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  Slavery & Economics of U.S. Civil War
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· Civil War – Unprecedented national trauma

· More than 600,000 soldiers died; more than 500,000 injured (4 times 2nd World War casualty rate)

· Substantial destruction of property in South

· Civil War – “Second American Revolution” (Historian Charles Beard, 1927)

· War resulted in “Establishment of new power in government, making vast changes in the course of industrial development, and Constitution inherited from [Founding] Fathers” (Charles Beard) 

· Civil War’s achievement: “…triumph of industrial Capitalism” (Louis Hacker) 

· Rate of economic growth evidence reveals: No acceleration in rate of aggregate economic growth or industrialization pace during war

· Economic historians: Trace post-bellum industrial developments into antebellum period

· War resulted in abolition of slavery & emancipation of 4 million African Americans

· War had less impact on North & national economy than on Southern economy 

· Wartime finance pressure: Changes in nation’s financial system & tariff protection increase for America 

· North – Did not go to war to abolish Southern slavery 

· Slavery galvanized sectional differences in economics, politics, culture

· Slavery legal in all colonies before Revolutionary War (More important in South)

· Westward expansion-North & South differences not easily smoothed over-result: Civil War

· African Slave shipment in Virginia (1619)-Slavery introduced into American colonies

· 1860-U.S. slave population constituted half all slaves in West

· Slaves on mainland-higher fertility/lower mortality than other slaves

· Economic perspective: slavery is a particular property rights regime 

· Unprecedented demand for cheap labor-Encouraged slavery & indentured servitude (temporary slave to finance expense of travel to New World)

· 1664-Maryland declares all blacks slaves for life

· Former slaves, Native Americans, & Africans in Africa owned slaves

· 17th & 18th century-Colonists throughout British North America desired slaves

· Slaves-Expensive source of labor 

· End colonial period: Slave population increased to 470,000 out of 2.2 million (most in South-40%)

· 9% slaves in colonies North of Maryland; 2% slaves in New England; 6% slaves in Middle Atlantic Colonies

· Revolutionary movement (asserted equality of men) - Posed challenge to ownership of slaves

· Years after Revolution-Northern states adopted emancipation (gradually)

· Gradual Emancipation-Existing slaves not freed, but children free once done with “apprenticeship”

· South (most dependent on slave labor)-Emancipation not serious option

· Slave owners developed rationales to justify slave ownership 

· Northwest Ordinance (1787) by Thomas Jefferson- Concerned with establishing settlement procedures for settlement & entry into Union of now Ohio, Indiana, Michigan, Illinois, Wisconsin 

· Many settlers of these states sought to legalize slavery, but slavery prohibited 
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· When importing slaves was illegal, the population increased because births exceeded deaths.

· Supply curve shifted outward through the increase, but not as rapidly as the demand for slaves.

· Slave owners earned through productive activities of their slaves saw the value of their capital assets increase over time.

· Slave ownership = good economic investment.

· Owning slave in south = owning property in modern LA.

· South wants to keep its riches; grows paranoid at North.

· Slaves produced more than the cost of their maintenance.

· However, a system that relied on wage labor and not slave labor may have been even more productive.

· Slaves may have put more output if they were granted their freedom and hired as wage laborers.

· Slave farmers were more efficient than small farms that relied solely on family labor.

· Economists Robert Fogel and Stanley Engerman analyzed data for a sample of 5k Southern farms from info U.S. Census Bureau in 1860 that allowed them to measure crops produced, quantities of labor, land, and capital.

· Revealed that the quantity of output produced by a fixed quantity of inputs increased steadily with the # of slaves employed.

· Plantations w/ 16-50 slaves produced one-third more in terms of value of output per unit of input as did farms with no slaves – more than 50 produced nearly 50% more than small farms.

· Fogel and Engerman – argued that large plantations were able to take advantage of technical econom. By organizing labor force that resembled assembly workers in factories.

· J. W. Dubose – specialization, the division of labor, and close supervision combined to produce higher levels of output than could be attained on smaller farms.

· Not all scholars agree – Gavin Wright has argued that the difference in output is explained by the difference in the mix of crops that farmers produced.

· Large plantations had more cotton, less corn, unlike small farms.

· Wright compared farms of different sizes, holding constant the mix of crops that they planted. 

· Found Fogel and Engerman, in his opinion, to be wrong.

· Wright concluded from his calculation that this was because large farms were able to devote more resources to producing those crops of high value.

· Wright – slavery increased efficiency because it allowed farmers to respond to market signals produced by relative crop prices.

· Wright – small farmers chose to plant less cotton because they wanted to be sure to produce enough food to be able to feed themselves & their families.

· Larger planters had slaves as a large quantity of collateral – borrow if they needed to purchase food to make up for farm and becoming a landless laborer if the harvests were too small.
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Slavery and Southern Economic Development

· Main vehicle for investment in North was land, in south it was labor

· Gavin Wright- Northerners were “landlords” and Southerners were “laborlords”

Property Rights and Incentives

· For Northerners, the way to increase wealth lay in promoting rising property values

· Northerners promoted transportation development that would link their communities

· Northerners encouraged the development of towns and cities that would provide commercial services and promote immigration

· Southerners focused on strategies that would increase the value of labor, not land

· Southerners discouraged immigration, did little develop transportation, and did not promote the growth of cities

· 1860- South trailed the North substantially in population density, immigration, railroad and canal mileage, urbanization and industrial production

· 1860- 1/3 of northeastern residents, 13% of Midwesterners, 11.5% of South lived in urban areas

· 1860- cost of each person in manufacturing: northeastern- $50, Midwest- $15.76, South- $7.52

Slavery and Economic Development

· Economists use the value of Gross National Product per person (GNP per capita) as an index of the level of economic development

· GNP provides a good indicator of the material standard of living of a region

· 1840 and 1860- South lagged behind North in GNP but during this period, per capita incomes were rising more rapidly in the South than in the North

· South as a whole was growing more quickly than any of the Southern sub-regions

The Economics of the Civil War

Economics and the Causes of the War

· War is economically irrational…it involves costs far in excess of any benefits that either side may realize

· Immediate cause of the Civil War was the secession of the Southern states

· Issues that divided the North and South were economic in nature, arising from the very different economic interests of the two regions

· Issues that might have also been involved:

The Tariff

· High tariffs increased the profits of Northern manufacturers and hurt Southerners by raising the prices they paid for manufacturers while reducing the prices they received for their crops

Transportation Improvements

· Northern economy was much more heavily reliant on transportation improvements to boost land values and facilitate the movement of foods into and out of urban centers

· Federal subsidies for these improvements largely benefited Northerners

Banking

· Southerners opposed legislation creating a federally chartered banking system, while Northerners favored such action

Land Policy

· Homestead Act of 1860- strongly favored by Northerners and western congressmen, but only one representative from a slave state voted in favor of the bill

· Homestead Act passed in Congress but vetoed by President Buchanan

· Southerners had blocked support for the transcontinental railroad, killed a proposed National Banking Act, and blocked the Homestead Act

· Southerners seem to have been pushed to seek independence not by any immediate threat to their interests but by the growing concern of slave owners about the long-term security of their investments

· Value of slaves in 1860 was $2.7 billion…it was equal to almost two-thirds of the country’s GNP
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· banks outside major cities were required to hold significant fraction of reserves as deposits w/ banks in reserve cities; these banks required to deposit reserves in banks in NY and Chicago

· net effect was to limit number of banks in rural areas and to shift assets from rural to urban areas (encourage investment in urban industry and discourage agricultural investment)

· due to pyramiding of reserves and lack of a central bank to adjust supply of money, the post-Civil War banking system was prone to periodic banking panics

· instability of banking system not resolved until establishment of Federal Reserve System in 1913

· cotton was essential raw material for British textile manufacturers, and the American South produced close to ¾ cotton that British imported, so Confederate leaders thought they could use their position to induce European powers to intervene on their behalf

· South expected to finance a portion of the war effort w/ cotton revenues

· to demonstrate economic power, Southern leaders imposed an embargo on cotton exports to Europe in spring 1861

· they didn’t count on  ability of North to prevent shipments from resuming by blockade 

· “cotton famine” caused European prices to rise; by late 1864, Liverpool’s cotton prices had risen by a factor of 10

· European governments maintained neutrality so South couldn’t take advantage of high prices

· Northern blockade not completely successful; some Southern blockade runners got through – especially steam-powered vessels

· successful voyages to and from Southern ports fell from 3,485 in 1861 to 548 in 1862

· Union Navy successful in capturing over 700 ships during the war (high risk of capture)

· No clear break in trend rate of economic growth during 1860’s

· Civil War marks an important discontinuity

· Following Southern secession, the Northern states moved forward with legislation previously  blocked by Southern opposition that had important economic consequences

· Emancipation wiped out large fraction of Southern wealth and altered incentives of Southern wealth-holders

· Southerners suddenly began investing in railroads and town-building

· Manufacturing began to increase, but it remained a minor factor for years 

· South remained predominately agricultural; cotton was most profitable crop to grow

· Interruption of Southern supplies during Civil War led to increase in cotton production in India, Brazil, and Egypt

· Southern producers faced stiff competition and lower prices for their crops after the war

· freed blacks curtailed labor supply after war, reducing the region’s economic prospects

· Roger Ransom and Richard Sutch estimate black women and children reduced number of hours they worked by nearly 50%; adult men cut work hours by close to 20%; total hours worked fell by perhaps 1/3

· Major challenge faced by Southern economy in wake of emancipation was construction of new labor market arrangements to replace slavery

· Major productive resources of South (land and labor) remained intact

· Owners of land no longer owned the labor;  newly freed slaves lacked land or capital 

· some landowners sought hiring former slaves and recreate gangs that had worked on their plantations (former slaves reluctant to submit to discipline of former masters)

· Southern landowners didn’t have resources to make regular wage payments prior to harvesting crops, and lacked collateral against which they could borrow

· Instead, they could offer only a small portion of wages in advance w/promise of payment after crop was harvested

· Such an arrangement exposed freedmen to risk

· If crop fell short or prices were lower than anticipated, the landowner might not have enough funds to cover his obligations

· Efforts to work the land with wage laborers collapsed and were replaced with a form of agricultural tenancy called sharecropping

· Sharecropping: individuals contracted to work a plot of land largely independently, paying their rent as a share of the crop. The landowner might advance the cropper credit for seed and other supplies, and the landowner would then receive in payment a larger share of the crop

· As tenants gained assets they might hope to eventually become cash tenants, paying a fixed amount of rent in cash rather than sharing fruits of their labor; further progress allowed them to purchase a plot of land and farm entirely independently

· Before Civil War, Southern economy growing rapidly – per capita incomes were catching up to Northern levels, and free population was relatively prosperous

· After Civil War, Southern economy suffered major setback

· Per capita incomes fell from 80% of national average in 1860 to 54% in 1880

· Per capita incomes grew at the national rate after 1880 but region made little progress to close income gap until 1920, and it took a full century until regional incomes were once again as high as 80% of national average

· Union military destroyed large quantities of livestock and capital equipment in South

· Recovery from wartime destruction happened surprisingly quickly in South

· By 1870, Southern transportation system restored to pre-war capacity and Southern manufacturing was producing roughly 5% more than before the war.

[image: image1.png]FIGURE 5: RELATIVE REGIONAL INCOME PER CAPITA

200 - -
g =G Northeast
160 ; ~ o == Midwest

140

120

Index (US = 100 in each year)
=
(=}

&80
&0
L
20
0 i
1840 1860 1880 1900 1920 1940 1960 19ED

EXPLANATION: In each year, regional income per capita is plotted relative to the national income level.
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· True: 1/3 decline in # of draft animals (form of agricultural capital); False: caused a constraint on output

· Prices fell: 1870- mule colt worth $40, ½ bale of cotton; 1859- mule colt had been worth slightly > 1 bale of cotton

· Loss in income not necessarily linked to lower prices; instead due to factors less directly linked to CW:

· World cotton demand WAY down post-war (@ rate of 2.7% growth/yr after 1880, compared to 5% in antebellum era)

· During cotton famine era, other countries became competitive cotton producers (India, Brazil, Egypt)

· Reduction of labor (measured by Ransom & Sutch) = less volume of production in South

· Above factors = almost all income drops in 1860-1880

· Less African American labor effort = increased leisure; weaker world demand = lost income = lost well-being

· CW = turning pt. in American economy

· Free slaves =difference in “property rights regimes” b/w N and S that had created different economies dwindled

· Pressures of wartime = innovative finance: National Banking Act, expansion for Government debt

· South = hard to adapt; freed slaves had to work way up w/ few resources; shifts in world cotton markets = low southern incomes w/ which to build economy

Pages 126-135 Economics Guide 





$ 
Dumping occurs when a foreign film sells a good or service domestically at a price that is below average total cost. 

$ 
Dumping is illegal under the international trade rules of the World Trade Organization

$ 
The solution to dumping is a tariff on the dumped goods, this is called Anti-dumping duty
$ 
Exchange rate is the rate at which one currency is traded for another.

$ 
If more of the currency is demanded, the price of that currency in terms of other currencies will increase or appreciate.
$ 
If less of a currency is demanded internationally, its price in terms of other currencies will decrease, or depreciate.
$ 
Floating exchange rates are governed only by the supply and the demand for currencies. 

$ 
when governments intervene in foreign exchange markets, currencies can either be pegged or managed.  

$ 
Managed exchange rates do not feature set targets but do involve heavy government interference in foreign exchange markets. 

$ 
Balance of payments is the net total of all money and assets going in and out of a nation.

$ 
Balance of services includes the exchange of services, for intangibles rather than physical goods.  

$ 
Terms of trade index can also describe the state of a nations international trade

$ 
Exports: the U.S. is the worlds second largest exporter of goods and services.

$ 
Imports: The U.S. is the worlds largest importer of goods and services.

$ 
 General Agreement of Tarriffs and Trade (GATT)- Establishes codes of conduct for trade.

$ 
World Trade Organization ( WTO)- This group institutionalized GATT and several other trade agreements. 

$ 
Trade-Related Aspects of Intellectual Property Rights(TRIPs)- Which covered issues such as patents and copyrights. 

$ 
The most significant regional development in the post-war period was the evolution of the European Union (EU)

$ 
The final step in creating the current European Union was the signing of the Maastricht Treaty, which laid out the criteria for political union and the European Monetary Union. 

$ 
In North America, the North American Free Trade Agreement(NAFTA)- is the primary regional trade agreement. Covers U.S., Canada, and Mexico.  

$ 
The Association of South East Asian Nations(ASEAN)- is an organization dedicated primarily to economic cooperation. 

$ 
In West Africa, the Economic Community of West African States (ECOWAS)- has sought to create a customs union and free trade area among its members. 

$ 
Mercosur- is a customs union of South American countries.

$ 
CAN ( Andean Community of Nations) is another South American customs union

$ 
G8 a communication for the world’s largest and richest economies.  Includes U.S., Japan, Germany, the United Kingdom, France, Italy, and Canada, later Russia was added. 

$ 
 Organization of Economic Cooperation and Development (OECD)- is similar to the G8 but is somewhat more formal and has a much larger membership. 

