new and’ hot at. MIT when I was m'

large-scale. -macroeconomic

graduate school

Do you thlnk that economic hlstory has - -
lost ground- w1tlun the profession in recent. - - -
- years? There seem to be fewer. graduate' A

_programs W1th

_economic
requlrements

professwn, but: more could have been done I"_: S
- take heart in two trends. It seems to me that_ g
-departments’ that *have economi¢  historians

“Fall 2 Q_' 01 rVolurme]IGjNumberﬁ "

- history =~ =
There are also. some.. - -
'.departments, mcludmg some prominent"j '

- ‘ones, that don’t. seem to feel they need an_ -
fr..economlc hlstonan T S ‘

‘Tn part, T blame

‘exceptions -
Some: good - o

and know:that they fiecd them Tave risen 111‘;‘ EREE

quality and respect: (Stanferd MIT, Harvard, = 0
Those that “havé’ not. taken © -
: .--:'econornic history senously enough have not; S
' ,fared as well (Yale, Prmceton Brown)

'What motlvated your move from Berkeley ; S
tonermde" - : SRR :

2 ‘When I 1noved 1n 1998 I had taught atr_ :
~Berkeley for 30 years " Except for the year I "
T had never "taught’

 pago .10_" o
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-an:ywh'ere' else, '_'so. the novelty was
" fascinating. * While T was very pleased with- -

Berkeley and my career there, I was eager to

fortunate history and loeation, UC-Rlversrde

| " hasnot only a strong minority presence (non~
Hispanic whites are less than 25% of the
. freshman class) but. also ‘an exiraordinarily -

' dlverse mix of minorities (Asran ‘Americans,

Latinos, blacks, and foreign-born students are -
- all: well - represented) I figure if | canfind -

:successful ways of domg ‘well. for - these
- students, " then I will be giving Somethlng

" back to. Cahforrua for - the.- opportumty ‘the
- university gave me when I was starting my .
- career 4s an econothic historian.” The-second.

. unique feature of the UCR environment is its
_prOJected rapid growth. The campus will
’ 5 double in size in‘the next ten years That -
‘means that new and: experlmental programs’ -
“can_ be implerhented.. without = diverting
Tesources froim existing programs, “and there.
" will: be- strong ‘incentives for successful -
L _models to be adapted for use in other coulses‘}
- on that campus At Berkeley, 1t was a zero~ .

B sum game. - If you ‘want to" experunent with

new. strategles for teachmg, UCR is Very
: ,_attractlve : S

A few years back Susan Carter and I got the =

“idea of i organizing a project to produce anew - rog ol Robel't and Stanley En —— sze o the T

~edition of Historical Statistics of the Umted o “Cross: Thé liconomics of Américan Negm S,ave, v
- States. ~The old - edrtlon you know, was’ - L

| pubhshed back in' 1975 and is very out.of =

'--Modrgham Franoo and chhard Suteh ”[nnovatrons o

*.date,” - - None -of the ohometrle reseateh Interest Rate Policy." Ameman Ecommw Rewem L

o undertaken duung the last -three- decades 1s"f:._-‘.
"1epresented in the old edition.. We started the -
ptfoject at Berkeley and " then rnoved it- to‘-'

ty cameto. S Co e
Napa County When- the OPP()rtu,m y ca et ; . "The Deehne of Retnement i the Yeals before RN

“Social " Secrity: "U.S, - Retirement  Paiterns, - . -

‘move 1o Riverside; we. were offered the

"'Opportunity to move. the project - as well
UCR has Pl'OVed to be 4 good- home: for the_,-

pl‘OJeOt as well as for Susan and me.

: Reforenees

OxfordUmversrty Press 1976
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How is the Hlstorlcal Statlstlcs pmJect
_ coming along? When w1ll we. see the new -
o edltlon" ‘ : -
© teach. a  more  diverse student - body, -

* particularly afier the Regents abolished =
affirmative action admissions. Because of its

We are in the last stage now, the tables wrll .
be shrpped off to Cambrrdge University Press-_.-_- :
. +in a few months, The Press will need to copy. -

"~ gdit, set, and prmt it, of” eourse, and thatisno
srnall tagk. Tt will be three voluies and R
2,700 pages of data and will be made

available in both print and electronic. format,

- 'We are hoping to have it in hand in about a~ = =

year.- We.think you will like it. - More thany - ' =

- that, we are hopeful it ‘will stlmulate a'whole -

.. new round of cl1ometrlc research on ther o
. Amerrean economy ' RO '

S Carter, Susan B and Rlohard Sutch “Myth of the..:- ‘L o
IndustnaL Serap IIeap ARewsmnIst Viewof Tum- . -~
" of-the-Céntury .American” Retirernent," Joumal ofjf N

Economzc Hrstory 56 (March I996), 3 38

-Camﬂ’ Susan By, Scott Slgmund Ga1tne1 Miehael RO

" 'Haines, - Alan L. ‘Olmistéad;” R,lehard Sutch; and
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R Unrvel s1ty Press, .forthcomrng 2002

Dawd Paul A Herbert G Gutman Pete1 Temln, : s
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‘Richard. Suteh ‘and Gavin Wrrght Reckonfng i
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2 vols Boston' Lrttle Brown 1974

56 (May 1966), 178—197

‘ :,Ransom, RogelL 'md RlchatdSuteh L
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:Campbell, éds.). “Stanford: Hoover Institution:

‘PleSs, 1988, 3-37
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BOOK PREVIEW

A Perllous Progress. Economrsts and Publlc Purpose

R | | Twentleth Century Amerloa
R ' By ‘Michael A. Belnstem L

B Nore I?re fo.’lowmg prevrew is ﬂ’Om A Perrlouslf :

Progress; - Economists: and’ Public Purpose in
‘Twentieth-Century . America 'to be  published in.
._November 2 00] by Prmceton Umverszty Press

“On a muggy, partly cloudy day in May of '
- 1930, a Swarthmore College professor took -
~up the considerable task of writing to the -
. President of the United States
office near Philadelphia's Main Lin¢, Clair -
Wileox posted his letter, along wrth a petltron :
~ enderséd - by over 1000 members  of the
- Americar Econormc Assoc:1at10n (AEA). Tt .

."f"urg[ed] that ‘any ‘measure whrch provrde[d]

. for.a general upward revision . of tariff rates
_ be denied passage by Congress, or if” passed,-
o0 be vetoed[:]" Three days: later a full: copy of -

R the - entreaty sent “to -the’ Wh1te -House -

L appeared in the New York Tlmes
' privately  nior publicly -
of " Wilcox's

- Hoover'. nerther

acknowledged ‘receipt

" -communication, although he did, over -the
~ weeks and months-that followed sometimes - -
- teply to individuals whe chose to erte him
‘:-about pendmg “tariff leglslatlon ~The
- President’ stood silent when, over: a month - -
later, the Congress passed a bill-~ one that
. across-the-board "
. increase in 11nport duties, crafted by Senator
Reed Smoot (Republican  of “Utah) . and .\
' ,.'_-Representatrve erlrs Hawley (Repubhcan of
‘ _._.Oregon) e e

- rmplemented huge-

I To this day, the Smoot-Ha.wley Act remalns ;
the most restrictive and pumtlve lnternatlonal :
“conceived: by’

. trade “legislation. ever-
. 'Washington. Tt was, and ‘still is, -widely

'polrcymaklng, its
- undetstood
Depressron much wotrse.
powerful

From an

- of. a

Herbert g

*than -
economrsts

impacts
‘made’. ‘the
It stood as a
of - the

~ have -
example

advocates, its painful lessons have often been

- .invoked in: debates over the. regula‘uon of B
, ‘given the
ultimate indifference. with which the opinions .
_cross-section  of the <. .

" membership of the AEA were treated in the .. .-

- weeks-leading 1 uipto.the vote (the srgnatorres S el

. of Wilcox's ‘petition. alotie had represented ..\
“well -over a third of the Assocratlons.-f;.._;
_-membership), the- circumstances suirounding .
. the implementation .of thé Smoot-Hawley™ ' + - .
 taeiff gave American econoinists of the time T
" great cause for worry.  Their views, their-- - . "
© expertise, their measured assessments were . . -
'~ completely and utterly 1gnoer 7
-,'eprsode was - taken -to “be an. example of a7l
;professrons stature: and- 111ﬂuence, it wa.s a; IR
: tenuous even perilous progress mdeed B

global commerce,  Moreover,

remarkable

‘:When he srgned the tar1ff brll 111to law, T L]
--Herbert Hoovér hiad- far more on his mind =~ . ]

of - professronal',‘ AR
it was obvious to |
* Clair ercox and his” oolleagues that>theirs:

‘the sensrbrhues
Howevel

~'was a guild not yet: recogmzed as:a feliable
““and-worthy participant in. public affairs, since
' the President. folt compelled to-cleave: to
political pressures at-odds with the prevaihngr -

" “wisdomef their “discipline, - For close-to a

' half century, American economists had, :
_-struggled both to. establish the rigotr- o[‘ the'g -

I regarded as one of the singularly- disastrous .. processes.

-moments in the history of natronal eeonomlc

‘by ~ ‘which Indlvlduals
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generally
- Great '

7 prtfalls - of E
“-mercantilism;. -in the hands of free—trade'

Ir thls .

were;,
. admitted to their ranks and to”demonstrate - -
; _the usefulness of the skrlls represented by
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e the1r credentrals and. mstﬂutronal afﬁlratmns

“Yet events in the early summer of 1930 were

- only " part of a. larger list of- particulars -
- ‘concérning How meager were: the retutns of -
. ‘Tt was _for.
- "Ainetican economists in the interwat years of .
' f":‘ “the 20™ century to ‘wonder if their expertrse-
2~ might ever claim an unamb1guous 1‘1’1188101‘1 on

o behalf of a publtc purpose .

.‘.*therr “earlier - mvestments .

> .,'Subsequent decades brcught expeﬂences that' .
- would -do- much to resolve the frustrations:

and anx1et1es ‘of this earlrer generauon, but
“they  would do -so i _ways .- far - more

R _-j__ccmphcated and’ 11onrc than " anyone could..
_The ‘very determmatron with: -
L ~of - professionals
S (;ultrvated a Vlsrb1lrty virtually unique among

- “their_peers in".other academic  fields -would -
©also in time ‘subvert both the means by’ which

" they secuted their-influence and the political -
" and burcaucratic contexts within which it
‘___f’_"i-could be most effect1vely displayed. - By

- V.century's end, American economists would
oo ultimately work: towatd a refreat from the
.77 public réalm and a ‘scholastic introversion of -

" their own research protocols ¢ and techniques,
[ How.that paradoxical outcome was fashioned *

commumty

- and why its elaboration had ramifications far

. beyond ‘the cloistered realm of ‘a cadre of
L pXpétts are the burden of the story that*

- follows

A hlstcry of a socral screnﬂﬁc commumty, in

,"_,a partwular natronal settmg at a: partlcular
- time, s

an - enterprrse
To. be. sure,

1equ1r1ng
, Just1ﬁcatrcn N

_ professrcns and experts in the United: States
* . bas ‘emerged as an 1mpcrtant theme in.the

~work of political, -social, dnd . intellectual
historians.

- example.. -

- ingight

'_ developrnent is.
“the role of -

o In the minds of these. scholars,'
-_'.professronahsatron has been 'a s1gmﬂcant
pethaps even crucial, part of the process by :
“which a national culture has'been forged and - -
~ a‘new political elite sustained in modern -
e Arnerrca Durmg the Progressrve Era (at the_ '

turn of the centuty) an. extremely volat1le .
- political climate nurtured, -on the one hand,
“certain

anti- caprtahst and  ‘reactionary

factions.

Of these latter Progresswes -

modern. experts hag also afforded - great
regardmg “that- “most .

'Yet-: even beyond h oontexts and'f
‘-preoccupauons of the academy, there Would ’
“gppear to be good reason to pursue .a
-;':mulnfaceted historical ‘investigation of the. . .= -
: -world of expertrse in general and espemally,__ RO
- Not. the least .
remarkable aspect of the emergence of
. economics
 diseipline in. late 20ﬂ -centuty America has = .
. been -the displacement of almost all other: .
. social scientists in ‘significant and influential .
) svpollttcal and. bureaucratlc positions. Indeed, .

of . economic’. experts

a preemment

‘ has’ often " been asserted “that” thrs_"'.

"The systematrc,f _

_Paralleling this . pecuhar .
constellation of .aftitudés ‘has been  the

~ influence economists  have enjoyed within . .
academrc hfe 1tself As adrscrphne, the ﬁeld, o

. Page 14

These factions found themselves -
rather quickly margmalrzed in ways that '
“catised them to be easily repressed or svnftly
~* co-opted. On the other, this political ‘climate
'jencouraged burgeonmg groups | of reformers
with closely held convrctmns concerning the -
“virtues of meritocracy - individuals. who .
soughit 10 establish their ability and right to -~ -
*reordér social and - political affairs for the
" benefit of all.
: professmnal communities were a - striking .
Decades of 1nsp11ed scholarshrp R
that has SOught to-understand the rise of these . . ©

_ peculiarly - '
_-Amerrcan pol1t1cal and  social phenomenon
: _the ascent of an upper m1ddle class /

-academic =~

‘symptomatic. of a
- cantemporary 1mpat1ence -with what have
“come fo be regarded as-the- Wasteful and -

" inefficient “practices of well-meaning, yet
“poorly trained meliorists.’
- hardheaded; thrifty realism of economists has: -
- taken ona special appeal in this context and. .- -
“has ammated much policy debate 'in “the
present “day,
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has tended more and more to domlnate the '

- formulatron of curnculums and’ research

. of authority: ‘but-who have not- been in.a

_sciences. and,
. humanities. - .- In_

. agendas in all of the social -and. pollcy"
in some -cases, even in' the -

this' specific —sense,
. economijsts may have - _ ec.h_psed - other o
~ professionals  (such ~ as . attomneys .-

physicians) who deploy substantial amounts.

_ position to frame directly the schooling “of

-~ entire generations,’

- cllture.

o __meanmg :

:, and -

o Amerrcan
. consequently very much tied “up - with- 7
~. rethinking the hrs'tory of rnodem Amerrcan
cultule 1tself : o

SN is also 1nter‘est1ng that the. history ‘of a
- discipline, which over time evolved into the .
~ rigorous: “examination of rattonal ‘decision-
- making’ under - the constraints 'of resource - -
~‘availability " and’ uncerfainty, -
_provide- partlcular insights into some of the -
.- essential characteristics of modern American.
~Arguably-the preeminent ‘capitalist. g
society in the world today, the United States
~finds itself predominantly” peopled by those:
- disposed toward calculation, acquisition, and -
. accumulation iri ways far more accepted than . -
~‘elsewhere;. In a nation in which "the pursuit
Cof wealth str1pped of its rel1g1ous and ethical
: become[s] associated with:
. plrely - 1nundane ‘passions, * Wh1ch often
- actually give it the chardctér of sport " the "
.. agendas’ ‘and methodologles of contemporary -
. ~economists speak: directly to the manner in-
- whlch Americans go about their darly affairs,
o ‘unde1stand and order the world around them,
than -

apprehenid - those dlfferent
themselves.: Rethlnkmg the history of the'
- economrcs professmn is

":Economro practrtloners have also sought to ‘_
. ‘have an enormous 1mpact on political affairs -
) and pubhc debate in 20th-century Amerrca

All the more reason to
: study this’ expert community which occupies

~~such a unique place in the social and polltlcal >
life of contemporary Amerlca : :

~ while. . means,

“have

rnay also

century.

- pract1t1oners

o the

The expemse they have d1splayed since: the R
turn of the eentury has brought the attention -~ .
of - goveérnment .
~ representativés -to

Cofficials  and “.

rest -

techmques,

the. .sole - object

become

shaped: the

contemporary public - discourse.: -
made by

clearly no esoteno Venture

Ne1ther is: a deterrnmatron fo- focus that, SRR
accountmg ‘within the -context of- the . 200 e
- _One . of the ‘singularly most L
"+ important- sets of forces shaping the evolution -+ 7. %
of both the- dlsc1p11ne and: 1‘[8 commumity of v
~the  growing. -
_ involvement of econormsts w1th the work of <.

. the federal govemment. Ag the past-80 years "

Hhave witnessed the rise ‘of the United States
of " economig,

found

“to . unprecedented levels
.,m111tary, Cand leltlcal power S
ﬁ-,1econs1deratrons of - the. sources cand -

-consequences of that dommlon have captured:

~gcholars. -

j_ Consequently, this narratwe is‘part of an- .-

" ongoing - and- wide- rangmg conversation -

- about the
;- contempotary impacts of national power, both

~at:home and .abroad. . This is ‘all fo say that

“imagination”. of many

hrstorroal - meanings.

grapphng with the “recent - histoty of -

Amerwan economrcs necessﬂates commg to
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elected =~ -
‘increasingly. on. . 7. -
~ questions of policy-means rather than ends. =~ - -
Stmilar to the movement. of ‘the professronl_ TR
itself contemporary policy . debate’ (framed - .
__wrthm the Vocabulary and conceptual:
“categories of mainstream’ economic theoty)
. has assumed a decidedly desiccated’ aspect. .
. Ends, ObjeCtIVBS, and goals fall from view - = .
and trade-offs - e
of ' debate: '
-Assessments of the historical- processes that™ = .
'American - economics
" profession also hold - the promise that they . -
might unpaek a vast array of unspoken and . -, L
'_'-‘frequently unconscious beliefs, languages, T
angd’ presumptrons that have come to mold- .
~ and define, and in certain contexts actually':. ’
©- deform, -
Reckoning - with:~ the - Thistory e
American economists and their dlse1p11ne is

and. )




- discussion. -

, i-.fterms wrth thie hrstory of the “Amenoan
) 'century" ~ an era pot simply of natronal sway
- in world affairs but also of growing. levels.

- and- complexrtres of state. functions’ overall o
" While they offon celebrate-the virtues of -
. market systems that function- mdependent of -
' state intervention, American economists have -
themselves. ironically been the creatures of a

. -history. powerfully and dramatrcally-_'
P .conﬁgured by statrsm U S

‘-Havmg rnade these pornts, it would be a .
~mistake if T deft the ‘reader ‘with the

- impiression that what follows is part of an

. effort to exhort econormsts and their fellow -

- travélers - to: be _aware.

© . -narrative : constructed as. . some kmd of
" j'accuse. - The: objective here is ‘neithet to
"reform economws not to presume to tell ‘a -

© 7 gommunity of scholars how to conduet their

- business. Whrle years of advanced study

" havelsft me with an endurmg respect for and
fascination with econoniies, my intentions in'
“this. work - ate - d1rected ‘at-'a much wrder :

audience: . Tt is for this reason ‘that T have

been determrned to. create.a narratwe ‘that
" will- engage a: Wlde array of 1nterests and
“technical '
Iri short what follows is a -
" history: - one that' seeks to-contribute to a .- -

" -debate ameng scholars and interested readers -
"+ that-goes “beyond 'the spec1ﬁo eonﬁnes of a
o _,partrcular ﬁeld of study ' 2

sens1b111t1es ' rather : than

o Needless to sayg a hrstorlan s work is deflned-:
T as much by the evidence and information left
. out of the text as by that whroh is included. -
N Having made ‘a vartety of  décisions” -
. Concerning. the . use of evidence  and the
- goverage of part1cul‘1r issues, T am obliged to
. explam them. Fitst, as to evidence, the book
" opens with a close analysis of classic texts
- relevant . to- Alie” ‘understanding  of - early "
.articulation : of modern economic theory at
~the tutn of the 20 century. Cotning to terms

-with the es_t_;_abh_shlncnt of what T call a "new . -

“archival documents. .
o chapter and an eprlogue utilize eontemporary'
pubhcatlons and - Journahstlc sources. - to.
* reframe current. assessments. of' eeonomlcs

and its role {n. ‘policy debate in ways that take
" into '100011111: the hrstorrcal ﬁndmgs presented o
earher : :

Far- less is the -

7 _-agenda" for econonnsts is an, essentlal part of . 'T‘ o
‘the professional “and- pohtlcal history that'_.- B

follows. Five subsequent chapters, surveymg

'._the history - of the profession” from. 1885 o
- through the Vietnam War era, are based om. .
‘ Finally, a seventh .~

, Second as to the chorce of toples and
~ themes, [ have conﬁned my discussion foa -
. focus: -on . economics and: professmnal o
‘ _.economrsts and their mvolvernent in national . .
pohcymaklng ‘Except for a few digressions,
“the primary” obJ ects of concern have not been
- 'the applied demains.of the field.. Even ‘more -
" to the point, my primary ‘goal has been to .-
d1scuss prevailing trends in the d1s<:1pl1ne and
- the - profession and - to’ avoid -very much”
"consrderatron of alternatives, ‘Thosge réaders
~ “anxious to learn about the history-of schools,
“of thought outside the mainstream of debato‘, :
?_arnong professmnal ‘American eeonornrsts in
- the- 20 céntury won’t find it here. - Other- =
_than certain’ ancillaty - notes, - T have
concentrated on what I take to be the core of SRR
the d1se1p11ne rather than its eritics; o

o ',Fmally, there {s the quest1on of context Thrs_ '

© -is a study resolutely fooused on American -
" ‘gconomics. “Far from a chauvinistic ¢hoice, -
' this perspectlve stems from both an- effort to

~ make the current study more aecessrble anda -

conviction that it is the evolutlon of the

. discipline within"the US that- hag-had .a far- -
- greatet mﬂuence on “the professional - )
trajectory of the- ﬁeld elsewhere than the ‘

] 'other way., around :

I should also confess thf1t the drscussron here' S
*catries within it no testable hypotheses or

counterfactual - arguments. Economists, in

o Pagels
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‘ .partwular, may attempt to render my. core.
. theses in. "strong” . formats ™ that lend

- " themselves ‘to u_nambigmjus assessmients of -
- proof. . Aside from different methodologies, -
- the avoidance here of such inferential elaims

stems from the obJectlves of the work. Far .
 from an- effort to ‘argue- that the hrstorlcal
‘J“Olees examined here constltuted the -sole

S agents of change under review, this work
offets 'a particular. frame of ‘reference for .

-~ understanding ‘the’ modern, ‘history of the:

~American economics proféssion that up until -

_ now._ has. either been - 1gn0red or under-
: _reahty in their own efforts. to- understand:
. society wrth reference to mechanisms they."
sought -to cast in everimore. rlgorous ‘ways. . .
" .- Necessity may seem comprehensrhle in ways:
- that professional élites- find straightforward, -

f appreciated. 'The rosult is'a history written
' Very rnuch from the fop down and conﬁgured

in ways that defy the construetmn of s1mple N

: mechanlsms of eausahty

Retrospectron is the very natuire of 111st0r10al
,enterpnse Howeverﬁ it always rung the rlsk
" of assuming inevitability when the - outeome
is actually the product of a compllcated array -
for_tu,ne an_d chome

~ different light. -

-Whatevcr determlmtron the hrstonan rnay
distill from past evidence musi always be . -
“tempered ‘with the realization that. hlst01y isa

~ process, not a preordained script, .
_ awareness leaves one with an appreciation of -
" the fragility of -historical outcomes, all the "
- better. Even more to-the point, it renders the. ' -
- 'understanding of necessity in an altogether .- © 7
‘What ' seems necessary in - o
- history,” ‘when closely - examined,  appears -

- more

somal ‘and. - political and. “more.
condmoned than anything else, - Ametican -
economists themselves encountered thati:..

even. - comfortmg Yt when  inadequately - )

‘appreerated as. itself a ‘historically specified .~ L
* perception, it becomes simply a thoughtless . =1 "
. justification of the idea that the wotld we -~ "
S know s ne1ther changrng nor changeable Ll

o ”Cnses

- and financial markets.

‘ EHA conference (Contmuedjrompagel) .
-'responded that he is somewhat coneerned

- but credit expanision has slowed and ‘money.

. matters but credtt counts'”

_ in - Hlstory
plenary session .in: its focus on ‘real ‘shocks
_ “This session featured -
' the papers "Shock and Aftershock: The 1906
“San Franciseo. Earthqual(e and the Papic’ of

- 1907" by Kerry Odell (Scupps) and Mare _73_

Weidéenmeir - (Claremon( - McKenna),
. "International. Capltal afid .the . Btazilian -
: 'Enctlhamento,, 1889- 1893: An Early -

Example - of Contagion ‘among: Emergmg
Caprtal Markets" by Gail Triner (Rutgers),

. and "'Flnanelng Spanrsh Expansmn
Indian” E

Medleval ‘Economic *~Ethics " in-
_, . America". by Marie Duggan (Keene) ‘Odell
~and Weldenlnelr present a case study of how

complernented ‘the |
-'f‘of England's

e real shocks cati lead to’ ﬁnancral shocks and R T

~ how local shocks can lead to ‘world shocks: 5.
-Explanatrons of the . Panlc of 1907 have = - T
7 typ1cally focused on a llqu1d1ty crisis In New’__,‘ L

* Yotk; which'is-partly dttributable to a sharp: =" -
increase in rates by the: Bank ‘of England e
December 1906. They suggest that the Bank -~ " -
motive  nay “have been-to. .-
- counteract. the - export- ‘of " specie’, by ‘British . R
insurets. These insurers carried roughly half - -
the insuraitce for the San Francisco financial” -
“district, which had been devastated by a,n'-:;'i T
 Triner ‘ examines the':'_"‘-:l'"_ :
 linkage between' Argentmas 1890 paymients .
~ suspension, which-{s liriked to the failure of - - .
"the Barings' bank and. the Qollapse of Brazil's. -+
- -ﬁnancral expansion in- 1891 R
~were not linked by: trade ot econornlc pollcy, S

~ earthquake -and -fire. :

but contagion could have- occu:rred through
mvestor credit: constramts ot changes in .
1nvestor‘ expectations, An increase in the

o rage 7o

I that oo -

“The. countries '




" cortelation of " Brazilian' and Argentine

interest rates after the Baring _Gr'i.si;s provided

~evidence ‘for ' the- existence "of contagion. -
. Duggan considers the development of early .
- California, which was' largely ‘managed by
 “mendicant friars who- had taken a vow of. .

' poverty. She‘uses data from colonial gecount - _ .
" 'books to-show how the friars . 'developed .
" relationships - with . the- natives by making -
-+ gifts. The friars' tiedieval economic ethics

-~ were successful in this- case, because their -
.. emphasis on creating allegiances helped turn.

* " the-natives into the labor force needed for the -

' S show that  countries - adopted the ~ gold

standard- sooner if 4 high share of their trade

“was with other gold standard ‘countries and .
* that higher income countyies tended to join s
the “gold standard sooner, Hautcoeur and
‘Bordo consider.- the ~ possible. costs “and .
* benefits to Frapce if- it “had followed a
strategy’ similar” to. Britain. in fhie inteiwar
“period and restored its cutrency tothe prewat” =
~patity. Their stabilization scenario involves.
pegging the franc to the pound and assuming .

" development of the colony. -

1 Twb concurrent sessions completed the day

“on Friday. = At “Medieval Affairs,” " chaired

- by “Akira’ Motomura ‘(Storiehill College); -
~ Meir Kobin (Dartmouth College) presented a -

* newspin on sharecropping and.“putting out”

. artangements in “Finance Perspeciives on the - -
~“Organization-of the Preindustrial Economy.”: .
. He argues” that . these. ‘arfangements” have -

. generally -been " viewed. as. employment:
' atrangements; ‘but  thata  useful - shift of -
" “perspective might be.to view the farmeras an. =
. independent: ‘businessperson ‘asking: how to. .

_ finance etiormous-fixed capital costs. - This -

‘léads to an emphasis on the role:of the land

.- as secutity: and the coniragt as a form of
" secured loan.. He illustrated ‘his model with -
" intriguing - anecdotes: from “Tuscany during: -
. the Black Death. John Munro {(University
- of Toronto) emphasizes ithe importance: of .
" negotiability for secondary magkets in “The
© Qrigins of the-Moderm Financial Revolution:
* Responses. to-Impediments from Church and - -
~State in. Western Europe,. 1200-1600." Ho
" contends that the legal foundation for niodern
" negotiability is an English law case (Burton .
v, Davy) from 1436, which established
" beare rights for bills of exchange. e

- Two papers were presented at the segsion oh’

monetary. history and the. gold standard,

. chaited by Anna Schwartz . ~ Christopher -

Meissner . (Cambridge) presented "A’ New .
- ‘World - Order: .The Emergence™ of the -
“Classical Gold Standard, 1870-1913," and" "~
~ Michael Bordo (Rutgers) and Pierre-Cyrille .~ -
. Hautcoeur -(Otleans) presented "The Cost. "

and' Benefits .of - France Adopting British-

"Style Stabilization Policies after World War
_One." Meissner notes that monetary regimes.
appear o affect real variables and that thero
'~ are similarities with. cutrency ions being -
adopted today. He: uses a diration model to

- explain the timing of the ‘ad_opt_i_(jn'o f the gold

standard by various. countries, - The results

‘that  France -would then have the same’
interest - rates. as  Britain. . In their
counterfactyal, - beginning stabilization  in -
1919 - -would - not - have ‘beetr -successful -
- because. of .France's Tlarge” debt- overhang..” .. <~

The. inflation ftom 1919-24 -wag important

“'for reducing ‘the real value of French debt, G
Thowever, France could” have successfully - - |
“stabilized ‘in 1924 instead of 1926 thus.

avoiding the 1924-26 inflation. . -

' TFriday concluded with a reception_ at . the .

Library Company ' of . Philadelphia ‘whose - .

‘Program in, Early’ American ‘Economy and

- Society ‘may be of interest to Clioms. .~
(Contact Cathy . Matsoft,* PEAES ~ &t =+

cniat_so;i@udél.edu)_' __

. Aftera morning of business meetings, poster
 sessions, and ‘an outstanding “dissertation

- session, the ‘conference continued with: two-
~_concurrent sessions. The _se;s_sion on the

oPage1s
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'Great Depressmn began Wlth New. Deal ‘
. Policies and the Per31stence of the. Great' -
"-Depresswn"- by Lee Ohanian . (UCLA), "
which - was presented by discussant Chris ' .
Tanes (Mississippi). Ohanian considers the T

© Great. Depression from .a real business cycle

point of view. - In parncular, the effects of
- New Deal- pohe1es are .quantified . in a
“dynamic - general equilibrium framework. .

- . The poholes whlch encouraged eartehzatlon

and unlontzauon acted (o increase both

" prices and wages. Although the National

“-Reécovery Act was. declared unconstltutlonal S

" Ohanian argues” that these pohc1es were_
B _'oontlnued through other. méans, . The gap
" between actual and rnarket—cleanng frietion”
~.-.created -an _"1ns1der-out31der" friction with -

“agents willing to wait in line for the high
" ‘paying jobs. -In his model, ‘this friction was_

. able"to account for'a significant portion of :
" the  output -and- 'employment. declines. .
Charles . Calomnrls (Columbia) . and . Joe
- Mason (Drexel) 1nvest1gate whether banlnng. -
©distress itself . exacerbated the . Great -
- Depression in "Did Banklng Dlstress Deepen'

._.-the . Great Depressmn - Using . data

- disaggregated Dby state - in.a panel Veetor¢""':
- - autoregression, - they ~find support for the .-
 hypothesis that the reduction in output was in -
- part due to.a- contraction “in loan supply -
- arising out of banking distress. “Liquidity.
: ._:HIPI’OVISIOII by Market Makers. ‘and Financial
Crisis: The Case of the Great Depression” by
- J. Peter Ferderer and Kyle Richey (both =
. Macalester) was partly inspired by the 1998
. Russia/LTCM crisis; which saw a- drying up-
- of Tiquidity .in secondary markets. - They -
- analyze bid-ask- spreads 'in the. govennnent ;
. sccurities  market during ' the Great -
- Deptession.’ Their results show that sp1kes i -
* the spread’are correlated with the price of -
. bonds and that a parnculaﬂy lalge splke is- -
- " associated with the third banking crisis. This
~ evidence suggests that the drying up of
secondary market llquldlty eontnbuted to the .

deflatlon of asset prtces

b

A metged gesgion on “Colomal Experlenees”
“began with “A Market Econemy in the Barly .
" Roman Empire” by Peter Temin (MITY., -
After a brief discussion of thé problems of ="
evidence and the models used to date to.
classify primitive economies, Temin poses. .
~ the question, “How do.1 feed Rome?.” He -
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answers that this eity of neatly a million

. irihabitants was supplied by markets, and he . -
 presents evidence in ‘support of that claim... ~ ..
~ While not all ‘of the markets in-the Roman
‘economy were tied together, he argues that-
they - still functioned as. 4 comprehenslve‘
_":‘Medlterranean market. “Signing, with John
Company: Contract Enforcement in ‘Ovetseas .
_‘Enterpnses” by. Santhi Hejeebu (Iowa)-"'
-made up for Temin’s lack of: comprehenswe' .
' data 'with a- rich data source She argues that- .
“long-distance " trade . depends on ' the .
- enforcement of long-dlstance eontracts and - .
that the European trading companies of the' _
18 century were aware of the: considerable -
_ -problems of overseeing their agents “She .
- looks ‘at’ contract enforcement in-the East;",,_:
Tndia Company -and. discovers a eomplex and = -
' interesting story of death,; risk, and fortune. -
It came as news to many in the audience that-* .
agents were paid very little but gained the - -
. right to trade port~to-port for their-own profit. - ..
fEnfmcement of contracts telied on Chancery o
:courts, and: her work 1nd1cates that nepotism. - et
" may not have been inefficient as trust was of = . 7.
“erucial 11np0rtance Slddharth Chandra'_' .
turned our attention to “The: Opium Regiein -
' the Netherlands Indies:- Colomal Cash Cow
or Drug Pol1cy Trnnnph‘? MRS
Regie was a government’ op1um monopoly
- from 1914 to 1940, whose  putpose. was-to -
" help decredsé the  opium problem and make " -
‘the Netherlands. :a lot of money.  Using'a =~
rational . addiction - framework, Chandra""fj o
cotitends that the inflation of 1919-32 and the  ~ *
. Great Depressmn drove the. fall in. opium : -
“consumption, events. the govennnent"s opnlm
pohey did niot 1nﬂuence ‘
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T ‘Therriextithjfee-_éoﬂeur’rent_Séssions were all

© - well attended, put the competitive edge went
" to “The Big Picture.. Jeffrey Williamson -
L (arvard)_and Kevin O'Rourke (Trinity)
. opened with "After Columbus: Pxplaining
- = {he Buropean, Overseas Trade Boom, 1500~
11800 W'iiliam's_ongpteSeﬂtS: evidence that: -
e :;th:er"c()r_lv’eﬁtiqﬁal'Wisdom- that the increase in
- world trade from' 1500-1800 was due to
" "declining trade costs is not accurate, because’
" commodity- prices- did not converge. , The
. alternative . éxplanation focuses on' the
7 pelative. prices of traded  and: non-traded
lgoods;’ Tn'the’ 16™ century, the relative price:
cioclof traded goods fell, indicating an inctease in

" supply.  During :the rest of the period. .

-7 considered, the trade boom could largely be - .
“ 1\ explained through an increase in demand for
. importable  fuxury ~ goods . ‘in ~“Furope, ,

‘ «: .~ by rating agency companies. . His findings

" evidenced by an increase ii the relative price;
" Alan  Taylor - (UC-Davis), . Antoni
- Esteveordal.  (IDB); " and. . Brian Frantz -
- (USAID). continued with “World Trade and- -
" the Gold Standard, 1870-1939.". They use a |
© . gravity .model to analyze - the  relative .
- importance .of shipping’ costs, tariffs, and a -
*common eutrency (i.c. the gold standard) in."
 the growth of trade and its decline during the = -
. interwar * period.- . The -results of-a
" counterfactual examination suggest that trade '
" ‘would have been much higher in the interwar
'/ period had countrics remajned on a common
" Thonetary standard, but keeping tariffs at
1913 levels - would not have made a.
 significant ~ difference.  In- "The = Seéeret:

- History of the Tndustrial Revolution," Greg .~ .~ 77 ol R
hat thete we . The third session in ‘this time slot, “Finance = -

and ‘Development,” began. with “The Law - . . o
“and Tinancial Development; Evidence from ©

- Clark (UC-Davis)- assetts that ,thérei was not -
4 great turnihg point in Britain in 1770 as . -
.others ‘have . suggested. . - No. "industrial

revolution” -can be-located in the national -
- income -data, and the ‘most important change -
. in  the * tiend ~ does not’ oceur - until
" approximately 1860. A break ‘in the total -

" factor productivity trend around 1810 can.

largely be aftributed to  Britain's cotton

- exports. Instead, he claims that the economic

hisﬁ)i’y_-' of the tilﬁé--shquld be viewed as. "a

~ story of continuity."

"“The Role .of_ EQuity" Maj:l,(efs,” Begéﬁ Wlth a -

study by Eugene” White (Rutgers), Larry

‘Neal (Itlinois), and Lance Davis (CalTech).
They investigate. the Jong-term evolution of

the NYSE’s microstructure using the ptice of

. geats over 120 years to cxamine the evolution. o
- of market rules. They find- that the largest

changes in seit prices were not a function of -

' the fundamentals of seat value. Large price’ Y

movements seem to have been determined by
changing rules and regulations.. In his study -

" of . “Financial “Development and ~ Capital

Structure- in’ Nineteenth. Centiiry  Japan. and -

the USA,” ‘Masayoshi Tsurumi. (Hosei and .
Virginia) uses -data-on private. industrial . -

* “include "bank support of .carly Japanesé .. |
industrialization and the reliance of large. -~

~firms on the stock market for capitalization, - :

The last session ended with “Stock-Market

' Liberalization, the “Cost ™ of Capital, and S
‘Heonomié Growth -in Postwar Butrope” by
Hans-Joachim ~ Voth (Cambridge - and -
‘Pompéu Fabra). = He 'looks -at. the cost to.

Furope of festricting capital flows after

WWIL  Using - event-study  methodology, ,
~Voth. examines the extent .to which =

* restrictions’ on. current and capital "account *
-~ convertibility affected stock -returns. - He -
finds “that overall impact on- growth -was .

consistently and significantly negative.

. the Americas” by Ken Sokoloff (UCLA) and
~ Stephen Haber (Stanford). .- The authors . ¢
"look at the. connection between factor

endowments, degree of inequality, évolution

“ 7 of institution, and the level.of development in - o
* the Northern an_d Southern’ hemispheres in
the New World. Their .sgrpi‘ising‘conclusion L

S ___'P'age"_Z'O- o




.. Tribib- Sharma,
absence. of - secure property rights and ‘other
1d1osynoratrc shocks to firms, credit will be
made “available on the bams of reputatron

This will give firms an’incentive to group -

. pal 2001 Voiuw

L eﬂgf_eﬂei of The Clromgmc Socletv oy

s that Brltlsh hentage doesn t matter degree :
of schooling, land. policy, bankmg, and the

- Noel Maurer

" (ITAM) then presented “Enforomg Property -

~ - Rights Through- Reputation: Mexico’s Barly .

" Indysirialization, 1878-1913" written with

They argue - that inthe - -

. franchise matter more. -

together, leading to oonoentrauon that has

- little to dowith increasing returns to scale-or -

. lack of eapltal markets. - Aldo- Musacchio--“

- . .(Stanford) rounded out ‘the session w1th

“ . “Institutions and Modernization: The Rio de - -

© ... Janeito. Stock  Exchange - and - the -
. Industrialization . -of © Brazil," - 1889-1930.-

A Usmg drsaggregated date for securities trade: .

"~ on the stock exchange in'Rio, he shows' that

~ “the ~-stock -exchange  and: the . regulated' .

fﬁnancral markets created after 1889 in Brazil .

played a large role i mdustrlahzatron =

".-ﬂ.jf:The Iast session’ before ‘the premdentral‘.;
- -banquet was the plénary, “Bubble, Bubble,
“Toil and- Trouble‘?” Larry . Neal - (Illmms)-'j .

;.',_Jeremy Siegal (Wharton)

J.. presentation can best be desorrbed as.adenial

= of bubbles, of the “anti-bubble” school. He

. argues-the- invocation of bubbles ‘was based‘

. on’ three “factors: : pute rhetoric, smentrﬁc;_’:_._' R

laziness; and’ small ~sample ‘problems. that -
* " make speculatrons appear. to- be great. The .
. bottom line: irrational forces don’t determine -

' ‘-.:marke_t puces Siegal opened by reminding

. ‘ys’ that stocks ate”‘the .best long-tun

" investments, ~ His emprrlcal 1nvest1gatronsf- -

" have found -little evidence of irrational
- exuberance but did find evrdenee of 1rratrona1 g

S despondeney : :

‘ -'-‘Sunday motning: sessions were remarkably---

'well attended due, perhaps to’ the return to

Eastem Standard Tlme ‘
(V. ermont) opened "The “Role: of Banking
Systemps" - by - presenting ‘her - research on -
- "Financial Deepening. on- the Fr011t1er The

" Antebellum Midwest,  1830-1860." - She -~ .
© - considers: the ﬁnanmal structure of Chreago R
“Among her .
findings 'are _that” state-charteréd:: banks™
-accounted. - for less; than half “of financ1al —
" intermediation and that after.1850 the share... . -
:of " state-chartered - banks - fell" ‘while -
,mtermedlatron rose. as. the . states beoame
" mhore:willing to charter i insurance companies:
Next up was "Econotnic, Polttloal and Legal
" Fagtors in Flnanc1a1 System Development
International . - Patterns . in. 7
_Perspectlve” by. Carollne Fohlm (CalTeeh) S
Tohlin, using a- ~panel” of countries . and -
statting in the. m1d—19th century, examines.the .
" influence of ‘cconomic, political; and" legal - i
factors “on ‘the development . of bankmg S
) systems, spe01ﬁeally whether ‘a universal ot .~

. specialized model is followed. ‘Among her - T -
. findings arc. that.in certain subperrods, one .. |
“type ‘of structure- would appear ‘to-perform ~ i o
- better, but. there is"no, eviderice that either 7
N . Systen: has an advantage “in- the long tup..
-',.-:*-_*‘-chalred thie session . with:. speakers - Peter . ‘Finally,. - in- "My - Word is- My Bond:
“Garber (Brown and Deutsche Bank) and
- Garber’s”

Cmcmnatr and. St. Loms

-.._.}Reputatlon ‘as"Collateral . in 19" Century B
‘English - P1ov1n01al ‘Banking," Francescofz._-ﬁf_- o
Galassi and Lucy Newion (both: Warwick) - *« . |
-examing the ‘records of the Sheffield Union - = .
Bank: By fooking at tetms-oni'loan contracts,
they estimate  the -expected. “probability of © -

- default .- asmgned by -the . directors.”. Thelr'...- ;

. results suggest that economrc faetors arenot

" the most 'important " detennmants ‘and- that, o
frust . and 1eputat10n are’” 1mportant o
determmmg whleh borrowers recelved aecess o
"'to credrt R RF

» In what the presenters and audlenoe felt was
" the -most, excrtmg _session, “Theé Textile -
. ._Industry” was examined oree"again, . James - -
~Bessan, (Research on- Innovatron) presented o
___hls thought-provokmg “The Skrlls of the
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-_Unskllled © the Amencan Industnal

"~ Revolution,” He claims that the Lowell mills
. made- substanua] 111vestrnents in the human, -
- capital of mule . spinners and power loom.
" tenders. Acgounting for skill explains most
- of the .productivity. growth from- 1834- 55. .
N _Technologrcal mnovatmn is -seen as a broad . -

 social’ process -dependent ‘social

- ingtitutions as well as'machines. In a related -
SRS “Did ~ Experience Mattes?,” Tim
- Leunig (London School of Eeonomlcs) uses
a data set frorh the Lyman Mill and discovers. o

-+ of debt was 14 months, “which is s1gn1ﬁcantly

“-that labor turnover does not matter much to

"_”'_rmg spinning product1v1ty in American mills: .
- This-appears to have been-due to the ability -

of firms to vary wages. and eapﬂ:al 1o labor
rat1os as the skill of their.labor force Sl‘llfted

g '-:Although Jearning took place and did. matter,

- . productivity did not seem o decrease when -
- (the mostly - female) “workers  took breaks '
C - from the. job, as dictated perhaps by non- ‘
- market respons1b111t1es ‘Michael Huberman -
*(Universite de ‘Montreal), in“When Labor

- Hires" Capltal ‘Bvidence. from Lancashlre e
1 1870-1914,” compares . the . experiences of .
- ’Oldham ‘and Bolton, ‘Oldham: firins’ (unlike -

~ Boltos, - where - ‘profit. sharing’ was. not:’
~ adopted) iritroduced. proﬁt sharing, and the- ..

" town expetienced tapid’ growth Hubermand

- states- that' profit. shating was - ‘sticeessfulin

© Oldham becausé the - town’s. “tumultuots

o h1story of labor unrest had created in workers .

S an empathy that averrode . the . free “rider

- problem. - Bolton, with a peacefill history- of"

: ‘had worlcers who - were

indifferent to each other, -and. proﬁt sharing =

. was unsuccessful. Eventually, Oldham firms -

would . fail  to

‘ “investments (m ring spumels’), and proﬁt_'
L sharmg would dlsappear e

" labor’. relations,

“make - crucial = capital

L Two | concurrent sessions 1oundecl out the
The ~session  of “Finance in -
" Colonial British North America”” featuled
"The Demography of Debis in Colonial New .
" -Engla,n " by Davnd Flynn (North Dakota),

- conference. -

Risk,
_ Asymmetrles ‘
and "Debtor' Angst in Colonial. Amerlca" by
" Robert Wright . (Virginia).
new: information - eonstructed from merchant = -
~account books in Colonial New England to -~ . -
~improve the uiderstanding of* 'the tole of . '

“and 1llrc1t trade

- were easily ‘evaded:

. 1920 mamrsorrpt _census

'-‘."Depressmn in Colomal New York: The

Role of - ‘Monetary ‘Mismanagement,
Stirting: Revolutronary Discontent” by’ Ron

"'_-Mlchener (Virginia), .and "Interest - Rate = -
and Tnformation . : -

Ilhqurd Assets,” _
‘Balance -Sheet Deterioration

‘Flynn presents

book credit. - He finds that the: average term.

longer than previous estimates:. - Michener .

_ describes the fluctyations _in- New. York's
* . money supply in the years Ieadmg up to the
~ Americdn ‘Revolution.
* . George's War and the French and Indian War .
Ybr01:1ght large - inflows” of . Specle “inte the L B
" colonjes because “of  military lexpenditures
. “This was followed by a -~ -
a sharp contractlon due to-the. Curreney Act,
“ the - Stamp: Act, ‘and other - resttictions on " - "
-~ “trade, whleh rnade it hard. for: the colony to:
Mlchener maintains. that the.f- R
‘tightbess of the money . supply contributed =
ﬁmgmﬂcantly to. -
- Wright-begah. his presentatron by illustrating -
“how sharp increases in_ interest rates;. could
lead: .to balanee sheet ‘detetioration - for’
*_colonial businesses’ by 1ower1ng, the value of -

earn. specie.

revolutlonary ‘sentiment.

land and slaves.. The usury ‘Taws, be argues, ©

from .- contemporary 'SOUrCes,

: The sessroﬂ "The Changlng Aspects of Land-;' B
in the' US" began with “Job’ Moblhty OVer_, SUNRR

Time - Across the Us: Ev1dence on -the

“Agricultural Ladder” by Lee Alston (Ulineis) .

and - Joe Ferrie (NothWestern) -They use
sehedules forl
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 Specifically;, King - -

Consequenﬂy, the -
";market determmed mterest rates, atthough

" quotations - are ~hard to find.
“quotations - L
~including’ Benjamm Franklm, to 111ustrate__ S
' that high intetest rates were .a .matter. of .

- ‘serious. concern for the colomsts '

He reéad. -~




- of . New Deal
. They analyze a fascmatmg data’ .
. set: that describes ‘over - 30 New Deal -

e spendmg, loan, ‘and” mortgage insuranee -
© . pregrams across all US counties from 1933+
1939, The final paper; “Red Wheat and the

.Red Queen B1olog1cal Innova‘uon .and
-,Produetlwty Growth - in American  Wheat -
o -_Producuon, 1800 1940” by Alan’ Olmstead o

L (UC-DaVIS)

'_'.‘Carolma), was presented by Rhode. The .

- authors - address the significant. btologmalj -

- and discases.
.. - these inhovations increased y1elds by about
 40%, leading to a substantial revision in the
- Parker and Klein estunates of the souirces of

. ,b_@ﬂmte_ttgr o The Cliametrlo Soc:etv

. Faﬂ 2001 Volume :tﬁ M; g 3

MoLean County, Ilhnms (a typlcal cotn belt .
county) and. 1938 survey data from Jefferson
- County, Arkansas (a typical - cotton belt
~ county) to ‘compare movement along- the. -

ladder, Results indicate that the l910s was 4

» " decade. of _general ascent up the: agncultural- )

“laddet and that mobility’ was wotse in the
© 19205 thanin the '1930s.

programs.

.and - Paul - Rhode  (North

:1nnovat1on in American wheat product1on

~ thattook place before the 1930s. Innovations .
" - took the form of wholesale changes in wheat- -
" The Political Economy of Credit in Paris, .~
" _"1660«1870 (Umversuy of Chmago Press G
. 2000) e

. jvarletles and" farmels employmg adaptatlons

in order to offset the growing threat of pests -
Their . éstimates indicate that .

- labor product1V1ty growth in wheat farrnmg

Tn add1t1on to chscussmg new 1esearch at the-' i
- banquet on Saturday night the EHA honored
" the best in completed reseatch pro_]ects The
" Arthur H. Cole Prize for the outstanding

- article pubhshed in the Joumal of Economic.

N - History this past year was awarded to Lillian-

Prlce Fishback
e "(Who claims a perfect co11elat10n between his:
"+ paper and the last session of the conferenoe) :
. presented “The Or1g1ns of Modern Housing
‘Finance in, the' US: The Role of the Federal
~+ Housing. Administration durmg the Great_‘ -
- Depression” ‘with - Shawn Kantor (both-
- Arizona). This work, part of a larger project
‘on the New Deal, has as its focus the effects
spendmg and housmg S R
-of I. Ambrose Raftis (University.of Totonto). - - '
Carolyn Tuttle. of Lake Forest. College was. L
- honored- with ‘the Jonathan Hughes Prize i
- for excellence in: teachmg economic history, -7
Prize for the .. = o
“outstanding ‘book in the economic hlstory of
" Burope published in. 1999 or 2000 -was

- Philip T. Hoffiman (CalTech),
" Postel- Vinay-

-and Dlsmtegratlon in, North Chma s Gram_ ,'

Markets, 1738-1911,” which appeared in the .
" September 2000 i isste. Daniel A. Schiffman
" (Bar Tlan University) received The Allen
Nevins Prize for the outstandmg d1sse1tatlon
“inUS or Canadlan economic- history for_:_.“ e
Shaitered ' Rails,. Riined Credit: Financigl~ =
Fragility and Railroad Operations in the -
Grear Depression, :
. direction of Charles Calomitis (Columbia).
.~ The Alexander Gerschenkron Prize for the
" outstanding . dissertation -
Canadian economic - history weit to Eona o

~completed under - the N

Karakacili (UC- Dav1s) for - Peasants

" Produciivity and Profit in the Open F. jelds of - o
. England: A Study of -Economie. and Social

Development, completed under the diréction o

The - Gyorgy ~Ranki.

" granted jointly to Stephan Epstein (LSE) for © <"/
. Freedom and Growih: Markets and States inocoo
. Europe, 1300-1750 (Routledge 2000) and .

“Gilles
(Institut .

Roserithal (UCLA)  for Priceless Markéts '

o As-we. left Phlldelphla 5 Loews Hotel We' S
mused on how ﬁttmg it was that this BHA -
S meeting should be in the old Loew g Savmgs,‘,_ R
“and Toan building — a, perfect example of ~*. .
adaptwe reuse -and: a reminder of the effects
-~ of financial ‘reforms. PR
- will be back in the heartland at the St. Touis =~~~
_Manlott Pavilion, with the theme of “Pubhc o '
- 'versus Prlvate Inst1tut10ns RN

"Next year’s. meeting -

- Li (Swarthmore) for her artlcle “Integrauon _ '_ T
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Economlc Growth COnference
By Paui Auerbach ngston Unrvers1ty

(ngston) The Conferenoe “Why Eoonomrc :

- :Growth? What -is" a. Good Measure of

- Soclety’s Progress‘?” was held on August 30— =
+031;.2001 at-Kingston . University (UK). It °
. “iwas sponsoted by the School of Eoonormcs.' )
- "and the Committee for the Understandmg of -

. Society -and Palitics and orgamzed by Paul
- -Auerbach and Brian anatr “(both ngston' '

‘ Un1vers1ty) The purpose of the conference.

was  to instigate . ai interdisciplinary -
e dlscussron of the ways in which we choose to
- _imeaSuie: ~sociétal . improvement. - This "

- SUMmary-. ‘will fogus -on: those papers, w1th “
: ‘partroular relevanoe to economrc h1story, .

""In the opemng paper “The Measurement of -
- A Tendentious "
_ . Tgfroduetion;” Auerbach hotes: that a proper -
-+ “measure of eeonolmc ‘income, as. opposed tor -
- 'thg standard national income measure, -would -
S _‘.mvolve oonsrdera‘uon of any appreciatlon or. :
o "_depreoraﬁon in the value of 'society’s agsets,
- This issue has been ‘emphisized within the . -
o eeologloal llterature in the context of natural
C Auerbaoh focuses - an - - the”
'emphasrs “of possible ‘migmedsurement: of
~ " gconomic growth due to changes in the'value
e The deferioration in"the’
© - stock of human assets engendered by the -
- " ferocious ' regime of factory - work rnay g

- explain® -the: ‘apparent relative economlo
T ‘decline of" late 19th “century Britain. A more -
. aceurate’ ‘calculation  might - have ‘shown a
--_‘-_slower rate. of: growth for the earher perlod
- in which' the human capital stock was being. -
an subjeeted to accelerated depreolauon | 2

Growth

of hurnan assets

L Peter. Swann (Unrversny of Manohester) in’ L
oo ¥No Wealth But Life: When Does Mercantﬂe e
.. Wealth Create Ruskinian Wealth?” has made .
© . 'the first attempt to formalize the’ economic
‘ideas < of John - Ruskin, _
. 1nﬂuent1al late 19th century Brrtlsh socml

_the extremely

" between . the two,

- Happiness.”

: phllosopher and art crrtro Ruskm, posrted a‘. -
. tension between ‘wealth-as life and mercantile -
“wealth, with- such effects “of . mercantile.

- activity: as, pollutlon nnplymg a trade-off. .
B ‘Nick ‘Crafts (London " ="
" School- of Economigs) in “UJK Real National - -

Aneome, 1930-1998: - Some Grounds - ‘for .

“Optimism” notes.a. dramatic improvement in .

movements in- the index “of sustalnable'
' results--—' L

eeonomro Welfare “when , the .

,_ moorporate mcreased 11fe expeotanoy

7 -On the second day of the oonference
o Andrew Oswald’ (Umversrty of Wa:rwrck), -
~presented “National . Income and  Human -

He- coneludes frorn his

“ exhaustive empmcal SUrVeys. over :a broad -~ . [ -
“.-,range «of countries that increages in national . "~ . o
_1ncorne ‘are ot oorrelated over time. with- - B
- Dillow ..
~ (Investors’ -Chreniels) continued: with “Na =
- Miatter for Congratulatlon where he takes o
the preoedmg ‘con¢liision - as a premise and‘ e
links‘the redsons for the farlure of subjectrve AR
' :f'happmess 'to. 11nprove with rises in national -~ "
' income. to the nature of contemporary modes -
of work -and to consumption externalities.
- Simon Locke - (Kingston Universlty) Aol
-“Towards a Reflexive Soc1ety Musings ofa = |
| Rhetoncal Soorolog1st ‘on - the Issue  of =
_Econormo Growth’ suggests that' natronal
" ingome attempts to do'the 1mposs1hle ~finda
un1ta,ry measure of equlvalenoe in the oontext‘ A
~of the broad range of normative oonventrons o
: Whrch exlsts 1n soo1ety O T

1noreasmg hepplness Chrls :

Vla satelhte lmk ])avnd Dollar (World__.: _
"Bank) “closed - the, conference - with  his: " R
presentatlon of “Globahzatron, “Inequality R
*and Poverty Since1980.” He concludes that .
‘there ‘s a. close ‘relationghip “between the < -

" economic ‘Success of - developing oountrres_‘

and the extent to thh these countnes

b2t




* The Newsl'etter of The Cllom_e_tzm E:] gzie!v"_

jDesplte its brevrty, the conference ra1sed
" several issues that. generated earnest -
_’ .gdlscussmn among the’ -participants.” . The
B 1ange : of pape1s and the _ subsequent_ 5

T i e e A

E’all2001 Volume 16 Numb_e[__

- :pulslled a pol1cy of openness to the-
Internauonal economy ‘ o

d1scussrons hlghlrght the contentlous nature_- IR

.. - of measuring" economic growth thloughOut R

- history, both in theory and in practice. - For . e
“information regarding other papers delivered <.

at the conference, or to obtain copies-of any_-i L

- papers ~ delivered, - pleas¢  contact" Pau]-‘_. N

_ Auerbach at p auerbaeh@kmgston ac uk e

Call for Papers

Economle & Busmess Hlstorical Soclety
_i Chlcago llinois
Apnl 2510 27 2002

_.'The Econonnc & Busmess H1st0r10al Soc1ety welcomes proposals for" o
_presentations on ‘all- aspéets of ‘business and economic history-at its 27" dannual

‘conference. In keepmg with its tradrtions the. Somety seeks proposals for both..- R
~individual papers and panel sessions. . Graduate students a:re mvrted to apply and_ Lo

,.'rnay quahfy for redueed regls’n atlon fees e

'Proposals for 1nd1v1dual papers should 1nc1ucle an abstract ot“ 1o more. than 500 IR

words, a brief CV, postal and e-mail addresses, and telephone. and fix numbers.” - |
Panel proposals should: also suggest 4 title and a panel chiair, - Graduate ‘students *

and non-academic afﬁhates are welcome. Subm1ss1ons imply that .t ‘least .one -+ - 5

'author will reg1ster for the conference and be. present at the tnne clesrgnated mf‘.{_- ‘

' the conference program

htrnl or malled 1;0

.Proposals may be ﬁled on the Socrety s websrte http //www ebhsec org/papels |

S ‘MalcelmB Russell L e
- EBHS 2002 Program Chalr B R
" School of Business - Lo
- -Andrews University R
' :—, Berrren Sprmgs, MI 491()4 0075

"They 1nay also be sent by e~mall to russell@andlews edu or sent by FAX (616)

471 6236 The: SllbmlSSl()ll deadlme is January 15, 2002

-Papers at the eonference may be submrtted for pubhcatron m the Soetety s peer~ B
'_revrewed Journal Essays in. Economzc and Busmess Hrstory i

Page2s. -
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COnference Report for the

4th European Historical Economics Soclety K5
: s By Iames Foreman—Peck H.M. Treasury SR

j. ‘,i,(Oxford) The 4‘h Furopean H1stor1ca1

Economics’ S001ety Conference was held at:

ST Metton College Oxford, UK, September 20+
32,2001, The conferénce theme, - “Long—ﬁ"-_{
L Term Changes in the European Economies," . *
- brought together scholars with the goal of
@ enhaneing: the” nnderstandmg of different -
A European pattems of economic. development o
7 “and . - how they ‘might be -managed: -
.. - Participants. " ~examined “the evolution of
. European’ " €conomic . ‘institutions - and.
- ‘processes over time and from a comparatwe
L --perspectwe BEDRSANS SRR

R The ﬁrst session on “The Long V1ew o
T_\’Eur()pean Eoonomles” began with a paper by
“Niels Kaergard (RVA - Univetsity
S [;Copenhagen) entitled. “The. Danish’ National
.. .“Product - for - the  Years 1000-1999.”
S ;D1scussant Steve Broadberry (University -of
oo Warwick) challenged Keergdrd’s claim that.
o7 before 1800 the- national produet could ‘be .‘j_.f:;_'
¢ measured-as “the nymber of people it will be -

Ci pOSsrble to support " Broadberry commentedf
’ o that this: clalm 18" based on- the Malthus1an Sk
G _:assmnption that. “iost. of  thie 1nhab1tants'g_,_‘r
S were living. elose 1o the subsistence level.” .
.- In "centrast, Broadberry cited Maddison’s -
" study of the Danish: p0pulat1on that used an;.--f”,
. assumption ‘of rising per.capita ihcomes o
produce. estimates of Danish’ GDP. for the -
- period 150041820, Broadberry suggested._
-that the paper include a ‘systematic review of
.‘ ther types of evidence-that have been used.
o I‘:to make inferences “about.. lrvmg standards -
© He also. p10posed that the review- jincludeé a’
o study of thie extent of urbanization and real
% wages. " The second ' papet, “Theé Secret-,_
- ;‘Hlstory of the Industnal Revolution,’
" given by Greg Clark (UC—Davis) Tim
‘Leumg (London School of Fcono1n1os) :

"

wag

questroned “Clark’s - wage estnnates and
 syondered why Clark discredits an idea of the -
Industrial- - Revolution - that no ‘ong holds. -~
‘Leunig stated that we know from Craftsthat =~
~Britain’s' shift into manufaeturing aceurred at -

"an earlier level ‘of wealth than in" other
,countrles and was mare extensive.” In ‘that
sense, Leumg said; We would do better to . -

* think “of - -Britain: . ‘ds vthe 'most ‘extreme .

" industrial revolutu)n in that other countries” -
BS development was. fess. mdustrral even.if faster

- growing, . - Lagt, ‘Avner Offer (All Souls, .~ - =
VOXfOId) presented “Why Has the ‘Public - - o
- Sector Grown S0 Large‘? A Pol1t1cal'..-
-Eeonomy of- Prudence in the UK, ©,1850- P
©.2000.%  Bob Miltward - (Umversﬂ;y of T
i_Manchester) noted - that  Offer’s. focus on+ .
f,prudent1a1 Versus, . Vrscelal goods prov1des SR
-SOMme .. Very - ugeful ingights ‘but -in- some . S
“tespects - tries 1o’ accompllsh 100 much.
B Mrllward found - the discussion of the o0
“emetgence. of ‘public. housing and. ‘building . -
societies. from the 19205 strong, although he. - =
‘wondered. whethier-the under-investment. in ..
“public - health " was:- due o myop1a or
- -_-ermromnental sp1l10Vers L Con

-,’The sesswn on “Market Integratlon” began R
" with”-d - paper by ~Jeffrey - Williamson .-
e (”Harvard) and Kevin - O‘Rourke (Tnmty -
College): ~entitled - ““After - Columbus: Ve
’Explarnrng the - Global Trade: Boom 1500~
- 1800.” Patr1ok o’ Brien (London Sohool of
"{Ecenomrcs) -argued. that = contraty o St
O’Rourke . and - W1111amson s assertlon, Tl
-h1st0110graphy does not-contend there wasa’ o
three-céntury. - ‘trade’ boom . after. 1492,
- O’Brien-cited a 17"-century, dep1essmn anda .
" resumed upswmg inthe long 18™ centuty and: - R
‘felt that these eycles should be discussed as - . - -
_an alternative t0 Gunder Frank’s notion Of

ST PageZG ‘
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* Lund ‘University) -
* Markets -and Intemauonal Integratlon Paths

Ibe.&emle_ttemtme_cﬁgmemc_&m_e_tv
1 globahz-,atlo_n. Next Bertrand Rochner -

(University - of - Paris) ‘and Carol " Shiue |
' (Texas) followed with “A Coimparison’ of .°
~ Market Integration in China and France in-
‘the. 18" Century.” The authors use monthly .

~data on .wheat and rice prices from a number

of -provinees in - 18th -eentury China ~and;

- France to compate’ the . extent -of market

~ integration. Kasl Gunnar Persson (University .
- of Copenhagen) commiented that while the -
- correlation - results “ suggest a tendency “of -

_mtermarket price correlations to fall with

© . increasing geographlcal dlstance between

_the- authors give no _economic
“correlation .

- markets,”
tationale * for 'the .
 measure.
,Lennart Schén and Jonas. Ljungberg (both
addressed. - “Domestic

" to. Industrlahzatlon in'the Nordic Countries.”
“Tim ‘Hatton (Essex) ‘welcomed the new
' comparatwe measures of productmty growth

by sector across the Nordic countries. He .-
'~ _commented, however, that these and “other =
data offered in .the paper did ‘not directly .
" address the .question that the' authors. sought'. B

“to confront namely, the contribution of « open

o 'economy forces to the- growth: of these
| ‘economies between. 1865 and . 1910, Hatton"
- thought that further 1esearch on the nature{

a and sources of Nordic social capital would be

C néeded  to. support the paper's cqncluslons ‘
o “that these factors Were the key to g1owth '

" ,"The agnculture :
followmg papers: “The Costs of Enclosure

SGSSIOH

“and the Benefits . of Convertﬂ:)le Husbandry -
. :in ~Medaeval -
- England” by Harry - Kitsikepoulos (NYU);

. "Adult Tife Expectaricy,. Investment, and.
. Agricultural Product1V1ty in England in-the

among Peasant. Holdings -

“18% . Century" . by - Esteban” Nicolini -
~ (Universidad - Cailos - 11I); and . “Legal.
Institutions. and Performance: . Monitoring -

“Agreements in the Early Danish  Dairy

' .Sector by Ingrld Henrlksen (Umve;rslty of

- of East Anglia).

noting - that -

length”__ ‘
In the final paper of the session, -

~Patadox in History.”:

111cluded the

_ Copenhagen) and Morten Hvud (Umversttyf o
- Liam Brunt- (Nuffield. PR
College, . Oxfordy ‘asserted that it is.not -
-obvipus that enclosure was relevant to- the -
. adopt1on of Lo
~Moreover, since the cost of enclosure was . .
~ probably large and the benefits of convertible -
~husbandry small; it is likely that convertible o
“husbandry was riot an important technology -~ <7
'~ for raising yields and-output. chk Harley
f.'.'(Westem Ontatio) praised. Nicolini’s paper; = =
“important - .
historical issue, uses economic modelling in~ - "
~an appropridte and clever way, and uses the © |
model to provide a useful answer. Francesco. = '
~ Galassi: (Un1vers1ty of - Warwmk.) wondered -
~.why cooperatives existed in the first place in.~ -
" Denmark's dairy sector,. He pomted out that .~
if peer monitoring and pressure were what .
gave the.co-ops the original advantage andif: =
- _these fmms of. soGIal control came to matte17_ e
- less. with _time, th,e co-ops should have IR
w1theled away | L N

convertible husbandry

it addlesses an

"The ﬁrst sess1on on Saturday focused on.
.technology, ,Where Nick' Crafts (London . = =
“School -of Economlcs) dehvered “The Solow. S
James Foreman-Peck. =
(HML Treasury) pointed - out that while -
. Crafts’s - paper compares the impact on- .
., economic .
techniologies (electricity. and steam) with that
of  information ' and ST
'technology, the conclusmn is not: firmly * - .°
- based, because “like s ot compared ‘with
- like.” He reasoned that if steam. is a- gcneral Sl
: purpose: technology comparable to ICT, then = -
the "impact' should not - be restricted to .
~ railways. and “factory engines but should
Cinclude the contnbutlon of ‘steamships as )
~ well. Jochen Streb (Universitit Heidelberg)

—growth  of" historieal -

' commumcatlon

followed with “Can Politicians Speed up -

- Long-Term’ Technclog1ca1 Change‘? Some
Insights. fron a Comparison of the German -~
"and. the ~US-American Synthetic  Rubber -

.Programs Durmg World War 1L.»

_Joerg
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S -Baten (Tueblngen Unlversrty) questloned

Streb’s use of index numbers and. suggested

_that Streb " discuss ‘whether labor . costs .

" remained constant or whether forced labor or -

. other irregularities could have had an: effect,

Flnally, Bart Van Ark, Herman de Jong,g

~and Jan-Pister. Smits . (all University  of

, _.Gronrngen) presented “Patterns ~ of

. -Technologroal ‘Accumulation and

L -ECornpeutwe Advantage ‘i the, Dutch- :

* - Beonomy ‘During - the Twentieth - Century.”

" “Peter - Solar- (Vesahus - College, - Free-

* " University of Brussels) caytioned against =

- placing tos much emphasis on the decline in. -

.- "R&D by Duich. - multmatronals “Solar

" abserved that- figures in “the, paper showed

- that” productlvzlty growth “in-finance; .

- insurance, and business: services’ had been. .

- -7+ negitive for more than two decades — afact - -

. - that, required - explanation " in- light of this -

. = sector's relatively large share. in: the’ Dutch <

aE -"-L‘eoonomy and 1ts hrgh level of - mvestment'f‘r
”:’-;,i_'abroad o

_';In the sessron ‘on. “Bankmg“ and Fmance A
- Caroling. Fohlm (CalTech) poke ono
- "Economic; . Political, and Legal Factors in -
. Pinancial Systern Development: International = -
' Patteins rn Historical Perspeotlve " Where she
.-analyzes - political  * and legal ~fdetors . -
o determmlng financral structure. Fohhn was: |
" asked for a' more detailed discussion of the' -
TR 'varlables used to measure pohtloal and-legal
-_factors anid was asked to include. regulaory
-+ measures in the model. Next, Jaime Reis -
" (BUD presented "Was There a Meditetranean - ..
" Financial ‘System-in “the 19" Centmy‘? A
- .Comparison with- Scandinavia." Reis looks
. at the role ‘of “financial ‘history in. the. . -
.macroeconomrc performance of ‘these two,_'-;;
- groups of - countries on. the peuphery of
* KEurope. . Francesco Galassi and - Lucy -
-~ Newton (Unrversrty of Blrmrngham) finished - -
* this session with "My Word is My Bond:
. Reputation as -Collateral in 19" Century
" English Provincial Bankmg Galass1 and-

g Page 28

'Newton develop a model of trust in-a game
. -played- between " the - potential borrowing -
cugtomer and. the . bank, with - the bank: !
. attempting - o~ assess - the. reputation and .
~* solvency of the. botrower; , In endeavoring o - R
- predict borrower actlons, ~their -analysis -
_focuses on the importance placed by the bank .
“.on.a customer’s. reputation, with the aim of = =~
‘prov1c1mg a quantltatrve or money value on'j' ‘

- the asset e

'<Stefan Houpt (Unrversldad Carlos III) L

started _the session, “European Economic

_.-Pohc1es 1850-1936,” with “More than Ore: .
Modern Spanish. Steel, '1856- 1936.” Tn- his©

' -papef, Houpt ‘notes that ‘Spanish ore was.. - .
:partroularly well " suited for the. Bessemer . . L
“process.  Given this, he’ gsks why the steel
industiy “did: not.. develop in~ 19% century‘-fg" -
“Spain. Baten. Wanted Houpt to- include more <.+

general . considerations about. the “Dutch -
“diséase” . and “presence. of large and ‘rich- .
<.+ natural fesburces: . Next;- Joan Roses and.
. Blan¢a’ Sanchez-Alonso (both, Universidad. = -

~ Carlos’ III) discussed: thelr study of “Reglonalf RO
‘Wage Convergence in - Spaln 1850-1936.% - .

. The authors present new. data:on. Spamsh real’ -
‘wages by .region and occupation, which." .
" suggests that the. Spamsh labor’ market- was. - o
fairly well integrated. Hatton asked howthe
“authors would . explain’ . the - apparent . o
“disintegration of - the labor: market between - .
1914 and 1920: and what- accounted for the, -
- negative nrban/riiral real wage gap obsetved .
-from . 1914 onwards for. unskllled workers: .
The final paper of the" sessron featured @ -
-study of “The Heonomic Policy of: Fascist .~ . -
“Tealy in: the Late 1930s” by Roberto Di- . .. -
‘Quirico (Univetsity of Pisa).- He asgues that © o
the balance of payment constraint ot shortage .-

of curtency. explams most of the econonne:_ R
‘,pohcy of the 1egrme L : o

i'_":The Sessmn on well—berng led off wrth a'; L
presentation - of - “Ihe” Anthropometric =~ 1 -
. _Hlstory of Early-Modern France” by John; R

Fall200,1 Vougme mNumg@ ;i-' o




18th and 19t

... term Economic Stress /. :

.~ among the Landless in. Westem Scania.”

-~ Ulf-Christian - Ewert (Mumoh) commended

- Bengtsson and Dribe-for - their insights into’ -
“the course -of demographic developments.

* Ihe Newsletter of The Gliometric

Komlos (University of Munich), Michel

Hau,  and  Nicolas ~Bourguinat - (both

~ Univetsity of Strasbourg). Bernard Harris -
o '(Southampton) requested - that the authors
* discuss . in- detail -the methods “they used to

- gentrolfor. changes in . recruitiment . and
" changes in measuring practices. -

+ Bengtsson - and
° MartinDribe (bot
- Lund Unwersﬂy
- followed  with -“New
Evidence on  th
~-Standard of Living i

* Centuries: Long-term
g :-Development -of the
"Demog1aph1c
: Response to. Shoit-

 before and dunng Swedish ‘industrialization.

" In particular, Bwert -noted the. Sophistication

- of “the - statistical "analysis * and - the. clear =

f-_-‘presentatlon of results. This net effect.of a.

. tremendous populanon . growth .. within -
" industrialization can ‘be separated info" age -
T group speclﬁc mortality and- fertility effects,

o .Andrew Godley (Readmg) closed the'. i

. .session . “with* “The.. Convergence - in

: ;-Household L1v1ng Standards 1870—1914” R

“European Economic Development in the S

Long Run” o ened the Sunday  sessions:
_ P

. Oliver. Volckart (Jena) spoke on “Central
“ . FEurope's Way. to a. Market Economy AD
.. .1000-1800; A Theoretlcal Model,” - an -
~analysis ‘of ‘the ‘emergence of ‘the markef -
"-economy in Central Eutope. HIS results. k

- suggest that pol1t10a1 disunity’ in Central

Europe wag the prime cause  of the late

‘emergence of markets. Millward wondered.
whether th_he Polish. Commonwealth ~of the

Page29 SRR

_Tommy' growth models

. Hrgh fea af the EHFS mee."mgs _

Brez1s

Indusn ial” Revolutlon
Adrlanna . Bunea

contends that the key concepts that should

'idetermme ‘transition, - _programs- and  aid.
- projeets in the FSU and EE. are “ms1de—out_
o change éln'd “autono1ny—co1npat1ble help' 7

'{“‘European Economlo Policies: 1930 1973” o
-began with - “Wmnlng the: War Losmg the -~
" Peace? Britain's Recovery in a- West German - - ..
,'.error” by Barry E1chengreen (Berkeley) R
- and Albrecht Ritschl. (Zurich). Broadberry” -
: challenged Elchengreen and - Ritschl’s
. rejection of the catching: up perspeotlve He -
- thought.-that most of the puzzle could be - -
Vresolved if the authors included. the United - -
' States in. the analysis, due to the position of " . -
© the US relative to that of Germany and Great ..
Britain, . Luciano -Amaral - (Emopean:' S
- Un1ve151ty Instltute, Unlver31dade Nova: de’” -
Lisboa). presented “Education .and Human =~
; Capital Accumulation in Portugal Duung the
_ Estado -Novo Perlod (1930- -1973).” Dav1d";
- Mitch (UMBC)- pralsed Amaral’s emphasns P
" on thé role of- supply s1de factors in low
, productwlty growth -~ service - sector

. . Faﬂ2001 Volumg i6 Numbec

: ‘16“‘ and 17tll centuues fits Volckart’
framework,” . . Elise . Brezis  (Bar-Tlan <

_ University) followed with “Populanon R
~ Social *-Classes, and FEconomic Growth =~~~ -
. 'Du.rmg ‘Industrialization,” . a ‘modelling
" exercise- motlvated by modern endogenous ¢ -

Harley oommented that ..
model
connects- expl101tly to -
Marxian views of the .
Industrial . Revolution .
but. - seems . pootly
connected o ~7?1"eoent_ S
research . on ‘the

(University of Orleans) - -
ended with “Economic .
Development by
'Consclous De31gn or S
Y "Default’? The Cage. of Transition : -
Eeonormies in H1storloal Perspeotlve ” . She -




: Faﬂ 2001 Voiume .1.6 Numtzer_g

: '-__,actwrtles hke educat1on He also stressed |
~ that Tittle is. availablé in Enghsh on this topic "
" and recommended that Amaral focus more -

on the primary level. .The. session. closed

with Stefano - Battilossi (Universidad Carlos
©UIII),  who - presented. “The Regulatron .of -

. International - Banking as an . Agency
R Problem the Deutsche Bundesbanke and the .
" Bank of ltaly under Bretton Woods 1958~ -
© .71 Ritschl wondered why. the Bundesbank . -
= chose not to impose, the more diréct controls ..
s+ that Banca d’ltalia- employed _He-also felt -
* that Batt110351 ‘should consider the effect that

_ _{prmclpal/agent problems have on the results L

S .'The ﬁnal sessmn “European Integratmn--
.- since 1945, 'opened with “Henrik Zobbe .-
_(The. Royal Vetermary and. - Agrrcultural.
R ’_-'UmVersrty Copenhagen), author .of " “The,
‘- Eeonomic and Historical ‘Foundatjon. of the.
A "--,Common Agncultural Poliey in- Europe ,
T Zobbe concentrates on:’ the cconomic and_.'
historical ... foundation “of . the . ‘common '~
" agricultural “policy in- Burope; finding thres. -

. feasons. for- the CAP: the general economw{- i

Co mtegratmn process -in Europe, the prlor_
[ fihrstory of agrlcultural support pohcles i the

, -tarlff levels tarlff escala‘uon the effecuve
_tates of protecuon and quotas. For similar -~~~

" reasons, the degree of intraregional ‘trade - . -
- hberahzauon Would affect the extent of. trade SR
'oreatron : . - o

. Lars Jonung (EU and Stockholm) dehvered :
the final paper of the conferénce, “The
Evolition of EMU; The' First Decade 1999-
2009,” where he asks what the history of
" mionetary unions tell us about the future of -
the- unprecedented expetiment of European.
‘_'Monetary Union. He concludes that EMU- -~
‘was bound “to - ‘happen more’ less ¢
'-spontaneously by 2010,  even’ 1f actual
' political initiatives had not been taken, Tn .
© answer: to-the questmn he poses, he follows IR
~ aspects of both .J.S. Mill and Karl Marx, - -
Ml beheved the “irrationality” of nat1onalf._‘--',- SR
‘_currencres ‘would "cause them to"disappear. .
' Marxist. predictions. of the - collapse ~of * .
o cap1tahsm have never been falsified, because - .~
" there was riot_a time scale ass1gned to the - -
e pred1ct10n — just because it has not: collapsed_- L
i the Tast 200 years, does not mean that it.
‘will ‘not; in:the next 200 years: But timing is ~ -~
“important, Jonung, conténds -that optimum. ° RS
© Ruropean couniries - since - the late - 19" . - monetary ‘areas. are- ¢reated by pohtlcal will .
- century, and the effects of the prrce support
.~ scheme that . was chosen.. - Jan: Bohlin
L (Gogeborg . University) thought that Zobbe’s -
© - argument’ could be strengthened by a- focus
- .o the political economy. aspects . of -the
" chosen’ policy . and: ‘added that " this should
. ioinclude dlscussmn of the role of farmers as
L ans orgar_nzed {nterest -and lobby group.-
" Tobias - * Witschke ~ (Eutopean - Umversuy_{_.f;
S Instrtute) contmued with “Steel Trade in the. -
" 'European . Coal . and - Steel' - Community
" (BCSC) from 1952 to 1964: One Intégrated
" Market?.” Masahiro Hayafujr (WTO) stated
. that. if - domestic" prices 'had. been . ept -
. artifielally high befotre 1958, third country .
- ptoducers might have undercut them.. Their! - .
" ability to.do so would have been constrained

~rather-than by ¢conomic. circumstances: Yet .
”'_'fextreme - regronal “dispatities: capd
© depopulations; ‘in’ Europe today rdise somej";'
" “doubts. - Foréman-Peck - -complimented
- Jonung’s - skill at- “combining - historical " -
- expettise ‘and economic -analysis. “hut noted'-f SRSV
* . that Jonung' dlsm1ssed 19705 pohcles as' Sl
. unsatrsfactory. ’ : S

Padros ‘de las - Escosura. ..

http //eh net/EHES/

by the level of external barrrers, 1nclud1ng o

-. P'lge30

et o T
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The next meetmg of the European Histoucal o -
" ‘Econonic Society will be held in_ 2003, and- .
the’ orgamzer of the 1r1eet1ngs w1ll be Leandro 7

: . For- more "
mforma,tron, chieck the Socrety s webpage at :
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omy view, tnvolves dealing’ with natlonal'-'

. .economic hlstory in-an outward looklng way

. a8y well as’.
e economy
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_'_’P,ersfofnal | Reﬂections B

BI‘ItISh and International Economlc Hlstory m the
TWenty -First Century o -
By Stephen Broadberry

Replmted from szing Economzc and Soczaf Hi zsfory, Paf IIudson (ed )
Glasgow‘ Economlc HISI.OI‘Y Soclety, 2001 R

_An 1mportant challenge facmg econom1c-‘ '
. “hisioty at the boginning of the’ twenty-first .
" century is the" growing internationalisation of = -
In the context - of -a British

- economics. department where T am based,.

© - reséarch s 1ncreasmgly assessed in terms of '
growmg

“its  intetnational 11npo1tance

e numbe1s of studénts are coming from abroad,
277 and-all students are mcreasmgly adapting g -
- more outward looking viewpoint. -However,
it would clea1ly be' inapptopriate - for eachi__
‘ country to stop’ covenng its own. economic

o hlstory because of pressures for mternatlonal

studymg the

An outward lookmg approach to Brltlsh.f
o ‘economic history .means; ‘more than - snnply-.‘
. comparing with. other countries. Indeed, one
" highly. 1napp10pr1ate approach ‘to ‘modern’
i~ British © économic  history  has- “been the
7 exdggeratedly: pessimistio-view derived from’.
. highly selectlve -comparisons Wlth ‘other
- r-_-,"_;‘_-countnes, focusmg only on the successes of -
F any. . part1cu1ar country . and . 1gnor1ng all
, Thus the 'declinist petspective’ on -
o the Brltlsh economy since the Iate nineteenth -
- century often combines the, most successful °
.. aspects. of the -economies of the’ United. -
' ,"‘States, Geunany and Japan into a unified . " o
‘ ‘modern ‘best:practice’ - that -‘;My own research on B11t'11ns product1V1ty'_
- petformance co1npared with' the United =
States and Germany since the mid-nineteenth -

" faﬂures

-‘ N example - of
" represents some golden missed  opportunity.

A truly outward lookmg approach would N

A more appropriate strategy, -in
the . ‘economy ‘at - o
"’ development, Crafts (1985) was able to show,. .~ -
- how. ' Britain's ~ development path’ differed <
R substantlally from- that -of ofher Furopean

- ‘countties... :
* release of labour from agriculture in Britajn,~ - -
80 that by ‘the - ‘early nineteenth century,
-Br1ta1n had an unusually small: share- of the” -~
labour. ‘force ‘engaged in.-a relatlvely hlgh -

1nternat1011al -

note’ the fa11u1es as Wel] as the successes 111 o

:each - country, ‘and recogmse that these
countries all fit together in‘a ‘world economy =~

. -_characterlsed by cornparatwe advantage and *~ <.

galns from trade, 1t is thus not appropnate to - .
assess the British economy simply by how
closely. it followed the: busmess model of the .~ .

'I_Umted States for example AR

"A good example of the outward lookmg'ﬁ" o
approach in practice is the work of Crafts and,f-
Harley ofr the British- Induistrial Revolution. .~ .
- Using the. Chenery-Syrqum approach “ to 7
‘derive 'European norms' “for characteristies of .~
levels of - -

partlcular

In. particular, he noted the early

productmty agricultural sector. Combined.

" with the findings of Harley (1982) and. Crafts -
(1985) on the relatively slow acceleration of . -
industrial productivity ~growth during - this
g per1od this suggests that the key feature of :
- Britain's -
- structural - transformation- 3
" establishment of a large, ‘but not partlcularly c
: 111gh product1v1ty, 1ndustr1al sector o

JIndustrial - Revolutmn ~was - the

A Page 31 "

leadmg 1o the ..




||| -"eentury, an sectoral

‘produetivity ffleadershtp
sectoral breakdown. of: GDP per employee, it

out of agrrculture and:
: relatrve

mprovm g

‘their. position - in mdustry

mproving

’ ;llterature

domrnance of London

il 1ts subsequent relatlve dechne

;;_‘US[UK productmty gap in, industry in the

"‘i_worse et tnne On the other hand,

using Brrtarns
e "oomplements the Crafts Harley vision of the - N exaggerated by excesslve focus on industry, 7
K :-Indtlstrlal Revolution, ‘as” ‘well- a8, offermg a’
:*:_fre]nterpretatron of Brrtarns loss -of: overall
' Worklng with 8.

approach,

is possible to. show. ‘that’ both Germany and "
he' United States overtook Britain in terms of -
_'bour ‘ productiwty largely by ..

i productivity -
érformance.. in - services rather ‘than - by x
e ;returns ,
Désprte Itg apparent iconoclasm,; -hote that . .tresources -out of 1ndustry was - 1nev1table :
“this view solves :a number of puzzles in the
~First, the ‘debate on British and:
* Awerican - technology in. ‘the - nineteexith "
sniury followrng the . work of Habakkuk . -
(1962) -makes much more sense if the .US
. labour productmty fead ‘in industry already_' -

‘existed-in the nineteenth century rather than - .

_:I hke to. see thrs

‘Race,

I urnbe_r 3.

Erzoor olume &
relatrve dechne has been-

with services bemg neglected At first sight,.

- this’ ‘reinterpretation of Britaio's productivity . -
‘.performance does appear to sit uiteasily with -
" the industfial crientation of much -of thej '

+ literature. . on. - British - _
 decline, Here however 1 would suggest that -
- the central concern ‘of the literature on; “de=

‘ _.mdustrrahsatron needs to ‘be turned on its-

relative’  economic

head. - Given " the - expansmn of - industry . -

: during World. War 1, and the “diminishing

encountered movement of

- during the. postwar petiod, and the- attempts -
~‘to" prevent  this devmdustrrahsatron were -
S counter—produetlve S

~“'the "micro-level 1ndustry studies that have.

;constltuted sueh an important part of the . .~

~ ‘British - economic hlstory tradition, -Writing” * -~ _

the“case study. ohapters of The. Productivity - :

| 1 was, ~stiuck - by the 'wealth” of -
,—knowledge elnbodled An  these . industry

‘studies. Tt would-be 4- shame 1f thrs type of -

e f'Work Were to drsappear BTN o

Note the 1mportant ehange in. the wan y that __ .The danger wrth ‘the 1nternat10nal economy‘

serv1ces and 1ndustry are’ Vlewed in -this +~
: 1nterpretatron Although there wis a large“—_-

- as'a topic must be- superﬁcrahty Hence it is .

. positive t0. be able to report that there’ has_- S

“been ‘much. good- work. on -the’ international -

late mneteenth centuly, it did not. ‘get. any - economy ‘i recent years, partlcularly that

. based” around the . international monetary, . - .

although there was never a large productrvrty‘ 3 .. System.- Books suoh as Erchengreen 1997) .©
BT - and Foreman—Perk (1995): provide ‘excellent . '

. summaries of thrs work, “Work on- ngth al
:"the " global ‘level . has perhaps been .more .
‘mixed, since it is all too easy for research i

~ that covers all couniries tolack the depth that -
' '.',,'-Gomes from .studies based: -on individual - -

<7 countries.

‘ . Economic history. has dlways
drawn. heavily _on‘detal_led local knowledge,’

, work on Bntams
_j.productrvity performance as providing a
bridge  between -macro-level “fesearchion il

émerging in the ‘twentieth ‘century, Second, . 1nter‘natronal comparisons of produotw1ty and,

as lhave already Suggested it sits rather. well ;.
“with - the- Crafts-Harley view  of Britain's.
‘industifal  sector ‘being. large” tather ‘than
“highly “productive - “duting . the - n1neteenthjjf:_'
" century: . ‘And third, ‘it makes sense of the .
' _ infernational
servrces durrng the’ late nrneteenth eentury,,:]



- twenty-first century, .
- studies of European- glowth have succeeded_
in striking the right balance between breadth
- and depth, In partlcular, T would mention -
. Crafts and Toniolo (1996) and Felnsiem etal. .
(1997), with the latter also- covering’ more ~ .
7 These. W
“works reflect the rapid “ emergence of a -
5 European gconomic. history that is- grounded .
-~ in national culfutes but also outsard looking, -
~and-T would see this as one of the most
.. positive developments of the last decade.
;. The Burepean Historical Economics Sometyrif_'_
- has played an’ 1mportant role here, with the -
" European  Review of Economic - Hlstory:
.. providing© an - ‘outlet for the: hrgh quahty
R llterature that is emergmg in th1s area. ’

Umted States - from the

‘geheral  macroeéconomic - history.

; 'In summary, eoonormc hrstory needs to B
o 1nternatlonahse But thls 1mp11es ‘an outward L
“otientation’ to- Brmsh £conOMmic: hlstory as

N 'well as mtema,tlonal economre hrstory

3 Stephen Broadberry (b 1956) Was educated -

at Warwick and Oxford He has taught at

Unlversmes of Oxford “Cardiff and. British
.~ Columbia,” and he s curréntly Professor at
" the " University. ~of . Warwick. - .
: pubhshed widely . on the macroeconormo '
- - history - ‘of  Britain, -
mternatronal economy during the inter-war .

".perlod Hrs primary" research inferests aré " . -
now in the area of comp'lratlve growth and '

. productmty performance, focusrng__ n
" particular on. Britain,” Germany and the

century to the present

o iSee, [or example, Levme (l967) Wrenel (1981) Elb'lum and .
- Lazomck (1986);

-2 As in the work of Chaudler (199()) for exampie TR
3Broadberry (1998), -~ - ‘ e
- See for example Rubmsteui (1993)

and it would be unfortunate 1f this stlength of Works Cited: o

“earlier work were discatded in the attempt to
.meet the challenges of relevance i the

A number of recent -

C1afts NF

“He has-

:Germany ' ‘and the L S S L
-Elbaum, B. and Lazomck, W (eds) (1986), T?te:._ W
Decline of the Br rtzsh Economy, Oxford Oxforcl : o

s C‘:Habakkuk HI,

‘late - nineteenth - :

- _ Htstory, 42, 267-289.

' Fal 200,1. '.Volume 16 Number.3 E :

: Brondbel‘l’y, . SN (1987), ‘The Producfzvtty Race‘ .

British - Manufacfurmg in International
Perspecrwe 1850-1990, Cambr‘ldge Cambndge -
Umvelslty Press ' : o )

7 Broadberry, S N ( 1998), How d1d the United States

and Germany. Overfake Britain? A’ Sectoral:
Analyms of . Comparatlve Productivity Levels, . c
-1870-1996), Journal of Economm Hrsfory, 58, 375— o
407 S ‘ , .

:._Chandlel AD Ir (1990), Scale cmd Scope The

_Dynamics. af Indusma] Capitalism,; Cambrldge ’
MA Harvard Unlversrty Press ' . ‘

‘ Craﬁs NI (1985) Bmish Economzc' Grow:h'w’
Oxford N

during <the Indusfrial

Revalutwn, _
Cla1e11don Press AT

“Beonormic Growth
Cambrrdge Cambndge UmverS1ty PI‘eSS

"]:*,lchengreeu B. (1997), Globallsmg Capxml A )
- History of the International. Monétary Sysfgm}-_ SIS

Prmceton NI Prrnceton Umversny Press

: :Femstem, _CH Temm, P and: Tomolo G (1997),_.: R
" The - Ewropedn Ecovomy Between the  Wars, =, .~

Oxford Oxf'ord Umversuy Press

“"Foleman Peck J (1995), A strory of the World IR

Economy Inrernatzonal Economlc Relanons Smce: g '
1830, (second edrtlon), Lond__on___ Harvester :
Wheatsheaf U -

Umversrly Press

Technology in the Nmeteemh C‘eniwjy, Cambrrdge -
Cambndge Umvels1ty P1 ess

: 'H'lrley, CK (1982) 'Brmsh Indusniahsatlon bofore o
1941: -Bvidence"of Slower Growth': during the . = . -
Jowrnal  of  Economic - .

~Industrial Revolutron

' ?age'33

‘ana Tomolo G (eds) (1996),__1-._..__;‘___
‘i Europe Sinee - ‘1945 T

(1962) Amencan cmd Brztish B
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_‘. a Levme, AL ( 1967) fndu.s‘mal Retardatzon i Bntam,
o I 880—1 91 4 New York Basw Books

: Rubmslem WD (1993), Capitalzsm,. C‘ulmre and

_-Thzs es'say must not be furrhef‘ reproduced
. without permission from the Economic History

- Society and the author. Informaiion about: -
© Living Econontic and Social History (ISBN 0-

Economic Decline in Br. ;fain, I 750 ]990 London -

.- Routlcdge 1954021 6-0-6) and an order form can be foundr‘ 5 oL

at htrp //Ww ehs org, uk/essay him.

-'_Wlener M. J (1981), Englzlsh Culnme and fhe Declme' S
" of the Industrial Spirit 1850-1980, Cambndge RO
: C;ambudge Umvers1ty Press : L

CaII for Papers e
Centre for the _Economlcs of Globallzatlon COnference

Trinity COIIege, DubIIn
August 29-31 2002

-, The Centre for the Eoononncs of Globahzatmn Welcomes paper proposals for “The S
~ Political Economy of Globalization: Can'the Past Tnform the Present?.” The focus -
. of the conference: will: be to ask’ whether ‘the past offers guides to. policy makers -
: "-.-today as they grapple with: such’ questions as:. How has the political economy e
.. .ovalved in the past ahd can it inform the future? Will the past be repeated, or will * -
o 'governments preserve the benefits of freer world trade and world capital markets? If "
' governments are able to. resist the present backlash against globahzatmn, arg there . -
o partlcular dlstrlbutmnal of regulatmy pohc1es Whlch they w111 have to oons1der‘7 =

- TOplCS n:ught 1nciude the 1111pact of past globahzanon on 1ncon1e dIStnbutlon, the :
“easurement of long run. trends - ifi “international economic. integration; and. "
' identification of” ‘the detetmipants of government policy towards international trade,
: "1mg1at1oh and capltal flows. Contubutlons which: deal with the- expenence of the -
S European penphe1y, Latm Amerloa and Ama are parhoularly welcome : '

: -:Eoonomlsts, economic lustorlans and pohtlcal sc1ent1sts are mvxted to submlt paper '
. -proposals by e~ma11 to ' - o ‘ e

' Kevm O' Rourke kevm oromke@tcd 1e) or "
J effrey W1111amson (]Wllham@kuznets f1s harvaud edu)

- _Tltles aud abstracts must be recelved by Jammry 22, 2002

- 'For more mfounatlon please contaot conference orgamzel Kevm O'Rourke at Tel.‘-_‘ '
- 353 1 608 3594 or Fax. 353 1'677.2503, You may. also-visit the follomng Websnte:'
e http //econseer bess tcd 1e/korourke/homepage htm L

~Paged4 .




. The Newsletter of The Gll ”"3‘ fety- : LU o Fall 2001 Volume 16 Number8

S | A Letter from the Editor
. Happy Hohdays One and All

Frrst let me apolog1ze for the tardmess of th1s issue.. The tragrc events of Septe1nbe1 Ilth :

S cavsed the postponement of the Eeonemic History Assoctatron s annual meetmg Because we

. felt it.important to. cover that’ conferenee before, the: spring issue, we put the entire fall i issue-on -

" hold. ‘This should still reach all of you in time to get. coples of the abstraets for the econonuc_ L
o hrstory segsions at the upcomlng ASSA meetlngs w : S ; S

C Speakmg of the ASSA meetlngs the number of sess1ons devoted to econon‘nc hlstory has 1n-' L

| - creased. In addition to the two Cliometrics sessioiis, an EHA session has been’ added. Enclosed: = =
. in this issue of the. Newsletter you will find a set-of abstracts and the schedule for the Clio and -+

|  BHA sessions.to be offeted in-Atlanta. As if" you needed. further inducement to. attend, the se-" . .
- 'eret location of the annual Clio Cocktail Extravaganza will be revealed at- the sessions. This

- year’s party, 'hosted by North Carolina, State, will be held on: Saturday, January 5% from §-11

-~ pm.. Rumor has it that the luxutious' NC. State suite-is located somewhere in the Htlton Hotel REREE
. Further rumor has 1t that Peps1 w111 be the only soft drlnk served B e

- .'Thls 1ssue is proof that one i§ never to old to leam thlngs that one d1d not even know that onej i ""_]-;

B _'dld not: know ‘That one would be me, . Part of the blessmg and curse of havmg an Engllsh ma- - e
Tt jOI‘ as-a rnanagmg edltor is that. you cannot get away W1th usmg mcorrect grammar or punctua-‘»_ R

- tion, no matter. how obscure the usage 1nay be. Hldden within the. reports of this igsue are four o B
. éxamples of a rare usé of punctuation.” -The use is so, obscure that a colleague of mine in'the - .

- English Department declared that though"it is correct usage, ptobably no.more than’a dozen f
- people would:know it.* While that may beg the question of relevancy, we-here at the editorial c

o .'E:(:_._ofﬁce (1n out eternal seareh for truth, justice, and the proper isage of e0mmas) will eontmue to. . '7
U tow the gramrnatmally cotrect litie, . For thoge of you who have: loads of free time between now

- ‘and Christmas -and like to. spend your time lookmg for obscure 1te1ns let me: know if you find

- the fout. above*mentwned examples. The fifst person to corner me at the cockiail party and-re< '
. gale:me with the details of their adventures in punctuation sleuthometncs will win a njce, prize. . -

) You can choose from, among out - l11n1ted edition bobble—head dolls of yom favorlte economrc B

} .hlstorlan our Cllotn bedroorn sl1ppers, or a pen

F F 1nally, please allow me to draw your attentlon to. the call for papers on the reverse srde of tlns'__ R
Tetter. We are hostlng the annual:Cliometrics Conference here-in La Crosse next May and en-, -

o courage }’/OLLI' partlclpatron La Crosse is-a glOl‘lOllS destination in May (havmg sdid that, I have =

t “now pretty-much. guaranteed three days of rain and gale force wmds), and the Clro conference R
- dtself'is a great dest1nat10n anytrme and anywhere . e e

‘ I_ Wtshmg you and yours a safe and happy hohday season

..‘MlehaelJHaupert o

Bditor

baeess
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Call for Papers

Cllometrlc Soclety Annual Conference
l.a Crosse, Wisconsin =~ -
May 10-12 2002

The annuel Clrometrrcs Conference is desrgned to provrde extenswe dlscussron
.of new-and. innovative research in economic hlstory ‘Typically, 12 papers’ are
‘selected for presentatlon and' d1scuss1on These are. sent out-to all.conference

partrc1pants in advance. In the session devoted to each paper, ‘authors make a

five-minute: opening statement and' the rest’ of the session -is -devoted to

drscusslon by all corrference partrclpants Conference partrclpatlon is by-

;Those wrshmg to plesent a, paper should submrt a 3 5 page summary of the:
‘propesed paper usmg the appllcatlon form under the- Chometrrcs Conference

invitation: only, but -every attempt is- made to 1nv1te a 1n1xture of new: and',
'estabhshed scholars e - O e :

_llstmg on the wwwi,sh.net website. Furthermore, paper presenters, as well’ as’
“those, wrsh;mg to attend the conference, _should prov1de therr addresses, phone-f

proposals and requests to attend the meetmgs is Frlday, February 1, 2002

iiAlthough we prefer that apphcants use the onllne applrcatron form proposals for

':papers ma,y be sent by marl tor ..

'Those presenting papers erl be notified by March 1, 2002 and are expected to

:-"__.,Lanna Mlller B -
e ' '_ ~_.,Clrometrlcs Conference Secretary
~ =" Department of Beonomics
o University of Arrzona e
- “Tucson, AZ: 85721
; ‘;(520)621-2821

lrmller@bpa arizond.edu. For more information, please contact Prrce F1shbaclc-
at pﬁshback@bpa.artzona edu or (520)621 4421 =

'provrde a completed draft’ of the pape1 in the- ploper format for the conference

Volume by Aprrl 3 2001

“and, fax nurnbers, and “email addresses using the same. The - deadline for‘

iThey can also be faxed to Lanna Mlller at (520)621 8450 or sent by e-1na1l -
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Session 1: The Impact of Deflation: A Historical View (Saturday, Jan. 5,
8:00am, Hilton-Cabinet Room)

Boys in sacks

"Fears of Deflation Then and Now," Richard C. K. Burdekin (Claremont gnﬂmnum
Coliege) and Pierre L. Siklos (Wilfrid Laurier University)

Surveys of the kind conducted by Shiller (1997) have confirmed the view that the
public understands the costs of inflation, even if neither the public nor policy makers can
agree on a definition of price stability. However, there is relatively little understanding of
the consequences of deflation. In part this is due to the fact that episodes of sustained falls
in consumer prices have been rare since the 1930s. In addition, until recently perhaps, it
has also been implicitly assumed that, in the case of asset prices, there is a significant
asymmetry between rising and falling asset prices. The dichotomy between consumer and
asset prices on the one hand, and the belief that there are only negative consequences from
deflation on the other, is neither well understood nor has the issue been adequately
analyzed. During the Great Depression both goods and asset prices fell and the economy
slumped. Although this experience does not characterize the entire history of deflationary
episodes (BIS 1999, 78-80), Syila (1991) suggests that nineteenth century US evidence
does offer further examples of widespread speculative excesses apparently triggering a
cycle of boom and bust that produced not only financial disturbances (or “panics’) but full-
blown economic depression. Moreover, Sylla (1991, p. 10) argues that, while depressions
did not follow all such financial disturbances, in each case where this did happen
“speculation took place on a number of fronts simultaneously and ... at least some of these
fronts were unlikely to have panned out financially éven if financial disturbance and
depression had not ensued.”

.!._‘. -

The premise that deflation, especially in consumer prices, is very costly for the

‘ economy as a whole itself has a long history in the economics profession. Keynes (1923),

for example, argued strongly that deflation is worse than inflation (also see Laidler 1999, p.
109; Meltzer 1988, p. 47). Policymakers also seem to have shared this view. Inan
interview shortly before taking office, the Governor of the Bank of Canada, David Dodge,
stated: “I think the costs of going down to [zero inflation] are high, and there are real
asymmetries when you get into price deflation. We haven't got much evidence that things
worlk a lot better at zero than they do at one or two” (Thorsell, 2001). John Taylor,
reflecting on the recent Japanese experience with deflation, echoes the Governor’s thinking
by stating that: “I get worzied about deflation and that is another reason to have an inflation
target” (Snowdon and Vane 1999, p. 201). Contrasting this position is the view expressed
by the Governor of Japan, for example, that in a low inflation environment with
productivity gains, deflation is possible and a monetary policy that sets out to aggressively
counter such price declines might be counterproductive. Indeed, Havami (2001) states that
“at a time when prices decline on account of productivity gains based on rapid
technological innovation, a forceful reduction in interest rates with a view to raising prices
may amplify economic swings.”

In this paper, we explore public and policy maker perceptions and reactions to
deflations. We analyze the views of economists and the financial press, primarily in North
Ametica and the United Kingdom, at the time of the deflation in the second half of the 19®
and the first thirty years of the 20® century. During these episodes both consumer and
asset prices fell. We compare these experiences to the recent case of deflations in both
asset prices and consumer prices in China and Japan. We rely on econometric and
descriptive evidence throughout.

We conclude that there is some similarity between the sequence of events
observed in China and Japan in the 1990s and those of the United States following the Wall
Street Crash of 1929. In each case large asset price declines accompanied by monetary
contraction are later followed by outright deflation and falling goods prices. While the
limited data available on the Chinese and Japanese experiences are insufficient to establish
a demonstrable cansal link between asset prices and consumer prices, a2 more consistert
predictive role for asset prices — particularly housing prices — has been suggested by
Goodhart and Hoffman (2000). The question of whether asset prices should actually be
targeted in central bank policymaking remains highly controversial but has recently
received increasing attention in the literature (see, for example, Kennedy et al., 1998;
Bernanke and Gertler, 1999; Filardo, 2000; Vickers, 2000; Bryan, Cecchetti and
O’Sullivan, 2001; and Goodfriend, 2001).

One of our objectives is to address the question of whether today's fears of
deflation are well-founded, both in relation to what is known from economic analysis as
well as from the reactions of the public and policy makers. Another key issue is the
effectiveness of, and rationale for, policy initiatives aimed at combating deflation and
whether these initiatives should take into account the movements in asset prices.

Prior to World War T1, a review of the academic and business press clearly reveals
that concern over the consequences of deflation focused almost entirely on commodity
prices, and agricultural prices in particular. By contrast, the focus of the recent alarm over
the possibility of deflation centers around the behavior of asset prices, especially financial
asset prices. In a sense this is not surprising since a striking difference between pre WWII
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and post-war economies stems from the relatively small fraction of the labor force in non-
agricultural pursuits and the tremendous growth in financial sophistication, especially in
the industrial world. Bordo and Jonung (1987; also see Siklos (1993) and Bordo, Jonung
and Siklos (1997)) document these features of economic history in five countries (Canada,
Sweden, the UK, the US, and Norway).

However, there is also nowadays a more general concern over the potential of
deflation in an index of overall prices due to the widespread adoption of inflation
objectives, either of the implicit or explicit varieties. Nor are wortes about the behavior of
commodity prices entirely a relic of the past. The BIS (1999, Graph IV.9) claims that
inflation targeting countries are characterized by a relatively large fraction of exports to
GDP. In addition, of course, these same couniries are alsc small open economies that can
conceivably suffer the twin shocks of lower commodity prices and a falling exchange rate.
The latter can conceivably be inflationary, at least in the short-run, and may lead to an
interest rate response in order to prevent inflation from failing to meet stipulated objectives.
The former, if it feeds into the rest of the economy, can possibly lead to a “deflationary
spiral”. Therein lies the importance placed on the symmetric response to deviations in
inflation from some central objective. If, instead, consumer prices continue to rise, then
commodity and consumer prices will diverge, This is, In essence, a modern manifestation
of the “scissors” problem familiar to policy makers in the early part of the century. The
problem originally referred to the divergence between agricultural and industrial prices and
the overall imnpact this distortion is said to have had on the flow of resources from one
sector of the economy to the other. Of course, as commodity-based industries have fallen
considerably in importance, the closing of the “scissors” is no longer as great a policy issue
as it once was. Nevertheless, the divergence between overall prices and financial asset
prices raises similar questions with potentially important consequences.

In reviewing how thinking about the consequences of deflation has evolved over
time it is important to keepin mind that, whereas reactions in the 1990s are usually framed
within some “moédel”-of the economy, the pre-1940s discussion tends to be descriptive and
not analytical. A significant reason, as explained by Morgan (1990), and Woodford (1999),
is that macroeconomics as a discipline was still in its infancy, while statistical tools and the
necessary data to uncover the determinants of business cycle fluctuations were only being
developed or infroduced by the 1920s.

Theories of the business cycle were narrative and only the simplest of interactions
between markets were considered. Yet, these views, while largely accurate, are surely over-
simplifications in the sense that there were attempts to achieve a consensus of sorts about
the desirability of price stability, although in the context of a “model” where business
cycles were thought to be more or less inevitable. Bellerby (1924), for example, goes so far
as to argue for an inflation target of 3% growth in the price level, although not calling it as
such, together with exemptions “in cases of real emergency”. However, the proposal
“would allow the continuance of either prosperity or slight depression over long periods of
time” (op.cit., p. 178). Keynes (1923) also advocated a ‘managed currency’ in terms of
commeodity prices, to reduce instability in trade and mitigate its impact on employment, in
a scathing review of a report on the Bank of England. But it was to no avail as his views,
and those of other advocates of some form of price level or inflation targeting, fell on deaf
ears among policy makers and many academics blinded by the ideclogy of the Gold
Standard (see Eichengreen 1992). The experience of the Great Depression further

reinforced the desirability of price stability not so much to prevent deflation at all costs but
to reduce the variability in prices. “As to the larger conclusion, we know this: Periods of
serious price disturbances are petiods of industrial and financizal disturbance and social
unrest. Practically never one without the other. And periods of price stability are petiods of
industrial and social equilibrium and sanity.” (Sayder 1935, p. 202). Tt would take the
economics profession over 60 years to work out formally the notion that inflation targeting,
while desirable, must confront the trade-off between the variability of inflation and output.
Nevertheless, the concern over these issues is not new.

Then there is the question of expectations. Thus, while expectations play a role in
descriptions of the process of deflation (and inflation) they are viewed as being more or
less exogenous, if not almost deterministically driven so that depression and deflation
could become self-fulfilling prophesies. “The continuons expectation of a fucther fall in
prices has had a very restricting influence on the buying power of the general public. The
steady reduction in prices has made it imopossible in a great many cases to pay back money
borrowed at a time when prices were higher.... Further, restriction of credit have followed,
with the result that prices have been forced down still more...” (New York Times,
November 27, 1921, page 8, col. 1)

There were also doubts expressed about the efficacy of monetary policy, other
than perbaps in the short-run, but these had to confront the lack of hard evidence about the
connection between falling prices and the real economy. These considerations make the
common view that rising prices brought about by monetary causes are beneficial to
production at least doubtful. It is still true that ‘One wants very much stronger statistical
evidence than one yet has to prove that a fall in prices diminishes perceptibly, and in the
long run, the total productiveness of industry” ™ (Pigou 1923; the quote is by Alfred
Marshall from the report of the Gold and Silver Commission).

In what follows we present some stylized facts for the US alone. In a future
version of the paper we plan to add evidence from the UK, Canada, Sweden and Australia.
Since deflation, as defined above, is a feature of the economic experience of the pre World
War II era, data limitations preclude useful statistical testing beyond the annual frequency,
especially for a cross-section of countries that we wish to emphasize.

One way of thinking about the consequences of deflation versus inflation is to
examine their persistence properties. Burdekin and Siklos (1999} find, using a data set
similar to the one being used here, that an AR(1) model of inflation, avgmented with other
variables (see below), adequately explains the evolution of inflation over long periods of
time. We find that inflation is easier to predict, based on past history, than deflation, and
this may be one reason for the unease with policies or events that lead to falling prices. If
deflation is more difficult to forecast then unexpected movements are more likely. Overall,
an AR(1) model with a memory of deflation only does a better job over the two centuries
of inflation and deflation than the model that has a memory of inflation alone. An AR(1)
model, while useful as a descriptive device, is hardly a complete model of inflation.
Moreover, there are potentially many determinants of deflation and inflation. For example,
a list of such additional determinants might include the following: stock prices, wholesale
prices, NBER reference cycle dates, the term spread, a proxy for financial innovations, and
the default spread. Wholesale price inflation proves to be the most reliable predictor in CPI
infiation, followed by NBER recession dates, the terms spread, the proxy for financial
innovation, the default spread, and, finally, stock prices. It is nsually the case that inflation,




1s better forecasted when default risk is a determinant of inflation than when financial
innovations enter into the picture.

To date, however, we have not made use of the possible asymmetry between
episodes of inflation or deflation. Shiller (1997), for example, reports that there is a
substantial difference between the type of “model” used by wage and price setters and the
models economists are fond of estimating via econometric techniques. Indeed, Kanheman
and Tversky (1979) argue that “editing” of information is commonplace. A related
literature might be the one that deals with problems of “bounded rationality”. We also
consider a variety of estiinates based on Tobit models of the inflation process. We continue
to find that deflation is more difficult to explain than is inflation, as evidenced by the
considerably lower explanatory power of the relevant regressions.

Criticisms of this approach to consider in future work includes asking whether
individuals actually “censor” some of the data when estimating a model of inflation or
deflation, as well as whether it is appropriate or not to censor the CPT series but not the
wholesale price data. Nevertheless, there are some interesting additional observations that
can be made about some of the results we have found so far. First, censoring inflation,
which, as noted above, is a likely scenario given the history of price movements in the
United States, implies, for example, that the Great Depression could not have been
anticipated, despite the deflation of the 1920s. Second, even if agents use all availabie
information, they will consistently underestimate the severity of sharp inflations or
deflations. Finally, a model that is based solely on, shall we say, “fears” of deflation may
end up predicting that the deflation will end np becoming nncontroliable.

A critical element in the foregoing analysis is that inflation forecasts are based on
purely backward-looking models. Fuhrer (1997) argues that the behavior of actual US
inflation is best described using a mix of backward and forward looking features. In
contrast, a purely forward looking model is found to be severely at odds with the data. He
also notes that his conclusions, not surprisingly, may be model specific.

Accordingly, we also estimate a version of our baseline model that mixes forward-
looking and backward locking behavior along the lines snggested in Fuhrer (1997). It is
rather clear from our estimates that both forward and backward-looking elements help
explain the inflation process since 1876. We also find that backward looking elements
explain the process relatively better when inflation is low and stable, as in the 1960s, while
forward looking elements rise when there are sharp changes in actual inflation as, for
example, in the presence of the two oil price shocks of the 1970s. It also appears to be the
case that both forward and backward-looking elements in inflation are rather unhelpful in
forecasting deflation, as is readily appavent for the most part during the 1895-1920 period.
The results are consistent with those of Chadha, Masson, and Meredith (1992) but our
findings but stand in contrast with Fuhrer’s (1997) evidence that reports far higher
estimates of the degree to which there is a forward-looking element in inflationary
expectations.

As noted earlier, fears of deflation are perhaps best interpreted in light of the
trade-off between the variability of inflation and output. Based on that framework, we
immediately see the desirability of inflation targeting certainly versus the Gold Standard
(the differences are magnified when measured in terms of variances), and even a slight
preference over the Bretton Woods era. While there are considerable differences in output
Woﬁoasmboo as between wars, the Great Depression, inflation variability is comparable.
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Clearly, the decades of the 1930s and 1940s stand out both as highly volatile in output
though not necessarily in terms of inflation. Even if inflation volatility may have been
lower duting some of the earlier decades of the 20™ century or the late 19® century, output
volatility is relatively lower in every decade since World War I1.

We have, so far, concentrated on the behavior of consumer and coramodity prices.
Not to be forgotten is the role of financial asset prices, their connection to economic
activity in general as well as their role in stoking fears of deflation. We intend to explore
these conmections in an upcoming version of this paper.

"Was Debt Deflation Operative During the Great Depression?" Randall E. Parker
(East Carolina University) and James S. Fackier (University of Kentucky)

Important questions remain regarding the transmission mechanism that linked
falling prices and falling output during the Great Depression, despite recent analysis

‘suggesting that the worldwide deflation was initiated and propagated by negative impulses

associated with the interwar m.o.wa_ standard. A key issuc is whether the deflation during the
carly 1930s was unanticipated prior to the onset of the Depression. If it was at least largely
unanticipated, then when combined with rapidly rising nominal debt issuance, non-

monetary, financial theories contribute to a satisfactory explanation of the persistent-

monetary non-neutralitics that were present during the Depression. These theories, notably
Bernanke’s (1983) explanation and extension of Fisher's (1933) original debt-deflation
hypothesis, hold that events in the financial markets other than shocks to the money supply
can account for the paths of output and prices without invoking irrational behavior on the
part of agents.

In his debt-deflation hypothesis, Fisher asserted that (nominal) over-indebtedness
and deflation are the dominant forces that account for “great™ depressions. Specifically, he
argued that given nominally-denominated debt contracts, a protracted fall in prices and
nominal incomes substantially increased real debt burdens, led to debtor imsolvency,
lowered aggregate demand and ‘thereby contributed to a continuing decline in the price
level and thus further increases in the real burden of debt.

Bernanke (1983), in what is now called the “credit view,” provided additional
details to help explain Fisher’s debt-deflation hypothesis. He argued that in normal
circumstances, an initial decline in prices merely reallocates wealth from debtors to
creditors, such as banks. Usually, such wealth redistribution has no first-order impact on
the economy. However, in the face of large shocks, deflation in the prices of assets
forfeited to banks by debtor bankruptcies leads to a decline in the nominal value of assets
on bank balance sheets. For a given value of bank liabilities, also denominated in nontinal
terms, this deterioration in bank assets threatens insolvency. As banks reallocate asseis
away from loans to safer government securities, some borrowers, particularly small ones,
are unable to obtain funds, often at any price. Further, if this reallocation is long-lived, the
shoriage of credit for these borrowers helps explain the persistence of the downturn. As the
disappearance of bank financing forces lower expenditure plans, aggresate demand
declings, which again contributes to the downward deflationary spiral.

Analyses such as Cecchetti (1992), which carefully demonstrate that the deflation
was anticipated at short horizons once it starfed, do not bear directly on our discussion.
Instead, “[tlo show that debi-deflation was an important part of the contraction of the early




1930s it is important to document the accumulation of substantial medium- and long-term
debt prior to 1929.” In addition, “[t]he finding that deflation could have been anticipated at
horizons of 3-6 months does suggest that simple debt-deflation theories for the propagation
of the Great Depression must rely on the failure of agents to anticipate deflation several
years in advance, not several quarters in advance.” Below, we argue that debt-deflation was
operative both because of a rise in nominally-denominated debt and because the deflation
in the early 1930s was unanticipated when this debi was being incurred.

We demonstrate three facts consistent with the debt deflaton/credit view
explanation of the Depression. First, we document that private medium- and long-term
nominal debt during the 1920s exhibited a combination of a high initial value relative to
income and a rapid growth rate that is unparalleled in a consistent data set covering more
than half a century. Second, using estimation results from a Markov switching model of the
price process, we argue that the debt issued during the decade preceding the downturn
occurred in a stable price regime. Third, using the results of this model of prices, we show
that at about the onset of the Depression, the price process switched to one of deflation.
These second and third facts lead us to conclude that the deflation was unanticipated when
the debt was being issued. Taken together, the evidence suggests that the rising real debt
burdens at the beginning of the Depression were unanticipated and the necessary conditions
appear to have existed for debt deflation to be operative during the Great Depression.
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""The Liquidity Trap and U.S. anmﬂmma Rates in the 1930s," Chris Hanes (University
of Mississippi)

In the late 1990s, low inflation and nominal interest rates in the U.S. and Europe,
and a major depression in Japan accompanied by short-term interest rates barely above
zero, Tevived interest in the notion of a "liquidity trap” as a potential constraint on the
effectiveness of monetary policy. Krugman (1998) argues that Japan was indeed in a
lquidity trap, defining that to be "a situation in which conventional monetary policies have
become impotent, because nominal interest rates are at or near zero: injecting monetary
base info the economy has no effect” (p. 141). Long-term interest rates usually exceed
short-term rates, of course, and remained above zero even in 1990s Japan. But most recent
discussions of liquidity traps argue that all interest rates are bound as soon as rates at the
shortest maturity, that is overnight rates, have hit the zero floor. Presnmably, a longer-term
rate equals the expected return to a series of overnight Investments, plus a term premiom.
Term premiums are not generally believed io be atfected by a central bank's open-market
operations, except to the degree that the yield curve can be twisted by changes in the
maturity structure of government debt, which is doubtful. Thus, in the event that overnight
rates have been driven to zero, a central bank loses its ability to drive down interest rates at
ary maturity. The central bank can perhaps manipulate expectations to increase confidence
that overnight rates will rerain zero in the future. But if expectations do not change as
desired, the central bank cannot use an increase in reserve supply to enforce a decrease in
interest rates.

In the 1930s, the United States was in a situation that satisfied the conditions fora
liquidity trap on this definition. Over 1929-1933 overnight rates fell to zero, and they
remained on the floor through the 1930's. According to Krugman (1998), U.S. interest rates
were "hard up against the zero constraint” (p. 137) in this period. At the time, however,
many economists held a different view. Keynes (1936, p. 207) and his followers did not
think a liquidity trap was binding in the mid-1930s. They always described the liquidity
trap in terms of Jong-term interest rates. Once short-term rates had been driven to zero, they
argued, short-term bonds were equivalent to money, but there was still a demand schedule
for money broadly defined reflecting its usefulness as an asset free of interest-rate risk
(Keynes, 1936, p. 201; Hicks, 1982, p. 263), so a central bank could depress long-term
rates by increasing reserve supply through open-market operations in longer-term bonds.

In the paper, I explain the current conventional view that interest rates at all
maturities are bound by the liquidity trap as soon as short-term rates have been driven to
the zero floor. Using a model, I present an alternative view of liquidity traps based on
monetary theory of the 1930s-1950s, The model implies that, when overnight rates are
zero, longer-term rates will tend to fall in response to an increase in the supply of
nonborrowed reserves whether or not there is a downward revision to expectations of
future overnight rates. I examine the relation between reserve quantities and bond yields in
the U.S. 1930s. I find that changes in yields were negatively related to changes in
nonborrowed reserve supply, even if the reserve supply shocks were vnrelated to news
about fiture monetary policy and overnight rates.




1. Reserve demand. interest-rate determination and the Hquidity tra

The current conventional view

Federal Reserve policymakers and much literature in economies (an example is
Poole, 1968) share a common model of reserve demand and inierest rate determination in
the United States that rests on certain institutional facts. Banks that hold reserve accounts at
the Fed use debits (credits) to the accounts to make payments to (receive payments from)

" other banks and federal agencies. A bank is required to maintain a zero or positive balance
in its reserve account over every night, and a predetermined "reserve requirement” or
"required clearing balance” on average over a "maintenance period” of several days. If the
bank's balance of "nonborrowed” reserves - that is, its reserve balance before borrowing
from the Fed - falls short of the miniium, the bank must cover the shortfall with a
"discount loan" from the Fed. To put it another way, a bank must take out a discount loan
if its "free reserve” balance - nonborrowed reserves less required reserves - falls below
zero. The Fed pays no interest on (most) reserve balances, while a bank can lend or borrow
overnight at positive interest rates through a variety of instruments. But it is impossible for
a bank to predict the exact balance of debits and credits that the Fed will apply to its
reserve account at the end of the day, and a bank does not receive a report of its final
balance until if is too late to arrange an overnight. Thus, a bank that aimed for a zero free
reserve balance would sometimes find itself short, which would be costly because discount
credit is rationed by the Fad and also because banks fear that discount borrowing will be
taken as a signal that the bank is in financial distress. A bank must therefore weigh the
return to overnight lending against the benefit of having another dollar in reserves to cover
unforeseeable reserve debits and avoid a reserve deficiency. This wradeoff creates a
negative relation between the overnight rate and demand for free reserves. In periods when
the Federal Reserve has a target for the overnight rate, such as the present, its open-market
operations are adjusted to counteract foresecable shocks to free reserve demand and supply,
and hold market overnight rates near the target level.

The essential institutional elements of this model held in the 1920s. Overnight
debt instruments included federal funds loans, repurchase agreements, interest-paying
interbank deposits, and "call money” loans collateralized by a basket of stocks and bonds
traded on the New York stock exchange. End-of-day payments to a bank's account were
unpredictable and overnight lending markets were effectively closed before a bank
received its final reserve balance. A bank facing a reserve deficiency could make up the
shortfall with a discount loan but discount borrowing was subject to rationing and
reputational costs; in addition discount rates were usually above comparable market rates.

Applied to any period, this model implies that a liquidity trap binds all interest
rales as soon as overnight rates have been driven to zero, because reserve demand becomes
indeterminate when there is no opportunity cost of hoiding reserve balances overnight.
Once free reserve supply is sufficient to drive the overnight rate to zero, further increases in
supply have no direct effect on asset prices (Orphanides and Wieland, 2000).

An alternative view

In the money-demand literature of the 1930s-1950s, it was often proposed that
households held money not only for a transactions medium but also because money is free
of interest-rate risk. For example Tobin (19538) argues that the “theory of risk-avoiding
behavior” can “provide a basis for liquidity preference and for an inverse relationship
between the demand for cash and the rate of interest” (p. 85). Given this relation, interest
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rates at maturities longer than overnight would be negatively related to money supply,
holding fixed expectations of firture interest rates and asset prices.

A similar argument could apply to banks’ demand for reserve balances. A bank
has special reason to avoid risk of capital loss. Regulators have generally tried to gnard |
banks' creditors against bank insolvency by requiring a bank to maintain a standard margin
between the value of its assets and liabilities, that is by imposing capital requirements. .

Since the 1950s, the money-demand literature has turned away from interest-rate
risk as an element of money demand. McCallum and Goodfriend (1987} point out that :
"rate-of-return uncertainy on other assets cannot he used to explain why individuals hold
money in economies - such as that of the US - in which there exist very short-term assets |
that yield positive interest” (p. 779). This also holds for banks' reserve demand. Overnight
loans are completely free from interest-rate risk.

Suppose, however, that there were no return to very short-term lending. Then any
liquid asset promising a positive return would be subject to interest-rate risk (in addition to
any other risks such as default risk). The allocation of a bank’s assets between such assets
and reserves would necessarily Involve a tradeoff between yield and risk of capital loss.

In the paper, I present a model in which banks’ need to avoid risk of capital loss
creates a negative relafion between reserve supply and bond yields when overnight rates
are zero. This is true even though, when overnight rates are posifive, an increase in reserve
supply does not generally tend to reduce the spread between bond yields and overnight
rates. An implication of the model is that bond yields are related specifically to the supply
of nonborrowed reserves (reserve balances including required reserves) when overnight
rates are zero, even though it is the supply of free reserves (reserves less required reserves)
that influences the overnight rate when overnight rates are positive. Thus, the alternative
view of liquidity traps is consistent with ¢conventional propositions about interest-rate
determination under "normal” conditions.

IT) Interest rates and reserve quantities in the 1930s U.S.

An environment of zere overnight rates developed in the U.S. in the early 1930s.
Fed funds overnight loan rates, call money rates, and repo rates were all effectively zero by
early 1934, as were rates paid for interbank demand deposits (before interest on such ‘
deposits was banned by regulation). They remained zero throughout the rest of the decade.

Meanwhile, longer-term rates interest rates varied. Figure 1 plots vields to
maturity on high-grade corporate bonds, long-term Treasury bonds, medium-term Treasury
3-5 year notes, and weekly auction discount rates for newly issued Treasury bills (the
maturity of which varied) from April 1934 through the end of 1939,

Over the same period, there were large fluctuations in reserve quantities. Most of
these fluctuations constituted shocks to reserve supply (see Friedman and Schwartz, 1963;
Romer 1992). Some, but not all of these reserve supply shocks were coincident with news
about monetary policy.

Figure 2 plots reserve quantities along with two closely related variables: the
value of the U.S. gold stock, and total funds held by the Treasury outside commercial
banks. Changes in nonborrowed reserves from 1934 through 1936 reflect Treasury -
purchases of gold, and a much smaller amount of silver. These boosted nonborrowed
reserves when the Treasury created a certificate backed by the purchased metal, deposited
the certificate in its Federal Reserve account, and spent the funds or transferred them to
Treasury accounts in commercial banks. Most gold and silver purchases were a




consequence of foreign exchange operations. After March 1934 most Treasury purchases
of foreign exchange were passive, depending on the volume of foreign exchange offered at
the fixed rate. The inflow of foreign exchange, in turn, mainly reflected capital flight to the
U.S. from political and economic disruptions in Europe and Asia. The inflow was
unsteady, spurred or slowed by political events. Nonborrowed reserve supply was also
affected by the vagaries of the Treasury's payment system. A purchase of precions metal
did not increase reserves until the Treasury spent the resulting funds or transferred them to
its accoumnts in commercial banks. In the meantime the value of purchased metal was
booked as an increment to the Treasury's Federal Reserve balance or "vault cash.” Ordinary
tax payments, spending and financing operations also affected reserve supply as the
Treasury transferred funds into and out of its commercial bank accounts. Over 1934-1936,
the Federal Reserve made no attempt to sterilize the effects of Treasury operations. In fact
the Federal Reserve undertook no deliberate open-market operations at all.

In July 1936, the Federal Reserve Board announced a change in monetary policy:
reserve requirements would be hiked as of the following August. Tn Jannary 1937, the Fed
announced another hike in reserve requirements to become effective in March and May,
1937. Nonborrowed reserves, meanwhile, were affected by a change in Treasury policy. In
December the Treasury announced it would sterilize the effects of gold inflows on reserve
- supply, booking the value of all "inactive” gold as Treasury vault cash. In adopting these
policies, neither the Treasury nor the Federal Reserve intended an immediate increase in
interest rates. The goal of the policies was to make it easier for the Fed to tighten in the
Juture. Treasury authorities, however, feared the hikes in reserve requirements would cause
a rise in bond yields, which they wanted to avoid. In fact bond yields remained stable
around the time of the first hike in réserve requirements in August 1936, but they began to
rise sharply at the end of December 1936.

In early 1937 both the Fed and the Treasury began to take steps intended to lower
bond yields, including open-market purchases of bonds. In September 1937, the Treasury
began to release its stock of "inactive” gold into the reserve supply. In February 1938 the
Treasury began to allow current gold inflow to pass through to reserves. In April 1938
Roosevelt announced that all of the Treasury’s remaining gold balances would be passed
through to reserves, no further inflows would be sterilized, and reserve requirements would
be reduced. From that time through the outbreak of the Second World War there were no
obvious changes in monetary policy.

Figures 1 and 2 together show a clear refation between reserve quantities and bond
yields. This is most obvious with réspect to the monetary policy changes of 1936-1937. But
there was also a relation between yields and nonborrowed reserves apart from these
changes in monetary policy, as is evident in Figure 3, which s¢atters Treasury bond vields
against the log of nonborrowed reserves. Observations from all of the weeks from the
Federal Reserve's first announcement of an upcoming hikes in reserve requirements (July
15, 1936) through the final reversal of policy in 1938 (April 22, 1938) are specially
marked. These weeks' observations actualty appear as disturbances to a negative relation
between yields and nonborrowed reserves that prevailed before and after the policy shifts.

How might one explain the apparent negative relation between reserve quantity
and bond yields? According to the current conventional view of liquidity traps, it must
reflect coincidence between changes in reserve quantities and news that changed
expectations of future overnight rates.

The alternative view of liquidity traps illustrated by the model presented in the
paper offers a different explanation of interest-rate movements over the 1930s. In this view,
yields would have been affected by exogenous shocks to reserve supply whether or not the
shocks to reserve supply were accompanied by changes in expectations of future overnight

" rates. Reserve supply shocks could have influenced bond yields through two channels: the

direct effect of reserve supply on the expected overnight yield to holding bonds, and a
possible effect on expected future bond prices given expectations of future overnight rates.

The alternative view has some distinct or at least specific implications that can be
tested. First, changes in bond yields should bave been negatively correlated with changes in
reserve quantities that did nof coincide with armouncements abowt monetary policy or
otherwise constitute news about future overnight rates. Second, bond vields should have
been specifically related to nonborrowed reserves, and unrelated to changes in required
reserve balances except to the degree that the latter were coincident with news about
monetary policy. Finally, the relation between bond yields and nonborrowed reserves
should have been weaker for bonds of longer maturities. In the model, reserve supply
directly affects the bond price because nonborrowed reserve demand is related to the
expected overnight bond yield. If there are bonds of longer and shorter maturities,
nonborrowed reserve supply shocks would have relatively small effects on yields to
maturity for longer-term bonds, because 2 longer-term bond's yield to mamrity does not
change as much for a given change in its expected overnight yield.

Relations between bond yields and reserve quantities

1934-1939

1 regress week-to-week changes in Treasury note and bond yields to maturity on
weekly changes in (log) reserve quantities, excluding weeks when either the Fed or the
Treasury (or both) announced changes or future changes in monetary policy. I find that
changes in bond yields appear negatively related to changes in reserve quantity,
specifically to changes in the quantity of nonborrowed reserves. Changes in required
reserves were unrelated to bond yields. The relation between nonborrowed reserves and
vields was weaker for bonds of longer maturity.

1934-1936

In the period from April 1934 through the beginning of July 1936 there were no
announcements by the Treasury or Federal Reserve with obvious implications for monetary
policy. No agency sterilized the effects of international flows and Treasury payments on
nonborrowed reserves, or adjusted reserve supply in response to interest rates. Changes in
the gold stock, net of the change in the Treasury's balances held cutside the banking
system, constituted shocks to reserve supply that were not counteracted by other reserve
supply factors.

Confining the sample to this 1934-36 period, I again regress week-to-week
changes in bond yields on nonborrowed reserves and required reserves. 1 also regress
changes in yields on changes in the gold stock net of the change in the Treasury's balances
held outside the banking system. Again I find that changes in bond vields appear negatively
related to changes in nonborrowed reserves, this relation was weaker for bonds of longer
maturity, and changes in required reserves do not matter. Also, I find that changes in bond
vields are negatively related to gold inflows net of changes in Treasury balances. ,

These resalts for the 1934-1936 period are hard to account for in terms of the
conventional view. Could one plausibly argue that, within this period, changes in




nonborrowed reserves caused by interactions of gold inflows and Treasury payments were
correlated with changes in expectations of future ovemnight rates?

4) Conclusion .

The experience of the U.S. over the 1930s contradicts the view that longer-term
interest rates are bound by a liquidity trap as soon as short-term rates have been driven to
zero. Data are more consistent with an alternative view of liquidity traps based on
monetary theory of the 1930s-1950s. The alternative view has implications for
monetary policy in other times and places when overnight rates are at the zero bound.

" Banks nearly everywhere may have reasons to avoid risk of capital loss, which could create
.a defined demand for reserves when overnight rates are zero. The central bank would
therefore have the ability to enforce a decrease in longer-term interest rates by boosting
reserve supply through ordinary open-markei operations in bonds or foreign exchange,
whether or not the central bank can manipulate expectations of future overnight rate.

Session 2: Life, Death, and Work: An Economic History of Race and Labor
Markets in Twentieth Century America (Saturday, Jan. 5, 10:15am, Hilton-Cabinet
Room)

Death In pioneer davs

"Driven from the Field or Enticed to the City? The Cotton Picking Machine and the
Great Migration from the Cotton Belt, 1949-1964," Wayne Grove (Syracuse
University) and Craig Heinicke (Baldwin-Wallace College)

At the end of World War IT millions of workers from California to the Carolinas

stooped over plants to gather almost every boll of American coiton by hand, as they had for _

the previous 200 years. When the mechanical cotton picker was finally perfected and
commercially produced beginning in 1948, growers adopted it so rapidly that in 1970 the
entire crop was gathered by machine. The connection between cotton harvest
mechanization and the migration of African-Americans from the South-almost three
million people between 1950 and 1970--has long been a matter of public interest; the
regional relocation of blacks from the rural South to cities has had profound social and
economic consequences. One effect of migration, whatever the cause, was the narrowing

of the black-white wage differential (Smith and Welch, 1989). If the contribution of
migration to black economic progress had been exhausted by 1965, and thus if sustained
strides forward in narrowing the black-white income gap would have abated without
Federal Civil Rights Legislation and enforcement (Donahue and Heckman, 1991), how
were cotton mechanization and the decline of cotton involved? Both thie direct wage and
mdizrect, but powerful, political effects of migration on black economic progress have been
examined, but the role that mechanization and the decline of cotton played has not been
resolved.

Alston and Ferrie (1993, 2000} have addressed the question of how southern
political forces powerful as they were in Congress throughout this period, first prevented
but later allowed, the passage of legislation that would threaten the South’s method of
control over a pool of cheap labor prior to the mechanization of the cotéon harvest. The
retreat of the southern political effort at the federal Ievel that once sustained the system of
social control came about becanse the livelihood of rural landed elites no longer depended
upon an isolated, discriminatory labor market that valued, above all else, a inexpensive,
malleable workforce (Alston and Ferrie, 1993).

Since the cotton harvest comprised at least half of the year's Tabor, most
significantly the mechanical picker eliminated this labor “bottleneck.” The existing
evidence that the cotton harvester chiefly caused the disappearance of the Old South,
however, is seriously flawed. It is true that the work of Day (1967) on mechanization and
Cogan (1982) on black teenage unemployment implies that harvesting machines displaced
workers from the cotton fields who subsequently left the region (Wright, 1986; Wilson,
1987). Margo and Finegan (1993), however, show that Cogan overestimated the role of
mechanization with respect to the decline in black teenage labor force participation. With
respect to migration, Heinicke (1994), demonstrated that cotton harvest mechanization
accounted for less than a quarter of black migration in the 1950s, Finally, Peterson and
Kislev (1986) estimated that the lion’s share of the decline in cotton hand harvesting
(almost 80 percent) resulted from rising wages outside of agriculture and only a small
portion was due to mechanization.

This paper revises our empirical understanding of the decline in cotton harvest
employment with the use of much improved data. We find that mechanization, along with
declining cotton prices and government programs which induced planters to reduce cotton
acreage, formed the main impetus to rid the cotton fields of hand labor for good. The draw
of better wages outside agriculture that decreased labor supply in the hand harvest market,
played a smaller, although crucial, role. Our evidence constructs the crucial link
concerning the effect of cotton harvest labor markets and incentives for preserving the
system of social control. This, in turn, bears directly as well as indirectly on the postwar
record of black progress.

The long run effects of mechanization, paradoxically, must have had a favorable
effect on black progress, if they reduced the incentive of southern political interests to
protect paternalism and block both Civil Rights legislation and enforcement (Alston and
Ferrie, 1993). Once the effects of Federal legislation took hold, an “episode™ of black
progress ensued after 1965 (see Donahue and Heckman, 1991; Heckman, 1990; Card and
Krueger, 1993). Also, if mechanization and the movement of cotton prices led to a “soft”
southem agricultural labor market in the 1950s and early 1960s, that is consistent with the '
lack of black progress within regions during this period. Whatever the associated evidence
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on political activities, our results show that after the eatly 1960s, the rural southern elites
o longer had the incentive to preserve the cheap pool of labor for hand harvesting of
cotton. This does not mean that southerners suddenly and uniformly welcomed social
change (see Wright, 1999). In contrast to social views, the perfection of the cotton picking
device abruptly changed economic incentives, reducing the need to pour substantial
resources and political “capital™ into preserving ibe system of social control that those with
access to political power at the Federal level -- and with economic power within the South -
- had maintained for a century following the Civil War.

COTTON ECONOMY PRICES, LABOR FORCE AND TECHNQLOGY, 1930-70

During World War IT harvest wages increased compared with either general farm
or industrial earnings. The sharp rise in war-time piece rate wages, cash payment per 100
pounds of seed cotton gathered, resulted in part from a rise in the demand for cotton and in
part was due to the WWIl-induced mass exodus from the rural South (Wright, 1986).
Following the war, cotton prices and piece rates trended down.

Because of the arduous natare of cotton hirvesting by hand, people have spent
great effort, ime and money to reduce the Tabor-intensity of the task. Almost an entire
century of innovative activity by tinkerers and farm equipment manufacturers passed
between the first recorded design of a mechanical cotton picker and its successful
commercial production by International Harvester in April 1948.

Cotton Harvest Costs by Machine and by Hand

To date the displacement-replacement debate has taken place in something of an
empirical vacuum. Frank Meier estimated machine harvest costs for the spindle-picker
states from 1949 to 1964 in his unpublished dissertation entitled An Economic Analysis of
the Mechanical Cotton Picker. Unfortunately, hand harvest costs have only been measured
by using the USDA. "piece rate wages,” growers’ payment to ficldhands for each 100
pounds of seed cotton harvested (e.g., Peterson and Kislev, 1986). These cash wages,
however, poorly capture growers total hand harvest costs. An important contribution of
this paper is to advance an improved measure of this variable. First, growers care about
unit costs per pound of cotton Iint, whereas 100 pounds of unprocessed “seed-cotron”
contained varying amounts of organic matter (removed at the cotton gin) that differed over
time and by location.

Grove (2000) estimated a time series of hand harvest costs to match the Meier
machine cost data by (1) converting piece rate wages to cash wages per pound of lint and
(2) estimating non-wage costs for resident laborers, day-haul workers, domestic migrants,
and foreign contract workers. Combining state wage costs and non-wage labor expenses
(weighted according to the types of labor employed) yields annual state hand harvesting
costs. Table I provides the ratio of the expected real machine harvest to hand harvest cost
per pound of lint. The west-to-east pattern of picker diffusion mirrors the relative costs of
the harvest method by region. :

THE COTTON HAND HARVEST LABOR MARKET: MODEL AND DATA

The objective of this article is to determine the extent to which higher wages and
better opportunities in the northemn cities lured Jaborers away from the cotton belt or
whether cheaper technology displaced them.

The following supply-demand model measures the shifts in supply and demand.
In the cotton harvest labor market, demand for hand labor (Q) is a function of the cotton
harvest wage (WY, machine prices (MCOST), the (lagged) price of cotton (PCT), grower

overhead expenses (OVERH), and the two government acreage restriction programs
(ALLOT and SOIL). The ideal measure of harvest labor (the dependent variable) would be
labor per unit time period, but it is not known how many hours and days were required to
harvest a given amount of cotton. Therefore, we used the total quantity of cotton harvested
by hand, i.e. the percent of cotton harvested by machine times cotton output. Lagged
output has been added to account for the partial adjustment of hand harvested output
{Nerlove, 1958). The “wage” here is the total compensation of labor employed in the
cotton harvest (W), that is the cash wage plus the valve of in-kind benefits. The price of
cotton lagged one year (PCT) is inserted to reflect the fact that decisions are made on the
basis of the expected price of output; since landowners sold and purchased in national
markets, prices are deflated by the U.S. CPL

EMPIRICAL RESULTS

The results of estimating the cotton picking labor supply and demand functions by
two-stage least squares, regarding Q and W as endogenous, are presented in Table 2. The
data used are pooled state level, annual observations for the 12 major spindle-picker states
(N=180). All continuous variables are measured in logs. The coefficients are short-run
elasticities and indicate elastic labor demand and labor supply. The results are reasonably
robust with respect to differing specifications, but there are some exceptions.

Hand harvested employment fell by an annual average of 9.9 percent from 1949 to
1964. We seck to identify the contribution of the excgenous variables on the equilibriom
quantity of labor (Table 3) by using the elasticities reported in Table 2. We first estimate
the annual average rate of change in the relevant variables from 1949 to 1964. The annual
horizontal shifts in either the demand or supply function is obtained by multiplying the
change in the variable by its estimated elasticity (coefficient). The effect of each variable
on the change in (endogenous) wages is determined by multiplying the shift in the function
and the elasticities with respect to wages in the supply and demand functions. Finally, the
change in the quantity of labor is calculated by multiplying the resulting endogenous
change in wages and the elasticity with respect to wages in the other (supply or demand)
function (see notes to Table 3).

We summarize the effect of the exogenous variables upon the equilibrium
quantity of labor in Table 3. For example, machine harvest costs per pound of lint declined
on average by 4.4 percent per year from 1949-64, shifting demand for hand harvest labor to
the left at an annual rate of 5.7 percent (see Table 3). Assuming no change in the supply
equation, the equilibrium wage was reduced by 1.47 percent annually and the equilibriam
quantity of labor fell by 1.77 percent each year. Thus, these estimates imply that 18
percent of the 9.9 percent average annual decline in hand harvested cotton employment
from 1949 to 1964 resulted from worker displacement due to cheaper machine substitutes.

In addition, cotton prices, non-farm wages, yields, and government programs
importantly influenced cotton employment. The cotton price fell by an average of 1.9
percent a year, prompting farmers to plant less acreage to cotton which decreased hand
harvesting labor by 2 percent per year (Table 3). Explaining 21% of the average annmal
decrease, our estimates show that falling cotton prices affected the harvest labor market
more than mechanization of the harvest. Combined, these two demand-side factors,
mechanization and cotton prices, account for 39 percent of the actual annual decline in
harvest labor. Non-farm wages rose by 1.7 percent a vear, causing labor to fall by 2.39
percent a year The pull effect of higher non-farm wages (24 percent of the total Q@B.ouma in -




-harvest employment) was somewhat greater than the push effect of cotton harvest

' mechanization (18 percent) by itself.
. Cotton vields rose rapidly during the 1950 and early 1960s, by 3.87 percent
annually. Higher output per acre increased labor supply (in anticipation of more harvest-
time employment) by 2.74 percent per vear. Although the allotment variable is not
significant, acreage planted in cotton fell so sharply due to the federal soil bank program

 that it accounts for 4.75 percent reduction in hand harvest employment in the relevant
years. In those years the soil bank alone explains close to one-half of the annual decrease
in harvest employment, and its effect is larger than any single factor (Table 3).

: CONCLUSIONS A

This article vses newly reconstructed data on hand and machine harvest costs and
nonagricultural wage rates to reevaluate the causes of the exodus of hand harvest labor
from the cotton fields during the 1949-64 period. Our estimates show that a decrease in
" labor demand contributed a greater share to declining employment in the cotton harvest
labor market than decreasing labor supply during this period; this reverses to the
conclusions advanced by Peterson and Kislev (1986), who found that the “pull” of higher
wages outside of agriculture was greater than “push” of labor from the cotton harvest labor
_ market. Qur estimates suggest that the agricultural-nonagricultural wage differentials

explains about a quarter of the decline in the hand harvest workforce, clearly an important
factor. We also find, however, that the combination of mechanization and decreasing
cotton prices led to a decrease in cotion harvest employment of —3.8% annually, or 39% of
the total decrease in harvest employment. Add to this the effect of federal soil bank in
several years (which explained 48% of the decrease in employment in relevant years), and
decreasing labor demand clearly outweighs the effect of decreasing labor supply. All told,
the concurrence of these events within two decades—the departure of millions of,
especially black, families from American cotton fields, the decline of cotton, and the
mechanization of the cotton harvest—fundamentally altered the economy, politics, and
social and cultural life in those areas as well as nationally.

This extraordinary episode of demographic and technological change produced
many ironies. Following the 1930s, the “tight” labor market of the early 1940s provided
the incentive for the final push to perfect a mechanical cotton harvesting devise (Wright,
1986). Improvements in farm machinery exogenous to the cotten economy, aided the
process. Yet, for contemporaries in 1946, and, in fact, in 1950, it was unclear that a way of
life in place since the Civil War would be swept away so swiftly. The old system of social
control held on for three more wrenching decades, and more turbulent time beyond that.
Would the institutional systemn that inhibited mechanization be sustained? (see Whatley,
1985; 1987, on institutions.) We kmow only now that it crumbled amazingly swiftly,
between 1949 and 1970. The incentive structure to maintain a low-wage economy based
on poor education generally and, for blacks, fear, intimidation and institutionalized
discrimination, chauged as mechanization, government farm programs, and the withering
of the market for raw cotton took their toll.

Perhaps the greatest irony of all is that despite the adverse effect mechanical
cotton pickers had ou the harvest labor market in the 1949-64 period, the incentive to retain
the elaborate informal and legal codes of racial separation largely disappeared in the wake
of its adoption. Add to that, the contribution of government programs that reduced cotton
acreage and declining cotton prices between 1949 and 1964 and we have a collapse of
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demand for hand harvesting labor that rendered the Old South largely an anachronism. The
old system of social control and its proponents, however, did not fade away easily. The
Civil Rights movement interacting with federal politics produced change within as well as
outside the South. With little reason to preserve the labor market for hand cotton picking,
Federal Civil Rights legislation and the emergence of Federal programs that eroded the old
system of social control had a chance. The way was then cleared for the possibility,
however faltering, of some progress for African-Americans throughout the nation.

Figure 3:
Percent of Cotton Harvested by Spindie
Pickers by Region and for US, 1949-64
1

Percent of Cotton Mechanienlly Harvesh
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Note: These are weighted averages according to cotton production.

Sources:

Percent of cotton crop harvested by machine per state: Statistics on Cotton (1974), 218.
Bales of cotton harvested per state: Statistics on Cotton (1974), 64-77.

Table 1
Ratio of Total Expected Real
Cost of Machine Hand Picked
Cotton: Selected Regions
West | Delta SE
1950 64 .98 146
1952 .53 93 1.29
1954 A8 .82 1.11
1959 | .44 77 1.04
1963 32 63 85




Table 2: Table 3
2SLS Estimates of the Cotton Hand Harvest Labor Market Average Annual Percent Change in Quantity of Labor Employed
Dependent Variable: Quantity of Hand Harvested Cotton In Hand Harvesting, Response to Shifts in Demand and Supply
Annual Average Percentage
Independent Variable: - Demand’ Supply Chapge
"Change Shiftin | Changein | Change | Percent
L.agged hand harvested cotton Qy 0.79 0.68 in function® | wages® in qty of Total
(15.55) (14.06) Variable' of Change
4 .
Labor Compensation (W) -2.68 1.20 labor 1 hm&ou.
(-4.37) (4.10) Emwwﬂ «
Lagged cotton price (PCT) i 343 Actual’®
’ (5.06) Demand -4.42 -5.70 -1.47 -1.77 18
. . Real Machine
Mechanical Harvesting Costs 1.29 .
(MCOST) Harvesting Costs
(5.68) Real Cotion -1.91 -6.55 -1.67 -2.03 21
’ Price
Overhead costs of labor (OVERH) 0.34 Soil Bank - 153 3.04 4.75 48
(2.83) Duammy
Cotton allotment dummy 0.07 Varaiable for
(ALLOT) Years 1956-58,
(1.04) 1964 only
) ’ Supply 1.71 -3.46 0.89 -2.39 24
Soil bank dummy (SOIL) . -0.15 Resl
(-3.58) Nonagricultural
. . _ Wages
N uitural wage rates -2.02
wNoNy Cotton Yields | 3.87 398 |- 28°
Alw.mmv ] 1.02+2.74
Cotton Yields (Y) 1.03 ) Notes:
{5.09) -} Annual rate of change estimated from regression equation: log(x) = a + rt + sd +e.
Pre-harvest agricultural wage -0.60 2 Shift in function is change in variable times estimated elasticity.
(PREHW) £1.36) ’ Reduced form change in wages (due to variable) is shift in function times _ .
o . o) = h 1
Planted cotton acreage (ACRES) . 0.14 *Change in employment is change in wages times wage clasticity (of supply or demand).
(L31) . 3 Cotton harvest labor employment decline on average by 9.9 percent annually.
Intercept 827 671 ¢ Negative sign denotes this counteracts the decline in labor, i.c., is an increase.
Adjusted R? : 0.93 092 .
axT 180 180

t-statistics in parentheses
State duminies not reported here.




PC Increase Black Employment in High-Wage Industries?" Ryan Johnson
iversity of Arizona)
& Introduction
During World War II the first federal government agency designed to fight racism
in employment, the Fair Employment Practice Committee (FEPC), was created. Despite
the.existence of the FEPC, economists studying the extraordinary relative gains of black
wotkers during the 1940s have not attributed a role to government policies specifically
designed to fight discrimination. Historians, with few exceptions, have generally seen
Roosevelt's FEPC as a weak agency unable to accomplish the assigned mission. Collins’
(2001) study questioned the conventional wisdom by presenting empirical evidence that
. this agency did indeed help black workers find employment in high-wage World War 11
- defense industries. However, the degree to which he could empirically isolate the impact
~'of the FEPC on black employment was limited by the aggregate nature of the available
- data. The research presented in this paper, using a new industry level panel of race specific
“employment data, union data, and micro-level FEPC data, takes a closer look at the role of
the FEPC in mitigating industrial crowding. Tt also explores the effect of the FEPC in light
of the impact that changes in the structure of unionization and tight labor markets had on
industrial segregation.

Due to the extraordinary gains of black workers relative to whites during the
1940s, it is important to assess, as far as possible, the degree to which various factors
contributed to the gains of black labor during this period. Collins’ (2001) suggests that the
FEPC was able to advance black economic interests by mitigating the forces of industrial
crowding. Research by Johnson (2001) indicates that the period of World War 1T was a
period in which industrial segregation decreased within manufacturing and mining
industries in Pennsylvania. Johnson showed that black integration was a function of
various factors that influenced the costs of integrating black workers into a firm. These
factors, such as the extent of unionization, union affiliation, the availability of labor, and
the spatial and hierarchical organization of the firm differed by industry. Industries faced
with tight labor markets were more likely to integrate blacks into their workforces, The
leading national labor organizations had conflicting effects. The more craft-based
industries organized by the American Federation of Labor (AFL) tended to have a lower
concentration of black workers, while the industries organized by the Congress of
Industrial Organization (CIO) in the late 1930s and early 1940s tended to open its door to
more black employment. Thus black industrial integration was largely a function of the
erises and institutional change that dominated much of the labor scene of the Second World
War. To what degree was it also a function of the Fair Employment Practice Committee”s
(FEPC) actions to promote racial equality in the defense industries?

1L Crises, Change, and the Creation of the FEPC

The creation of the FEPC was very much a function of the economic crises
associated with the Second World War. A. Philip Randolph, president of the Brotherhood
of Sleeping Car Porters, threatened to lead one hundred thousand protesters down

Pennsylvania Avenue in protest of the discriminatory practices of the U.S. armed services
and defense contractors. Roosevelt, fearing among other things, the disroption of war
production and racial sirife that would most likely result from the protest, entered into
negotiations with Randolph and Walter White of the National Association for the
Advancement of Colored People. Some authors have described the results of the

negotiations as a win for Roosevelt and a loss for black Americans during World War I1.
Roosevelt obtained greater cooperation from black protesters and black labor received the
FEPC-arguably a weak agency that did relatively nothing for black Americans during
World War 1T (Dalifume 1969 and Bernstein 1968). Factors such as a limited budget,
inadequate personnel, very limited enforcement powers, and resistance from congress and
other bureancracies have been given credit for the possible short-term failures of the FEPC
in helping black labor during World War II (Bemstein 1968, Polenberg 1972, Wynn 1976).
The political weakness and lack of support from other bureaucracies led to the
disintegration of the President’s first committee after it was put under the control of the
War Manpower Commission (WMC). On May 27, 1943 the committee was reformulated
vnder Executive Order 9346. X

The FEPC only investigated firms, unions, or government agencies for which
there had been a complaint of discrimination docketed with the FEPC. The FEPC could
Investigate complaints of discrimination against any agency of the federal government,
firms and unions associated with firms accepting contracts from the federal government
which bad non-discrimination clauses in them, and industries that were essential to the war
effort. Since the FEPC lacked statutory authority it could not compel compliance. The
FEPC could, however, appeal to other agencies with statutory authority for assistance. The
FEPC was also able to recommend to other government agencies that the war contract of a
discriminatory employer be revoked, generally an unrealistic tool of punishment due to the
imperatives of war production. Colliris (2001) mentions the Philadelphia transit case
where white workers went on strike to protest the employment of black trolley operators.
The result of the strike was the transit system being taken over by the Army, and the
workers, fearing the permanent loss of their jobs and a change in their draft status,
subsequently returning to their jobs. Like most examples of the FEPC receiving help from
stronger government agencies, the fact that war production was being interfered with
seemed to be more of an issue than discrimination. Firms that did not provoke umionized
whites into disrupting war production by employing blacks in the first place did not come
under similar forced compliance with FEPC directives.
111 Other Sources of Black Industrial Advancement

Generally the labor shortages associated with the war effort have been given more
credit for black advancements in occupational and industrial employment than the FEPC
(Bernstein 1968 and Brody 1975). Institutional change with respect to unionization may
also have created opportunities for black workers to be integrated into northern industry.
Throughout World War II and the second part of the Great Depression private
organizations like the National Urban League, the Pittsburgh Urban League, the black
press, and black churches were striving to increase black representation in high wage
industries and occupations. A major institutional change that may have aided these groups
in this effort was the creation of the Congress of Industrial Organizations (CIO) in the late
1930s. Unions affiliated with the CIO differed from those affiliated with the American
Federation of Labor (AFL) in that the CIO affiliated unions organized on an industrial basis
rather than a “craft” basis. The CIO also differed significantly from the AFL in that it
incorporated constitutional provision claiming complete opposition to discrimination on the
basis of “race, creed, color, or nationality” (Murray 1942). Despite the anti-discrimination
declarations of the CTQ, there was a great heterogeneity in the actual policies implemented
by local affiliates. CTO affiliated unions that attempted to organize black labor in




Pennsylvania received support in terms of leadership and finances from black
organizations, black churches, and the black press. Some of these industrial unions were
able to establish collective bargaining agreements guaranteeing employees standardized
promotion based on seniority, seniority based lay-off protection, standardized wages, paid
vacations, and other provisions associated with internal labor markets. Significantly, these
provisions, at least theoretically, applied equally to all workers, regardless of race
(Dickerson 1986).
Iv. The Data

- Despite the general trend of scholarship throughout the 1960s and 1970s arguing
that the FEPC did not do much to help the World War II black laborer, some of the more
recent research on the FEPC has argued that Roosevelt’s little agency did significantly help

black workers during the 1940s (Collins 2001 and Kersten 2000). Collins research 1s very -

significant due to the fact that it serves as the first attempt at a rigorous empirical’
investigation of the impact of the FEPC on black employment. The research presented in
this paper, like Collins’ (2001) research, focuses on the impact of the FEPC in helping
black workers obtain employment in industries for which the FEPC dealt. By combining
industry employment data with firm-specific FEPC data, it is possible to better assess the
impact the FEPC had on black industrial integration.

Collins” (2001) study on the impact of the FEPC on black employment in World
War II defense industries made use of city level variation in FEPC cases. His city level
data consisted of all cases docketed with the FEPC between July 1943 and June 1944. The
data employed in this paper consists of the following information for each closed case in
Pennsylvania: firm, union, or government agency charged with discrimination; industry of
party charged; reason for discrimination (e.g., Negro, etc.); type of discrimination (e.g.,
hire, fire, promotion, working conditions, wages, etc.); sex of complainant; date of
complaint; disposition (e.g., dismissed-insufficient evidence, dismissed-on merits,
withdrawn by complainant, satisfactory adjustment, etc); and the date the case was closed.
This data was collected from ease specific microfilmed records held in the National
Archives, _

Collins’ (2001) city level data prevented him from distingnishing between
complaints which did not have merit and those that actually resuited in a satisfactory
adjustment, whether the case was filed against the private sector or a government agency,
and whether or not the discrimination was a refosal to hive. He also could not distinguish if
the charge of discrimination was race related. The data was not sex specific and he only
had one year of FEPC case data. The FEPC was given a broad mandate to enforce an order
that applied to both government and industry and that applied to many different forms of
discrimination. Collins” (2001) data does not allow a researcher to assess how the FEPC
cases varied across industry and the extent to which the agency was able to obtain
compliance. . This is important due to the fact that the FEPC, an agency with very limited
resources, would face tradeoffs when deciding how to allocate its resources.

Descriptive statistics from a report by the FEPC (1945) indicates why it is
impozstant to account for these factors when assessing the performance of the FEPC in
increasing black representation in defense industries. In the nation, between July 1943 and
June 1944, only 36 percent of the closed cases received satisfactory adjustment, 27 percent
of the closed cases applied to government agencies, and only 47 percent of the cases were
due to a failure to hire. These figures indicate that there was a large difference between the

number of cases docketed and the subset of cases where the FEPC was actually able to
compel a firm to alter its discriminatory hiring practices.

This paper also makes use of a panel of annual industry employment data for
about 315 industry classifications. The union data employed in the paper are national
annual union densities for 12 aggregate industry classifications. The union data are broken
down by affiliation (Congress of Industrial Organization, American Federation of Labor,
and unaffiliated union). These union data were derived from the data reported by Leo
Wolman {1936} and Leo Troy (1965).

V. Empirical Evidence

Like Collins’ (2001) paper, this paper focuses on the extent to which the FEPC
increased black representation in industries for which FEPC cases were docketed. Many of
the historical anecdotes on black employment indicate that much of the resistance to black
infegration carue from white workers. Johnson (2001) found that the integration of black
workers into northern industry was a function of the institutional features and events that
affected the relative strength of incumbent workers® resistance to black integration. When
workers were unionized by craft unions the workers’ resistance to black integration was
solidified, making black integration more costly. Many CIO affiliated unions had an
economic incentive to open their doors to black labor and thus industries organized by the
CIO were more likely to integrate black labor. Other factors such as the spatial and
hierarchical organization of the firm could also impact the costs of integration. Some
industries, by providing departments or areas where black workers could be employed
without coming into contact with white workers, lowered the costs of integrating blacks, all
else held constant. World War II and the imperatives of war preduction were the
exogenous shock necessary to spur integration. As war time labor markets tightened,
industries with either a low proportion of their workforce organized or with a significant
proportion of this organization affiliated with the CIO integrated their workforces.
(Johnson 2001).

Collins (2001) points out that the FEPC could also have altered the costs and
benefits of integrating black workers into an industry, increasing black representation in
industries for which FEPC cases were docketed. Resistance to black integration from
white workers may have decreased if they had perceived that the FEPC had given their
employer no choice in the matter. Also, the FEPC could have increased the costs imposed
on firms that did not integrate their workforces, making integration more economically
attractive. The FEPC also offered advice on how to integrate black workers into a firm with
as little disturbance as possible. ‘

. So black integration across industries was a function of how union density, union
affiliation, the spatial and hierarchical organization of the firms in the industry, and the
relative severity of the wartime demand shock differed across industries (Johnson 2001). It
is also possible that black integration was a function of the efforts of the FEPC. Itis
possible to asses the degree to which black integration was a function of these variables by
estimating the marginal effects of these variables with respéct to the probability that a
randomly selected employee in industry 1 was black. This probability is given by
wv ﬁmﬁ =a;+a Hu.mmvﬁum?ﬂ + Nm.m.czmoz~ln_ﬂ + NQOHO + m.w.o.GZHOZMIA.%OHO + age

44 Year(1917-1950), + uy,..
The fixed effects (a;) control for industry resistance to black integration, largely associated
with the spatial and hierarchical ¢rganization of the industry which do not change over time




but which vary across industry. It is possible that the number of cases investigated in an
industry in a given year would be endogenous to the proportion of the industry’s wage
earners that were black in that year. It is also likely that an industry’s employment practices
would not respond instantly to FEPC pressure but that the change would be observed in the
following period. For these reasons the number of complaints investigated by the FEPC in
a given industry (FEPC,, () is lagged one year, making the variable predetermined. The
UNION]1-4;, variables are dummy variables for union densities and CI0, is the proportion

of unmicrmzed workers affiliated with the CIO in a given industry. The year dunorgies
(YEAR1916-1917;) capture the vear effects anticipated from World War H.

Table 1.

% Black
FEPC -8.66E-06 = *
- (0.001287) * *
FEPC Black # 0.000041 *
# (0.00135) *
FEPC Black Hire * * -0.00255
® * (0.002753)
Union2 20-39% -0.00541%*%  -0.00541%% -0.0054]1%*
(0.001592) (0.001592) (0.001592)
Union3 40-59% -0.02327%* -0.02327%* -0.02326**
] (0.00336)  (0.00336) (0.003359)
Uniond 60-79% -0.02972%*%  0.02972%*%  _0.02968%*
{0.004326) (0.004327) (0.004319)
Union5 80-100% -0.04035%*  -0.04034%*  0.0404**
(0.007084) (0.007082) (0.007083)
% CIO/M100 0.005972  0.005972 0.005966
(0.004491) (0.004491)  (0.004491)
Union2*% CIO/00 0.007319 0.007318 0.007323
(0.005047) (0.005047)  (0.005048)
Union3*%CIOM00  0.042124%* (0.042125%% (.042128%=*
(0.007739)  (0.007739)  (0.007738)
Uniond* % CIO/M00  0.026511%* 0.026506%* 0.026562%*
(0.006687) (0.006686)  (0.006681)
Year 1917 0.006523%  0.006523*%  0.006522%
(0.003488  (0.003488)  (0.003488)
Year 1918 0.009613%% 0.,000613%% (.0096]12%*
(0.003266) (0.003266) (0.003266)
Year 1919 0.013446%% .013446%% (.013443%*
(0.003563) (0.003563) (0.003563)
Year 1920 0.015283** (. 015283%% (.01528]%*
0.003627) (0.003627) (0.003627)
Year 1921 0.00884=*  (0.00884*+  0,008837%*

Year 1922

Year 1923

Year 1924

Year 1925

Year 1926

Year 1927

Year 1928

Year 1929

Year 1930

Year 1931

Year 1932

Year 1933

Year 1934

Year 1935

Year 1936

Year 1937

Year 1938

Year 1939

Year 1940

Year 1941

Year 1942

(0.00383)
0.014612%*
(0.003681)
0.01983%*
(0.003865)
0.021712%
(0.004051)
0.01702%*
(0.003335)
0.02039%*
(0.003946)
0.015455%
(0.003512)
0.01344 1%
(0.003717)
0.013401%%
(0.003418)
0.011154%%
€0.003098)
0.011063**
(0.003275)
0.007096**
(0.003064)
0.008258%*
(0.00302)
0.006575%*
(0.002952)
0.006164+*
(0.002971)
0.005817%
(0.003169)
0.001912
(0.003274)
0.001956
(0.003308)
0.00134
(0:003436)
0.002552
(0.003432)
0.006465*
(0.003524)
0.020594%+

(0.00383)
0.014612%*
(0.003681)
0.01983%%
{0.003865)
0.021712%%
(0.004051)
0.01702%%
(0.003335)
0.02039%%
(0.003946)
0.015455%*
(0.003512)
0.01344 1%+
(0.003717)
0.013401%*
(0.003418)
0.011154%*
(0.003098)
0.011063%*
(0.003275)
0.007096%*
(0.003064)
0.008258%*
(0.00302)
0.006575%%
(0.002952)
0.006165%%
(0.002971)
0.005817+*
{0.003169)
0.001913
(0.003274)
0.001957
(0.003308)
0.001341
(0.003436)
0.002553
(0.003432)
0.006466*
(0.003524)
0.020594**

(0.00383)
0.01461%*
(0.003681)
0.019829%*
{0.003865)
0.021711%*
(0.004051)
0.017019%*
{0.003335)
0.02039%*
(0.003946)
0.015454%%
(0.003512)
0.013438%+
(0.003717)
0.013398**
(0.003418)
0.011151%+
(0.003098)
0.01106%*
(0.003275)
0.007091**
(0.003064)
0.008253%+
(0.00302)
0.006568%*
(0.002952)
0.006158%*%
(0.002971)
0.005811%
(0.003168)
0.001903
(0.003274)
0.001946
(0.003308)
0.001331
(0.003435)
0.002541
(0.003432)
0.006452%
(0.003524)
0.0205827%%




(0.003982)

(0.003982) (0.003982)
Year 1943 0.035533%% (.035534%* 0.035521%*
(0.004315)  (0.004315)  (0.004315)
Year 1944 0.041911%*% 0.041909%* 0.041933%%
(0.004625)  (0.004624)  (0.004623)
Year 1945 0.044971%% 0.044958%%  (.045075%%
0.00479)  (0.004783)  (0.004747)
Year 1946 0.043383* (.043377%% 0.043467%%
(0.004802)  (0.004799)  (0.004791)
Year 1947 0.042467+% 0.04247*%  (.042437%%
(0.004474)  (0.004474)  (0.004471)
Year 1948 0.043552%% 0.043555%% ~0,043519%%
(0.004705)  (0.004706)  (0.004702)
Year 1949 - 0.044286%F  (0.044289%  (,044253%*
(0.004972)  (0.004972)  (0.004968)
Year 1950 0.042154%% 0.042156%* (.042]24%x
(0.004754)  (0.004754)  (0.004752)
Constant 0.032427*%% 0.032427*% (.032429%%
(0.002528) (0.002528)  (0.002528)
AdjR? 6718 6718 6718
# of Observation 10590 10590 10590

The dependent variable is the propotrtion of an industry’s employment that was black in
period t. The data are from the “Report on Productive Industries, Public Utilities and
Miscellaneous Statistics of the Commonwealth of Pennsylvania™ for the years 1916 to
1950. The union data were obtained from Wolman (1936) and Troy (1963). To obtain
union densities the union numbers were corbined with U.S. Census industry data on the
number of wage earners. The union data are national. Standard errors are in parenthesis.
These standard errors were produced using a White correction procedure to correct for
heteroskedasticity. * indicates that the coefficient is significant at a 90% level of
confidence, ** indicates significance at a 95% level of confidence. A year Jummy for 1916
and union dummies for union density between 0 and 19% were left out of the regressions.
All three of the FEPC variables are lagged by one vear,

In table 1 the variables explaining the effects of the FEPC are presented in three
different forms. The First (FEPC) is the number of satisfactorily adjusted cases
investigated in industry i in period t-1. The motivation for the discrimination may have
been any ethnicity, nationality, or religion. Also the investigated cases making up this
variable were not just for failure to hire, but may have been for wage discrimination,
working conditions, etc. So this variable captures the extent to which not only
satisfactorily adjusted complaints for not hiring black workers. affected the future
employment prospects of black workers, but the impact of all satisfactorily adjusted
complaints in the industry. The second variable (FEPC Black) is the number of
satisfactorily adjusted cases against black workers in an industry, thus capturing the impact
of a satisfactorily adjusted case for discrimination against black labor regardless of whether
or not it was a failure to hire. The third variable (FEPC Black Hire) is the number of

satisfactorily adjusted cases for failing to hire a worker becanse he or she was black. Al

three of the FEPC variables are lagged.

For each of the three lagged FEPC variables, the coefficient is practically zero and
statistically far from being different from zero, implying that at the industry level,
satisfactorily adjusted complaints by the FEPC did not increase the probability that a
randomly selected employee in that industry was black. As found to be the case in Johnson
(2001), union density had a significant negative impact on black employment while
affiliation with the CIO largely mitigated the negative effects of unionization. When
comparing the year effects for the 35 years of the panel one can see the extent to which
black employment in the manufacturing and mining industries of Pennsylvania was
impacted by the economic crises of World War II. During the Great Depression the year
effects indicate that black employment fell to its 1916 level, but with the onset of World
War II, rose to its maximum levels and pretty much maintained these levels throughout the
1940s.

V1L Conclusion
The empirical evidence presented in this paper lends support to the arguments of

many historians, that the FEPC did not have a significant impact on black industrial

employment in the 1940s. Black industrial gains of the 1940s were a function of the
nstitutions of labor organization and the economic crises of the period. As World War TT

labor markets tightened, it was primarily the industries with low union density or with a

high proportion of its unionized workers affiliated with the CIO that employed more black

workers.
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"Exploring Racial Gaps in Iofant Mortality, 1920-1960," William J Collins
(Vanderbilt University) and Melissa A. Thomasson (Miami University)

Great improvements in physical health are among the twentieth century’s most
impressive social achievements. In the United States, life expectancy at birth increased by
. more than 25 years; average height increased by about 7 centimeters (for white males); and
a number of deadly diseases and debilitating illnesses were all but vanquished.1 However,
even as the overall level of health for both whites and nonwhites improved, racial gaps in
health outcomes were, by some measures at least, remarkably persistent and therefore
remain a concern for current policymakers (Department of Health and Human Services
2000; Levine et al. 2001). At the center of this paper’s analysis, the overall infant mortality
‘rate (deaths of children under one year of age per 1,000 live births) fell from 85.8 in 1920
to 7.2 by 1997, but the racial gap in infant mortality rates, when expressed as a
nonwhite/white ratio (reflecting the relative risk of death), did not decline over time. In

in others.

Thus, while we find it impossible to ignore the extraordinary gains in health
enjoyed by both whites and nonwhites, the persistent gap in the relative risk of death facing
the two groups is also striking 2 In this paper, we explore state-level infant mortality data
in an empirical and historical framework that accommodates and sheds light on both trends.
We focus on infant mortality because it is a simple, sensitive, and frequently referenced
barometer of health conditions; because it conveys useful information about families’
resources and environment, as well as about the effectiveness of public health policy; and
because it is available in a reasonably consistent form for whites and nonwhites over a
relatively long period of time.

The literature on infant mortality is volursinous, but to our knowledge, previous
works have not systematically examined the determinants of long-run trends in the racial
gap over the 1920 to 1970 period (e.g., see Rochester 1923; Chase 1972; Shin 1975,
Grossman and Jacobowitz 1981; David and Collins 1997 Department of Health and
Human Services 2000; Almond, Chay, and Greenstone 2001). We are especially interested
* in this period because it was one of remarkable medical and social transformation.
Professional training for doctors, nurses, and midwives was substantially opgraded and
standardized; federal and state govermments poured resources into improving and extending
hospital and clinic systeins, as well as into making health services available to the poor;
and of course, medical science advanced rapidly. At the same time, prevailing patterns of

- ¥

fact, Figure 1 shows that while the racial gap declined in some periods, it rose sibstantially

racial discrimination embedded themselves in | The life expectancy figures are from Arack
and Passell (1994, p. 230). The height estimates are derived from Costa and Steckel (1997,
p. 51). The infant mortality figures are from the United States Statistical

Abstract (1947, 2000). 2 Though our primary interest is in “black” relative to “white”
health, infant mortality data are reported by “white” and “nonwhite”, and so our statistical
analysis proceeds accordingly. 2 the healthcare sysiem, perhaps compounding the
disadvantages that African Americans already faced due to their geographic distribution
and relative lack of financial and educational resources. Moreover, a number of historic
events may have shaped the racial gap in health outcomes including the Great Migration,
the Great Depression, World War I, and the Civil Rights Movement.

Our discussion is guided by a simple model of infant mortality in which the
likelihood of survival is influenced by the consumption of quality-adjusted units of
nutrition, housing, health-related information, and health services. We refer to this bundle
of goods as “healthcare” (broadly speaking), and think of it as an input info a health
production function.3 We suppose that utility-maximizing parents allocate resources over
healthcare inputs and other goods, subject to resource constraints and relative
prices, and that they influence infant survival probabilities accordingly. Tn our simple
model, factors that influence infant health include income, residence, the availability of
medical care, and women's education. These variables reflect the financial, environmental,
and medical resources available to families having children.

To explore the relationship between these variables and infant mortality links, we
construct a panel of state-level data for whites and nonwhites for five-year intervals. At
eéach point in time, our dataset includes (by race and state) the infant mortality rate,
estimates of real per capita income, the proportion of the population residing in urban
areas, average years of education for women between 20 and 46 years of age, and
physicians per capita. Income is important because it provides a measure of a household’s
ability to purchase healthcare. Nonwhites™ income and wealth were considerably less than
those of whites thronghout the period under study, implying tighter budget constraints and
less demand for all normal goods, including infani-related healthcare. Additionally, we
hypothesize that for various reasons, African Americans may have faced higher costs for
healthcare services due to discriminatory
practices within the healthcare system. Such discrimination took many forms, including
restricting blacks’ access to healthcare facilities and limiting the number and quality of
black doctors (Johnson 1949, Seham 1964, Beardsley 1987, Sraith 1998).

Residence is important for two reasons. First, we include in our model the
proportion of
households in a state living in an wrban area. Prior to 1920, it is clear that urban residence
was relatively hazardous for infants” health (sce Haines, 2001). The observed gap between
urban and rural mortality rates dissolved over the course of the late nineteenth and early
twentieth century as public health initiatives took root, as medical science progressed, as
water and food supplies improved, and as urban hospitals increased the volume and quality
of available healthcare.4
3 See Grossman (1972), Rosenzweig and Schultz (1983), Berger and Leigh (1988), Kenkel
(1991), and Goldman and Lakdawalla (2001} on household production of health.

4 See Troesken (1999 and 2001) on typhoid, water, and sewerage in U.S. citics in the late
19th and early 20th centuries.




In addition to living in an urban area, living in the South may have also influenced
infant health. Compared to houscholds living in non-southern regions, infant mortality rates
in the South were higher for both blacks and whites. By itself, the geographic distribution
{and redistribution) of African Americans might have adversely affected their health
relative to that of whites. In 1920, 85 percent of African Americans resided in the South
(compared to 25 percent of whites), and in 1960, 60 percent still resided there (compared to
27 percent of whites). Throughout this period, southern per capita income was relatively
low: in 1944, for example, southem real per capita income was about 64 percent of the
national average (Mitchener and McLean 1999).5

Furthermore, southern blacks were relatively concentrated in rural areas,
especially early in the period under study. Therefore, they often lived far from hospitals
and doctors and faced considerable costs (in terms of time and effort) when seeking
professional medical services. On the other hand, although blacks in urban areas may have
benefitted from proximity to medical facilities, patterns of residential segregation
constrained the supply of housing to blacks, thereby raising its price and exacerbating
crowded, unhealthy living conditions in the emerging ghettos.6 The level of education for
women is also an important determinant of infant mortality for two reasons. Education may
affect infant mortality rates both indirectly, through its effect on eamings, and directly,
through its effects on health-related knowledge and responsiveness to that knowledge. 7
Therefore, even though education and income tend to be highly correlated, we include
measures of both in the regressions, focusing on the educational attainment of women
between 20 and 40 years of age. To the extent that blacks’ quality and quantity of
education fell short of that provided whites, blacks might have found it more difficult to
acquire information about medical advances and/or the availability of professional medical
services.8
Similarly, educational deficiencies might have facilitated the influence of superstition and
folk remedies. 5 It is certainly possible that the relative health of southerners affected the
region’s relative productivity, as argued by Brinkley (1997) for the late 19th century. In
this draft, however, we view income as exogenous variable. 6 Over the same period, large
numbers of southerners, especially blacks, moved to other parts of the country (Collins
1997). These migrants and their children might have benefitted from the non-South’s
relatively abundant supply of healthcare services, relatively egalitarian education system,
and relatively high levels of pay. But some aspects of the relocation might have offset such
benefits. Such aspects include residential segregation/ghettoization and an unfavorable
change in climate. 7 See Berger and Leigh (1989) or Kenkel (1991) for discussions of the
empirical connection between health and schooling in modern data, including potential
omitted variable issues. Even after adjusting for selection on the basis of unobservable
characteristics (e.g., rate of time preférence or ability), Berger and Leigh find that
education has-a significant direct nmonﬁ on health. Kenkel finds that even after controlling
for health knowledge, education appeats to have a strong positive effect on health-related
behavior. 8 In this paper, we view educational attalnment as an exogenous variable. See
Goldman and Lakdawalla (2001) for a recent discussion of the literature linking health and
education. In an international context, several empirical studies of infant mortality and
children’s health emphasize the importance of women's education. See Subbarao and
Raney (1995)4

Qur basic regression equation is expressed in log-log form, implicitly assuming

constant elasticities between the dependent and independent variables: (3) In IMRit = (In
Xit)yO+ Ot + eit
where i indexes states, t indexes time periods, and X is a set of race-state-year
characteristics. We run the regressions separately for whites and nonwhites, thereby
allowing the coefficients to differ between race categories.9 We add the time-period
dummy variables () to absorb unobserved period-specific factors influencing infant
mortality (such as advancing medical technology), and in some specifications we add
region or state dummy variables to absorb area-specific effects. 10

Table 2 reports regression results from three different specifications. Columns 1
and 2
correspond to the basic specification described by equation 3. Columns 3 and 4 add state
dominy
variables to the specification, and columms 5 and 6 include a dwmmy variable for the
southern region (rather than a full set of state dummies). In general, the coefficients
teported in Table 2 have the expected signs: ceteris paribus, higher levels of income,
women’s education, and physicians per capita tend to lower infant mortality rates, whereas
higher levels of urbanization are correlated with higher infant mortality rates. Though the
time-period dummy variables clearly absorb a great deal of the variation, the X variables’
coefficients (income, education, urban, and physician supply) in columns 1, 2, 5, and 6
often exceed the 10 percent level of statistical significance. When we forfeit a great deal of
the cross-state variation by including state-fixed effects (colurmnns 3 and 4), the standard
ervors of the coefficient estimates increase, and some of the coefficients change noticeably
in magnitude, particularly for whites. .

Comparing the coefficients across racial groups (colummns 1 and 2), it appears that
urban residence was more detrimental for nonwhites than for whites, and that education
was less beneficial for nonwhites than for whites. These gaps persist, though their
magnitudes change, in colamns 3, 4, 5, and 6, when state or region dummies are included
in the regressions. The comparatively large urban coefficient for nonwhites in Table 2
might reflect the poor living conditions common to many nonwhite urban neighborhoods.
The comparatively low returns (in terms of mortality) to years of education for nonwhites
might reflect the relatively low quality of education received by nonwhites (see Margo
1986, 1990).9 Two common econometric issues deserve mention. First, there may be
measurement error in the independent variables, particularly for income and education.
Even if measurement error in a particnlar variable is randorm, it implies some degree of
attennation bias (towards zero) to that variable’s coefficient and an unknown direction of
bias to the other coefficients (Greene 1993, pp. 279-284). Second, because health and
economic conditions are interrelated in complex ways, one could argue plausibly that the
regressions’ explanatory variables are endogenous. In theory, an instrumental variable
approach could help circumvent these concerns. 10 In this case, PE tests of the linear
versus log-linear form favor the log-linear approach (Greene 1993, pp. 321-322),
Additionally, link tests, essentially regressions of the dependent variabie on fitted values
and fitted values squared, reveal no evidence of misspecification.5

Columns 5 and 6 include a southern state dummy variable to provide a sense of
how different, on average, infant mortality was in the South compared to elsewhere, when
accounting for state-level differences in income, education, urbanization, and physicians
per capita. In both columns, the coefficient on the southern dummy variable is positive,




plying that the relatively poor health outcomes in the region were not entirely due to
fferences in our set of observable state characteristics. The southern white infant

oitality rate is only about 5 percent higher than elsewhere (ceteris paribus), but the
nwhite rate is about 16 percent higher.

‘ Even with controls for income, education, urban residence, and supply of

ysicians, a very strong secular trend in infant mortality is manifested in the downward
march of the coefficients on the time-period dummies. Two aspects of the time-period
oefficients are especially interesting. First, even as the Hill-Burton program pumped funds
mto the system, the secular decline in infant mortality stagnates for nonwhites from 1950 to
1965 and for whites between 1955 and 1965. The regressions suggest that the mid-century
-plateau evident in Figure 1 is not due to adverse movements in the independent variables
offsefting an underlying downward trend. Second, during some intervals, the nonwhite time
‘coefficient {ell by substantially more than the white coefficient, and during others the white
“time coefficient fell by substantially more than the nonwhite one.

. To what extent can racial gaps in the independent variables account for the
persistent gap in infant mortality? Table 3 presents a variable-by-variable decomposition of
the “explained” change in infant mortality. The explained gap is that part of the gap that
can be attributed to changes in the observed characteristics between whites and nonwhites,

- while the “unexplained” change is that portion of the gap that occurs because of differences
in the estimated coefficients between races, holding sample characteristics constant. The
total gap is reported in the top row of Table 3, which provides information on how much

. each variable contributes to the explained change. The last row of the table shows how

~ much of the total gap is explained solely by differences in white and nonwhite
characteristics. From this perspective, the entire racial gap in infant mortality can be
accounted for by differences in characteristics up to 1945, but by 1970, only about a third
of the gap can be explained.

This apparent decline in the significance of sociceconomic differences in
explaining the infant mortality gap could be interpreted in several ways. It may be that
unobserved factors influencing infant health diverged even as the observed socioeconomic
factors converged. The time series graph of the racial gap in infant mortality rates features
two periods of abrupt decline (1941-1946 and 1966-1971) and one period of rapid
widening (1948-1958). The two episodes of decline coincide almost exactly with the only
two periods of substantial decline in the racial wage gap (for men) since 1920 (Donohue
and Heckman 1991). To a large extent, however, the abrupt changes in the infant mortality
gap remain econometrically unexplained. Fortunately, the range of pertinent data expands
in the post-1940 period,6 and with it we can pursue a re-examination (albeit somewhai
speculative) of these “unexplained™ changes in the gap. ,

Table 4 reports data on neonatal (under 28 days old) and postneonatal infant
mortality gaps for southern and non-southern regions. The distinction between neonatal and
postueonatal data is useful becanse the ultimate causes of death differ substantially for the
two groups (premature delivery and low birthweight dominate neonatal mortality;
infectious disease and environmental factors are more prevalent in postneonatal mortality).
The table also reports weights reflecting the proportion of white and nonwhite births in
both regional categories, an important detail becanse of the dissimilar (and changing)
geographic distributions of nonwhites and whites.

Clearly, the 1941-1946 period was characterized by rapidly declining Ievels of

infant mortality for both race categories and a declining racial gap. Table 4 shows that the
racial gap declined especially sharply in the postnecnatal category. The shrinking gap in
postneonatal mortality accounts for most, but not all, of the overall racial convergence in
infant mortality rates: the postneonatal gap fell from 21 to 9 while the neonatal gap fell
from 13 to 8. Comparing 1940 with 1945 in Table 4, it is apparent that the strong declines
in southern nonwhite neonatal and postneonatal mortality dominate all other movements
during the period.

There are two more likely contributors to the gap’s decline in the 1940s. First, as .
mentioned already and reflected in Table 4, there was substantial improvement in
nonwhites’ absolute and relative economic and educational status. Second, and more
speculatively, given the concentration of African Americans in the South, and consistent
with the large decline in the southern nonwhite IMR, the federal government’s expanded
military and administrative presence in that region might have disproportionately benefitted
nonwhites. During the war, govermment efforts virtually eliminated malaria, aggressively
targeted venereal disease and tuberculosis, and supported the Emergency Maternal and
Infant Care (EMIC) program for the wives and children of low-ranking servicemen, 2
program with (potentially) substantial positive spillovers to the general quality of infant
care (Sinai and Anderson 1948; Beardsley 1987, pp. 173-173). Unfortunately, the
downward drop in the racial gap in infant mortality reversed itself :
completely between 1948 and 1958. While white infant mortality continued to fall for both
neonatal and postneonatal infants, albeit slowly compared to the 1940s, the nonwhite rates
were nearly constant. Table 4 reports that in the South, the infant mortality rate increased
slightly between 1950 and 1960. At the same time, the southern white rate declined by 6.1
per 1,000,

The widening infant mortality gap, at least among neonates, may be explained in
large part by widening racial differences in birthweight. Birthweight statistics were
reported for the first time during the 1950s, and Chase and Byrnes (1972) noted an increase
in the proportion of low birthwejght neonates (under 2,500 grams) among nonwhites from
10.2 percent of births in 1950 to 12.8 percent in 1960. Among whites the low birthweight
proportion fell from 7.1 to 6.8 percent. Chase and Byrnes were not 7 able to explain the
rising proportion of nonwhite low birthweight infants by changes in the distributions of age
of mother, plurality, hospital delivery, measurement error, or reported gestation.11
Furthermore, the postneonatal gap, which is generally regarded as being fairly insensitive
to birth weight, also increased, and so it seems that even in the proximate sense, there must
be more to the story than adverse changes in the distribution of nonwhites® birth weight.
Finally, the relatively strong divergence of white and nonwhite infant mortality rates in the
South recommends some regional focus for the investigation,

The rapidly changing healthcare system may have also influenced the infant
mortality gap. Did white infants (especially in the South) benefit disproportionately from
Hill-Burton funding of hospital expansion? Although we cannot rule this out, the available
evidence appears to run against the grain of the hypothesis. In the South, the proportion of
nonwhite hospital births increased from 24 to 74 percent between 1945 and 1960, whereas
the white proportion increased from 68 to 97 percent. Of course, these figures say nothing
about the quality of hospital care nor about the availability of prenatal care, but they do
suggest a rapid increase in hospital and physician services for nonwhites. Furthermore,
unlike the services available to southern blacks prior to World War 11, Beardsley argues




that “In new federally sponsored hospitals black patients, if still segregated, at least had
benefit of modern facilities and enjoyed roughly equal treatment™ (1987, p. 256).

A second major change in the healthcare system in this period was the rise of
health insurance, often provided as a benefit through one’s employer (Thomasson 2001).
Again, race-specific information is sparse through most of the period, but prior to 1940,
relatively few people of either race were covered by health insurance (about 16 percent in
1940). By 1962, however, about 74 percent of whites had hospital insurance whereas only
46 percent of nonwhites did (Hoffmann 1964). As noted above, there was substantial racial
convergence in the proportion of births in hospitals between 1945 and 1960, but it is
possible that the racial insurance gap had implications for the quality and frequency of
prenatal and postnatal care.

In conclusion, we seek to understand the disparity between black and white infant
mortality rates from 1920-1970. Clearly, the rapid descent in infant mortality rates during
this period benefitted both whites and nonwhites. At each point in time, however,
nonwhites were disadvantaged in terms of income, education, and location relative to
whites. Using a panel of state-level race-specific data, we found that a large portion of the
racial gap in infant mortality rates can be accounted for by differences in those
characteristics, especially between 1920 and 1945. But between 1945 and 1970, group
differences in observable characteristics lost much of their explanatory power — that is,
characteristics converged, but for some reason infant mortality rates did not. We mention
several hypotheses regarding unobserved 11 The potential influence of measurement error
is particularly worrisome. Chase and Byrmes (1972, pp. 21-24) evaluate the hypothesis that
better reporting was responsible for the shift in the nonwhite birth weight distribution from
several perspectives. They conclude that the shift is not a statistical artifact,
though it is impossible to rule out measurement error completely.8 factors that could
plausibly have driven the gap’s changing character. Proximately, the neonatal gap appears
to have been strongly influenced by a leftward shift in the nonwhite birthweight
distribution during the 1950s, but the postneonatal gap also failed to narrow. Differences in
access to health care and other behavior traits may help to explain the post-1950
differences, but without better data, our discussion remains speculative and open to more
detailed empirical research.9
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Table i: Summary Statistics, 1920-1970

White Nonwhite
Panel A: Summary statistics of log state-year values 9entered in regressions)
Lo Infant Mortality 3.4462 3,9358
{0.4768) (0.4212)
Ln Incoms 7.5917 6.8052
(0.4357) (0.6704)
Ln Education 2.3419 2.1005
(0.1174) (0.2625)
La Urban 4.0954 3.9879
{0.3207) (0.5245)
Ln Physicians -0.6525 -6.8232
(0.2653) (0.3125)
N 281 281
Panel B: Sumimary statistics of stat-year values
Infant Mortality 3543 56.32
(18.88) (27.12)
Income 2159 1104
(837.2) (659.8)
Education 10.47 8.44
(1.183) (2.045)
Urban 62.81 60.75
(16.67) (26.32)
Physicians 0.0013 0.0011
(0.0003) (0.0004)
South 0.3071 0.6401
(0.4621) (0.4808)
N 281 281

Table 2: Infant Mortality Regressions, 1920-1970 -

White Nonwhite  White Nonwhite  White Nonwhite
Income -0.1407 -0.1397 0.0014 0.1742 -0.1336 0.0628
(0.0886) (0.1434) - (0.1394) (0.1770) (0.0317) (0.1766)
Education -0.8416 -0.4254 -0.3746 -0.3654 -0.6770 -0.4318
(0.2829) (0.2203) (0.3700) (0.2612) (0.2857) (0.2198)
Urban 0.0969 0.3073 -0.0855 0.5682 0.1280 0.2573
. (0.0780) (0.1423) (0.1884) (0.2362) (0.0711) (0.1379)
Physicians -0.1376 -0.2057 -0.3156 -0.1666 -0.1221 -0.2350
(0.0455)  (0.1098)  (0.0945) (0.2147) (0.0402)  (0.1081)
South -—- -— — - 0.0539 - 0.1573
(0.0317)  (0.0629)
1925 -0.1438 -0.1818 -0.1671 0.1676 -0.1530 -0.1762
002113 (0.0599)  (0.0284) (0.0614) (0.0208) (0.0601)
1930 -0.2767 -0.3365 -0.3231 -.2995 -0.2947 -0.3078
(0.0328) (0.0778)  (0.0413) (0.0928) (0.0320) (0.0795)
1935 -0.4058 -0.5324 -0.4728 -0.5148 -0.4328 -0.4953
(0.0525) (0.0912) (0.0566) (0.1151) (0.0466) (0.0922)
1940 -0.5226 -0.6201 -0.6407 0.6139 -0.5582 0.6174
(0.0811) (0.0788) (0.0809) (0.1033) (0.0710) (0.0762)
1945 -0.6252 -0.7933 -0.8131 -0.7999 -0.6701 -0.8819
(0.1104)  (0.0918) (0.1201) (0.0779) (0.0947) (0.0970)
1950 -0.8873 -1.0290 -1.0825 -1.0612 -0.9390 -1.1006
(0.1152) (0.0860) (0.1213) (0.0918) (0.0984) (0.0837)
1955 -0.9637 -1.0199 -1.1833 -1.0695 -1.0220 -1.1122
(0.1175) (0.0869)  (0.1357)  (0.0971) (0.0997) (0.0867)
1960 -0.9622 -(0.9681 -1.1960 -1.0335 -1.0266 -1.0668
(0.1256) (0.0930) (0.1470) (0.1089) (0.1089)  (0.0921)
1965 -0.9640 -0.9749 -1.2266 -1.0470 -1.0361 -1.1082
(0.1443) (0.1058) (0.1722) (0.1202) (0.1258) (0.1132)
1970 -1.1028 -1.1827 -1.3968 -1.2588 -1.1824 -1.3537
(0.1728)  (0.1209) " (0.2000y  (0.1323) (0.1506) (0.1356)
Constant  5.8960 3.9867 3.4625 3.3551 5.4800 2.5960
(0.9152) (1.1183) (1.1628y (1.3395) (0.8792) (1.3664)
Sate No No Yes Yes No No
Dummies
R’ 0.97 0.90 0.98 0.95 0.98 0.91
N 281 281 281 281 281 281
Mean 3.446 3.936 3.446 3,936 3.446 3.936

Dep. Var.




3: Accounting for the Racial IMR Gap, 1920-1970

Total Gap “Explained” by Total
- IMR Income  Education Urban Physicians “Explained” Gap
Gap
462 0.120 0.374 -0.056 0.036 474
" [0.261] [0.808] [-0.122] [0.078]
452 0.119 (.324 -0.045 0.028 A26
[0.264] [0.718] [[0.101] [0.063]
499 0.147 0375 -0.044 0.032 510
[0.295] [0.751] [-0.088] [0.063]
458 0.139 0.347 -0.035 0.034 A84
[0.303] [0.756] [~0.076] [0.074]
525 0.141 0.328 -0.029 0.038 479
[0.260] [0.6241 [-0.054] [0.072]
460 0.122 0.282 -0.018 0.032 419
[0.265] [0.614] [-0.038}] [0.070]
504 0.119 0.243 -0.009 0.029 382
[0.236] [0.483] [-0.018] [0.057]
586 ¢.112 0.184 -0.002 0.022 316
[0.192] [0.314) [-0.004] [0.038]
636 0.109 0.136 0.003 0.018 266
[0.171] [0.214] 10.004] [0.028]
630 0.100 0.103 0.008 0.013 224
f0.158] [0.163] [0.013} [0.020]
562 0.092 0.076 0.012 0.009 189
[0.164] [0.136] [0.022] [0.016]

Notes: The “Total IMR Gap” is the difference between the average (weighted by
population) log white and nonwhite infant mortality rates in each
vear, Bach component of the “Gap Explained By” section is the product of the relevant
coefficient from Table 2, colomn 1 and the

difference in the variable’s average value for whites and nonwhites (in that year). The
percentage of the year’s total gap accounted for by
each component is listed in square brackets.

Table 4: Neonatal and Postneonatal Mortality, 1940-1970

1940 1945 1950 1955 1960 1965 1970
White, South
Neonatal 30.1 24.7 20.8 18.3 i8.1 16.8 14.5
Postneonatal o217 16.1 9.8 7.0 6.4 5.9 4.2
Sum 51.8 40.8 30.6 253 24.5 227 18.7
Weight 0.31 0.30 0.29 0.28 0.28 0.28 0.29
White, Nonsouth
Neonatal 259 22.6 18.8 17.5 16.9 15.8 i3.4
Postneonatal 14.1 10.8 6.5 3.5 54 53 39
Sum 40.0 334 253 23.0 223 21.1 17.3
Weight 0.69 0.70 0.71 0.72 0.72 0.72 0.71
White, National 43.6 35.6 26.8 23.6 22.9 21.5 17.7
Nonwhite, South
Neonatal 40.6 30.8 273 26.4 27.0 25.0 220
Postneonatal 35.2 25.1 18.3 17.7 20.0 18.1 11.0
Sum 758 55.9 45.6 441 47.0 43.1 33.0
Weight 0.78 0.74 0.67 0.61 0.56 0.51 0.49 -
Nonwhite, nonsouth :
Neonatal 36.4 343 28.2 283 26.9 26.3 217
Postneonatal 3I1.1 24.9 i4.6 2.7 119 11.6 8.3
Sam 67.5 59.2 42.8 41.0 38.8 37.9 30.0
Weight 0.22 0.26 0.33 0.39 0.44 0.49 0.51
Nonwhite, National 73.9 56.8 44.7 42.9 43.4 40.6 315

Session 3: The Development and Origins of the Federal Reserve System and
Its Impact on Financial Markets (Saturday, Jan. 5, 2:30pm, Hilton-Cabinet
Room}

"Resolving the Puzzle of Low National Bank Note Issnance," Charles W. Calomiris
(Columbia University) and Joseph R. Mason (Drexel University)

I. Introduction
During the Civil War, the federal government began to charier national banks. These
banks enjoyed the privilege of being licensed to issue national bank notes, which
were default-free liabilities of the banks, backed 111% by U.S. Treasury bonds
deposited by issuing banks at the U.S. Treasury. The creation of these new banks
combined with a 10% annual tax on state bank note issues, soon resulted in the
supplanting of state banks™ notes by the new national bank notes.

Scholars have long puzzled over the observation that national banks did not take
greater advantage of the authority to issue notes. The supply of notes never reached its
maximum permissible level, despite calculations measuring the profitability of allocating
capital toward bank note supply collateralized by bonds (e.g., as derived by Cagan 1965)
indicating that national bapk note issuance was more profitable than the typical profit
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carned by allocating bank capital toward lending funded by a corabination of deposits and
capital. Friedman and Schwartz (1963, p. 23) write:

Before 1890 the amount outstanding ranged around 20 per cent of the possible
maximum, by 1900 it had risen to about 28 per cent, and by World War I to about 80
percent. The maximum was in fact approached only in the twenties, when for the first time
U.S. bonds deposited to secure circulation and government deposits (which also required
such ‘security) nearly equaled the total of eligible bonds. Before 1905, the capital stock of
national banks set narrower limits to their maximum possible note issue than did the total
of eligible bonds, but the actual issue did not approach this lower limit either. Thereafter,
the capital stock of national banks exceeded the total of eligible bonds and hence was not
the effective limit on note issue. Yet, despite the failure to use fully the possibilities of
note issue, the published market prices of government bonds bearing the circulation
priviiege were apparently always low enough to make note issue profitable except in the
vears 1884 to 1891, The fraction of the maximum issued fluctvated with the profitability of
issue, but the fraction was throughout lower than might have been expected. We have no
explanation for this puzzle.

Friedman and Schwartz (1963) and Cagan (1965) argued that profits from note issue were
large on the margin, because bond issues to back note issues remained cheap and because
banks could easily leverage their capital devoted to those bond purchases.

James (1978) argued that cross-sectional variation in the regional supply of bank
notes was consistent with regional variation in the opportunity cost of note issvance (that

is, regional variation in the profitability of bank lending). In James™ view, at least some of

the puzzle of low bank note issuarice was explicable by the high profitability of bank
lending in the South and West, where note issuance was relatively low. But James’
explanation was not a complete one. After 1874, there were no regional limits on note
issnance, suggesting that banks in the East should have substantially increased their
outstanding notes. ‘

Hetherington (1990) showed that some of the time variation in the extent of note
issue could be explained by changes in rules governing note issues. But that approach did
not explain the puzzle posed by Friedman and Schwartz (1963) and Cagan (1965); like
James™ (1978) explanation of cross-state variation in note issuance, Hetherington's (1990)
explanation of some of the variation in supply over time did not address the persistent
underissue of bank notes: the level of bank notes remained far below its maximum despite
the high profitability of note issuing. Champ, Wallace, and Weber (1992), recognizing that
previous empirical analysis has not resolved the puzzie of national bank underissue, posit
hidden transacting costs in a desperate attempt to explain why banks did not find it
profitable to issue notes.

No such desperate explanations are necessary. In this paper, we resolve the
puzzle of note underissue by disaggregating data on national banks and analyzing
individual bank note issuing. We take account of the legal constraints facing individual
banks that limited their maximum permissible note issuance. Friedman and Schwartz
(1963) and Cagan (1965} compared average profitability of note issuing and lending, But
that is not the relevant comparison. If, as James argued, some banks face high opportunity
costs (leading them to limit note issuing), and if other banks earning lower profits from
lending decide to issue the maxinmm amount of notes that they are permitted to issue by
law, then apparent “underissuance”™ may still occur in the aggregate (in the sense that the

average profits from lending may be below the marginal profit of pote issuing) even though
all banks are maximizing profits. We argue that this, in fact, is the explanation for the
apparent underissuance of national bank notes.

We develop a data set linking individual bank note issuing behavior, the specific
Jegal constraints on note issuing faced by each bank, and the profitability of bank lending
(as measured by bank performance and other bank characteristics that should have
influenced the note supply decision). Our measures of the opportunities for lending include
characteristics of the economic environment in which banks operated. Those
envitonmental characteristics are measured using state- and regional-level data.

By disaggregating, and analyzing the constraints faced by individual national
banks in 1880, we are able to show that most banks (roughly two-thirds of all pational
banks} were issuing the maximum amount of notes they were allowed to issue. For the
remaining banks that issued less than the maximum amount allowed, we find that cross-
sectional variation in banks” opportunity costs go a long way toward explaining the extent
of note issuance by these banks. Those same measures of opportunity costs also explain
which banks tend to be maximum note issuers. We conclude that 2 combination of legal
resirictions on maximum note issuing and banks® opportunity costs explain the extent of
bank note issuing in a manner fully consistent with bank profit maximization.

IL. Supply and Demand for National Bank Notes

The quantity of national bank notes in circulation was determined by supply and
demand in the market for bank notes. While there were legislative limits placed on the
aggregate quantity of notes outstanding and on the geographic distribution of note issuing,
those limits were not effective constraints on individual bank issuance. Prior to 1874,
whenever the amount of notes came close to reaching the maxzimum allowable supply, the
law was changed to accommeodate more note issues. In 1874, the law was changed to
remove any limits on note issues, although the limited supply of U.S. Treasury bonds (to
serve as 111% collateral for note issues) effectively placed a non-binding upper bound on
the potential supply of notes.

Notes were essentially perfect substitutes for transactions purposes with U.S.
notes (greenbacks) and coins, and traded at par with those alternative transacting media
(except briefly during1873, when the special value to banks of holding greenbacks, which

. were a legal reserve currency, led their value to temporarily exceed that of bank notes — see

Friedman and Schwartz 1963, pp. 21-2). National bank notes and greenbacks were always
inframarginal sources of transacting media set by suppliers and were unresponsive to shifts
in the demand for transacting media; increases in demand for transacting media on the
margin were met by changes in the supply of specie currency (see Calomiris 1988, 1994,
Hetherington 1990).

In essence, equilibrium in international markets under the classical gold standard
simultaneously determined gold-denominated interest rates and specie flows to equilibrate
the markets for goods and money (Calomiris and Hubbard 1995). The supply of national
bank notes adjusted endogenously to the level of interest rates set in the money market.
Calomiris (1988, 1994) shows that (so long as the supply of Treasury bonds to back
national bank notes was greater than the amount demanded for that purpose) the supply of
national bank notes for banks that were not at a corner solution should have been
determined by (a) the yield on government bends, (b) the profitability of bank lending, and
(¢} the tax rate charged on national bank note issues. The supply of notes, in this Ec&& is




set by the profit-maximizing choices of national banks about whether to allocate capital

toward (z) the business of deposit taking and lending or (b) the business of producing

-national bank notes, backed by government bond purchases. In any empirical model of

cross-sectional differences in note issuance (for our sample of national banks in 1880} the

profitability of lending is the only variable that should predict cross-sectional differences in

- the propensity to issue notes, since the taxation rate and market yield on bonds are the same

- fot all banks.

. Of course, this model does not apply to banks that are at a corner solution, either

because of legal limits that require them to issue less than they would like, or legal limits

on minimurm issues that require them to issue more than they would like. Among banks

- issuing the mazimum permissible amount of hotes, cross-sectional variation in bank

L. characteristics will have no explanatory power for note issuing. Thus, before applying the

. model to individual bank data, one must take account of the various fimits on note issuing
that might constrain banks to operate at a corner solution.

As of 1880, the limits on note issues relating to capital for national banks were as

“follows (see National Monetary Commission 1910). Banks chartered before March 1865
could not issne notes in excess of 90% of bank paid in capital. Banks chartered from March
1865 through July 1870 were governed by the following limits on note issue relative to
capital: Those with capital less than $500,000 could issue up to 90% of capital; those with
capital of between $500,000 and $1,000,000 could issue up to 80% of capital; those with
capitat of between $1,000,000 and $3,000,000 could issue up to 75% of capital; and those
with capital in excess of $3,000,000 could issue up to 65% of capital. Banks chartered
after July 12, 1870 were govermned by the following limits: No bank could issue more than
$500,000 in notes; banks with capital less than $500,000 could issue up to 90% of capital;
and banks with capital between $500,000 and $625.000 could issue up to 80% of capital.
National banks that also had outstanding state bank issues (from before they became
national banks) had to include those notes in any measure of total permissible note issues.
All banks also faced an effective minimum note issuing requirement, since all national
banks were required to maintain at least $30,000 in bond holdings or one third of bank
capital, whichever was higher. As we shall show below, these ceilings and floors on
permissible note issues were often binding on individual banks.

111, Empirical Analysis

Our dataset consists of information about 1,882 national banks and the states in
which they reside, for the year 1880. The dependent variable we analyze is the extent of
underissue. Specifically, underissue is defined as:

U =1 - (Actuzal Notes/Maxinm Permissible Notes)].

The median value of U is 0.66% and the mean is 9.78%. Fully 75% of national
banks have values of U less than 11%. We assume that banks with U less than 2% are
effectively at their maximmm amount of note issue (given potential rounding effects from
the minimum denomiration of bond issues and random variation in outstanding notes
associated with redemptions). By that definition, 67% of national banks were issuing the
maximim amount of notes permitted. Tn other words, two-thirds of national banks were at
a corner solution in their issuing of national bank notes. Figure 1 plots a histogram of the
distribution of 1J for the other 33% of national banks.

We turn to regression analysis of U. We report three regressions: an OLS
tegression for the one-third of banks that were not issuing the maximum permissible

amount of notes in 1880, a Probit regression for whether banks are maximum issuers or
not, and a Tobit regression for the entire sample of national bauks, which takes account of
jeft-censored banks (those issuing the maximum amount of notes permitted). In all three
regressions we exclude right-censored banks (those issuing the minimum amount of notes
periuitted). Including these banks would not materially affect our results.

Our measures of bank opportunity costs take account of a variety of potentially
relevant factors. We include the return on assets (ROA) of the bank as a measure of bank
profitability. Of course, ROA is a noisy indicator of long-ran lending opportunities and
fails to capture dynamic growth or contraction in expected loan opportunities, which would
be relevant to bank decisions about allocating capital between note production and lending.
Thus, as additional bank-level proxies, we also include the ratio of loans and discounts
relative to assets other than U.S. Treasury bonds in 1880 (LOANRAT), as well as the
change in that variable from 1879 to 1880 (LOANGR). We include other characteristics of
banls that might also influence their lending and lending growth opportunities, such as
asset size (SIZE) and bank age (AGE), defined as years since its national bank charter, and
the interaction between the two (SIZEXAGE). It occurred to us that a bank’s decisions
about note issuance might also be influenced by the extéent of a bank’s connections with the
federal governinent as a fiscal agent of the govermment (or that those connections might be
indicative of the opportunity set of the bank or its overall strategy), so we include the ratio
of debt due to the bank from the Treasury relative to total bank assets (DFTTA) as a
regressor. We interpret DFTTA as a measure of the extent to which the bank acted as an
agent for the government in the bond market.

We also include variables that capture aspects of the economic environment in
which banks operate, which might be relevant for measuring opportunity costs, and which
might not be fully captured by our noisy bank-level measures of lending opportunities.
These include: DIVCAP (dividends paid by national banks in the state / capital of national
banks in the state), URBAN (an indicator variable that takes the value 1 if the bank is
located in New York, Philadelphia, Boston, Chicago, New Orleans, or San Francisco, and
zero otherwise), and six regional indicator variables (MIDATL, MIDWEST, SOUTH,
APPAL, WEST, and the excluded category, EAST). To control for regional differences in
links between banks and the federal government, we interact regional variables with
DFETTA. Finally, we include the ratio of national banks in the state to total banks in the

~ state (NBRAT) to control for the possibility that the presence of other national banks in a

bank’s state might influence its note issuing behavior.

Table 1 reports regression resilts for each of the three regressions {OLS for
underissuers, Tobit for all national banks, and Probit for all national banks). The results of
the three regressions are broadly consistent and indicate substantial variation in the extent
of underissuance that is traceable to bank-specific, state-specific, and region-specific
characteristics. Some of the regressors have more explanatory power in some of the
regressions than in others.

Interestingly, LOANRAT and LOANGR have opposite signs in all three
regressions; LOANRAT is associated with less note issuing and LOANGR with more
(after controlling for LOANRAT). One interpretation of this finding is that there are
adjustment lags in note issuance and redemption. Banks whose high LOANRAT is due to
recent growth in loans may have more notes outstanding than they would like to have in the
long run.

_




Banks with high DFTTA tend to issue more notes, and this varies according to the Table 1: Regressions on National Bank Note Issue, 1880

region of the country. As in James (1978), banks in the West, South, and Midwest tend to Model Type OLS Tebit Probit
issue less notes. ROA, SIZE, and AGE are highly significant in the Probit mbm Tobit, but Dep. Var. Underissue Underissue  Maximum Issne=1
not in the OLS. N 604 1785 1785
H<. Conclusion Uncensored Values 604 604 604
) R/ Log-Likelihood 03411 -671.16 -1030.27

Most of the puzzle of underissuance of national bank notes disappears when one L, - T -
disaggregates the data to the level of individual banks and takes account of the limits banks Adj R”/ Unrestricted 0.3185 -876.95 -1180.51
faced on their maximum permissible note issues. 67% of banks in our 1880 sample were Log-Likelihood

IAaxInnIm note 15suers. Coef Coef Coef

The hypothesis that bank opportunities in lending can explain cross-sectional . Sid. Error Std. Error Std. Error
differences in bank note issving is confirmed by our regression analysis. Banks with poor Intercept 0.208 0.657 3552
lending opportunities, or those operating in Hom.BHHm with poor lending owwoncuﬁom issued 0.446 0.570 2,133
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We conclude that the puzzle of underissuance of national bank notes is an object 0.053 0.067 0.248
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Fig 1: Histogram of National Bank Note Underissue, 604 Underissuing
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"Why Didn't the United States Establish a Central Bank Until After the Panic of
1907?"" Jon Moen (University of Mississippi) and Ellis Tallman (Federal Reserve
Bank of Attanta)

L Introduction

-The establishment of the Federal Reserve System in 1913 is conventionally
viewed as the inevitable outcome of the turmoil surrounding the Panic of 1907. Before
1907, there had been support from bankers and politicians for a central bank (or system of
centralized reserves — terms we shall use interchangeably), and there had been severe
financial crises and bank panics before 19077, Yet these earlier panies had not led to the
establishment of a central bank. So what made the Panic of 1907 different from earlier
National Banking Era panics?

One reason is that the Panic of 1907 was focused vniquely on the New York City
frust companies. Moen and Tallman (1992) show ihat New York City trust companies were
singled out by depositors for withdrawals in 1907, unlike the New York City national
banks. During the Panic of 1907, deposits at New York City trust companies fell
precipitously by nearly 37 percent. In contrast, deposits at New York City national banks
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increased by over 8§ percent. A key difference between the panic of 1907 and the earlier
ctises was that trusts did not play a major role in intermediation during the earlier instances
of financial panics.

We argue that this unusual deposit behavior was a result of the fact that New York
City trust companies were not members of the New York Clearinghouse. Timberlake
(1984) and Gorton (1985) describe how the private clearinghonses employed specific
mechanisms to stem panics during National Banking Era panics. In panics before 1907, the
New York Clearinghouse addressed rons on member institutions by providing adequate
reserves to solvent member banks, and closing down insolvent ones. During the 1907
panic, the Clearinghouse lacked sufficient timely information about. the trust companies’
balance sheets to make reliable inferences about the solvency of these institutions.
Eventually a coalition of New York bankers led by J.P. Morgan provided aid to the trusts,
presumably because letiing the trusts go it alone posed a risk to the entire financial system.
We therefore provide a hrypothesis for why New York bankers perceived a risk to their own
balance sheets arising from the potential actions of trusts faced with depositor's panic
withdrawal demands: the national banks were linked to the trusts companies through the
call loan market, the overnight loan market at the New York Stock Exchange.
1L " Background and Previous Research

There are many extensive studies on the evolution of the US financial system and
the establishment of a central bank (White 1983, Livingston 1986, McCulley 1991, Broz
1997 are a few examples). Each takes a different view of the key factors that eventually
led to the general acceptance by the US legislature and electorate of the creation of a
central bank . The political economy surrounding specific pieces of legislation are dealt
with in detail within those studies. Our goal is different; we emphasize how the Panic of
1907 was different from earlier panics, and then we indicate how such differences posed
much greater risks for the financial system than the risks observed in earlier panics.

E.N. White’s study of American banking regulation is of particular relevance to
our argument; he views the Panic of 1907 as the galvanizing force in forming a US central
bank (White 1983). His research focuses on the dual banking system, and his analysis at
the national level shows that national banks were the dominant intermediary in the early
part of the National Banking Era. The rapid growth of the state-chartered trusts and banks
weakened the dominance of national banks and the influence of the clearinghouses over

" aggregate financial assets. White notes that the effectiveness of the clearinghouses in

combating panics declined as the proportion of assets outside the clearinghouse banks
increased. He notes also how the circumseribed coverage of the clearinghouse was an
observable flaw when, during the 1907 banking panic, the trusts were not able to get quick
liquidity assistance from the New York Clearinghouse. Becanse some state banks in New
York were clearinghouse members and no New York trusts were members in 1907, the
distinction between state banks and trusts appears warranted. White’s conclusions remain
relevant to our narrower focus on the trusts and their “outsider” stains in New York City, as
a refinement of his argument. We propose that the trusts in New York City imposed risks
on the financial system and more specifically the payments system coming from outside
the national banking structure. .

Until 1907, New York national banks handled financial crises adequately on their
own, at least in terms of protecting the clearinghouse member banks. It is possible that
they may have even profited from crises (Donaldson 1992, 1993). Under such




circumstances, one would expect little enthusiasm for the institution of a central bank in the
US coming from New York banking forces.
I, Theoretical Models of Banking Panics — Motivations for a Central Bank

The theoretical research on individual bank runs has recently been extended to the
anatysis of the propagation of runs into widespread banking panics. The papers on banking
panics have implications regarding whether key financial market participants would
support the establishment of a central bank. We focus on three particular medels, showing
that our hypothesis about the establishment of a central bank can resolve some
inconsistencies in the implications of each model, implications conceming the motives for
establishing a central bank.

Timberlake ¢1984) and Gorton (1985) discuss the role of private clearinghouse
behavior during the National Banking Era (1863-1913). These papers provide a sense in
which the existing clearinghouse system may have been sufficient to quell panics, and that
the establishment of the Federal Reserve System may have been unnecessary.

Donaldson (1992, 1993) presents a model of banking panics that implies a more
controversial view of clearinghouse behavior. Donaldson suggests that the large New York
banks, especially the members of the New York Clearinghouse, were able to eam risk-
adjusted ezcess rates of return from loans of cash during the banking panics. If Donaldson
is correct, why would the large New York banks that earmed exc¢ess profits have been in
favor of establishing a central bank, when this new institution would remove the monopoly
on cash reserves from the New York Clearinghouse?

McAndrew and Roberds (1995) present a model of banking in which optimal
private clearinghouse behavior allows for the possibility of bank panics. Nonmember
institutions free ride on the reserve holdings of the clearinghouse in this model, but the
clearinghouse lacks the power to enforce any direct penalty on nonmember institutions for
holding lower reserves. In the model, the existence of banking panics is a mechanism to
punish nonmember financial institutions for holding lower than optimal.

Why then, given these theoretical results, would any coalition of bankers support
an outside central bank? A key reason is that the assets of trust companies had grown
tremendously since 1896; by 1907 total assets of trust companies and of national banks in
New York City were about the same (Moen and Tallman 1992, p.612). By 1907, the
increased size of the trusts left a significant proportion of financial assets held by
intermediaries beyond the examining authority of the Clearinghouse. Thus, unlike in
earlier panics the Clearinghouse was an unreliable candidate to provide liquidity in 1907 to
the troubled nonmember institutions, the trusts.

v. Systematic Aspects of National Banking Era Panics

Many financial structures present during the 1907 panic had also been present in
earlier panics and can be ruled out as the immediate causes of the panic and for establishing
a central bank. The pyramid structure of reserves across cenfral reserve city, reserve city,
and couniry national banks existed in 1907 and earlier, and branch -banking was still pretty
much nonexistent. Clearinghouse loan certificates, IOUs used between clearinghouse
member banks in liew of cash to seitle clearing balances and therefore to free up cash to pay
depositors during panics, bad also been used in earlier panics. The problem with the
inelastic currency also remained (Friedman and Schwartz 1963, pp. 168-73).

* While the general financial structure remained similar across the panics of the
National Banking Era, the behavior of balance sheet items (loans and deposits) was quite

different in 1907. For example, Sprague notes that loans and deposits at New York
national banks contracted somewhat in August during the Panic of 1893 (Sprague 1910, p.
190). Loans and deposits increased at the New York national banks as depositors fled the
trists during the Panic of 1907 (Moen and Tallman 1992). We therefore examine the loans,
net deposits and reserves of national banks from the weekly statements of clearinghounse
banks in New York City during the most severe National Banking Panics of 1873, 1893
and 1907. Loans are defined as total loans, deposits are defined as net deposits, and
reserves are defined as specie and legal tender, and each series is the aggregate of
clearinghouse member banks in New York City (in A.P. Andrew, Statistics for the United
States 1867-1909). What we find in those figures is that the deposits, loans and reserves all
confract during 1873 and 1893 when the panic strikes. The pattern observed in the series
are consistent with the idea that depositors “panic” by withdrawing their funds from the
intermediation system in general, lowering bank cash reserves, and occasionally forcing
liquidation of demandable loans when reserve levels are perceived as low

In Graph 1, the series for deposits, reserves, and loans for New York national
banks in 1907 displays behavior that is not consistent with the same panic story. In
contrast, national bank loans and deposits increase while reserves decline. It is possible
that this result is due to an idiosyncrasy of the 1907 panic. However, we then look at
deposits and reserves in other reserve city national banks in 1907. Looking at the ratio of
deposits to reserves among New York City national banks over the three major panics
(Graph 2), we see that the deposits to reserves ratio did not fall in 1907, whereas it was
typical for the ratio to fall in prior panics. Graphs 3, 4, and 5 present the behavior of loans,
deposits, and reserves, respectively, in New York versus other reserve city national banks
in 1907. We aggregate these series into a measure of reserves and deposits at reserve city
banks outside New York, and compare those aggregates to those of New York national
banks in 1907. In the aggregate, deposits and reserves contract during the panic in ways
consistent with the standard panic characterization described above, in clear contrast to the
behavior of those series in New York national banks. The correlation coefficients between
deposits and reserves at New York national banks in 1873, 1893, and 1907 are 0.89, 0.97,
and —0.72; the distinct difference noted for 1907 supports the patterns observed in Graph 1.

We interpret the unique decline in the reserves at New York national banks as an
indication that there was some form of disintermediation taking place there. Notably, it was
not depleting the assets of the national banks. Rather, it was depleting their reserve
holdings. The increase in deposits, however, suggests that the panic-related withdrawals
from trusts were re-deposited in banks so that the increase in national bank deposits may
reflect partly a transfer of irust deposits into national bank deposits. The increase in loans
among New York national banks likely reflected the purchase of trust Joans by banks,
perhaps call loans as discussed below. Hence, the dis-intermediation was affecting the
trusts but not the payments system. The runs on trusts forced them to find additional
sources of reserves because the trusts held a low proportion of reserves to deposits. Trusts
likely borrowed reserves from the Clearinghouse member banks or acquired them by
selling assets. In either case, the drain on trust deposits reduced the level of reserves
among New York City national banks and contributed to the increased level of loans held
by national banks.




- Fear and Contagion in the Call Loan Market
Even though the trusts were tangential to the payments system and, from a

systemic perspective, should not have threatened a major disruption in the payments
system, the New York bankers wanted to prevent large-scale withdrawals from trust
companies to protect the assets and solvency of national banks. The link between the New
York national banks and the trusts was the call loan market at the New York Stock
Exchange. New York City national banks participated heavily in the call money market,
providing demandable loans (collateralized by stock equity) to the stock market to support
the trading on the floor of the market. These short-term demandable loans were a
convenient mechanism for earning interest on reserve city holdings of banker's balances
and could be settied quickly on demand during normal times. Nearly 30 percent of the
assets of New York banks were tied up in these demandable loans (see Moen and Tallman .
1992).

Trust companies also participated in the call loan market, although it is likely that
they held fewer call loans. The lquidity provided by these loans was less important to the
trust companies because their volume of clearings was so much lower than the national
banks. Still, the influence of trust companies in the stock market was not insignificant.
Trust companies still held sizable proportions (estimates of from 10 to 25 percent) of their
assets as cail loans, as well as owning some stock shares outright (on average, 20 percent of
trust assets were in stocks and bonds — we have no direct data on stock proportion).

During the panic of 1907, the call money rate peaked at an unprecedented 125
percent, indicating a significant lack of liquidity provision and/or perceptions of risk to
stock market investments. The stock market index (Macaulay 1938) declined about 25
percent over the three months of the panic. But this measure does not capture fully the
degree of turmoil that struck the stock market. Even given standard discounts for the
collateral asset values, some of these loans already would likely be contributing to bank
losses if they were liquidated at depressed market prices. Banks were at risk of further
losses if trust company assets related to the stock market were liquidated under financial
duress, which would place additional downward pressure on stock prices. Given the
degree of the panic, there was a possibility of a downward spiral of prices and further
liquidation of call loans that would leave the financial system in a shambles. Instead,
banks likely (we have no direct documentation) bought over the loans from trust companies
rather than allow the collateral from those loans to be liquidated at fire sale prices. Lower
stock prices would exacerbate the liquidity problems, sending call money rates again into
triple digits
With the stock market and the call loan market linking the banks and trusts in a
way that the payments system did not, we suggest that the rational national bank or
clearinghouse member would want to aid the trusts. The increase in deposits and Joans at
the national banks that took place during the Panic of 1907, while puzzling at first, can
therefore be seen as scramble by the banks to protect assets and intermediation rather than
to profit off of the misfortune of the trusts.

VI. Conclusion

In the aftermath of the Panic of 1907 the New York bankers recognized the
growth of relatively unregulated intermediaries as a new and growing risk to the financial
system. The fact that these intermediaries were beyond the influence of Clearinghouse
monitoring contributed to the change in New York banker opinion that moved them toward

-

finally supporting the creation of a central bank. While the Panic of 1907 convinced

1mportant New York bankers that the time for a system of centralized reserves had come,

they nevertheless were unable to control the ultimate form thai such a system took.
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"How Were the Federal Reserve Bank Locations Selected?" Michael McAvoy (SUNY
at Oneonta)

Political interference was alleged to influence the Reserve Board Organization
Committee for the selection of at least five of the 12 Federal Reserve cities in April 1914;
Atlanta, Cleveland, Dallas, Kansas City and Richmond. H. Parker Willis, a committee
advisor, alleged that politics interfered with the selections and some recent financial
histories rely upon his accusation. This essay examines the committee’s seiection decision.
Probability choice models are estimated for the 37 cities requesting consideration for
selection on proxies obtained from ex-post statements by parties involved in the selection.
The results confirm that reserve cities were selected systematically upon information
claimed by the committee. Proxies for political and personal influence fail to improve the
predictive ability of the estimated models.

Today, an examination of the map of the Federal Reserve System shows two
Federal Reserve banks in Missouri, many Reserve banks located along the eastern coast,
and one Reserve bank on the West coast. The map drawn at the opening of the System in
1914 appears little different today. Given the institutional importance of the Federal
Reserve System that the System fails to adjust locations to changes in population or
production is an interesting observation.

How did the Reserve Board Organization Committee decide to locate Reserve
banks in 19147 The committee could have established some principles on which to derive

selection guidelines. Instead, politics was alleged to influence the selection process. For

instance, Congressman Sloan condemned the committee’s decision:
“... the requests of banks have not controlled. I have cited instances here where
the size of the cities did not control. I am talking about a case where the lines of
transportation and the course of business did not control. 1 have cited instances
where the area does not control, instances where population did not control, whete
banking preferences did not control. I do not know a single basis or rule that
controlled in one case which has controlled in another. The gentleman (Carter
Glass) will pardon us if we mildly say that politics must have had something to do
with it, that there may have been favoritism shown. This is worse than politics,
because politics carries with it party responsibility, while favoritism never appears
twice the same way and no responsibility attaches” (Italics added, Congressional
Record 1914, 51: 6441),

To Sloan, the decisions of the committee were the result of not systematic rules but

arbitrary choices of politically favored cities and regions.
H. Parker Willis, the selection committee’s hired academic expert, concurred that

politics played a role in the selection of locations in his massive 1923 history on the

founding of the Federal Reserve System (562-563). As a consequence, some recent

financial histories agree that politics was a factor of selection. For example, West observes -

that key persons involved in the legislation and the selection decisions had the position as a
basis to influence some of the selections. West hypothesizes that such influences favored
the selection of some cities in favor of others (1977, 210-211). Primm lists as relevant
factors, “some banking reality and a lot of politics™ (1989, 44-453).

However, new work suggests objective bases for the selection of some of the
controversial locations are evident as well as questions Willis® motivation for his 1923
allegation. Odell and Weimari (1998) find that committee members likely evaluated the
future prospects of cities as banking centers and recognized that the inland distribution
centers were ascendant to older seaports. Recent research on the 1914 districting and
location decisions reveals Willis wrote during the winter of 1915 that he had recommendsd
that the committee select nine or ten, and, in contradiction again, all 12 locations in his
unpublished 1914 “Report on Districting.” Willis claimed that eight or nine selections
would have been preferable in 1923 (Hammes 2001, endnote 13).

Which factors perform better at predicting selection: those factors defined by
Willis in his published history, political characteristics, or instead those by the comumittee
in its published public documents? The effects of political characteristics in the two
frameworks are included and considered. If politics was important, then a model of
political variables or one that incorporates political variables should perform better than the
non-political specification, The evidence to be presented finds that the committee selected
the correct cities on economit factors and did not behave politically. Political
characteristics of these cities are considered and they fail to improve the predicted results.
The conclusion drawn here is similar to that of Odell and Weiman (1998): the committes
did not behave in a partisan manner.

THE SECTION AND CONTROVERSY OF THE RESERVE BANK LOCATIONS

The Reserve Board Organization Committee organized the Federal Reserve
System during 1914 after President Wilson signed the Federal Reserve Act on December
23, 1913. The committee consisted of the Secretary of the Treasury, William G. McAdoo,




the Secretary of Agriculture, David Houston, and the Comptroller of the Currency, John
Skelton Williams. The Federal Reserve Act provided for the selection of eight to 12 cities
for the locations of regional reserve banks to be administered by the Federal Reserve Board
located at Washington D.C. 37 cities requested cousideration as a location for a Reserve
bank by the committee. This paper does not address the issue of the correct number of
reserve cities, perhaps a political decision. The committee decided to select all 12 districts
and locations {Houston 1926, 1:108).

On April 2, 1914, the Reserve Board Organization Commitiee anmounced that
Boston, New York City, Philadelphia, Cleveland, Richmond, Atlanta, Chicago, St. Louis,
Minneapolis, Kansas City, Dallas and San Francisco were the locations for a Federal
Reserve Bank. A short statement that accompanied the committee’s decision implied that
the relevant factors had been considered in determining the best location for Reserve cities
without explanation. The selections of Cleveland instead of Cincinnati or Pittsburgh,
Richmond and not Baltimere or Washington D. C., Atlanta and Dallas rather than New
Orleans, and Kansas City instead of Denver or Omaha brought criticism and charges of
political interference by the Congress and press, among others (Congressional Record
1914, 51: 6227-6228, Primin 1989, 46-48, Willis 1923, 587). The commitice issued an
explanatory statement on April 10, 1914, but the selection decision continued to be tainted
with charges of politics.

What regions or cities should have reccived Federal Reserve Banks? In his 1914
“Report,” Willis recommended that if the committee were not to locate a bank within
Texas, the commitiee should select Atlanta, Boston, Chicago, Cincinnati, Cleveland,
Kansas City, Missouri, Minneapolis, New York, Portland, Oregon, Philadelphia, and St.
Louis (Hammes 2001). Rather than select Portland or Cincinnati, the committee placed
Reserve banks at Dallas in a Texas district and at Richmond.

GROUPS OF ATTRIBUTES AFFECTING SELECTION OF CITIES

A baseline sample consists of the 37 cities that requested consideration by the
conmmittee for the location of a Federal Reserve Bank. A reduced sample of 21 cites, the
considered sample, evaluates cities considered on the margin, or the cities in the baseline
sample less obvigus choices (Boston, Chicago, Minneapolis, New York, Philadelphia, San
Francisco and St. Louis) and obvious rejects (cities that were not among the 29 suggested
cities as compiled from the Comptroller’s poll of the 7471 National banks). In the reduced
sample, the committee chooses five cities from these remaining 21.

Groups of attributes for economic, development, and political factors are used to
estimate the odds of selection via maximum likelihood estimation of the logistic function
and obtain predicted probabilities of-selection. Many of the variables are measured at the
state level since city level data are difficult to locate for this Gme wwnomw however, the
organization comrmittee had stated its intent to closely follow state lines for defining the
limits of the reserve districts (Reserve Board April 2, 1914, 135). .

Willis proxies. .

- Willis prepared a preliminary report for the committee in which he debated
several principles on which recommended factors could be provided (1923, 585). Willis
listed five categories for successful reserve cities and their proposed districts: present and
prospective commercial importance, financial importance, business habits, railway
facilities, and total bank capital (566). Willis believed that the most important

characteristic in the selection of a reserve city was the quality of communication and rail
facilities (Willis 1937, 93-4).

City population and the proportion of the state population that is urban snggest
commercial importance. Urban areas also relied upon on bank checks more than currency.
Larger city populations in 1910, and the proportion of a city’s home state population that
was urban in 1910, are expected to increase the odds of selection.

Banking variables used include the deposits and number of National banks in the
city on March 4, 1914, and indicated the local use and thus support of the National Banks,
the banks that would be required to join the system. With respect to predicted selection,
the greater the value of deposits is expected to increase the city’s probability of selection.
Greater numbers of National banks at a location is expected to have a wom&:.d impact on
the probability of selection.

Federal Reserve Banks required rail and telegraphic services to communicate with
the member banks within its district, other reserve banks and the Federal Reserve Board, as
well as to receive clearing services and currency shipments. The ratio of fotal railroad
mileage to the product of state population and state land area in the city's home state,
RAIL, is expected to have a positive impact for the odds of selection.

Tn addition, an economic variable for banking market structure controls for states
that permitted state incorporated banks to open branch banks. State chartered banks
permitted to open branches might be preferred to National charters by local bank
organizers, so fewer banks might organize as National Banks in those states. Asa result,
states that permitted branching would have less representation, support and investment in
the National Banking System. A dammy variable takes the value one if the home state of:
the city permitted branch banking to some extent, and zero if otherwise as recorded in
Samuel Weldon's 1909 summary of state banking laws (Bradford 1940, 13). The
comumittee is expected to select cities in branch banking states less often.

Political inflnence proxies.

A set of political attributes conirols for direct influence on and by the mn_monoﬁ
committee. If committee members behaved with favoritism for their home states there
would be a positive impact on the estimated odds of selection. Houston went to
Washington from his position at Washington University in St. Louis, McAdoo was raised
in Georgia, and Williams was a Richmond banker and capitalist. A dummy variable takes
the value one if the city"s home state is Georgia, Missouri or Virginia, and the value zero if
otherwise. Overall political power of the Democrats within particular states may also have
affected the decision. If politics tnattered, the numbers of Democratic Representatives and
Senators from the city’s home state and are expected to have a positive impact on the odds
of selection.

Committee proxies.

When announcing its selections, the selection commitiee stressed that it had
considered the characteristics of total bank capital, business habits, railway facilities, and
population (Reserve Board April 2, 1914, 135). In defending its controversial selections,
the commitiee compared recent development of a location’s National banking
infrastructure. In addition, the committee emphasized that the polling results of 7471
National banks preferences for Reserve bank locations (Reserve Board April 10, GE
147-153).




As in the Willis specification, city population in 1910, the proportion of the home
tate population classified as urban in 1910, and the railway ratioc are expected to impact
sitively the odds of selection. Banking attributes measure the average annual rate of
hange between the fall seasons of 1904 and 1914 for individual deposits and capital.
tapital is measured as paid-in capital, surplus and profit and loss. These measures are
xpected to have a positive impact on the estimated odds of selection. Another attribute the
ommittee emphasized was support for locations of reserve banks as provided by National
“banks. The number of votes a city received as the preferred first choice for a Reserve bank
is expected to increase the probability the city is selected.
"BESTIMATION OF PROBABILITY CHOICE MODELS AND PREDICTION OF
SELECTIONS
y Estimated logit models are evaluated by their ability to predict the actual
outcomes. Abbreviated results are presented in Tables 1 and 2. As usual for logit
. estimations, predicted probabilities of selection that exceed 0.5 are predicted selections,
and those less than 0.5 are predicted non-selections. The correct outcomes are the
predicted actual selections and the predicted actual non-selections. Incorrect cutcomes are
¢ false predicted selections and non-selections not actually observed. False predicted
selections are those cities predicted by the model for selection but not actuaily selected.
False predicted non-selections are predicted non-selections although actual selections.

For the baseline sample, the estimated Willis model, Table 1 (1), is not
statistically significant and correctly predicts the selection for eight of 12 of the reserve
cities. When the sample is reduced to 21 cities, Table 2 (5), the Willis model lacks
statistical significance again.

The political models estimated perform most poorly among all the models
estimated; however, the estimated models of the full and reduced samples, Tables 1 (2) and
2 (6), are weakly statistically significant at the 10 percent level. Overall, Democratic
Congressional representation and possible selection committee bias correctly predict the
selection of eight of 12 cities in the baseline sample and two of five in the reduced sample.
Among the controversial selections, Dallas is not predicted for selection in the baseline
sample, and Atlanta, Cleveland and Richmond are not predicted selections in the reduced
sample. Democratic representation may influence selection overall, but performs poorly as
a predictor if considering the cities on the margin for selection.

When models for selection are estimated on the Willis and political variables
jointly for the full and reduced samples, Tables 1 (3) and 2 (7), the estimations are
significant at least at the five percent level, and the directions are all as expected. Atlanta,
Kansas City and Richmond fail to be predicted as selections in the baseline sample, but
only Atlanta is not a predicted selection in the reduced sample. This model performs
better in. the reduced sample among the controversial selections than either the Willis or
pelitical models alone.

By contrast, the attributes of the selection committee models estimated, Tables 1
(4} and 2 (8), are individually and jointly significant at least at the 10 percent level or
better. All the cities selected are correctly predicted for selection in the baseline sample
and only Cleveland is not predicted for selection in the reduced sample. Overall, the
results confirm the selection committee’s contention that it based selection on systematic
guidelines and not on arbitrary judgments. The greatest difficulty with this interpretation is
that conumittee statemments regarding selection criteria are available only ex-post and made

" k4

public in an environment of political acrimony. Yet, the committee’s systematic rules do

explain jointly the entire selection decision based upon the statements without relying upon

political factors.
CONCLUDING REMARKS

The factors in the committee’s ex-post published documents best predict the
probabilities of selection. Political representation in the Congress and other influence
proxies are poor predictors of selection. Factors suggested by the committee’s hired expert
appear ignored by the selection cormmittee, an observation that Willis concurred with in his
history of the establishment of the Federal Reserve System (1923). Increased private
investments in the National banking system, or greater local reliance in the National
banking infrastructure in the immediate decade prior to the establishment of the Federal

Reserve System was rewarded by the selection committee. The selection conumittes is

shown to have behaved impartially and not arbitrarily.
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TABLE 1
Estimated Logistic Models, Full Sample

Willis Political Willis & Committee
Political
(1) (2) (3) “)
Wald 9.99 7.72° 17.22° 16.04°
Correct 812 . 8/12 8/12 12/12
Selections
incorrectly Aflanta Boston Atlanta
Predicted as Dallas Dallas Kansas City
Not Selected  Kansas City Mpls Minneapolis
Richmond SF Richmond
Incorrectly Pittsburgh  Cincinmati  Birmingham  Pittsburgh
Predicted as Columbus E_.waﬁmr Portland
Selected Pittsburgh
: Savannah
Correctly 86.49% 78.38% 83.78% 94.59%
Classified

Note: * indicates statistical significance at least at the 1% level; e, at the 5% level; and °, at
the 10% level. )
TABLE 2
Estimated Logistic Models, Considered Sample

Willis Political ~ Willis & Committee
’ Political
(3) (6) @ (8)

Wald - 448 5.55° 21.15%  12.66°
Correct Selections 215 2/5 4/5 4/5
Incorrectly Atlanta Atlanta Atlanta Cleveland
Predicted as Not ~ Kansas City Cleveland
Selected Richmond Richmond
Incorrectly Louisville Fort Worth Houston Baltimore
Predicted as Houston New :
Selected Orleans -
Correctly 80.95% 76.19% 83.71%  90.48%
Classified -

Note: See Table 1.

"Building 2 Money Market: The Case of Bankers' Acceptances, 1914-1939," J. Peter
Ferderer (Macalester College)

The importance of the Money Market does not lie in its size, because the

total amount of funds in the market is small in comparison with the total

banking funds of the coumtry. The importance lies rather in the Hquidity
of the market, it its capacity for furnishing cash at a few hours’ notice.

-- W. Randolph Burgess, 1926

L Introduction

Unlike Europe, the United Siates did not have a market for bankers™ acceptances
at the start of the twentieth century. Rather, the U.S. market was given birth by the Federal
Reserve Act of 1914, which allowed the new Federal Reserve Banks to rediscount
acceptances. By giving the Reserve Banks the power to rediscoumt, it was hoped that the
“discount market” would bacome more liquid and bankers™ acceptances would be an
attractive investment vehicle.

The framers of the Federal Reserve Act were motivated by three broad goals.
First, they wanted to build a market for bankers™ acceptances so that the U.S. could become
a banker to the world. Second, a U.S. market for bankers’ acceptances would stimulate
foreign trade by lowering the costs of financing imports and exports. Finally, with the
financial turmoil of 1907 fresh in their minds the framers believed that a more liquid
money market would act as a “prophylactic against panics.”

This paper explores the development of the discount market for bankers’
acceptances between 1914 and 1934. We address three questions. First, did the liquidity
of the discount market rise over the first twenty years? Second, what were the institutional
and cyclical factors that influenced liquidity? Third, was liquidity priced? That is, was the
cost of acceptances financing affected by the willingness of dealers to “make the market”?
II. Overview of the Market

Figure 1 shows the volume of bankers’ acceptances outstanding on a monthly
basis between 1917 and 1933. Figure 2 classifies bankers' acceptances by the different
transactions they financed.

Growth of bankers’ acceptances was fostered by several liberalizations in the
“rules of the game” that governed the market. The original Federal Reserve Act only
granted permission for National Banks to create acceptances used to finance the
importation and exportation of goods. As Figure 2 shows, the majority of bankers’
acceptances were used for this purpose even as late as 1924. By 1917 the Act had been
amended to allow banks to create acceptances for domestic shipment of goods and holding
marketable stables in inventories in the United States.

Development of the acceptance market was further promoted in 1919 when the
Federal Reserve Board approved an amendment making it possible for member banks to
accept up to 100 percent of their capital. In 1921 the Board permitted Federal Reserve
baoks to purchase six-month import and export bills. In 1926, the American Acceptance
Council helped get legislation passed in New York State that made acceptances a legal
investment for life insurance companies.

In the early 1920s when banks were allowed to create acceptances to finance
imports and exports between foreign countries and storage of readily marketable staples in
foreign countries. The first recorded use of American bankers’ acceptances for this :




steps beginning February 3, 1928, Both the level and volatility of the call renewal rate rose
dramatically, though volatility did not approach levels reached in 1920. Liquidity in the
long end of the bill market fell in response. Spreads on 120- and 180-day bills remained at
%4 of one point between December 14, 1928 and Auvgust 30, 1929. By contrast, spreads for
the 30- and 90-day bills rose to 14 only briefly in 1928 and 1920,

Another shock hit the bill market in the fall of 1931 when the Federal Reserve
raised its discount rate to prevent capital outflows following Britain’s departure from the
gold standard. Once again liquidity in the market fell:

Very Seldom does the bill market come to the standstill condition of the

past two weeks... Heretofore there has been an ebb and flow of bills that

has kept the wheels moving but on this occasion nearly all the bills are in

the Federal Reserve Banks and as the Federal buys from but never selis

to the market the total bill volume is therefore locked up to be held to

matuity.

Spreads on 120- and 180-day bills remained at % of one point between October
16, 1931 and Jannary 8, 1932. In contrast, the increase in bid-ask spreads for 30- and 90-
day bills was temporary, only rising to % for one week in October. It appears that the short
end of the discount market had become much more resilient and less susceptible to
liquidity withdrawals by the early 1930s.

IM.B. Econometric Evidence

Table 1 provides results from regressions used to explain variation in bid-ask
spreads. The explanatory variables are the level of the call loan rate and the conditional
standard deviation of call rate changes. Unfortunately, we do not have weekly data on
trading volume. However, the variation in acceptances outstanding over the year suggests
that trading volume follows a seasonal pattern. Thus we test for volume effects by
including dummy variables for the months of January through November in the
regressions. The month of December, which typically has the highest level of acceptances
outstanding (and presumably the greatest trading volume), is reflected in the constant term.

The results in Table 1 suggest that the call rate exhibits a weak relationship with
the spreads. Only in the case of the 30-day bill is the call rate coefficient positive and
significantly different from zero at the five percent level. In contrast, the volatility of the
call rate has a positive and significant relationship for five of the six spreads. Also, note
the size of the coefficients for the long-term bills are three to four times the size of those
for short-term bills. These findings suggest that increases in refurn volatility created
greater risk for dealers making markets in bills with more than 90 days to maturity.
Finally, the month dumimies, though typically negative, are insignificant in models for 30-,
60- and 90-day bills. In contrast, coefficients on month dummies are negative and
significantly different from zero more frequently in the regressions for the longes-term
acceptances. The months with the largest negative coefficients are Jannary (120- nm% _mev
Angust (150-day), and April (180-day bills). These findings are consistent with the
hypothesis that liquidity in the long end of the discount market was influenced by seasonal
variations in trading volume.

To the extent that the discount market was less developed in its early years (i.e.,
dealer wealth was low and they were less able or willing to bear risk), we should see return
volatility exert a more powerful influence on bid-ask spreads during this time period. To

test this hypothesis, Table 2 reports bid-ask spread regressions for 30-, 60- and 90-day
acceptances estimated over two sample periods: February 1919 to December 1926 and
Jamuary 1927 to November 1934. The results clearly show that changes in return risk -
affected spreads in a more powerful manner in the early sample period. This finding
suggests that the bill market became deeper and more resilient over time.

The final issue we address is whether liquidity was priced. That is, did ogbmom in
liquidity of the bill market affect the level of the bill rate? This is an important question.
There is a great deal of evidence from cross-country studies that economic growth and
financial development are highly correlated (see Levine (1996)). However, it is very
difficult to determine the direction of causatity. If exogenous forces (ie., the purposeful
activities of the Federal Reserve and the American Acceptance Council) caused bill market
liguidity to rise over time and greater liquidity lead to lower costs of financing production
and trade, then there is evidence that causality Tuns from financial development to
economic growth,

To examine the extent to which liquidity is priced, we estimated regressions for
weekly changes in the bill rate on: a) the level of the bill rate lagged one week, BA(T-1); b)
the weekly change in the discount rate set by the Federal Reserve, DISRATED;, ¢) the bid-
ask spread, SPREAD: and d) dummy variables for Jannary through November. If bill
rates are mean reverting, the coefficient on the lagged bill rate level should be negative.
Changes in the Federal Reserve’s discount rate should have a positive influence on the
market rate for obvious reasons.

The results are reported in Table 3. The coefficient on the lagged bill rate is
negative in each of the six regressions, but is marginally significant. Thus there is some
evidence of mean-reversion. As expected the discount rate set by the Federal Reserve has a
positive and highly significant impact on the bill rate. However, note that coefficients are
well below one suggesting that other forces are influencing the bill rate. The coefficients
on the month dummies are generally negative with the coefficient on the April dummy
often taking on the largest negative value. Thus there does appear to be some seasonal
variation in the bill rate. Most importantly, the bid-ask spread has a positive and
statistically significant impact on the bill rate for maturities of 90 days and less. While the
coefficients on the spread in regressions for longer-term rates are positive they are not
significant. Thus there is somewhat mixed evidence regarding the link between liquidity
and interest rates.

IV. Conclusion

The market for bankers” acceptances grew dramatically between 1914 and 1929 partly
because the Federal Reserve Board liberalized the “rules of the game” that governed
market activity. The Federal Reserve also acted as the market maker of Jast resort by
rediscounting paper and this activity reduced the risk borne by private dealers and induced
them to make the market.

The American Acceptance Council also played a key role by publishing the monthly
Acceptance Bulletin, a vehicle used to educate banks and investors on the benefits of
hankers’ acceptances. The editorial pages of the Bulletin appealed for banks to be guided
by more than self-interest: “There can be no question of the duty of the big banks in the




large centers... nevertheless, their [smaller banks’] duty as well as their profit lies in the
direction of carrying as a secondary reserve acceptances of American banks.” Clearly,
there was a‘sense that private profit motives would not suffice to overcome the
coordination problem that exists when market participation and liquidity drive one another
(see Pagano (1989)).

In the end, these efforts paid off. By the late 1920s the size of the market bad grown
dramatically and the United States was becoming a banker to the world. Increasing
liquidity of the discount market played an important role in this process.

Data Appendix

1. Bankers’ Acceptances Outstanding (end-of-December from 1917 to 1919, end-of-
April and end-of-December from 1920 to 1924, and end-of-month from 1925 to
1933). Source: Facts and Figures Relating to the American Money Market (1931)
and various issues of the Acceptance Bulletin (1931-1933). Data not seasonally
adjusted.

2. Bankers' Acceptances Bought in the Open Market by Federal Reserve Banks
{Wednesday figures for each week from 1919 to 1933). Source: Banking and
Monetary Statistics (1946), Table No. 103, Data not seasonally adjusted.

3. Classification of Bankers Acceptances Outstanding (end-of-month from 1925-
1933). Source: Facts and Figures Relating to the American Monev Market (1925-
1930) and various issues of the Acceptance Bulletin (1931-1933). Data not
seasonally adjusted.

4. Bid and ask rates for Bankers’ Acceptances (closing rates reported by dealers on
various days of the week from 1917 to 1923 and Fridays from 1924-1934).
Source: various issues of the Acceptance Bulletin.

5. Interest Rate on Stock Exchange Renewal Call Loans in New York City (weekly
average of daily renewal rates from 1919-1934). Source: Banking and Monetary
Statistics (1946), Table No. 121. Data not seasonally adjusted.

References

The American Acceptance Council. Acceptance Bulletin, various issues 1919-34.

The American Acceptance Council. Facts and Figures Relating to the American Monev
Market, New York: The American Acceptance Council, 1931.

Amihud, Yakov and Haim Mendelson. “Asset Pricing and the Bid-Ask Spread,” Journal of

Financial Economics 17 (1986), 223-249.

Amihud, Yakov and Haim Mendelson. “Liquidity, Maturity, and the Yields on U.S.
Treasury Securities,” The Journal of Finance XLVI (Sept. 1991), 1411-26.

Burgess, W. Randolph. The Reserve Banks and the Money Market, New York and
London: Harper & Brothers Publishers, 1946.

Demsetz, Harold. “The Cost of Transacting,” Quarterly Journal of Economics (1968), 33-
53.

Fry, Morton. “The Fonure of the Acceptance Market,” Acceptance Bulletin (Nov. 1922}, p.
9.

Hackley, Howard H. Lending Functions of the Federal Reserve Banks: A History,
Washington: Board of Governors of the Federal Reserve System, 1973.

Jacobs, Lawrence Merton. Bank Acceptances, Washington: Government Printing Office,
1910.

Kamara, A. “Liquidity, Taxzes, and Short-Term Treasury Yields,” Journal of Financial and

nantitative Analysis 29(3) (1994), 403-17.

Levine, Ross. “Financial Development and Economic Growth: View and Agenda,” Journal
of Economic Literature XXXV (Jone 1997), 688-726.

Melton, William C. and Jean M. Mahr. “Bankers” Acceptances,” Federal Reserve Bank of
New York Quearterly Review (Summer 1981), 39-55.

O'Hara, Maureen. Market Microstrocture Theory, Malden Mass.:Blackwell Publishers Ing.,
1997.

Pagano, Marco. “Endogencus Market Thinnes and Stock Price Volatility,” Review of
Economic Studies 56 (1989), 269-288.

Shen, Pu. “Bid-Ask Spreads: A Theoretical Model with Tests on the Treasury Bill Market,”
Manuscript, Federal Reserve Bank of Kansas City, (July 1993).

Shen, Pu and Ross Starr. “Liquidity of the Treasury Bill Market and the Term Structure of
Interest Rates,” Journal of Fconomics and Business 50 (1998), 401-417.

Stoll, Hans R. “The Theory of Dealer Services in Securties Markets,” The Journal of
Finance 33(4) (September 1978), 1133-1151.

Thralls, Jerome. “The American Discount Market,” Acceptance Bulletin (February 1925),
5-8.

Tinic, Seha M. “The Economics of Liquidity Services,” Quarterly Journal of Fconomics
(1972), 79-93,




