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Praise for The Big Myth

“The scholarly literature on neoliberalism tends to focus either on the intellectual genealogy of neoliberal thought or on the political history of neoliberal policies. Naomi Oreskes and Erik M. Conway’s The Big Myth adds a third dimension to the story … [It’s] an immense scholarly feat.” —Louis Menand, The New Yorker

“[A] scorching indictment of free market fundamentalism … and how we can change, before it’s too late.” —Esquire, Best Books of Winter 2023

“Richly researched … [Oreskes and Conway] succeed in chronicling a concerted effort by American business to shift public opinion in favor of free markets.” —The Economist

“Impressive.” —The New York Times

“Oreskes and Conway tell the important and frequently infuriating history of how it is that Americans came to equate the broad concept of freedom with an almost religious belief in the free market … The authors acknowledge that markets do have a role in generating information and allocating resources, one that central planning has never been able to replicate. Their argument is not that capitalism is bad but rather that we should acknowledge its limits.” —Bethany McLean, The Washington Post

“Outstanding … A pair of historians explain how market fundamentalism leads to science denial … For scientists who are dumbfounded by anti-science attitudes, understanding this history is vital. Only by understanding the forces that cause science denial can anything be done about it. Like Merchants of Doubt before it, The Big Myth offers crucial insight into this phenomenon.” —Science

“A sweeping tale of what must be one of the most successful propaganda campaigns ever, one that transformed the intuitive common sense of both American elites and regular people … The book is an incredible work of scholarship, and every page has at least one sparkling, fascinating fact.” —The Intercept

“Offers a valuable perspective on our current disputes about both the democratic and the capitalist sides of democratic capitalism … If today’s executives want to address the tensions about their companies’ role in our societies, The Big Myth suggests one starting point: for business to stop pushing the idea that the only role of government is to get out of its way.” —Financial Times

“Conservative economic thought has had a major influence on American life and culture. Readers clamoring for an understanding of its intellectual origins would benefit from picking up The Big Myth.” —FTCWatch

“Hard-hitting, persuasive.” —Nature

“A vital resource for those trying to navigate a world where the government is demonized by many and corporations receive the rights of citizens from our courts.” —Social Impact Review

“Readers will be intellectually enlivened … The way the book challenges each component of market mythology is hugely impressive … In a world facing existential threats like climate change, markets alone do not suffice, [Oreskes and Conway] argue. Governments must act.” —BookPage

“A persuasive examination of how corporate advocates, libertarian academics, and right-wing culture warriors have collaborated to try to convince the American people that economic and political freedom are indivisible, and that regulation leads inexorably to tyranny … Polemical yet scrupulously researched, this wake-up call rings loud and clear.” —Publishers Weekly

“A thoughtful denunciation of the economic dogma that the market knows best … A timely, well-argued contribution to the literature of economic inequality and regulation.” —Kirkus Reviews

“At last, an antidote to the toxic fiction that now imperils our planet and our democracy. For decades, self-interested businessmen have promoted the canard that any government effort to make markets work more safely and fairly will cost us our freedom. Not true, show Oreskes and Conway as they boldly exhume the buried truth: that what’s really at stake is the form of capitalism we choose. If you read only one book this year, make it The Big Myth.” —Nancy MacLean, author of Democracy in Chains: The Deep History of the Radical Right’s Stealth Plan for America

“Both a carefully researched work of intellectual history, and an urgently needed political analysis explaining how Americans have become so deeply alienated from their own government. In a compelling narrative, the authors show how a small but zealous cadre of conservative businessmen, many of them selling harmful products, waged and largely won an undeclared ideological war for Americans’ hearts and minds. The magical thinking they promoted has profited them handsomely, but cost the rest of the country tragically.” —Jane Mayer, author of Dark Money

“Admirers of the authors’ Merchants of Doubt will find the same trenchant investigative brilliance here, deployed on an even wider canvas. They show how wealthy industrialists praising free enterprise shamelessly put vast sums of money into manipulating the free market of ideas. The target: well over a century’s worth of progressive movements from child labor regulation to the New Deal to the fight for renewable energy.” —Adam Hochschild, author of American Midnight

“A detailed, carefully researched study of how the ideology of market fundamentalism was sold to the American public. An invaluable exposé of how a certain kind of magical thinking was turned into accepted wisdom.” —Amitav Ghosh, author of The Great Derangement

“In this major work, Oreskes and Conway expose how American democracy was deformed by decades of ‘free market’ ideology. They reveal how big business interests attacked the very guardrails that make markets safe and fair and flogged the self-serving notion that popular democracy is dangerous to ‘freedom.’ Worst of all, American business successfully persuaded many of us that we should trust corporations more than our own government.” —Sen. Sheldon Whitehouse (D-RI), co-author of The Scheme

“A sweeping, eye-opening account of how the myth of the free market seeped into American political culture. Looking back at the history of the organizations and individuals who attempted to erase the reality of our mixed public-private system, The Big Myth busts the myth of market fundamentalism that has weakened our ability to tackle major policy challenges.” —Julian Zelizer, CNN contributor and author of Burning Down the House

“A wonderful book. It is St. George slaying the dragon. The Big Myth can free American minds from a dangerous enthrallment.” —James Gustave Speth, former dean, Yale School of the Environment, and author of America the Possible

“Market fundamentalism has been profoundly damaging to human and economic welfare, in terms of ill health, environmental harms, inequality, and more. How did this belief system become so prominent in ideas and politics, particularly in the USA? This fascinating and important book tells that extraordinary story with care and rigor, setting out the cast of characters, their motivations, and the modus operandi. Please read this book. And be warned.” —Lord Nicholas Stern, former Chief Economist of the World Bank

“This urgent and compelling book should be required readings in boardrooms, business schools, and beyond to challenge pervasive bad assumptions and ignorance about the role of government and the importance of governance.” —Anat Admati, George G.C. Parker Professor of Finance and Economics, Stanford University, and author of The Bankers’ New Clothes
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—John F. Kennedy, Yale University Commencement Address, 1962

What is the cost of lies? It’s not that we’ll mistake them for truth. The real danger is that if we hear enough lies, then we no longer recognize the truth at all.

—Jared Harris as Valery Legasov, Chernobyl, “1:23:45” (2019)

I did not lie in Vienna, but I did not tell the whole truth.

—Valery Legasov, Report to the Soviet Academy of Sciences, 1986
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Introduction


This is the story of how American business manufactured a myth that has, for decades and to our detriment, held us in its grip. It is the true history of a false idea: the idea of “the magic of the marketplace.”

Some people call it market absolutism or market essentialism. In the 1990s, George Soros popularized the name we find most apt: market fundamentalism.1 It’s a quasi-religious belief that the best way to address our needs—whether economic or otherwise—is to let markets do their thing, and not rely on government. Market fundamentalists treat “The Market” as a proper noun: something unique and unto itself, that has agency and even wisdom, that functions best when left unfettered and unregulated, undisturbed and unperturbed. Government, according to the myth, cannot improve the functioning of markets; it can only interfere. Governments therefore need to stay out of the way, lest they “distort” the market and prevent it from doing its “magic.” In the late twentieth century, market fundamentalism was cloaked in the seemingly ancient raiments of received wisdom. In fact, it was more or less invented in the twentieth century.

Classical liberal economists—including Adam Smith—recognized that government served essential functions, including building infrastructure for everyone’s benefit and regulating banks, which, left to their own devices, could destroy an economy. They also recognized that taxation was required to enable governments to perform those functions. But in the early twentieth century, a group of self-styled “neo-liberals” shifted economic and political thinking radically. They argued that any government action in the marketplace, even well intentioned, compromised the freedom of individuals to do as they pleased—and therefore put us on the road to totalitarianism. Political and economic freedom were “indivisible,” they insisted: any compromise to the latter was a threat to the former—any compromise at all, even to address obvious ills like child labor or workplace injury. Why did we ever come to accept a worldview so impervious to facts? A worldview Smith himself, often thought of as the father of free-market capitalism, would have rejected? This book tells that story.



In our first book, Merchants of Doubt, we wanted to explain why intelligent, educated people would deny the reality of man-made climate change. At the time, most scientists thought they faced a problem of scientific illiteracy—that the “public” just didn’t understand climate science. But through a series of accidents, we stumbled across the story of four physicists who laid the foundations for climate change denial as far back as the late 1980s. These men were prominent scientists—one was a former president of the U.S. National Academy of Sciences, another headed a major NASA lab—so it wasn’t remotely plausible that they didn’t understand the facts. We discovered they hadn’t just rejected climate science but had fought settled science on a host of public health and environmental issues, starting with the harms of tobacco. Two of these four scientists had worked with tobacco companies. The seemingly obvious explanation for what they did—that they were industry shills motivated by money—turned out to be wrong. The right answer was ideology: market fundamentalism.

These men feared that government regulation of the marketplace—whether to address climate change or protect consumers from lethal products—would be the first step on a slippery slope to socialism, communism, or worse. This fear was rooted in their personal histories designing weapons systems in the Cold War. On behalf of the U.S. government, they had worked to build the atomic bomb, the hydrogen bomb, and the rockets and submarines to deliver those weapons. They saw the Soviet threat as serious, a threat they had helped to “contain.” When the Cold War ended, they couldn’t stop fighting. Instead, they found a new enemy—environmentalism—which they viewed as a back door to socialism, if not communism. As one of them put it, “if we do not carefully delineate the government’s role in regulating … dangers there is essentially no limit to how much government can ultimately control our lives.”2 Today, tobacco control; tomorrow, goodbye to the Bill of Rights. Environmentalists, in their view, were “watermelons,” green on the outside and red on the inside. The American way of life was at stake. So these men would do whatever they could to prevent government regulation of the marketplace, even if it meant fighting facts, challenging hard-won knowledge, and betraying the science they had helped to build.

Merchants of Doubt left us with a new question: Where did this ideology come from? After all, the United States had implemented all kinds of environmental, workplace, and public health safeguards both before and during the Cold War, and we had not succumbed to communism. Many European countries had even stronger regulations—particularly with respect to consumer products—and they were still democracies, too.

Between us we have been to all fifty states and lived in twelve, including wilderness Alaska and a dying mill town in northern New Hampshire. On our travels, we have found that market fundamentalism is widespread in “blue” and “red” states alike, and that some version of it underlies most climate change skepticism. Many people seem to take Ronald Reagan’s view that “the government” is the problem, as it stands ready to steal both their money and their freedom. When asked why they hold these views—why they are skeptical that climate change is real or that government can do anything about it—they often point to articles they read in Fortune, Forbes, or the Wall Street Journal.

Even in supposedly liberal enclaves like Cambridge, Massachusetts, many people think climate change will be best addressed by technological innovation in the marketplace—despite the fact that even by 2010, the year our book came out, atmospheric CO2 was climbing, Earth was getting hotter, and the market wasn’t responding on any level commensurate with the threat. As one of our students put it, the most common answer, whether in Massachusetts or Montana, was “markets, markets, markets.”

Thus emerged the question that informs this book and that we have spent the past decade studying: How did so many Americans come to have so much faith in markets and so little faith in government?



Market fundamentalism is not just the belief that free markets are the best means to run an economic system but also the belief that they are the only means that will not ultimately destroy our other freedoms. It is the belief in the primacy of economic freedom not just to generate wealth but as a bulwark of political freedom. And it is the belief that markets exist outside of politics and culture, so that it can be logical to speak of leaving them “alone.”

We are all familiar with the idea that, as George Soros has summarized, “the doctrine of laissez-faire capitalism holds that the common good is best served by the uninhibited pursuit of self-interest.”3 That’s the core argument Adam Smith made in 1776 and contented capitalists have accepted ever since. Market fundamentalists, however, depart from Smith by insisting there is no “common good,” merely the sum of all the individual private goods. For this reason, they reject government’s claims to represent “the people”: there are only people—individuals—who represent themselves, and they do this most effectively not through their governments, even democratically elected ones, but through free choices in free markets.

Milton Friedman, America’s most famous market fundamentalist, went so far as to argue that voting was not democratic, because it could too easily be distorted by special interests and because in any case most voters were ignorant. But rather than consider how special interests might be mitigated or how voters could be better informed, he maintained that true freedom was not expressed in the voting booth. “The economic market provides a greater degree of freedom than the political market,” Friedman said in South Africa in 1976, as he encouraged the citizens of that country not to fuss over apartheid, but to preserve and expand their market-based economy.4

Friedman’s argument works when we are talking about the freedom to buy, say, shoes of any type. But it fails when we consider the larger picture, including deceptive advertising, aggressive and misleading PR campaigns, and what economists call “external costs”: costs that are invisible to or misunderstood by the shoe buyers, or that accrue to people who didn’t buy those shoes at all. Pollution is an external cost. What happens when the shoe manufacturer dumps toxic chemicals behind the plant and hides that fact from its workers, investors, and customers? Friedman downplayed the problem by giving it the friendly label of “neighborhood effects,” and claimed that any remedy would almost always be worse than the disease, because of the loss of freedoms or compromises to property rights typically associated with government regulations. In some cases, he may have been right. Regulations do compromise someone’s freedom in order to protect the freedom (and welfare) of others. When it comes to pollution, the “freedom” of factories to dump toxic wastes has been rightly rejected. When it comes to climate change, the “freedom” of corporations to sell oil, gas, and coal jeopardizes the rest of us. This creates a fundamental dilemma for the fundamentalists. But rather than rethink their arguments, market fundamentalists protect their worldview by denying that climate change is real or asserting that somehow “The Market” will fix it, despite all evidence to the contrary.



Friedman held that capitalism and freedom are two indivisible sides of the same coin, but this “indivisibility thesis” predates him by decades. In the early twentieth century, it was promoted in the United States by a group of industrialists working under the umbrella of the National Association of Manufacturers (NAM). NAM and its allies used the thesis to argue against political reforms that today we take for granted, such as laws limiting child labor, establishing workers’ compensation, and creating the federal income tax. In the 1930s, they aligned themselves with the electricity industry and used the thesis to argue against the Rural Electrification Administration, the Tennessee Valley Authority, and other elements of the New Deal. Mostly they lost these fights, in part because the thesis suffered a fatal flaw: it wasn’t true. Electricity was a case in point. Markets had failed to bring electricity to millions of Americans who wanted it, but the government had succeeded, and rural Americans were better off economically and no less free. Indeed, they were arguably freer than before, because they now had electrical appliances that reduced manual labor and electric lights to lengthen the usable day.5

Because the indivisibility thesis had so little foundation in fact, American business leaders needed to find other ways to shore it up. One way was propaganda. In the 1920s, the National Electric Light Association (NELA) launched a massive campaign that included, among other things, the hiring of academics to rewrite textbooks and develop curricula to promote pro-market, antigovernment perspectives in emerging business schools and economics programs across the country. They also recruited experts to “prove” that private electricity was cheaper than public electricity, even when the available facts showed otherwise. In the 1930s, NAM reprised the effort, with a multimillion-dollar propaganda campaign to convince Americans that business and industry were working just fine, and that the real causes of the Great Depression were unionized labor’s unreasonable demands, coupled with the government’s excessive interference in business affairs and federal taxation that starved industry of the monies it needed to expand productive capacity. Well into the 1940s, NAM produced books, pamphlets, radio programs, lecture series, and documentary and feature films (and later television programs) designed to influence what newspapers had to say about the economy and American life, what teachers taught in the classroom, and, above all, what the American people believed.

A key part of the manufacturers’ propaganda campaign was the myth of the Tripod of Freedom, the claim that America was founded on three basic, interdependent principles: representative democracy, political freedom, and free enterprise. This was a fabricated claim. Free enterprise appears in neither the Declaration of Independence nor the Constitution, and the nineteenth-century American economy was laced with government involvement in the marketplace. But NAM spent millions to convince the American people of the truth of the Tripod of Freedom, and to persuade Americans that the villain in the story of the Great Depression was not “Big Business,” but “Big Government.” They spread this myth to weaken Americans’ confidence in government institutions that reined in abusive business practices and protected ordinary citizens.

Another strategy was to recruit sympathetic intellectuals to help give the myth credibility. For this, American businessmen relied on imports: the economists Ludwig von Mises and Friedrich von Hayek, leaders of the Austrian school of economics. In the 1940s, a group linked to NAM paid for Mises and Hayek to come to America, arranged for them to be hired at New York University and the University of Chicago, respectively, and worked assiduously to promote the economists’ ideas, both in business circles and among the American people generally. This included publishing a dumbed-down version of Hayek’s famous book The Road to Serfdom in Reader’s Digest and a cartoon version of it in Look magazine. In the 1950s, Ronald Reagan would encounter that Reader’s Digest version; decades later The Road to Serfdom would be promoted by right-wing radio hosts Glenn Beck and Rush Limbaugh and touted by influential Republicans including Senator Ted Cruz and House leader Paul Ryan.6

Businessmen helped create America’s first libertarian think tank, the Foundation for Economic Education (FEE), established in 1946 by Los Angeles Chamber of Commerce manager Leonard Read to peddle pro-market, antigovernment ideology. They also funded the Hayek-aligned Mont Pelerin Society, a cadre of mostly European economists, cultural commentators, and political theorists promoting a renewed commitment to free-market principles under the aegis of what became known as neoliberalism.7 And they would help Milton Friedman write his most influential book, Capitalism and Freedom—essentially a restatement of the indivisibility thesis—which would dramatically reshape the American cultural conversation in the 1970s and ’80s. In 1988, Reagan would award Friedman both the Presidential Medal of Freedom and the National Medal of Science.

Few of Friedman’s readers knew that the book’s success was not the product of open competition in the marketplace of ideas: Capitalism and Freedom had been financed and nurtured by American businessmen, and it was the most public part of a much larger project. Reader’s Digest notwithstanding, the people who had brought Hayek to America had quickly concluded that his approach was too intellectual and too European to break through to the public. The best way to get the book they wanted—the book they felt their countrymen needed—was to bankroll such an initiative at a reputable American institution. They chose the University of Chicago; the endeavor would be named the Free Market Project, sometimes also known as the Free Market Study. Friedman was its marquee star, but he was not alone. Chicago economist George Stigler would become a leading voice against government regulation and win a Nobel Memorial Prize in Economic Sciences for this work; he would also produce an edited version of Adam Smith’s Wealth of Nations that expunged nearly all of Smith’s caveats about free market doctrine, including his extensive discussion of the need for bank regulation, for adequate wages for workers, and for taxation for public goods such as roads and bridges.8 Economist Aaron Director (Friedman’s brother-in-law) developed the Antitrust Project, which should have been called the Anti-Antitrust Project. Monopolies, Director argued, represented economic natural selection in action: the fittest corporations were the ones that survived. One of Director’s students was the jurist Robert Bork, who in the 1990s would successfully use these arguments against the U.S. Department of Justice’s antitrust prosecutions, laying the groundwork for judicial resistance to strict antitrust enforcement that persists today.9

Market fundamentalism wasn’t just about economics, however. It also involved religion and mass culture. The promoters of the Mont Pelerin Society and FEE overlapped with a movement called Spiritual Mobilization, designed to convince Christian clergy that unregulated capitalism was not merely compatible with Christian values but founded upon them.10 Spiritual Mobilization was led by a Congregational minister named James Fifield, but its biggest donor was Sun Oil president J. Howard Pew—a leading figure in NAM—who also backed Billy Graham and Norman Vincent Peale. (Peale’s parishioners included Fred and Mary Trump.)11 Pew was also friends with libertarian journalist Rose Wilder Lane, daughter of Laura Ingalls Wilder, the author of the beloved Little House on the Prairie series. Or ostensible author, for while millions of American readers adored these books—sold as the true story of Wilder’s childhood on the American frontier—the stories had in fact been crafted into parables of individual self-sufficiency and government superfluousness by her libertarian daughter.

One of FEE founder Leonard Read’s writers was the émigrée Ayn Rand, who would split with Read because she found his libertarianism insufficiently stringent; she would go on to infuse her bestselling novels, as well as their screenplay adaptations, with simplistic, unadulterated libertarian messages. Critics generally panned The Fountainhead and Atlas Shrugged; one reviewer called the latter a book “written out of hate.”12 But people loved them; Rand’s hate evidently inspired subsequent generations of libertarians and millions of sales. One reason Rand’s books sold so well, however, was that they were heavily promoted by sympathetic organizations, including FEE and the Ayn Rand Institute, whose mission is to “keep Rand alive.”13 The New York Times in 2007 reported that the Ayn Rand Institute was at that time donating four hundred thousand copies a year of its namesake’s novels to Advanced Placement high school programs.14 Supreme Court justice Clarence Thomas cites Atlas Shrugged as a major influence on his thinking. So does former longtime Federal Reserve Bank chairman Alan Greenspan, who described Rand’s work as a “moral defense of capitalism.”15

Rand’s acolytes admire her as a philosophical purist who brooked no compromise. In truth, she was an architect of Hollywood censorship codes that involved serious breaches of freedom. Another erstwhile defender of liberty who endorsed censorship was Hollywood’s own Ronald Reagan.16

Most Americans know that before becoming a politician Reagan was an actor, but fewer are aware that Reagan’s flagging screen career was revived by a job with the General Electric Corporation (GE). Reagan hosted the popular television show General Electric Theater, where each week his voice and face reached into tens of millions of homes, promoting didactic stories of individualism and free enterprise. At the same time, he traveled across the country on behalf of GE—visiting factories, making speeches at schools, and doing the dinner circuit in communities where GE had a presence—promoting the corporation’s stridently individualist antiunion and antigovernment vision.

Reagan’s mentor in this work was GE executive Lemuel Ricketts Boulware, whose antiunion tactics were so extreme they earned a name: Boulwarism. (They would also earn GE several indictments for federal labor law violations.) And while Reagan helped GE promote the ideology of free markets and free choice, the company conspired to rig electricity markets (an offense for which it would be successfully prosecuted in the 1960s). Boulware’s influence transformed Reagan’s politics. He went into GE a New Deal Democrat and came out an antigovernment conservative Republican. GE transformed Reagan’s political fortunes as well; he emerged from his time there with powerful backers in corporate America who helped him launch his career in elected office.

Reagan was known as the Great Communicator, and the success of American market fundamentalism was ultimately a triumph of public relations: its advocates built a myth and persuaded Americans of its truth. By the 1970s, what had begun as a self-interested defense of business prerogatives—one that was factually dubious and characteristically supported by gross distortions and misrepresentations of history—had been transmogrified into a seemingly intellectually robust body of thought. Meanwhile, a network of libertarian think tanks, heavily funded by industries selling dangerous products including tobacco and fossil fuels, had been established to promote these views in schools, in universities, and in American life writ large. Among other things, these think tanks distributed free of charge millions of copies of Hayek’s and Friedman’s (and Rand’s) books. Meanwhile, progressive foundations mostly focused on specific issues—like saving whales or expanding access to education—not realizing that a larger ideological battle was under way.17 The myth spread, influencing American presidents from Jimmy Carter and Ronald Reagan to Bill Clinton and Barack Obama and, most recently, Donald Trump.



The men (and a few women) in this story worked to ensure their ideas got widespread attention in academia, in politics, in Hollywood, and in religious life, regardless of whether their claims were true. Using various means at their disposal—from overt propaganda and disinformation to subtle forms of persuasion, from influencing what was taught in schools to what children saw when they went to the movies—they worked to change what Americans believed.

Americans in the early twentieth century were largely suspicious of “Big Business” and saw the government as their ally.18 By the later decades of the century, this had flipped: many Americans now admired business leaders as “entrepreneurs” and “job creators” and believed it made more sense to count on the “magic of the marketplace” to solve problems than to engage government. Many Americans saw government as dead weight, taxation as unfair or even a form of theft.19 That they accepted these claims is proof of this story’s importance: propaganda and persuasion had worked. The people involved in this project were intellectually diverse and geographically dispersed, but they were also in important (and sometimes startling) ways interconnected. Theirs was not a conspiracy, but it was a network of people who knew each other, supported each other morally and financially, and used this mutual support to promote a singular myth.



Like all good myths, this one had a kernel of truth. As any economist could tell you, markets can efficiently allocate resources. Markets are good for getting productive uses out of the inputs that create wealth. They are also good for amassing information. Markets reveal a lot about what people want, how far they are willing to go to get it, and how much they are willing to pay for it. If efficiency were our only goal, then market fundamentalism might make sense. But efficiency is a tool, not an end.20 When asked about their values, Americans don’t say “efficiency.” What most people want are better lives. A pleasant place to live in a safe community, with good health care, education for their children, and recreation for themselves. Maximizing wealth by maximizing market efficiency distracts us from many of the things that matter most in our lives.

Prior generations understood that market values are different from society’s values. As early as the first decades of the eighteenth century, it was clear that unconstrained economic activity could do damage, and by the end of the nineteenth century, Americans and Europeans had passed laws to mitigate some of capitalism’s worst effects, especially the dreadful conditions in factories that the poet William Blake called “dark Satanic Mills.” In 1802, the British Parliament passed the Health and Morals of Apprentices Act, which required that factories have windows, that youthful apprentices be given a basic education, and that those apprentices attend religious services at least once a month. The British Cotton Mills Act, passed in 1819, banned the employment of children under the age of nine. In Germany and the United Kingdom, systems were developed to compensate workers—or, where necessary, their widows—for workplace injury and death.

It was also clear at the time that unconstrained capitalism was commonly bad for capitalists themselves. In the nineteenth century, extreme business cycles and bank panics often drove otherwise solid companies to ruin. When banks failed, everyone lost their money. Cutthroat competition often became a race to the bottom in which few survived, and the market became dominated by a few players or even a single one. Powerful corporations engaged in anticompetitive practices and drove out rivals who might have offered better products at lower prices. By 1890, monopolistic behavior had become so common that the U.S. Congress passed the Sherman Anti-Trust Act, and Republican Theodore Roosevelt became one of America’s most iconic presidents by building a reputation as a “trust-buster.”

Around the start of the twentieth century, most Americans agreed that governments needed to step in to address the problems unregulated capitalism created. These included both market failures, such as bank collapses, and “social costs,” such as the 146 garment workers—mostly women and girls—who perished in the Triangle Shirtwaist Factory fire in 1911 and the thousands of workers killed every year in railroad accidents, boiler explosions, and mine collapses. Early in the 1900s, the U.S. government established standards for occupational safety. In 1913, the Federal Reserve System was created to foster economic stability. In 1914, the Federal Trade Commission was established to prevent unfair and deceptive business practices. When banks failed during the Great Depression, the government created the Federal Deposit Insurance Corporation (FDIC) to protect people’s savings. When the nation’s water became so polluted that the Cuyahoga River in Cleveland caught fire, or the air in Los Angeles became so poisonous that people literally died from it, the government set standards for clean water and clean air. The Progressive Era, the New Deal, and the environmental movement all responded to market failures.

Reformers recognized that government had an essential role to play in sustaining markets, ensuring their fairness, and establishing the rules by which they operated. They were acknowledging that “The Market” doesn’t exist outside of society but is part of society and, like society’s other parts, must be subject to law and regulation. They were demonstrating that complaints about government “intervention” in the marketplace were incoherent, because they falsely implied that markets somehow could (and perhaps should) be beyond the reach of civil society. Nineteenth- and twentieth-century labor and environmental reforms reflected the widespread recognition that markets aren’t magic, but need to be managed.

That’s why we don’t maim kids in coal mines anymore, and why it’s now time to shut down coal mines altogether so future kids aren’t clinging to survival in a world made close to uninhabitable by carbon pollution. Whether you call a better life “an externality”—as economists do—or a purpose beyond economic analysis, you end up in the same place. Markets are good for many things, but they are not magic. Just look around. Income inequality, the opioid crisis, the lack of affordable housing, retirees who can’t afford to retire, the climate crisis: markets created problems that our market-based system has failed to solve. The only proven remedy is governance.

To accept market fundamentalism, one must ignore more than a century of history. Sadly, this is more or less what Americans have done in recent decades. As a result, we are hamstrung when we need to address serious challenges, from climate change to Covid-19. “Ill fares the land, to hastening ills a prey / Where wealth accumulates, and men decay,” wrote Oliver Goldsmith in 1770, just six years before Adam Smith published The Wealth of Nations.21 In the late twentieth century, wealth accumulated and our nation decayed, and today we find ourselves seemingly powerless to do much about it.

Consider one example of how market fundamentalism has entrapped even many moderates and progressives. When Pope Francis, in his 2015 encyclical letter Laudato si’ (published as Encyclical on Climate Change and Inequality), questioned whether the challenges we face could be adequately addressed by market mechanisms, he was condemned from the right, the middle, and the left. Writing in the New York Times, conservative David Brooks all but labeled him a socialist for questioning market-based approaches to climate change, insisting that harnessing greed and self-interest would best address the problem.22 That same day, also in the New York Times, economics reporter Eduardo Porter accused the pope of depriving “people of the … tools humanity will need to prevent climatic upheaval.”23 At the Harvard Kennedy School of Government, former Clinton administration official and now professor Joseph Aldy called the pope “out of step.”24

Brooks argued that “within a regulated market, greed can lead to entrepreneurship and economic innovation.” Sure, but the dominant trend in global capitalism for the past forty years has been deregulation. And often, for innovation to occur, we need governments to create markets, such as the markets for pollution control. Pope Francis argued it was unrealistic to think capitalism (at least as it is currently being practiced) would get us out of our predicament.

This raises a profound question: Is capitalism itself to blame for climate change, as critics such as Naomi Klein and Andreas Malm argue?25 Or the opioid crisis? Or the lack of affordable housing? We argue no: the culprit is how we think about capitalism, and how it operates. The culprit is market fundamentalist ideology, which denies capitalism’s failures and refuses to endorse the best tool we have to address those failures, which is democratic government. It also fails to acknowledge the role of other tools available to us, like corporate governance. Market fundamentalism touts the benefits and virtues of deregulation and the value of economic freedom to the near eclipse of other concerns.

We need a more realistic vision of what markets are and are not good at, of where they succeed and where they fail. We also need a historically informed conception of the role of governance in creating and managing markets, protecting markets from predatory practices, providing public goods, and addressing social costs of business. To do that, we need to understand how and why we came to put so much faith in markets in the first place.

Climate change is a market failure, because markets, acting legally, failed to provide what people need and created a problem that markets have proven unable to solve. 26 The invisible hand has disappeared completely. As one economist has written, carbon pollution is “free to emit but has costly consequences.”27 Since the price we pay does not reflect those consequences, the market has failed to put an accurate price on fossil fuels. And if it’s not the market’s fault for failing to set prices correctly, then whose fault is it? Some conservatives would say government is to blame for wrongly subsidizing fossil fuels. That’s partly true: we’ve many times argued that governments should eliminate fossil fuel subsidies. But even if that happened, it wouldn’t be enough. We need to phase out the use of fossil fuels, and we’ve known this for decades, but the market response has been wholly inadequate. If it is not the market that has failed, then what is left but the entire capitalist system? Which is, of course, what critics like Klein argue.

We think what’s at issue is not capitalism per se. Contemporary conservatives, libertarians, and market fundamentalists are not really defending capitalism, even if they think they are. They are defending a certain idea of capitalism, a vision of growth and innovation by unfettered markets where government just gets out of the way. That capitalism is certainly not what Adam Smith imagined or advocated. To the extent that it once did (approximately) exist, it was a disaster: a world with little or no workplace safety, no constraints on pollution, no limits to the trees that could be cut down or the dangerous products that could be sold. If we were to try to return to an eighteenth-century vision of capitalism, cigarettes could be sold to children, who would smoke them during their factory breaks.



Ideas do not exist ex nihilo. They are developed, sustained, and promoted by people and institutions, and so this book is at once a social, cultural, political, and economic history. Although some economists appear, this book is not a history of economic thought. It is the history of the construction of a myth.

The late anthropologist Eric R. Wolf distinguished between tactical power—the power to choose between existing alternatives and make one of them win—and structural power—the power to create the alternatives from which people choose.28 Conventional politics is all about tactical power; ours is a story of structural power. A group of individuals and institutions worked to make people believe they had to choose between “The Market” and “The State,” between unconstrained capitalism and Soviet-style centralized planning. But there are all kinds of alternatives, and one important one is to see governments and markets as complementary, not as opposing camps. Adam Smith and other foundational thinkers understood their field of study as one integrated discipline—political economy—yet today we (wrongly) treat politics and economics as separate spheres.29

Market fundamentalism perpetuates a mistake in categories, conflating capitalism, which is an economic system, with democracy, which is a political system. We think that the properly framed choice is not capitalism versus tyranny; it is democracy versus tyranny, and well-regulated capitalism versus poorly regulated capitalism.

Whether its advocates were cynical or sincere, market fundamentalism has hobbled our response to a host of problems that face us today, threatening our well-being and even the prosperity that markets are designed to deliver. The rhetoric of the magic of the marketplace made meaningful alternatives disappear. We intend this book to recover a sense of possibility by examining how those alternatives were made to disappear in the first place. We ask who made the myth of the magic of the marketplace, why they made it, and how they made it stick.

We are academics, but this is not an academic intervention, because the big myth at the heart of this story affects us all, and severely. It powers the enormous wealth gap between the top one percent and the rest of us. It has been used to justify a sharp decline in the safety and stability of the work most of us do to get by. It has blocked the efforts we must take to reverse the heating of our planet and protect the very existence of the world as we know it. The big myth’s expiration date is long past due. Our futures depend on rejecting it.








PART I
Foundations




Those things about which we cannot theorize, we must narrate.




—Umberto eco, the name of the Rose







CHAPTER 1
The Social Costs of Capitalism



Late nineteenth-century American capitalism was a deadly affair. Every year, thousands were injured, maimed, or killed in the course of their daily work. Miners died in explosions and roof collapses. Railroad workers were crushed between cars. Factory workers lost limbs in machinery. One estimate suggests that toward the century’s end nearly half of all railroad workers sustained occupational injuries every year.1 A young man born in America in 1899 would have been safer at age fifteen going to fight in World War I than going to work on the railroads.2 The carnage was so great that contemporary commentators compared it to war, fought by an industrial army.3

The most dangerous trade was coal mining. In the mid-nineteenth century, 6 percent of workers in the Pennsylvanian anthracite mines were killed every year, with twice again that many injured or disabled. Over his career, a miner at a Scranton anthracite field was more likely to be killed, seriously injured, or permanently disabled than not. If he managed to reach his golden years intact, he might very well die of black lung disease.4 Across the industrial landscape, workplace harms were pandemic. According to one estimate, in 1900 one in every thousand American workers was killed on the job, the equivalent now of 1.5 million people every year.5

When terrible injuries occurred, workers and their families were offered nothing. Widows and orphans were left to the generosity of family and friends, if they had them, or to charitable institutions. When mothers were unable to care for their children or find relatives to foster them, the children would land in orphanages, typically enclaves of malnutrition and neglect.6 There was a racialized component as well: most industrial workers were immigrants, with little political power.

The industries responsible for this wastage of human life and potential paid no price for it. Nor did Americans consider it their collective responsibility. No state or federal government programs existed to help injured workers or the families of those killed. By the end of the nineteenth century, some workers—particularly skilled, unionized ones—had insurance through cooperative associations or benefits through mutual aid societies, but most did not. Private insurance was rarely available to workingmen precisely because of how common it was for them to die prematurely; many companies categorically refused to sell policies to workers in dangerous trades. The only policies that most insurers would offer them covered burial costs.7

In theory, a worker could sue his employer if he could prove negligence; in practice that rarely happened and almost never succeeded. Few laborers had the wherewithal to file a lawsuit and even fewer could prove that the daily practices of industrial capitalism constituted negligence.8 Worse, the law often held the victim responsible. In the influential 1842 case Farwell v. Boston and Worcester Railroad, the chief justice of the Massachusetts Supreme Judicial Court ruled that employers were not liable when a worker was harmed by the negligence of a fellow employee on the grounds that “these are perils which the servant is likely to know, and against which he can as effectively guard, as the master.”9 If a worker was hurt on the job, it was his fault for not taking better care. Unless the injury was intentional, there was no legal remedy.10

The “accident crisis,” as it came to be known, was one of the earliest problems to be recognized as a social cost—or “negative externality”—of capitalism. In 1920, British economist Arthur Pigou would develop an influential theory of social costs and suggest they should be paid for by a tax on the offending activity. To some extent this had already been done in Europe, where the first workmen’s compensation systems were devised: Germany had created a workers’ accident insurance program in 1884; England did so in 1897.11 Employers paid into an insurance fund, which compensated workers injured or killed on the job. The system also created a positive incentive toward workplace safety: employers with high accident rates paid higher premiums.

The United States, however, had no such program, and not surprisingly had far higher rates of workplace injury. The 1872 report of the Massachusetts Bureau of Statistics of Labor, for example, noted that the average Lowell mill worker missed thirty-one days per year due to sickness or injury, far more than in similar mills in the United Kingdom, where greater safety precautions were taken.12

By the early twentieth century, several groups of academics, reformers, and businessmen had traveled to Europe to learn how other nations addressed the problem.13 American commentators linked the lower European injury rates to workplace insurance programs.14 The question thus arose: Should a workmen’s compensation program be developed in the United States? If so, who Should pay for it? Who was responsible for the social costs of industrial activity? The worker? The employer? The government?

Some employers accepted that workplace safety was their responsibility, if for no other reason than that killing large numbers of workers on the job was bad for morale. Steel magnate Andrew Carnegie, for example, donated $4 million to endow an accident relief fund for workers at Carnegie Steel.15 With the rise of industrial engineering as a profession, the argument emerged that accidents were “wasteful” and “inefficient,” and a scientific approach to industrial management should seek to reduce their occurrence. According to this line of thinking, it wasn’t a matter of fault; improved efficiency would simply be better for all concerned. Industrial engineers and managers began to call for better practices to improve workplace safety and worker loyalty in the name of productivity.

But only a few companies followed Carnegie’s lead or the industrial engineers’ advice. Most business leaders and observers accepted accidents as part of industrial capitalism—literally the price of doing business. Except in most cases it wasn’t the businessmen (or the consumers) who paid the price. It was the workers—mostly but not only men—who had no choice but to labor under hazardous conditions, and the partners and children left behind. This was the toll of laissez-faire capitalism. The free market had substantial costs tabulated not in dollars, but in human life.

In 1907, things began to change when President Theodore Roosevelt proposed the idea of a no-fault program: workers injured in the course of their duties would receive compensation irrespective of negligence or intent. Over the next decade, twenty-eight state and federal commissions investigated the issue, and by 1920, forty-two states had implemented some form of workmen’s compensation.16 (Mississippi was the most dogged holdout, waiting until 1948.) The laws passed were diverse: most paid benefits only for the death of a male breadwinner, offering nothing if a woman or a child died in the workplace. It would be some time before the United States had anything resembling a coherent or comprehensive program. But these laws had in common the idea of workmen’s compensation as a form of insurance.

Work was dangerous. People would be hurt or killed on the job even when they were careful, and even when conscientious employers tried to create safer working conditions. Moreover, the pressures of capitalism made it hard for any employer to spend money on safety if his competitors were not also doing so, and the pressures of earning a living made it hard for laborers to leave a dangerous workplace. Workmen’s compensation leveled the playing field, creating an incentive for all employers to improve safety and compensating victims when the inevitable happened. Workplace injuries were not eliminated, but they did decrease, and their consequences were mitigated. The “dark Satanic Mills” were no longer quite so satanic.

Workmen’s compensation was one of many reforms implemented in the late nineteenth and early twentieth centuries to deal with the external costs of economic activity, to make capitalism safer and fairer—and at the same time more competitive. The Progressive Era saw laws passed to break up monopolies and prevent unjustifiable business practices, reduce import tariffs, limit child labor, improve working conditions, defend workers’ right to bargain collectively, expand access to education, and ensure the safety of food and drugs. While some progressive reforms failed—most obviously Prohibition—many were very successful. Many things we now take for granted—the eight-hour workday, the right to be paid overtime, the five-day work week—were products of this time, the result of pressure brought to bear by unionized workers and their supporters in the progressive movement.17

These reforms were achieved through bitter struggle, and in those struggles we find the roots of what would become a century-long argument about the role of government—particularly the federal government—in addressing social costs and market failures. We also find the foundations of a powerful, damaging myth: that “The Market” exists as a thing unto itself, that it has agency and even wisdom, and that it functions best when left undisturbed.



As Supreme Court justice Oliver Wendell Holmes Jr. wrote more than a century ago, “if there is any matter upon which civilized countries have agreed—it is the evil of premature and excessive child labor.”18 But in the early twentieth century, the United States waged a fierce battle over whether child labor was wrong, and who should decide. In fact, Holmes made his comment in a 1918 dissent to a Supreme Court decision that upheld the legality of child labor.

Holmes’s comment was provoked by a legal challenge to the Keating-Owen Child Labor Act. This 1916 federal statute had banned interstate trade in goods made in factories, workshops, or canneries that employed children under the age of fourteen; products from mines and quarries that employed children under the age of sixteen; or goods and products from a factory, workshop, cannery, mine, or quarry where children between fourteen and sixteen worked more than an eight-hour day or more than six days per week.19 Keating-Owen probably applied to fewer than 10 percent of working children at that time, but regardless of its modest reach, the Supreme Court deemed it unconstitutional on jurisdictional grounds: the federal government had no authority to regulate labor in the states.20 Immoral products that crossed state lines could be regulated, but industrial practices—no matter how noxious—fell beyond the federal reach.21

The court’s finding touched a highly contested issue: How much should government regulate industry, if at all? For progressives, it was self-evident that government had an obligation to protect workers with little power to protect themselves. Government also ought to protect the system against itself: against securities fraud, monopolistic practices, cutthroat competition, and other evils, to use the term of the day. Sending children as young as six years old—maybe younger—into mines, mills, and factories was for most progressives obviously evil. Children belonged in school and not on the shop floor.

Many corporate leaders, however, disagreed, believing that the federal government had no business interfering in business. The New York Stock Exchange, for example, fought financial regulation throughout the 1920s, and many other Progressive Era reforms were challenged in court.22 Business leaders and social conservatives argued that child labor was a matter of freedom: the freedom to run an operation as its owner saw fit, and of fathers to decide what was best for their children.23

Before Keating-Owen, child labor had been defended by southern states hostile to federal power; by religious leaders who considered it the prerogative of the family; and by immigrant parents dependent on their children’s wages.24 (Some immigrants resisted compulsory schooling for the same reason.) However, the plaintiff in Hammer v. Dagenhart—the case that led the Supreme Court to overturn Keating-Owen—belonged to none of these categories.25 He was Roland Dagenhart, who (supported by southern mill owners) contended that the Keating-Owen Act interfered with his sons’ freedom to work with him in a textile mill.26

Dagenhart’s sons—sixteen and fourteen years old—were in good health and, apart from the law, willing and able to work. Dagenhart himself was a man of “small means,” for whom the boys’ pay was “essential for the comfortable support and maintenance of the family.” Dagenhart’s lawyers argued that Keating-Owen infringed on his Fifth Amendment guarantee to liberty and property by denying him his sons’ services until they reached the age of majority.27 Judge James Boyd, who heard the challenge in North Carolina, agreed.28

Government counsel asked about the boys’ rights, particularly if mill work prevented them from getting an education. What about their liberty if they were condemned from an early age to difficult and poorly compensated labor? Judge Boyd ruled that the government had no say in those considerations: “[T]he family is the nucleus around which the blessings of … liberty” gather, and the “right of the progenitor to regulate and control the habits of his progeny is not disputed.”29 The law viewed Dagenhart’s children as his property, or at least prerogative, not unlike how the law had only recently viewed enslaved people. The minors’ rights yielded to the perceived greater rights of the father. But just as the legal framework around chattel slavery had been rejected after the Civil War, the framework of children as property was under reconsideration, and would not long hold.

In its thirteenth annual report, in 1917, the National Child Labor Committee noted that many states had already passed laws limiting child labor. Six had passed provisions to make state law conform with Keating-Owen and four more had in some other way strengthened legal protections; others had raised the age limit for night messengers and strengthened provisions for compulsory education. Several states had also passed limits on working hours for women that pertained as well to minors. Progress was uneven, but the trend pointed toward keeping children in school and away from paid work. As the committee put it, “it is obvious to all right-minded poeple [sic] that a 12-year-old should not work 11 or 12 hours a day in a factory, or a 14-year-old child in a coal mine.”30

The court had concluded that child labor was a matter best left to the states, but many manufacturers opposed state laws, too. Partly, it was a level-playing-field problem. In several cases prior to Dagenhart’s, manufacturers had claimed that any state limits on child labor would disadvantage them relative to competitors in states without such limits.31 As early as 1838, manufacturers in Pennsylvania had “expressed the fear that any … prohibition of child labor, so long as it could apply only to Pennsylvania, must result disastrously to manufacturers in their competition with others not similarly restricted.”32 In New York, manufacturers had threatened to leave the state if child labor laws were passed, leading one observer to conclude that “it was this argument more than any other which proved fatal” to repeated efforts to pass such a law.33 In South Carolina, one manufacturer went so far as to say that a proposed bill prohibiting employment of children under twelve might as well be “called a bill to discourage manufacturing in South Carolina.”34

Competition among states could lead to a race to the bottom unless the U.S. government devised a cure, but the courts had ruled federal action unconstitutional. So a logical response was to amend the Constitution. In April 1924, the U.S. House of Representatives passed the Child Labor Amendment, granting Congress the power to “limit, regulate and prohibit the labor of persons under eighteen years of age.”35 The Senate approved the measure two months later and sent it to the states for ratification. Had it succeeded, it would have been the twentieth amendment to the Constitution. Given the level-playing-field argument, one might have expected American manufacturers to endorse it. Instead, they organized swiftly against it.

In an early example of what we would today call astroturfing, editors of the industry newsletter Southern Textile Bulletin organized a Committee for the Protection of Child, Family, School and Church. This was linked to a group called the Farmers’ States Rights League, also industry-funded. The league and the committee took out advertisements in local newspapers alleging that the amendment would prevent boys from doing chores around the farm and girls from doing the dishes. This was untrue: the amendment by itself prohibited nothing and would have had no effect until such time as Congress might pass a law. Besides, previous congressional attempts to regulate child labor had always included broad, and sometimes blanket, exemptions for agriculture. In any case, the word labor was understood to refer to paid labor; not even the most zealous reformers had wanted to regulate household chores.

This example of fighting to sustain child labor with misleading claims was a sign of things to come. Over the next decade, opponents of the Child Labor Amendment spread false, misleading, and disingenuous arguments in a successful attempt to prevent ratification. A leader in that effort was the National Association of Manufacturers.



The National Association of Manufacturers (NAM) was founded in 1895 when six hundred manufacturers met in Cincinnati to formulate a plan for economic recovery from the Panic of 1893 and the depression that followed.36 In its early years, NAM fought for government involvement in the marketplace in the form of protectionism: American businessmen wanted high import tariffs to make domestic goods more competitive. (They also argued for building the Panama Canal to facilitate the export of American goods.) However, as the nineteenth century gave way to the twentieth, NAM altered course and became known primarily for its opposition to unionization and federal taxation. It also reversed its position on the role of government in American business and industry. NAM now insisted that the federal government should stay out of its way and not regulate the workplace.

In 1903, NAM organized its Open Shop Department (later renamed the Industrial Relations Department) to counter an expanding union movement.37 NAM argued that unions constituted a form of monopoly and should be considered illegal under the Sherman Anti-Trust Act. The organization played a major role in supporting business in the infamous 1908 Danbury Hatters Case (formally Loewe v. Lawlor, 208 U.S. 274), in which the Supreme Court overturned the lower courts to limit unions’ latitude to strike and found that unions—even individual union members—could be held liable for damages resulting from certain kinds of boycotts.38 (The ruling would be upended by the Clayton Antitrust Act of 1914, which affirmed the rights of workers to unionize, strike, and boycott.)39

In 1913, Congress investigated NAM for potentially illegal lobbying activities, including the surreptitious creation of so-called Workingmen’s Protective Associations, ephemeral political clubs designed to support pro-business candidates.40 (In one race, an association backed a socialist candidate in hopes of drawing away Democratic votes and electing the Republican.) President Woodrow Wilson described NAM’s activities as a conspiracy of “special interests” that were creating an “invisible government” adverse to the American people. NAM admitted to an extensive lobbying campaign to support “legislation which it felt was beneficial to the welfare of manufacturers,” but denied wrongdoing.41 By the 1920s, NAM had become America’s most prominent trade association; by the 1930s it would be spearheading the business opposition to the New Deal.42

In its opposition to child labor restrictions, NAM followed a playbook of rhetorical fallacies that market fundamentalists would lean on for decades to come, including slippery-slope arguments, ad hominem and straw man attacks, half-truths, misrepresentations, denial of documented evidence, and outright lies. One document is particularly illustrative. An Examination of the Proposed Twentieth Amendment to the Constitution of the United States (Being the So-Called Child Labor Amendment)—written by James A. Emery, NAM’s general counsel, and issued by the office of the General Secretary of NAM in 1924—begins by dismissing child labor as a serious problem, given the relatively small number of children in the workplace as a percentage of the total labor force.43 Of 12.5 million children counted in the 1920 census, 1 million were employed, 413,000 of them outside agriculture. Of those in agriculture, 88 percent worked on “the farms of their parents where they resided.”44 NAM concluded that the actual number of children employed in dangerous or unsafe non-farm labor was only 126,590—or about 1 percent of children in the country. Evidence suggested the numbers were dropping, so why did Congress need to amend the Constitution to protect such a small group?45

The issue for reformers, however, was not how large a percentage of children was in the workforce, but the fact that any children were working, and the appalling conditions under which many of them worked. Various reports and commissions had documented staggering rates of death and injury among children working in mills and factories.46 In Massachusetts many children employed in textile mills were injured, crippled, or dead within just a few years of starting work.47 NAM refused to accept these findings, insisting (without evidence) that “the nature and extent of the work done by children is grossly exaggerated.”48 They also alleged that reformers didn’t really care about child labor at all, but were using it as an excuse to expand the federal government. The amendment, they asserted, was a power grab, intended to enable Congress to control the “labor and education of all persons under eighteen to an extent not now possessed by any State of the Union” under the “guise of protecting childhood.”49 In fact, the amendment said nothing about education.

NAM was making a slippery-slope argument: that it would be only a matter of time before the government would use the amendment to expand its power in noxious ways. NAM cited the federal income tax as a cautionary tale: the Sixteenth Amendment of 1909 had been “enacted in order that the Government might possess the power to levy an income tax during an emergency like war. No sooner was the power granted than it was exercised in peace, and to an unanticipated degree.” This was a half-truth: the federal income tax was advocated as a general means to raise the needed revenue to support governmental functions broadly—in both war and peace—and a better one than the tariffs upon which the federal government had previously depended.50 But NAM persisted, arguing that the proposed Twentieth Amendment, like the Sixteenth, would disturb the fundamental relationship between state and federal governments. Emery’s pamphlet also marshaled James Madison, quoting Federalist essay number 45: “The power reserved to the several States will extend to all the objects, which in the ordinary course of affairs, concern the lives, liberties and properties of the people; and the internal order, improvement and prosperity of the State.”51 Labor was part of the ordinary course of daily life, and so (NAM argued) was best and most efficiently left to states.

This was an oft-quoted passage from the Federalist Papers, used by conservatives to argue against expanded federal power; in the years to come market fundamentalists would often turn to Madison as their favorite founding father.52 But both Jefferson and Madison anticipated that the framework they offered might need adjusting in light of future realities, and they provided a system to do that. Despite NAM’s protestations, it could hardly be thought unconstitutional to amend the Constitution. And given that business leaders had objected fiercely to state child labor laws—on the grounds that they placed unfair burdens on manufacturers in the states that passed them—industry’s argument that the matter should be left to the states rang hollow.

Perhaps for this reason, NAM’s pamphlet suggested that if any group should decide the question of child labor, it should be either local government or parents. The amendment would usurp “the duties of … parents and guardians and substitute the bureaucratic regulation of remote, expensive, and irresponsible authority for local and parental control.” NAM declared its disapproval of this “revolutionary grant of power to the Congress … as repugnant to our traditional conception of local responsibility and self-government, tending to stimulate the growth of enlarged and extravagant bureaucracy, and serving to defeat the very humanitarian purpose which its disguise suggests.”53

How could a law to protect children defeat its own humanitarian purpose? NAM quoted Reverend Warren Candler, a Methodist bishop, to argue the amendment would undermine parental authority. It would “discredit and dethrone parents and subvert family government, substituting for parenthood a paternalistic government at Washington and empowering the federal Congress to stand in loco parentis to all the children of the country [based] on the absurd assumption that Congress will be more tenderly concerned for children than their own parents.”54

Researchers had established that desperate parents sent children to work in desperate conditions and that factory owners had no compunctions in hiring those children.55 Which parents? The working poor, of course, which led NAM to allege that the child labor amendment was designed to flatten society and turn America into a classless society. “The proposal is socialistic in its origin, philosophy and associations,” the 1924 document asserted, raising the specter of “centralization” as the federal government was interfering in “such ordinary [matters] as health, gambling, prize fights, physical training, censorship of the press, moving pictures and literature, the control of game birds, hunting and fishing reservations, labor contracts, maternity aid, and vocational training,” alongside the “growing demand that the Congress shall regulate marriage and divorce.” NAM implied that the entire Progressive vision of federal government efforts to improve citizens’ lives was tantamount to Soviet-style central planning.56

NAM allowed that the word socialistic was sometimes used too loosely, but then proceeded to do just that, painting nearly all those who advocated against child labor as socialist sympathizers—or worse—and using the term socialism interchangeably with communism.57 Admittedly the distinctions were not always clear, but one important distinction was that communists advocated revolution, whereas American socialists looked to electoral politics to achieve their goals. What was clear was that most progressives were neither communist nor socialist. NAM’s claim hung on a single (and singular) example: Florence Kelley, Illinois’s first chief factory inspector. Kelley was a pathbreaking lawyer, advocate of women’s suffrage, and opponent of child labor. In 1907 Kelley had helped attorney Louis D. Brandeis prepare the original Brandeis Brief, in which he presented data on the adverse health effects of excessively long working hours.58 (In later years, Kelley would help to establish the National Association for the Advancement of Colored People.)59 NAM ignored these academic, intellectual, and legal credentials; to them she was simply “a socialist leader of marked distinction, a faculty instructor in the Rand School of Socialism [sic]” and “translator of those well-springs of modern socialism, Friedrich Engels and Karl Marx.”60 Kelley had produced important translations of Marx and Engels and likely was a socialist, but most supporters of the Child Labor Amendment were not. The fight against child labor was squarely in the center of the Progressive movement, whose leading lights included former Republican president Theodore Roosevelt. Indeed, many progressives took pains to distance themselves from socialism, lest their ambitions be discredited, as NAM was plainly trying to do.61

NAM was not content merely to tar child labor reform with a socialist brush but alleged a direct connection between the movement and Soviet communism. Invoking what he called “The Russian Conception of the Control of Youth,” Emery’s pamphlet pointed to the 1922 Fourth Congress of the Communist Internationale, which had declared its interest in the “complete transformation of the conditions of juvenile labor … [including] the abolition of wage slavery for all young workers up to 18 years of age.”62 If communists wanted to eliminate child labor, then clearly Americans who advocated the same must be communists. The Russians had also declared their intention to “nationalize” children, removing them from their families and educating them in state-run schools to be “real communists.”63 NAM’s brochure dutifully engineered a false equivalence, quoting various progressives allegedly asserting that children belong not to their families but to society.64

The brochure concluded with the words of Utah senator William H. King, who (using a tactic that Senator Joseph McCarthy would later make infamous) insisted that Bolsheviks were behind the amendment, and that he knew precisely who they were but would not say: “Every Bolshevik, every extreme Communist and Socialist in the United States is back of the measure.” King asserted that “one of the leading Bolsheviks in the city of Moscow” had given him “a number of names but I shall not mention them here … Of course this is a communistic, bolshevistick [sic] scheme, and a lot of good people, misled, are accepting it, not knowing the evil consequences which will result and the sinister purpose back of the measure.”65

Once one recognized this Bolshevistic intent, NAM continued, it became obvious the amendment would not just regulate “the working life of children,” but the life of “every person in the United States under eighteen years of age.”66 Here NAM was reiterating its claim that teenagers were not children; if the amendment aimed to protect them, too, that was merely proof of its nefarious intent, which could be achieved “only through an elaborate, and expensive bureaucratic system, inevitably tending to be top-heavy, irresponsible, unresponsive, remote from the subject of regulation, irritating in the circumstances of supervision, and by its operation lessening respect for obedience to the central authority. The theory of control and the social tendencies comprehended within the amendment are strangers to our soil and more in harmony with the philosophy and manifest desires of alien states.”67 The Child Labor Amendment was un-American.

In fact, nowhere in the proposed amendment was the right to nationalize American children suggested, and few if any American progressives would have advocated the removal of children from their homes. Quite the contrary: progressives tended to romanticize home, hearth, and the benevolence of maternal love and care. The suggestion that they wanted to hand over children to the state was absurd. But, along with NAM’s other misleading claims, it likely had an effect, because by 1932, the Child Labor Amendment had stalled. By the end of that year, only six states had ratified, and the proposed amendment died.68

Throughout the child labor debate, NAM insisted that it was presenting the “facts,” while others exaggerated and propagandized. To be sure, the exact numbers of working children and their ages were subject to debate, and no doubt some reformers could be overzealous and melodramatic.69 But there was abundant evidence that significant numbers of children worked in mines, mills, and factories around the country—particularly (but not only) in the South, and often in dangerous conditions—and that many of these children were younger than thirteen years of age. There was also little doubt in most people’s minds that a twelve-year-old was a child.

Perhaps the greatest misrepresentation in this debate was the implication that employers’ deserved credit for the decline in child labor. NAM persistently held that the proposed amendment was unnecessary because child labor was rare and getting rarer, as if manufacturers had seen the light of their own accord. During a later attempt by Franklin Delano Roosevelt’s administration to revive the Child Labor Amendment, NAM responded with a February 1938 press release claiming that for “many years” the association had “advocated the elimination of child labor.” They boasted that child labor now constituted less than 1 percent of the manufacturing workforce and offered their support to a bill pending in Congress “to eliminate undesirable child labor.”70 In fact, child labor had declined largely because of state laws mandating compulsory public education—the outcome of efforts by the very reformers NAM vilified as socialists and communists—and state labor laws that manufacturers had largely opposed. It was as if the tobacco industry, after decades of fighting tobacco control, now took credit for the decline in smoking.



If the men who ran NAM labeled anti-child-labor activists as advance agents of socialism, it was partly because they understood this fight to be one battle in a larger war over equality and human nature. They believed that men were inherently unequal: it was right and just for workers to be paid far less than managers and managers far less than owners. They also believed that in a free society some children would naturally enter the workforce. Child labor laws were (to their minds) socialistic because they enforced erroneous assumptions of equality—for example, that all children should go to school—rather than accepting that some children should work in factories.

NAM was influenced by pundits such as Columbia University president Nicholas Butler, who it quoted in a 1925 publication that opposed the Child Labor Amendment.71 Blending the classic conservatism of Edmund Burke with contemporary social Darwinism, Butler believed liberty and equality were incompatible, and where they conflicted liberty must prevail. A review of his 1907 work True and False Democracy quoted Butler as having written: “Destroy inequality of talent and capacity, and life as we know it stops … The corner-stone of democracy is natural inequality, its ideal is the selection of the most fit. Liberty is far more precious than equality, and the two are mutually destructive.” Not surprisingly, Butler was deeply anticommunist, believing it would “wreck the world’s efficiency for the purpose of redistributing the world’s discontent.”72 (In later years Butler would work to deny Ernest Hemingway the Pulitzer Prize for his novel of the Spanish Civil War, For Whom the Bell Tolls, on the grounds that it was too sympathetic to the antifascist forces.)73 The men of NAM shared Butler’s conviction that capitalism functioned because of inequalities. Like natural selection, it was propelled by differences of ability (and therefore of recompense). To them, this was no failing; on the contrary, it showed capitalism’s consistency with the natural inequality of men.

In 1933, NAM secretary Noel Sargent returned to this argument in a forty-three-page lecture entitled “The Case Against Socialism, with Particular Analysis of the Views of Norman Thomas.”74 Thomas was America’s most prominent and articulate socialist, one who made clear the distinction (frequently blurred by critics) between socialism and communism. A Presbyterian minister by training, in 1924 he had run for governor of New York and then in 1928 for president on the Socialist Party ticket. (Ultimately, he would run for president six times, including as a fourth-party candidate in the heated Truman–Dewey–Wallace race of 1948.) Thomas had strongly criticized the New Deal from the left, arguing that FDR was too focused on economic issues as opposed to moral ones, and that the New Deal had neglected some of the nation’s most destitute citizens, such as southern sharecroppers.75

To his credit, Sargent engaged seriously with Thomas’s arguments, recognizing that the “advocates of capitalism” had to “admit there are grave social evils” needing remedy. Sargent likewise conceded that capitalism’s benefits were not equally distributed and that “under capitalism there have been, and are, many instances where individuals do not have that measure of justice or that standard of living that generally prevails.” But he refused to countenance that these evils and inequities might be addressed through governance, much less that they reflected a fundamental flaw in capitalism as a system. On the contrary, he suggested that they reflected the reality of inequality: “Men are born unequal and remain unequal, and man-made laws cannot make them otherwise.”76

The chief defect of socialism, Sargent argued, was its commitment to the doctrine of equality, particularly equality of income. The idea that all workers should be equally recompensed was both impractical and unethical: impractical, because if a worker knew someone working less hard or efficiently was paid the same, he would be resentful; and unethical because that more efficient worker had the right to be paid more. In any case, equality was a myth: even a Russian peasant knew that “God … created men different.”

Sargent dismissed in one sentence the disparities that made it possible for some men and women to become more skilled than others by insisting that “enough men have equal opportunities to demonstrate how unequal men are.”77 Nor did he acknowledge that extreme income disparities in the American industrial landscape drove hard-pressed families to put their young children to work, preventing even the most talented among them from developing their talents through education. Nor was there any acknowledgment of how long hours and dispiriting conditions robbed many workers of initiative. Instead, he invoked the “social selectionist” theory of nineteenth-century Yale sociologist William Graham Sumner and his student Albert Keller—who had also inspired Butler. They argued that just as variety was necessary for organic evolution, so it was for economic progress.78 If there were “no [social] classes,” Sumner wrote, “there would be no competition … It is an error that society gains more by equality than it does by a class differentiation allowing of higher organization and greater efficiency.”79 Class was society’s way of creating variation, competition, and therefore progress; excessive consideration for the poor was a form of “prejudice.”80 As one historian has put it, social Darwinism offered a justification not for a “jungle-like struggle” for existence, but a “more certain basis for order and authority,” one that affirmed the rightness of the status quo.81 In principle, Sargent claimed, capitalists accepted that “limitations may properly be placed upon [the] rights to possess and secure property.” In practice, however, NAM opposed pretty much any limitations ever proposed.82

Sargent also drew on the work of conservative economist Arthur T. Hadley, author of an influential 1925 text, The Conflict Between Liberty and Equality. A classic laissez-faire economist, Hadley launched his academic career with an influential study of railroad administration and worked his way up the ladder to become president of Yale, serving from 1899 to 1921 (overlapping with Nicholas Butler at Columbia). As an undergraduate at Yale, Hadley studied with Sumner, absorbing his social Darwinist notions and applying them to economics.83 Contrary to the popular association of equality with progressivism, Hadley contended that equality was fundamentally a conservative force, because a lack of difference would impede natural selection, and thus, progress. Hadley’s belief that this held both for individuals and for corporations informed his stance against trust-busting: the big trusts were “winners” in the struggle for economic survival. Governments therefore should not interfere with this process; trust-busting ran counter to natural law and was doomed to fail.84

John Stuart Mill’s famous definition of freedom—your right to do as you please so long as you do not harm others—was insufficient, Hadley argued, because one person’s exercise of liberty necessarily interfered with another person’s right to do the same.85 “You always do interfere. The active exercise of liberty by one man operates as a restriction to the liberty of others.”86 How to resolve this? Hadley’s answer was to privilege intelligence, defining liberty as “the power to use intelligence as a determining factor in our conduct.”87 The right to private property, for example, would be meaningless without the intelligence to use it wisely. The more intelligence you had, the greater your right to liberty.

Hadley’s arguments were widely cited. One contemporary reviewer gushed: “What wonder then that a multitude of blind and foolish efforts [have been made] to solve the conflict of classes by legislation prohibiting and delimiting the individual’s liberty to use his own mind and powers in solving the problems of life.”88 Quoting Hadley directly, he continued: “True equality … can never exist … unless the gifted minority are coerced and limited by the majority. Equality in achievement and reward can be secured only by compulsion, or in other words, at the sacrifice of liberty.”89 Floyd W. Parsons, the editor of Coal Age magazine, put it coldly: “[W]orkers have had hopes awakened that can never be satisfied.”90 (Parsons was a member of the plutocratic American Liberty League, a group that, like NAM, would play a central role in establishing market fundamentalism in the United States.)

With respect to child labor reform, these claims were nonsense. England had passed the first law restricting child labor in 1802 and more than one hundred years later still had private property, a capitalist economy, and a functioning liberal democracy. Germany in the mid-nineteenth century had also instituted child labor bans, along with other worker protections. Conservative chancellor Otto von Bismarck worked to satisfy some working-class priorities deliberately to undercut support for more radical reform.

Despite NAM’s persistent invocation of the Founding Fathers, the Fifth Amendment guarantee of property, and the Tenth Amendment reservation of powers to the states, the Jeffersonian concept that “all men are created equal” eluded them.91 Of course, Jefferson’s ownership of enslaved people and his defense of a limited franchise cast those words in a different light, but NAM’s spokesmen never even made it to that level of analysis; they simply asserted that men were created unequal, and therefore our economic system necessarily had to reflect that. Sargent insisted that “the capitalist maintains as a basic principle that men are of unequal ability and hence deserve and should receive unequal reward—in other words, that there are scientific, practical, and ethical considerations which both necessitate and justify inequality of pay and income.”92 Any suggestion that wages should be even somewhat less unequal, or workers somewhat more protected, was a step toward socialism. It made sense that poor children would work in mines, mills, and factories, because that was where they belonged.

This sort of logic would also characterize the debate over workmen’s compensation.



In contrast to its stance on child labor, the National Association of Manufacturers did not explicitly oppose workers’ compensation.93 Historian Robert Wesser credits this in part to the work of sociologist and progressive reformer Crystal Eastman.94 In 1907–8, she undertook a comprehensive study of industrial accidents in Pittsburgh—a city with an industrial workforce of about a quarter of a million—and documented in graphic detail the killing and maiming of hundreds of workers in a single year. The vast majority of these accidents, she argued, were not the result of negligence, but simply part of the “nature of the modern manufacturing process.”95 In a follow-up study in 1910, Eastman found that 17 percent of NAM members already operated some form of accident relief system.96 The following year, NAM published the results of its own study of accident compensation in Europe and, at its annual conference, endorsed the principle of workmen’s compensation.

According to Wesser, many employers saw it as in their interest to do so. Historically, injured workers had found courts unsympathetic to their plight, but this was beginning to change. Some state courts had awarded injured workers significant monetary settlements. The potential cost—and its unpredictability—worried more than a few manufacturers; a no-fault system of fixed compensation for injuries would be easier for employers to manage. Workmen’s compensation could also promote workplace harmony, an issue of increasing importance as unions became stronger and more forceful in their demands. New York’s progressive Republican governor Charles Evans Hughes had argued that workmen’s compensation could help to ease tensions between labor and management; when New York State held hearings on the issue in 1909 and 1910, several corporate executives testified to this point.97 In 1914, Hughes signed a comprehensive workmen’s compensation law, which Crystal Eastman had helped draft.

Yet despite NAM’s professed support for workmen’s compensation in principle, in practice it opposed the Hughes bill when it passed, condemning it as “alarming and drastic.”98 Other manufacturers also objected. Some continued to insist that if a worker was at fault, he should not be compensated. Others worried about the potential costs of any government-mandated scheme. Some raised the level-playing-field issue: match manufacturers testified in Congress that, yes, it was true that phosphorus poisoned the workers who handled it, but their firms could not justify the expense of safety precautions unless the law demanded it of their competitors in other states as well.99 (In 1908, Congress had passed the Federal Employers’ Liability Act protecting railroad workers injured on the job, which the courts allowed: railroads were interstate commerce, matches were not.)100 An oft-repeated argument was that workmen’s compensation undermined property rights by forcing employers to pay compensation without due process, and was, as one employer put it, an “entering wedge for socialistic doctrines.”101 During the debate in New York State, one member of the National Civic Federation—a group that championed a voluntary compensation system—characterized mandatory schemes as “socialistic perversions.”102

Physicians also played a role in this debate. They opposed workmen’s compensation because the standardized tables of coverage (this much for a leg, that much for an arm) were often accompanied by standardized fees and insurance companies might refuse to cover costs that exceeded published schedules.103 To doctors, this raised the specter of socialized medicine, an argument that some applied as well to public parks, hospitals, transit systems, and even the Interstate Commerce Commission. It was not that these physicians objected to parks and hospitals, but that they objected to the government establishing and operating them.104 Some physicians explicitly referred to workmen’s compensation laws as a “species of socialism,” particularly since the new American laws were modeled in part on those developed under social democracy in Germany. One member of the Industrial Accident Insurance Board worried in 1914 that importing a system of compensation from Europe would undermine the American national character via “the attempt to substitute the beneficence of the state for the individual ambition and farsightedness of the man himself.”105



In these debates around child labor and workmen’s compensation, NAM and its allies did not build their defense on the idea (prominent in later decades) that markets were always efficient. Few denied that industrial accidents were harmful and wasteful. Rather, their central claim was that permitting the federal government to address these ills would entail a harmful expansion of federal power and diminish freedom. Three themes emerged from these debates that would loom large in subsequent conservative thought about government’s role in restraining the marketplace and accounting for the true costs of capitalism.

One theme was freedom—particularly freedom of contract, but also the freedom of parents to send their children to work if they deemed it necessary or appropriate and the freedom of owners to run their mines and mills as they saw fit. Another was individual responsibility—the idea that federal intervention would undermine individual initiative and accountability. A third was the American way of life—the idea that federal engagement in the marketplace was a step on the slippery slope to socialism. Often opponents of federal government intervention maintained that decisions about child labor and workmen’s compensation belonged to families and factory owners, but if they were to be subject to law, those laws should be formulated by the states. No doubt some who made this argument believed it, but when state laws were offered, many who had claimed to support them in principle (including NAM) found reasons to oppose them in practice.106 The net result was to preserve and protect the privileges of employers and industrialists at the expense of adult workers and children. The captains of American industry invoked high ideals to sustain low practices.

Opponents of child labor laws also began to use the word freedom, rather than liberty, which had been the more current term in the nineteenth century. Liberty had been commonly understood to involve the responsible exercise of freedom; freedom typically implied a condition with few or no constraints. By invoking freedom rather than liberty, they implied that governmental constraints were inappropriate. In doing so they laid the groundwork for a broader argument they would promote in the years to come about “economic freedom”—an expression that had rarely been used before.

The tension between equity and freedom highlighted in these debates resonated throughout the twentieth century into the New Deal, the civil rights movement, and environmental regulation. The arguments the “freedom” side invoked were neither wholly meretricious nor wholly untrue. Workmen’s compensation did limit businessmen’s freedom to run dangerous workplaces, just as child labor laws limited their ability to hire minors. But these laws also protected a worker’s right to compensation if injured on the job, and a child’s right to be a child. One set of rights was being pitched against another. Or we could frame the matter as one of competing freedoms: an employer’s freedom to determine working conditions versus a worker’s freedom from the fear and reality of dangerous workplace accidents; parents’ freedom to send their children to work versus the children’s freedom to develop their full potential.



Laws exist to prevent people from doing things that hurt other people. We do not see laws against murder and theft as infringing our freedom, because we take it for granted that there is no right to engage in such immoral activities. With issues such as abortion access or marijuana use—which are restricted to different degrees in different states—or, recently, mask mandates, debate continues in part because we lack consensus on their morality.

The debates over workmen’s compensation and child labor were not dissimilar. Many Americans at that time, both liberals and conservatives, found it self-evident that child labor was an evil to be curtailed, but others were not convinced. Some legal scholars argued that constitutional amendments were only appropriate in crises. Yet, while the prevalence of industrial accidents was widely understood as such—that is why it was called the Accident Crisis—no constitutional amendment was put forward. It took decades before a federal system of workmen’s compensation was emplaced.107

Opponents of workmen’s compensation and child labor regulation repeatedly insisted that restrictions on business practices threatened American freedom, ignoring the fact that other industrialized nations had done more to protect citizens and that their economies worked as well as, if not better than, the American economy did. They had remained democracies. Their people were still free. The claim that restraining capitalism to protect workers threatened freedom was bogus, but the men advocating it had more money, power, and social position to deploy to propagate their views than their adversaries did. And so their arguments began to take hold. The competition between the rights of business and the needs of workers would never be a level playing field.

In his influential essays on liberty, first published in 1959, the philosopher and political theorist Isaiah Berlin argued that freedom is not an absolute good but needs to be weighed against competing considerations. Echoing a speech made by Abraham Lincoln during the depths of the Civil War, Berlin stressed that freedom for wolves can mean death to lambs. Lincoln had noted: “The shepherd drives the wolf from the sheep’s throat, for which the sheep thanks the shepherd as his liberator, while the wolf denounces him for the same act as the destroyer of liberty … Plainly, the sheep and the wolf are not agreed upon a definition of liberty.”108 Almost a century later, Berlin reiterated: “Both liberty and equality are among the primary goals pursued by human beings throughout many centuries; but total liberty for wolves is death to the lambs, total liberty of the powerful, the gifted, is not compatible with the rights to a decent existence of the weak and the less gifted.”109 And in 1969, when he was revising his essay, he added: “The bloodstained story of economic individualism and unrestrained capitalist competition does not, I should have thought, today need stressing.”110 In fact, it did. It needed stressing when Berlin was writing, it needed stressing throughout the rest of the twentieth century, and it needs stressing again today.








CHAPTER 2
Power Plays and Propaganda



In the 1920s, a problem arose that struck at the root of American capitalism itself, a problem that seemingly could not be solved by tinkering around the edges or by making even moderate adjustments. It was the failure of the marketplace to supply electricity to rural customers.

The introduction of electric technology in the early twentieth century had revolutionized transportation and recreation. Cities installed electric lights that made for safe walking at night, and electric streetcars enabled the development of suburbs, amusement parks at the ends of their lines, and outings in the country. Electricity made Henry Ford’s assembly line possible, along with countless other industrial innovations. It also transformed the American home, replacing dirty and dangerous gas lamps and paving the way for electrical appliances that made household labor less arduous.1 By the early 1920s, many urban Americans had electricity in their homes, and with it a sense of satisfaction that the future was being realized before their eyes. Electric power was equated with personal power.2

Rural customers wanted electricity as much as their urban counterparts—and many observers argued that they needed it more—but electrical utilities had neglected them. By the mid-1920s, most rural Americans still did not have access. Urban electricity generation in the United States was mostly the work of entrepreneurs whose for-profit business made the required machinery—famously Thomas Edison and George Westinghouse—and the private utilities that put that machinery to work, including Edison Electric. Their companies and utilities were extraordinarily successful: Edison and Westinghouse became household words. As successful as these men and companies were, however, they had not found a profitable way to bring electricity to rural customers.

Outside the United States, the situation was different. In many countries, electricity was viewed not as a commodity—like corn or pork belly—to be bought and sold at a profit, but as a public good—like water or sewers—that demanded government engagement to ensure equitable distribution. In Germany, France, and New Zealand, electricity generation was developed as a public utility; in the United Kingdom, Parliament nationalized electrical generation.3 Some American communities had established municipal utilities on these grounds, but most did not.

The contrast in results was stark: by the 1920s, nearly 70 percent of northern European farmers had electricity, but fewer than 10 percent of U.S. famers did.4 In Pennsylvania, it was estimated that 90 percent of rural residents lacked access to an electricity grid.5 Moreover, country folks who were fortunate enough to have access paid much higher rates—often double their urban counterparts—leaving many farmers unable to afford electricity even when it was offered.6 As General Electric concluded in 1925, “the purchasing power of … 1.9 million [farmers] is too low to put them in the potential customer class.”7 Gifford Pinchot, the Progressive Republican governor of Pennsylvania, noted the irony that while private utilities had marketed and promoted electricity for its labor-saving capacity, the rural Americans who often labored longest and hardest had seen little electricity reach their homes.

Pinchot—best known for his earlier role as the first chief of the U.S. Forest Service—was typical of the era in asserting that the high U.S. standard of living was “mainly due to our use of greater quantities of power per inhabitant than any other people on Earth.”8 Lack of power, Pinchot thought, was the major factor holding back human progress. Power was the answer to scarcity, because “for the first time in history goods could be produced in abundance for all mankind.”9 Steam power in the nineteenth century had increased industrial productivity, but it had also brought conflict and inequity. Businessmen could harness steam in their factories, but ordinary working men and women received little direct benefit: after all, almost no one had steam power in their homes. It could even be argued that working men and women suffered from the advent of steam power, as the industrial labor it made possible was far more grueling than the cottage industries that it replaced. Fairly distributed, electricity would not just liberate people from drudgery, argued Pinchot, it would advance civil society. “Men can use steam power only where it is generated. That is why steam has concentrated vast numbers of people in industrial cities. In a steam-driven civilization the worker must go to the power, but in an electrically-driven civilization the power will be delivered to the worker. Steam makes slums. Electricity can replace them with garden cities.”10

Electricity would advance democracy, because it could make energy available to all on equal terms. (Pinchot would no doubt have been proud when, in the 1930s, Americans could boast of using as much electrical energy as “all the rest of the world combined.”)11 But for that democratic advancement to occur, electricity had to be equitably distributed. It was fast becoming a necessity, and “the unregulated domination of such a necessity of life would give to the holders of it a degree of personal, economic and political power over the average citizen which no free people could suffer and survive … The situation is almost magical in its boundless possibilities for good or evil.”12 To ensure that electricity was harnessed for the former and not the latter, and that its benefits came to all Pennsylvanians, Pinchot proposed a plan to change the way electricity was distributed and sold in the state. He called it Giant Power.13

The industry might have worked with him to find a pricing structure that would enable utilities to deliver electricity to rural customers without going broke. Instead, electricity industry leaders organized one of the largest propaganda campaigns in the history of the United States.



In classic economic theory, markets work by matching supply to demand. If demand exceeds supply, then sellers may raise prices and demand will fall. Alternatively, entrepreneurs may be motivated to move into the market to increase supply and satisfy the existing demand at the same or perhaps a lower price. Conversely, if supply exceeds demand, sellers may cut prices to stimulate demand. In an ideal market, equilibrium is achieved—supply and demand match—and everyone is satisfied. This idea is so central to economic theory that it is conventionally referred to as the law of supply and demand.14 It’s a statement of an ideal type: how things would work in a perfectly responsive market.15 In theory, if General Electric couldn’t find a profitable way to supply rural electricity, then some other entrepreneur would. The market would be “self-correcting.” It would find a way to meet any demand.

But electricity didn’t work that way. The large amount of infrastructure required to produce electricity created nearly insurmountable barriers to entry for new players in the market, making competition infeasible. In these conditions of “natural monopoly,” it would make sense either for the government to run the industry, or for the government to contract with a private entity to do so. In the eighteenth century the concept had been applied to mail delivery; many countries had decided it made sense to have a single, national postal service, either as part of or contracted by government. (The U.S. Constitution, for example, granted Congress the power to establish post offices and post roads.) In the nineteenth century, railroads became the quintessential natural monopoly, because it would be costly and inefficient to lay duplicate tracks along the same routes. In Europe, many countries established state-owned enterprises to build and run the railways; in the United States, the federal government created private monopolies by granting land to specific railroad companies for specific lines. (The Union Pacific Railroad, for example, owned most of the key routes through the American West, while the Atchison, Topeka, and Santa Fe owned most of the rest.)16 Telegraphy was also viewed as a natural monopoly, and in the twentieth century telephone systems would be, too: Western Union and American Telephone and Telegraph (AT&T) would grow into huge corporations on the strength of their state-sanctioned monopolies.

Perhaps unsurprisingly, natural monopolies had all the problems associated with unnatural ones. The American railroads were notoriously corrupt and mismanaged, engaging in price-fixing, stock-watering, issuing false financial reports, and other shady practices. As historian Richard White has shown, railroad executives routinely bribed politicians and newspaper editors to tout the benefits of building lines into regions that they knew had no reasonable chance of long-term profitability; they also used false reports of unoccupied fertile lands to lure white settlers into areas already home to native populations.17 Western rail lines greatly accelerated the destruction of ecosystems and the slaughter of Indigenous peoples.18 Railroad magnates’ actions also contributed to financial panics when their overvalued stocks collapsed.

Another problem involved so-called holding companies. In the 1920s, a typical American electrical utility was privately owned and served “a relatively small area from a single generating station in a single state.”19 Utilities often wanted to develop larger networks—and there could be economies of scale when they did—but this required substantial upfront investment, which small firms typically could not manage. Holding companies gained control of utilities by purchasing their stock on the open market, and then raised the capital needed to develop and extend transmission lines. They were able to do so because they were better known to investors than the myriad of small utilities that assembled under their aegis.20 Large holding companies were also able to develop useful technical expertise; the rapid growth of holding companies in the 1920s was also a period of rapid growth of electricity use in manufacturing, which in turn led to significant productivity gains.21 But there was a serious downside: holding companies engaged in various questionable financial activities, including the sale of highly inflated securities, which contributed substantially to the stock market crash that heralded the Great Depression.22

These dubious financial practices were widely acknowledged at the time (even if the environmental and cultural damage railroads caused was not), and most people understood that, in the absence of competition, natural monopolies had to be regulated. In a nineteenth-century case involving railroads, courts had held that under conditions of natural monopoly, states could regulate prices so long as they ensured industry players got a fair rate of return on the value of their investment. Regulatory commissions were created to adjudicate such matters. But “fair” was subject to interpretation, as was the value of the investment; in railway cases, judicial challenges to commission decisions were widespread, often blocking implementation for years.23 Moreover, the whole framework of regulating prices for a fair rate of return rested on accurate information about operating costs, incentivizing railroads to exaggerate costs and hide profits. The same perverse incentives contributed to corruption in electrical utilities.

The term “regulatory capture” was not yet in vogue, but the phenomenon was. Most state regulatory commissions were heavily influenced, if not actually controlled, by the large holding companies, and commissions that tried to enact meaningful rate regulations were subverted by the companies’ creative accounting methods. Holding companies stymied effective rate regulation by charging fees to the companies they operated that would be presented to the commissions as operating costs—costs that would then be passed on to consumers; the commissions had no way to distinguish these excess fees from real operating expenditures. As holding companies grew in size and power, concerns grew as well; some observers began to speak disparagingly of a “power trust” holding the American people hostage.



As head of the U.S. Forest Service, Gifford Pinchot had championed efficiency as a cornerstone of resource management, a conviction he carried with him into the Pennsylvania governor’s mansion. He was among the first to promote the idea of “sustained yield”—that one could both use and protect a resource, so long as the rate of use did not exceed the rate of regeneration—laying the foundations of the modern concept of sustainability. Unlike his one-time friend but later adversary John Muir, Pinchot believed that forests should not be set aside as preserves, but he also recognized that if forest management was left to the timber industry, the forests would be destroyed. (Pinchot knew the destructive practices of the timber industry firsthand: his father had made his fortune in home furnishings.) Pinchot’s “wise use” framework was squarely in the mainstream of progressive reformers who sought not to take over American industry, but to curtail its excesses and shortsighted practices.24

When Pinchot was elected governor of Pennsylvania in 1922, he set out to bring efficiency and equity to electricity distribution. Encouraged by the new governor, the state legislature passed the Giant Power Survey Act, creating a Giant Power Survey Board and authorizing it to determine the feasibility of a project to provide electricity to all state residents at a fair price.

The Survey Board’s report contrasted two concepts: Giant Power, organized and regulated by the state for the benefit of all citizens; and Super Power, owned and operated by the private sector for the benefit only of some. The term Super Power came from the title of a set of conferences in the early 1920s convened by the Department of Interior, and a report by the U.S. Geological Survey in 1921, proposing a “Superpower system for the region between Boston and Washington.”25 The idea was the development of one or more privately owned large generating stations and high-voltage transmission lines, to cover the entire region between Boston and Washington.26 U.S. Commerce Secretary Herbert Hoover endorsed the concept and established a Northeastern Super Power committee to further the idea.27 The Giant Power Survey Board agreed with Hoover that increased electrification was desirable, and long-distance transmission feasible, but concluded that the private sector should not undertake the work alone because their track record showed that most rural customers would be left unserved. The alternative, Giant Power, would be a public–private partnership.

Giant Power was not a government takeover of the electricity industry. Nor was it a proposal to build a state-owned enterprise. Under Giant Power, electricity would be generated at or near coal mines and fed into a common grid, with lines running across the state. The generation could be done by either private or public entities, so long as the entire system met two essential conditions: the pooling of supply, and the effective public regulation of the industry, with private utilities operating according to a set of publicly determined and transparent rules. No generator and no consumer would be privileged over any other, and all producers would have equal access to the grid. In some rural areas, farmers had attempted to create electricity cooperatives, only to find the grid operators refusing to supply them or charging extortionate rates, so a key element of Giant Power was that if farmers created cooperatives, providers could not turn away their business.

Pinchot compared the two options—Super Power versus Giant Power—to two elephants, one wild and one tame, saying that “the place for the public is on the neck of the [tame] elephant, guiding its movements, not on the ground helpless under [the wild elephant’s] knees.”28 For an annual expense of less than 3 percent of their present construction costs, he noted, existing companies could have brought electricity to half of all Pennsylvania farms, but they had not. Their “almost complete failure to bring about rural electrification makes legislative relief imperative,” he declared.29 Rural electricity was a market failure. “For the safety and welfare of the people,” the state would step in where the private sector had declined to.30

Pinchot’s aspirations admittedly bordered on the utopian. “Giant Power,” he explained, “is a plan … by which the drudgery of human life can be taken from the shoulders of men and women who toil, and replaced by the power of electricity.”31 In an address to the 1923 Annual Conference of Governors, he went further: “[L]ong distance electrical transmission is to be the basis of a new economic and social order.”32

Yet, Giant Power was not radical. Like so many Progressive Era reforms, it sought “to adapt America to new conditions without challenging its basic institutions.”33 The Giant Power Survey Board emphasized on the first page of its report that “a scrupulous regard for investors’ rights” would be essential to attract the necessary capital.34 The plan was designed to “permit the [electric] companies to operate their business successfully, to pay a good but reasonable return on their invested capital, and to secure additional capital as need for new enterprises or for expansion.”35 Pinchot repeatedly stressed that he was not advocating public ownership. “If the people of the United States ever turn to the nation-wide public ownership of electric utilities,” Pinchot predicted, “it will be because the companies have driven them to it.” It would be their own fault, for having “opposed and prevented reasonable and effective regulation by the states and the nation.”36

Giant Power did, however, involve planning. One of the tensions of this period was between two different kinds of planning, which conservatives typically (and sometimes deliberately) conflated: communist planning in a government-controlled economic system, and scientific planning, as advocated by managers following principles of the emerging field of industrial engineering. Rational, scientific planning, particularly in the workplace, but also in the use and distribution of resources, was a polestar for both Pinchot and his right-hand man, Giant Power Survey Board chair Morris Llewellyn Cooke.37

Trained at Lehigh University as a mechanical engineer, Cooke acquired a few years’ experience in industry before becoming an assistant to Frederick Winslow Taylor, who was serving as president of the American Society of Mechanical Engineers. Taylor was the nation’s leading proponent of scientific management of industrial practices; Cooke became a prominent advocate of “Taylorism” to increase industrial productivity, decrease waste, and reduce or even eliminate the need for layoffs, contributing to the prosperity of both workers and managers. Among other things, Cooke supported the eight-hour working day on the grounds that one simply could not work efficiently for longer.38

Taylorism was sometimes taken to excess, such as measuring and optimizing the precise distance between the sink and the stove in a kitchen without regard to the variation in size of people using that kitchen (and without allowing that there could be meaningful personal preferences in such matters). Unions often opposed Taylorism for giving managers undue control, and in its extreme manifestations Taylorism could border on the inhumane. But Cooke was clear about his beneficent intentions: science could improve life, and government should be rationally organized to “ensure the public welfare.” Cooke rejected laissez-faire in large part because of its inefficiencies; he believed the federal government “must guide and direct the advancement of society.”39 Above all, government could defend the public interest against the “demands of particularistic groups,” the electricity industry among them.40

Cooke’s views on electricity were formed by his own experience in the electricity industry, which he found to be a distorting influence on the engineering profession and a “corrupting force in American life.”41 Utility executives evinced little concern for their customers, an attitude that had spread to many electrical engineers and professors of engineering.42 Some of the latter, Cooke argued, were not so much university professors as “corporate employee[s] giving courses in universities.”43 Cooke had witnessed various dishonest practices, such as utility employees posing as ordinary citizens at public hearings.44 In 1924, Cooke accepted an invitation to speak about Giant Power to a group of engineers in Washington, D.C. When Cooke refused to allow the Pennsylvania Electric Association to vet the presentation, the invitation was withdrawn.45

Cooke was proud that Giant Power was a “revolutionary break with current practice,” and not only in its technical aspects. “Giant Power signifies a social approach quite distinct from—even if not entirely unaffected by—financial considerations. Giant Power seeks to substitute the look-ahead for the regret after the event; to suggest a planned future as contrasted with a drifting policy.”46 Pinchot agreed, suggesting that electricity was “immeasurably the greatest industrial fact of our time. If uncontrolled, it will be a plague without previous example. If effectively controlled in the public interest it can be made incomparably the greatest material blessing in human history.”47

Because Cooke and Pinchot put social considerations on par with—or perhaps even ahead of—financial ones, critics accused them of being “communistic,” but neither man had sympathy for communism or socialism.48 Rather, they advocated a more rational form of capitalism than what Americans at that time had, in which the needs of the people would be a primary consideration and in which engineering decisions would be made by engineers rather than financiers.49 Cooke envisaged Giant Power as but one part of a “Great State … placing the government of our individual states on a plane of effective social purpose.”50 We might call it “guidez-faire”: a form of capitalism in which government combated corruption, remedied market failure, and redressed social inequities.

What was radical about Giant Power was its reorganization of the entire system for generating and distributing electricity in Pennsylvania. Under Pinchot’s plan, the Giant Power Survey Board would be authorized to construct and operate coal-fired power plants, to mine the necessary coal, to appropriate land for mining, and to build and operate transmission lines, or issue permits to others to do so. Private operators could still function—indeed, the system would need them—but they would have to play by the rules and rates the board established. The board could also buy electricity from operators in neighboring states, or sell to them. Farmers could create rural power districts and mutual companies, and if the board chose to it could subsidize them. After all, if the state could subsidize highways, then why not electricity transmission?51

The goals of Giant Power were socialistic in one important respect: the “chief idea” behind it was “not profit but the public welfare.”52 Its object was not “greater profit to the companies,” but “greater advantage to the people.”53 To make this happen, “effective public regulation of the electric industry” was an essential condition.54

Cooke understood Giant Power would threaten entrenched interests and provoke self-serving opposition, so a major point of the Giant Power proposal was its empirical basis. Pinchot stressed that the report “proposes to deal with facts as it finds them,” and its epigraph read, “Electrical development has brought the Commonwealth to the threshold of momentous changes in industry and transportation and in the life of the people … To act wisely in this situation facts must be our guide.”55

This emphasis on facts—and the copious detail in the 480-page report itself—reflected an already incipient problem: industry pushback. The case for Giant Power rested largely on one piece of evidence the American electricity industry was starting to dispute: the Canadian government’s success delivering electricity from Niagara Falls to farmers across Ontario.56 Established in 1906, the Ontario Hydro-Electric Power Commission was the largest public power system in North America. It supplied electricity to nearly all the province’s citizens at lower cost than the privately generated electricity available across the Falls on the U.S. side of the border.57 And it was this key fact—that public electricity in Ontario was both more widely distributed and cheaper for the customer—that the American industry began to fight.

When the Giant Power Survey Board’s report came out in 1925, industry leaders attacked both its contents and its sponsor. Immediately, they mobilized to prevent Pinchot’s reelection. (He eked out a victory.) They also launched a disinformation campaign, using advertising, public relations, experts-for-hire, and academic influence to counter any suggestion that public management of electricity was desirable (much less necessary). Above all, the industry aimed to discredit the very idea that the public sector could do anything more fairly or efficiently than the private sector. The goal was to strengthen the American people’s conviction that the private sector knew best, and to promote the idea that anything other than complete private control of industry was socialistic and un-American.58

Industries are of course entitled to their opinions, but this campaign was based on dubious and historically misleading assertions, misrepresentations, half-truths, and in some cases outright lies. To summarize the electricity industry’s argument:


	Private ownership works: electricity rates are fair, service is good, and the public is adequately protected by state regulation. Reports of industry corruption are untrue.

	Private ownership alone gives opportunity for individual initiative, which is the cornerstone of our national success and prosperity.

	Government involvement in electricity generation or distribution would be inappropriate, socialistic, even tyrannical.

	Government involvement in activities that should properly be the domain of free enterprise will undermine individual initiative and ultimately destroy American prosperity.



Most of this argument was made not by the specific utilities or holding companies themselves, but by their trade organization: the National Electric Light Association (NELA).59

Created in 1885, NELA represented more than five hundred of the largest privately owned electrical utilities, accounting for more than 90 percent of U.S. kilowatt output.60 In the early 1920s, NELA and its members, separately and together, had worked to stop the Muscle Shoals and Boulder (later renamed Hoover) Dam projects. A forerunner to what would become the Tennessee Valley Authority, the Wilson Dam project at Muscle Shoals, Alabama, was a proposal to generate hydroelectric power on the Tennessee River, use the electricity to run a manufacturing plant, and sell any excess electricity to local consumers. Although approved by both houses of Congress, it was heavily opposed by industry and vetoed by President Herbert Hoover. At the 1924 NELA convention, Hoover declared (in language Ronald Reagan would later echo) that it was essential to keep “initiative free from the deadening influence both of bureaucracy and of socialistic experiment.”61

Hoover was not the antigovernment ideologue he is sometimes made out to be. Among other things, he endorsed building dams for flood control or to aid navigation—which he (and the courts) accepted as legitimate federal government functions. He also favored regulating the new electronic medium of radio.62 But he rejected the idea of the government competing directly with the private sector. The argument was not one of practicality or economic efficiency, but of the proper function and limits of government. Announcing his Muscle Shoals veto, Hoover explained: “I hesitate to contemplate the future of our institutions, of our Government, and of our country if the preoccupation of its officials is to be no longer the promotion of justice and equal opportunity but is to be devoted to barter in the markets.”63

One might concede part of Hoover’s point: Why should the federal government compete with the private sector?64 If the private sector were functioning well, then the answer would be that it shouldn’t. But the private electricity sector had failed to serve a large share of potential customers and was probably overcharging many of the rest. If electricity were not viewed as a public good, this would not have been a matter for government. But people increasingly shared Pinchot’s view of electricity as a necessity, viewing transmission lines as analogous to roads and bridges. Electricity executives insisted they were providing their product as cheaply and efficiently as possible and to as many people as they could, but the data said otherwise.

In 1921, Samuel Insull, the industrialist credited with building the electricity infrastructure of Chicago (and who would later see his entire enterprise collapse in the Great Depression), decided the industry needed to defend itself.65 He concluded that there should be “a great campaign of education in the colleges and other institutions of learning.”66 In the 1920s, NELA did exactly that—except that both contemporary critics and later analysts would consider it not education, but propaganda. After holding hearings on the subject in the 1930s, the U.S Federal Trade Commission (FTC) concluded that NELA’s effort was “the greatest peacetime propaganda campaign ever conducted by private interests in this country.”67

The FTC hearings lasted six years—almost as long as the campaign itself—and created a “bookshelf” of reports: eighty volumes to be exact.68 Fortunately, economic historians William J. Hausman and John L. Neufeld managed to summarize their findings in a single sentence: “[P]rivate utilities, led by [their] industry trade group, the National Electric Light Association … mounted a large and sophisticated propaganda campaign that placed particular emphasis on making the case for private ownership to the press and in schools and universities.”69 Historian David Nye concurs: “The thousands of pages of testimony revealed a systematic covert attempt to shape opinion in favor of private utilities, in which half-truths and at times outright lies presented municipal utilities in a consistently bad light” and private utilities in a good light.70 Historian Ronald Kline calls the campaign “underhanded” and “unethical.”71

One contemporary observer was Judson King, director of the National Popular Government League, a civic organization dedicated to good government. King discussed the FTC findings’ implications for educators, focusing on “the manner in which certain university professors have not only been used by the private power interests in the general propaganda, but also used to influence public opinion and Congressional action.”72 King described the effort as “breathtaking.”73

The FTC found that industry actors had attempted to control the entire American educational system—from grade school to university—in their own economic interest. This effort focused on the social sciences—economics, law, political science, and government—but also included engineering and business. Its purpose was to ensure “straight economic thinking”—by which NELA meant capitalistic, free-market principles—and to supply young people and their teachers with “correct information.” The goal was to mold the minds of the current generation and those to come.74

In King’s analysis, the industry would deem the program a success when judges, lawmakers, members of public utility commissions, prosecuting attorneys, and engineers, “in short, all public officials—will be so trained as automatically to oppose genuine regulation, public ownership, honest valuations, equitable rates, etc.,” and public opinion would be “created so that voters will elect officials who will approve such policies as benefit the industry.”75 This was achieved, the FTC concluded, through “false and misleading statements of fact, as well as opinions on public policy, found in reports and expert testimony of prominent university professors who are now discovered to have been in the pay of the private utilities.”76 This work had been advanced through NELA’s seemingly beneficent “Committee on Cooperation with Educational Institutions.” “It is astonishing to discover the extent of their success,” King wrote.77 King did not dispute the right of a university professor to be a consultant or “to state his honest opinion” on any subject. The issue was “for him to use, or permit others to use, his university title for palpable perversion of truth.”78

The opinions NELA promoted were embedded in a larger argument that private property was the foundation not only of the American economy but of American life, so any attempt to interfere with the private operation of the electricity industry threatened to undermine that way of life. Opinions to the contrary were denigrated as “unsound,” “socialistic,” and fundamentally un-American. The FTC found that the “character and objective of these activities was fully recognized by NELA and its sponsors as propaganda,” and that in their documents they “boasted that the ‘public pays’ the expense.”79 Ernest Gruening, a journalist at the time and later the long-serving territorial governor of Alaska, noted that when the presiding judge in the hearings asked if NELA had neglected any form of publicity, its director of public information replied: “Only one, and that is sky-writing.”80

NELA organized lecture series aimed at colleges and universities, civic clubs, scout troops, women’s clubs, school assemblies, church congregations, and other groups. NELA employees and their contractors wrote editorials and letters, met with newspaper editors in cities around the country to win them over to the industry perspective, and issued press releases and bulletins to provide fodder for articles with pro-industry slants. Sometimes these editorials resonated with the views editors already held, particularly in places such as Texas that were (then as now) generally hostile to the federal government. In other cases, the suggested editorials were linked—either explicitly or implicitly—to advertising revenues.81 David Nye concludes that NELA spent up to a million dollars a year for at least several years in its efforts to influence politicians, business and civic leaders, newspaper editors, and the public.82 In current dollars, that’s about $15 million per year.83

In one incident, the industry ran into conflict with the Tennessee State Public Utilities Commission over taxation and permits. The Tennessee chapter of NELA, rebranded as the Tennessee Public Utility Information Bureau, dedicated $3,000—about $50,000 today—for an advertising campaign coupled with outreach to newspaper editors. Ads ran in more than one hundred papers in Tennessee, but it was the outreach, one NELA official boasted, that made the difference: the ads were placed “during a personal call upon the editors, at which time occasion was taken to discuss the matter with the editors and place before them the facts as we see them.” The result? “Approximately 40 favorable editorials written on this matter,” and only one or two unfavorable ones. “At a cost of less than $700 dollars we have been able to get our story in papers whose combined circulation is approximately 350,000.”84 After a similar campaign in Missouri, NELA boasted of “a splendid effect upon the editors … the newspapers are 99 per cent with the privately owned utilities.”85

Between 1921 and 1927, papers across the country published 12,784 industry-sponsored editorials. Wire services were also a target: one executive crowed that the Associated Press “sends out practically everything we give them.”86 Millions of pages of literature, “from single page fliers to bound volumes,” were produced; one contemporary estimate placed the total page count at five million.87 State utility commissions (let alone individual consumers) were not in a position to do anything similar on their own behalf.

To make them seem independent and credible, articles and editorials were often ghostwritten by academics. But despite their many authors, they carried a consistent message: municipal electricity was more expensive and less efficient than private sector electricity; state regulation was effective so there was no need for federal involvement; and generating power through the public sector—or even to advocate doing so—was socialistic. A characteristic editorial bore the title GOVERNMENT OWNERSHIP ADVOCATES SHADE FROM DEEPEST RED TO MAUVE. Red-baiting was pervasive. A “favorite method of attack,” one defender of public ownership explained, was “to ‘pin the red label.’ ” Advocates of the right of the people to own and operate public utilities “were labeled as ‘Bolsheviks,’ ‘reds’ or ‘parlor pinks.’ ”88

NELA’s defenders likened their activities to lobbying or PR. But unlike conventional lobbying, the academic campaign was not fighting or supporting a particular piece of legislation. And unlike conventional PR, the aim was not simply to create a positive impression of a particular business or even of the whole industry. Rather, the goal—expressed outright in numerous documents—was to change the way Americans thought about private property, capitalism, and regulation.



The NELA academic program had three major elements: First, recruiting experts to produce competing studies and offer alternative “facts” about the relative costs of private and public electricity generation. Second, rewriting textbooks to support the private electricity industry—including denying corruption charges and promulgating an ethical, trustworthy image—coupled with pressure on publishers to modify or withdraw textbooks that NELA found objectionable. And third, revising civics, economics, and business curricula in high schools, colleges, and universities—and establishing new programs, including at emerging business schools—designed to extol the benefits of laissez-faire capitalism. NELA also helped create and fund graduate programs in economics and business administration along lines congenial to the electric power industry where they did not previously exist. The expert-recruitment initiative was intended to undermine support for municipal electricity programs in the present; the other elements of the plan were intended to ensure the private electricity industry’s future in the long run.

The arguments for and against public or private electricity had to account for their relative costs, which could be established factually. But NELA’s intent, by its own admission, was not to support objective study of the matter but to “kill” the municipal ownership idea. As one document testified: “[T]he information we want is information showing the failure of municipal ownership, its inefficiency compared with private operation, and the fact that municipal ownership, in the last analysis, is more expensive.”89

There were two aspects to this. The first was the price of private electricity. Under existing regulatory structures, utilities were entitled to a “reasonable” rate of return. This was generally thought to lie between 5.5 and 6.5 percent, but at least one study at the time showed that most companies made at least 7 percent; many made 8 or even 9. This meant companies were overcharging customers to the tune of millions or even tens of millions of dollars per year. The second was the cost of public electricity. Here, much of the debate surrounded the Ontario hydropower system. Nearly all independent observers affirmed that the Ontario Hydro-Electric Power Commission reached most province residents at a lower price than their U.S. counterparts were paying. A central task for NELA, therefore, was to fight this fact.

NELA took up the challenge by enlisting academics to produce studies “demonstrating” that Ontario Hydro-Electric Power was more expensive.90 One expert hired to the task was E. A. Stewart, a professor of agricultural engineering at the University of Minnesota, who (ironically) had helped develop the Red Wing Project on Utilization of Electricity in Agriculture to test the feasibility and value of bringing electricity to American farmers.91 His next, industry-funded study was promoted as “an impartial and scholarly survey of rural electrification” and was widely disseminated by NELA committees and discussed in their bulletins, press releases, and editorials. Its predictable finding was that Ontario hydroelectric power was more expensive than power generated privately in the United States.92

Stewart claimed his report had been vetted and approved by the engineering department at Ontario Hydro-Electric Power, but proponents of municipal power were skeptical and reached out to colleagues in Ontario.93 It turned out that engineers there had checked the data and had alerted Stewart to various discrepancies, but the discrepancies had not been corrected. “Not only are the figures published in Stewart’s report incorrect in many instances,” the chairman of the Ontario Hydro-Electric Power Commission stated, “but statements throughout the report are not in accordance with the facts.”94

Nevertheless, newspaper articles and editorials around the country covered Stewart’s report, and NELA members cited it as proof that public electricity was not as cheap as its proponents claimed. NELA committees (and their allies) sent out bulletins, letters, and editorials promoting Stewart’s report. The Boston Herald published a full-page article, with an eight-column headline, entitled HERE IS THE TRUTH ABOUT ONTARIO HYDRO-ELECTRIC. Power officials were jubilant, writing, “We shall make good use of this.”95 Stewart himself went about “flogging his university credentials as proof of his scholarly objectivity.”96

NELA found willing propagandists in faculties across the country. A professor at the University of Colorado was paid $1,692.33—about a full year’s academic salary—for a survey of costs at municipally owned power plants in Colorado; not surprisingly, its conclusions were unfavorable to the municipal plants. An economics professor at the University of Missouri prepared a report—widely disseminated by Missouri Power and Light—based on data supplied by the industry, which by the latter’s admission were “selected.”97 At the University of Iowa, an electrical engineering professor was paid to prepare a series of reports contrasting rates from public and private electrical facilities in the state; the findings favored the private side and NELA distributed the report “just as widely as we could legitimately.”98 The dean of the College of Engineering denied any conflict of interest, insisting that he could “see nothing reprehensible in such a practice so long as the employment did not interfere with university duties.”99

Other reports addressed rural cooperatives. This was a delicate issue: farmers had created electricity cooperatives in response to the industry failure to supply them, so it was not necessarily in NELA’s interest to call attention to them. As one executive wrote, “[I]f farmers can not get power from the companies, they may try to form ‘power districts’ of their own … It is a tricky business.” NELA addressed this by declaring rural electrical cooperatives “alien” to the American way of life.100 NELA even embarked on a program, in conjunction with Nebraska Agricultural College, to persuade farmers that electricity was not all it was cracked up to be. The idea—supported by the Nebraska Committee on Public Utility Information—was not to paint “too rosy” a picture of the benefits of electrification, lest farmers rush to rural cooperatives to obtain it.101 Thus, the industry found itself, paradoxically, marketing against its own product.102

These NELA studies played a major role in public debate. Americans heard that academics had proved that public utilities could not generate electricity at lower cost than the private sector. It would be years before they learned these studies had been commissioned by the electricity industry and that their authors had been told what they needed to say.



Pleased with the results of their experts-for-hire campaign, NELA executives moved on to their second phase: rewriting American textbooks and, in effect, American history. The goal was to foster not just a positive view of the American electricity industry, but a positive view of capitalism and a negative view of government engagement in economic affairs.

The program began with a review of existing textbooks. The plan was to persuade publishers to discontinue textbooks the industry considered unacceptable; to contact authors and editors to suggest changes to textbooks that might be made acceptable with revision; and to recruit professors to write new texts resonant with NELA’s point of view. The review included secondary- and university-level texts; its focus was civics, economics, and business. The secretary of NELA’s Missouri Committee on Public Information concluded that most existing textbooks were “wholly valueless, and in many instances poisonous.” He attributed this to the “fact” that “97 per cent of the textbooks used in the public schools affecting public utilities are written by socialists.” The director of NELA’s Texas Public Service Information Bureau took a more temperate tone but came to a similar conclusion: “All textbooks used in the schools are more or less erroneous on the utilities and generally on the fundamentals of economics. [NELA should recruit] some proper textbook-writer in preparing an honest textbook in civics for use in the high schools.”103

NELA wanted to expunge any claim that the industry engaged in questionable financial dealings, or any suggestion that it unduly influenced the political process. J. B. Sheridan, chairman of NELA’s textbook subcommittee, offered specifics: “Some of the textbooks state that the utilities are or were overcapitalized, have ‘watered their stock,’ and impose excessive rates upon their customers to enable them to make financial returns upon alleged capital investment which does not exist in fact.”104 (In the 1930s, investigators would conclude that the industry had done just these things; that the claims were in high school textbooks in the 1920s suggests these activities were already widely known or at least suspected.) NELA also objected to the characterization of their industry as “private”—they were the true public entities because they were owned by shareholders. (In fact, most of the shares held by the public did not carry voting rights.)

NELA officials objected to specific terms and phrases, including over-capitalization, reasonable rates, natural monopolies, fair return, stock watering, abuses in rate making, weaknesses in regulatory practices, and, in some contexts, even the word taxation.105 They also objected to passages suggesting companies were corrupt, had overcharged their customers, had been insufficiently regulated, or perhaps should not be allowed to exist at all. Examples included:

Franchises were … frequently secured by corrupting the city council … Privately managed public utilities have, therefore, been a very potent cause of municipal corruption.106

Large campaign funds coming from hidden sources have led to serious corruption in the elections.107

The reason why street-car companies in some cities cannot reduce fares is because the company has “watered the stock” [and so] fares are double what they by right should be.108

[I]t has long been recognized that society must own or control enterprises which are natural monopolies. Among these are telephones, electric-light plants, street cars and railways.109

The day has long passed when the people will tolerate silently the enrichment of a few who control a necessity or comfort of life.… [T]he spirit of a democratic people will not tolerate private monopoly, and their genius can be depended upon to eradicate it wherever it shows itself.110

One passage that NELA officials found particularly objectionable explained how industry malfeasance led people to see the necessity of government control of natural monopolies:


In the past, public service corporations have often “watered” their securities; that is they have issued shares of stock and bonds beyond the real value of the property … In order to pay the interest on such securities, companies have frequently levied high charges and given poor service. When the franchises which have made their high profits possible have been in danger they have at times bribed city officials, broken the laws, misled public opinion by controlling the newspapers through their advertising, and expended large sums of money to elect men to city councils, and even to State legislatures, who would vote for measures they wanted. In these ways they have menaced good government and have caused many people to become advocates of government ownership. 111



NELA rated 105 textbooks as good, fair, bad, or very bad.112 The bad books were labeled biased and socialistic; they needed to be replaced with more “objective” works.113 In one allegedly “bad” book, written by distinguished Columbia University historian Charles Beard, three passages were singled out for opprobrium: one concluding that sentiment in favor of municipal ownership was growing as a reaction to political activities by utility companies; a second suggesting refrigeration would one day be considered a public good (because of its role in public health); and a third discussing the corruption of a politician by a streetcar company that had paid him to “accelerate public sentiment” in favor of a line extension.114 With their ratings in hand, NELA representatives approached publishers and school boards.

Realizing that pressuring academics and publishers might be considered inappropriate, NELA urged its members to regard the program as “confidential,” hoping “through quiet and diplomatic measures to have some of these inimical textbooks discarded” or at least revised.115 NELA would work to gain cooperation from large publishers first, on the theory that once they were “straightened out and are working with us, the small publishers will naturally fall in line.” One official reported making a “good start” with the largest schoolbook publishing house, “who printed over 12,000,000 books last year.” This, he boasted, “will be a tremendous leverage on any other house should opposition occur.”116

NELA found it relatively easy to pressure the publishers of high school texts; altering university textbooks proved to be more challenging. In the words of one executive, people connected with higher education were “touchy.”117 Some might object to private industry interfering with university and school textbooks, so “great care must be used to avoid going too far since if the public were to get the idea that textbooks were being used as propaganda for public-utility companies the reaction would be worse than the original misinformation.” NELA officials urged their members to proceed with caution, and to handle requests “by tactful personal contact.”118

In some cases, NELA’s concept of tact was a bribe. One strategy was to approach textbook writers, suggest that their texts were outdated, and offer them money to write a new one. “This will give the boys a chance to … make some money, and we can show them individually just wherein the old textbooks are obsolete.” Within a year, one textbook was “pretty nearly ready for the printers” and more soon followed.119

When a new text proved satisfactory, NELA or its members paid for copies to be widely distributed. In Missouri, for example, the St. Joseph Gas Company helped pay for copies of a new book to be sent to every high school principal in the state. NELA officials also contacted school administrators, librarians, and teachers, suggesting that they should abandon objectionable texts and adopt the new ones. This approach appears to have met with considerable success: “Where textbooks which were grossly unfair … were used in the high schools, we took the matter up personally with school officials, either through local [electricity] managers or directly [by NELA] … In nearly every instance [the targeted texts] were removed and placed on the library shelves for use as reference matter only.”120

In addition to the approved textbooks, NELA sent hundreds of thousands of free copies of pro-industry pamphlets and newsletters to school districts. The Ohio public utility information committee wrote and distributed 200,000 copies of Aladdins of Industry. In Connecticut, NELA circulated a “public utility catechism,” written in question-and-answer fashion. In Rochester, New York, a textbook entitled The Story of the Public Utilities was published cooperatively by the board of education and local utilities. (These materials were sent to public, private, and parochial schools.)121 A brochure called Niagara in Politics, which denied the success of Ontario hydroelectric power, had a circulation of about 10,000, including 5,243 copies “placed in colleges and public libraries.”122 The minutes of one committee meeting reported that a NELA-approved book entitled Prosperity Through Power Development, based on papers from an industry conference, had been sent to more than six thousand libraries.”123



In 1928, the National Education Association (NEA) reviewed the NELA “educational” activities, and found three central themes: that state regulation was adequate (and therefore federal regulation would be superfluous); that electricity rates were reasonable and had not increased disproportionately to other living costs; and that private utilities did a good job supplying their consumers at fair prices. In FTC testimony, NEA noted, the secretary of the Connecticut Committee on Public Service Information had admitted that industry statements were “intended to discredit municipal ownership.” Witnesses also admitted that the goal was to influence children (as future voters) to reject any thoughts sympathetic to state ownership.124

Yet while witnesses at the FTC hearings admitted the ideological and political goals of the campaign, presentations to teachers were an entirely different matter. Cover letters to teachers insisted that the accompanying materials on offer were entirely fact-based. A cover letter sent in West Virginia, for example, stated, “The texts are authentic, accurate and strictly informational. The public services discussed in the booklets are important factors contributing to the home comfort and convenience of the people of West Virginia.” In Nebraska, teachers were assured that what they were receiving contained “no advertising, no propaganda.” In West Virginia, Missouri, and Kansas, cover letters contained testimonials by state educational officials.125 These efforts were so successful that in 1927, NELA urged state committees that had not yet undertaken such efforts to do so.126

Not every effort was successful, of course. There were a few documented examples of professors rejecting industry approaches. A professor at Clemson College in South Carolina rebuffed an invitation to participate in the textbook survey, stating: “I consider the censorship of textbooks as one of the most objectionable and reprehensible of the practices of so-called big business.” A series of pamphlets with titles including “The Romance of the Kilowatt” and the “Romance of the Trolley” fell flat. And some efforts triggered a backlash: when an industry-sponsored pamphlet was published by the Smithsonian Institution, an uproar ensued, leading the Smithsonian to withdraw the pamphlet and destroy the plates.127

Incidents like this may have contributed to the industry’s realization that, for this work to be effective, the materials produced had to be perceived as objective. Thus, like the tobacco industry in later years, the electric power industry tried to create the appearance of authors’ independence and to avoid the hard sell. “Be careful to avoid seeming to force material on schoolmen,” one industry executive advised. “Get them to ask for it.”128 At the same time, industry representatives boasted about how easy it was to get professors to do their bidding. “Now the professor, if you please, gentlemen, regards himself as being inspired by Jehovah,” a speaker at the 1926 NELA convention noted, but “the prophet is most amenable to inspiration.”129 In most colleges and universities, NELA found “a fine spirit of cooperation.”130

Still, imposing a textbook upon a professor was not easy, and the attempt to alter college materials was less successful than the attempt to influence schools. In any case, books did not stand alone; they had to work in conjunction with courses. So a third component of the academic campaign involved direct intervention in university programs to develop curricula. Influencing what was taught in colleges and universities would be the ultimate “win” for NELA. As one executive put it, “The Colleges can say things that we can not say and be believed.”131

NELA would consider its campaign a success when broad academic consensus formed around free-market principles and their crucial role in American prosperity and culture. If that occurred, future generations of citizens would hold the appropriate views, no further influence required. In a speech entitled “Government in Business,” the president of the People’s Gas Light and Coke Company of Chicago summarized what that consensus would entail: American prosperity would be attributed to the belief that “business has had here so little interference from government,” and that prosperity “abounds because here in the United States individual initiative and enterprise and energy have had full play as no where else.”132

In this context, NELA introduced two ideas that would prove crucial in nearly all later arguments about the virtues of free-market capitalism and the dangers of government action in the marketplace. The first was the allegation that government involvement in the marketplace was a departure from U.S. history. The second was the claim that free-market capitalism was the embodiment of freedom, writ large, and that any restriction on the freedom of any business would put us on a slippery slope to tyranny. As one NELA representative put it in a radio address:


When we think of the freedom that is given to every man, woman and child in America to develop the spark of divinity with which he is endowed … it is almost unbelievable that there could be found those who would tear down this marvelous system. And yet, there are today subversive movements at work in our land, fathered and fostered by those who … would foist on America the shockingly, brutally lowering system of certain backward civilizations. Today, they are marshaling their forces in an attempt to put the Government into the electric business … How long, my friends, will it be, after the electric industry is stifled before the same principles will be applied to the lumber business, under the guise of conservation, and reforestation, and the coal business and the grocery business, and every business, for that matter.133



The reference to forestry and conservation was clearly an attack on Pinchot; the rest was an attack on anyone who highlighted the limits—let alone the failures—of private enterprise. In NELA’s view, everyone needed to understand that free-market capitalism, prosperity, personal liberty, and the American way of life were interlinked. How better to do that than by ensuring this was taught in American colleges and universities? Curricula were the obvious and crucial next step.

State-based NELA committees (often with a phrase like “public utility information” in their names) played a major role in outreach to colleges and universities.
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