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Preface

The expression “contemporary history” is probably self-contradictory,
because what is contemporary is not history, and what is history is not
contemporary, Sensible historians usually refrain from writing accounts of
very recent events because they realize that the source materials for such
events, especially the indispensable official documents, are not available
and that, even with the documentation which is available, it is very
difficult for anvone to obtain the necessary perspective on the events of
one’s own mature life. But T must clearly not be a sensible or, at least, an
ordinur_\-' historian, for, having covered, in an earlier book, the whole of
human history in a mere 271 pages, I now use more than 1300 pages for
the events of a single lifetime. There is a connection here. It will be evident
to any attentive reader that I have devoted long years of study and much
original rescarch, even where adequate documentation is not available,
but it should be equally evident that whatever value this present work
has rests on its broad perspective. I have tried to remedy deficiencies of
evidence by perspective, not only by projecting the patterns of past
histor}r into the present and the future but also by trying to place the
events of the present in their total context by examining all the varied
aspects of these events, not merely the political and economic, as is so
fl'cquently done, but by my efforts to bring into the picture the military,
technologicnl, social, and intellectual clements as well.

The result of all this, I hope, 1s an interpretation of the present as well
as the immediate past and the near future, which is free from the accepted
clichés, slogans, and self-justifications which mar so much of “contem-
porary historv.” Much of niv adule life has been devored rto training
undergrmhmtés i1 techniques of historical analvsis which will help them to
trec their understanding of history from the accepted categories and
cognitive classifications of the societv in which we live, since these, how-
€Ver necessarv thev may be for our processes of thought and for the
concepts and svmbols needed for us to communicate about reality, never-
theless do often serve as barriers which shield us from recognition of the
underlying realities themselves. The present work 1s the result of such
4N attempt to look at the real situations which lie beneath the conceptual
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X PREFACE

and verbal symbols. I feel that it does provide, as a consequence of this
effort, a fresher, somewhat different, and (I hope) more satisfying ex-
planation of how we arrived at the situation in which we now find our-
selves.

More than twenty vears have gone into the writing of this work.
%lthough most of it is based on the usual accounts of these events, some
portions are based on fairly intensive personal research (including research
among manuscript materials). These portions include the following: the
nature and techniques of financial capitalism, the economic structure of
France under the Third Republic, the social history of the United States,
and the membership and activities of the English Establishment. On other
subjects, my reading has been as wide as | could make it, and [ have tried
consistently to view all subjects from as wide and as varied points of view
as | am capable. Although [ regard myself, for purposes of classification,
as a historian, 1 did a great deal of study in political science at Harvard,
have persisted in the private study of modern psychological theory for
more than thirtv vears, and have been a member of the American Anthro-
pological Association, the American Economic Association, and the Amer-
1can Association for the Advancement of Science, as well as the American
Historical Association for many vears.

Thus my chief ]UStlﬁC‘lthn for w riting a lengthy work on contem-
porary hlstor_\', despite the necessarily restricted nature of the documenta-
tion, must be based on my efforts to remedy this inevitable deficiency by
using historical perspective to permit me to project the tendencies of the
past into the present and cven the future and my ecfforts to give this
attempt a more solid basis by using all the evidence from a wide variety of
academic disciplines.

As a consequence of these efforts to use this broad, and perhaps com-
plex, method, this book is almost inexcusably lengthy. For this [ must
apologize, with the excuse that 1 did not have time to make it shorter and
that an admittedly tentative and interpretative work must necessarily be
longer than a more definite or more dogmatic presentation. To those who
find the length excessive, 1 can only say that I omitted chapters, which
were already written, on three topics: the agricultural history of Europe,
the domestic history of France and Italy, and the intellectual history of
the twenueth century in general. To do this I introduced enough on these
subjects into other chaptcrs

Although 1 project the interpretation into the near future on a number
of occasions, the historical narrative ceases in 1964, not because the date
of writing caught up with the march of historical events but because the
period 196:-1964 seems to me to mark the end of an era of historical
development and a period of pause before a quite different era with quite
different problems begins. This change is evident in a number of obvious
events, such as the fact that the leaders of all the major countries (except
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Red China and France) and of many lesser ones (such as Canada, India,
West Germany, the Vatican, Brazil, and Israel) were changed in this
period. Much more important is the fact that the Cold War, which cul-
minated in the Cuban crisis of October 1962, began to dwindle toward
its end during the next two Vvears, a process which was evident 1n a
number of events, such as the rapid replacement of the Cold War by
“Competitive Coexistence”; the disintegration of the two superblocs which
had faced each other during the Cold War; the rise of neutralism, both
within the superblocs and in the buffer fringe of third-bloc powers be-
tween them; the swamping of the United Nations General Assembly under
a flood of newlv independent, sometimes microscopic, pseudopowers; the
growing parallelism of the Soviet Union and the United States; and the
growing emphasis in all parts of the world on problems of living standards,
of social maladjustments, and of mental health, replacing the previous
emphasis on armaments, nuclear tensions, and heavy industrialization. At
such a period, when one era seems to be ending and a different, if yet
indistinct era appearing, it seemed to me as good a time as any to evaluate
the past and to seek some explanation of how we arrived where we are.

In any preface such as this, it is customary to conclude with acknowl-
edgment of personal obligations. My sense of these 1s so broad that I find
it invidious to single out some and to omit others. But four must be men-
tioned. Much of this book was typed, In her usual faultless way, by my
wife. This was done originally and in revised versions, in spite of the
constant distractions of her domestic obligations, of her own professional
Career in a different university, and of her own writing and publication.
For her cheerful assumption of this great burden, I am very grateful.

Similarly, I am grateful to the patience, enthusiasm, and amazingly
wide knowledge of my editor at The Macmillan Company, Peter V.
Ritner.

I wish to express my gratitude to the University Grants Committee
of Georgetown University, which twice provided funds for summer
research,

And, finally, T must say a word of thanks to my students over many
years who forced me to i{eep up with the rapidly changing customs and
outlook of our voung people and sometimes also compelled me to
fecogmize that my way of looking at the world is not necessarily the
only way, or even the best way, to look at it. Manyv of these students,
Past, present, and future, are included in the dedication of this book.

CARROLL QUIGLEY
Washington, D.C,
MGTC’J 8’ ]'965
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Cultural Evolution in Civilizations

HERE have alwavs been men who have asked, “Where are we
going:” But never, it would seem, have there been so many of
them. And surely never before have these myriads of questioners
asked their question in such dolorous tones or rephrased their question
In such despairing words: “Can man surviver” Even on a less cosmic
basis, questioners appear on all sides, seeking “meaning” or “identity,”
Or even, on the most narrowly egocentric basis, “trying to find myself.”

One of these persistent questions is tvpical of the twentieth century
rather than of earlier times: Can our wav of life surviver Is our civiliza-
tion doomed to vanish, as did that of the Incas, the Sumerians, and the
Romans? From Giovanni Battista Vico in the early eighteenth century
to Oswald Spengler in the earlv twentieth century and Arnold J. Toynbee
' our own day, men have been puzzling over the problem whether civili-
2atons have a life cycle and follow a similar pattern of change. From this
discussion has emerged a fairly general agreement that men live in sepa-
ratelv organized societies, each with its own distinct culture; that some
of these societies, having writing and city life, exist on a higher level of
Cul_ture than the rest, and should be called by the different term “civili-
Zations”; and that these civilizations tend to pass through a common pat-
tern of experience.

From these studies it would seem that civilizations pass through a
pr(?cess of evolution which can be analvzed briefly as follows: each civili-
zation 1s born in some inexplicable fashion and, after a slow start, enters
a period of V1gorous expansion, increasing its size and power, both in-
ternally and at the expense of its neighbors, until gradually a crisis of
organization appears. When this crisis has passed and the civilization has
been reorganized, it seems somewhat different. Its vigor and morale have
weakened. It becomes stabilized and eventually stagnant. After a Golden
Age of peace and prosperity, internal crises again arise. At this point
thFre appears, for the first fimc, a moral and phvsical weakness which
raises, also for the first time, questions about the civilization’s ability to
defend itself against external enemies. Racked by internal struggles of a
social and constitutional character, weakened by loss of faith in its older
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4 TRAGEDY AND HOPE

ideologies and by the challenge of newer ideas incompatible with 1ts past
nature, the civilization grows steadily weaker until it 1s submerged by
outside enemies, and eventually disappears.

When we come to apply this process, even in this rather vague form,
to our own civilization, VWestern Civilization, we can see that certain
modifications are needed. Like other civilizations, our civilization began
with a period of mixture of cultural elements from other societies, formed
these elements into a culture distinctly its own, began to expand with
growing rapidity as others had done, and passed from this period of
expansion into a period of crisis. But at that point the pattern changed.

In more than a dozen other civilizations the Age of Expansion was fol-
lowed by an Age of Crisis, and this, in turn, by a period of Universal
Empire in which a single political unit ruled the whole extent of the
civilization. Western Civilization, on the contrary, did not pass from the
Age of Crisis to the Age of Universal Empire, but instead was able to
reform itself and entered upon a new period of expansion. Moreover,
Western Civilization did this not once, but several times. It was tlis
ability to reform or reorgamize itself again and again which made West-
ern Civilization the dominant factor in the world at the beginning of the
twentieth century:.

As we look at the three ages forming the central portion of the lifz
cvcle of a civilization, we can see a common pattern. The Age of Ex-
pansion is generally marked by four kinds of expansion: (1) of popula-
tion, (2) of geographic area, (3) of production, and (4) of knowledge.
The expansion of production and the expansion of knowledge give rise
to the expansion of population, and the three of these together give rise to
the expansion of geographic extent. This geographic expansion is of some
importance because it gives the civilization a kind of nuclear structure
made up of an older core area (which had existed as part of the civiliza-
tion even before the period of expansion) and a newer peripheral area
(which became part of the civilization only in the period of expansion
and later). If we wish, we can make, as an additional refinement, a third,
semiperipheral area between the core area and the fully peripheral area.

These various areas are readily discernible in various civilizations of the
past, and have plaved a vital role in historic change in these civilizations.
In Mesopotamian Civilization (6000 B.c.—300 B.C.) the core area was the
Jower valley of Mesopotamia; the semiperipheral area was the middle and
upper valley, while the peripheral area included the highlands surround-
ing this valley, and more remote areas like Iran, Syria, and even Anatolia.
The core area of Cretan Civilization (3500 B.c.~1100 B.C.) was the island of
Crete, while the peripheral area included the Acgean islands and the
Balkan coasts. In Classical Civilization the core area was the shores of the
Aegean Sea; the semiperipheral area was the rest of the northern portion
of the eastern Mediterranean Sea, while the peripheral area covered the
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rest of the Mediterranean shores and ultimately Spain, North Africa, and
Gaul. In Canaanite Civilization (2200 B.Cc.~100 B.C.) the core area was
the Levant, while the peripheral area was in the western Mediterranean
at Tunis, western Sicily, and eastern Spain. The core area of Western
Civilization (A.D. 400 to some time in the future) has been the northern
half of Iraly, France, the extreme western part of Germany, and Eng-
land: the scmiperipheral area has been central, eastern, and southern
Europe and the Iberian peninsula, while the peripheral areas have included
North and South America, Australia, New Zealand, South Africa, and
some other areas.

This distinction of at least two geographic areas in each civilization is
of major importance, The process of expansion, which begins in the core
area, also begins to slow up in the core at a time when the peripheral area
1S stil expanding. In consequence, by the latter part of the Age of Ex-
Pansion, the peripheral areas of a civilization tend to become wealthier
and more powerful than the core area. Another way of saying this is
that the core passes from the Age of Expansion to the Age of Conflict
before the periphery does. Eventually, in most civilizations the rate of
€Xpansion begins to decline everywhere.

It is this decline in the rate of expansion of a civilization which marks
its passage from the Age of Expansion to the Age of Conflict. This latter
1S the most complex, most interesting, and most critical of all the periods
of the life cycle of a civilization. It is marked by four chief characteris-
tics: (a) it is a period of declining rate of expansion; (&) it is a period of
growing tensions and class conflicts; (¢) it is a period of increasingly fre-
quenr and increasingl}r violent imperialist wars; and (d) it 1s a period of
growing irrationality, pessimism, superstitions, and otherworldliness. All
these phenomena appear in the core area of a civilization before they
appear in more peripheral portions of the society.

The decreasing rate of expansion of the Age of Conflict gives rise to
the other characteristics of the age, In part at lcast. After the long years
of _the Age of Expansion, pcople’s minds and their social organizations are
adjusted to expansion, and it is a very difiicult thing to readjust these to
a decreasing rate of expansion. Social classes and political units within
the civilization try to compensate for the slowing of expansion through
normal growth b{r the use of violence against other social classes or against
other political units. From this come class struggles and imperialist wars.
"I:he outconies of these struggles within the civilization are not of wvital
sgnificance for the future of the civilization itself. What would be of
such significance would be the reorganization of the structure of the
civilization so that the process of normal growth would be resumed.
B‘ecause such 2 reorganization requires the removal of the causes of the
civilization’s decline, the triumph of one social class over another or
of one political unit over another, within the civilization, will not usually
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have any major influence on the causes of the decline, and will not (except
by accident) result in such a reorganization of structure as will give rise
to a new perniod of expansion. Indeed, the class struggles and imperialist
wars of the Age of Conflict will probably serve to increase the speed of
the civilization’s decline because they dissipate capital and divert wealth
and energies from producuve to nonproductive activities.

In most civilizations the long-drawn agony of the Age of Conflict
finally ends in a new period, the Age of the Universal Empire. As a result
of the impenalist wars of the Age of Conflict, the number of political
units in the civilization are reduced by conquest. Eventually one emerges
triumphant. When this occurs we have one political unit for the whole
civilization. Just at the core area passes from the Age of Expansion to the
Age of Conflict earlier than the peripheral areas, sometimes the core
area is conquered by a single state before the whole civilization 1s con-
quered by the Universal Empire. When this occurs the core empire is
generally a semiperipheral state, while the Universal Empire is generally
a peripheral state. Thus, Mesopotamia’s core was conquered by semi-
peripheral Babylonia about 1700 B.c., while the whole of Mesopotamian
civilization was conquered by more peripheral Assvria about 725 n.c.
(replaced by fully peripheral Persia about 525 8.c.). In Classical Civiliza-
tion the core area was conquered by semiperipheral Macedonia about
336 B.C., while the whole civilization was conquered by peripheral Rome
about 146 B.C. In other civilizations the Universal Empire has consistently
been a peripheral state even when there was no carlier conquest of the
core area by a semiperipheral state. In Mavan Civilization (1000 B.C.-
a.D. 1550) the core area was apparently in Yucatin and Guatemala, but
the Universal Empire of the Aztecs centered in the peripheral highlands
of central Mexico. In Andean Civilization (1500 B.C.—A.D. 1600) the core
areas were on the lower slopes and valleys of the central and north-
ern Andes, but the Universal Empire of the Incas centered in the highest
Andes, a peripheral area. The Canaanite Civilization (2200 B.c.~146 B.C.)
had its core area in the Levant, but its Universal Empire, the Punic Em-
pire, centered at Carthage in the western Mediterranean. If we turn to
the Far Fast we see no less than three civilizations. Of these the earliest,
Sinic Civilization, rose in the valley of the Yellow River after 2000 B.C.,
culminated in the Chin and Han empires after 200 B.c., and was largely
destroyed by Ural-Altaic invaders after A.p. 400. From this Sinic Civiliza-
tion, in the same way in which Classical Civilization emerged from Cretan
Civilization or Western Civilization emerged from Classical Civilization,
there emerged two other civilizations: (a) Chinese Civilization, which be-
gan about A.b. 4oo, culminated in the Manchu Empire after 1644, and was
disrupted by European invaders in the period 1790-1930, and () Japa-
nese Civilization, which began about the time of Christ, culminated 1n the
Tokugawa Empire after 1600, and may have been completely disrupted
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by invaders from \Western Civilization in the century following 1853.
In [ndia, as in China, two civilizations have followed one another. Al-
though we know relatively little about the earlier of the two, the later
(as in China) culminated in a Universal Empire ruled by an alien and
peripheral people. Indic Civilization, which began about 3500 B.C., Was
destroved by Arvan invaders about 1700 s.C. Hindu Civilization, which
emerged from Indic Civilization about 1700 B.c,, culminated in the
Mogul Empire and was destroyed by invaders from Western Civilization
In the period 1500~1900.

Turning to the extremely complicated area of the Near East, we can
see a similar pattern. I[slamic Civilization, which began about a.p. 500,
culminated in the Ottoman Empire in the period 1300-1600 and has been
in the process of being destroyed by invaders from Western Civilization
since about 175o0.

Expressed in this way, these patterns in the life cycles of various civi-
lizations may seem confused. But if we tabulate them, the pattern emerges
with some simplicity-.

From this table a most extraordinary fact emerges. Of approximately
twenty civilizations which have existed in all of human history, we have
listed sixteen. Of these sixteen, twelve, possibly fourteen, are already dead
or d}fing, their cultures destroyed by outsiders able to come in with suf-
ficient power to disrupt the civilization, destroy its established modes of
thought and action, and eventually wipe it out. Of these twelve dead or
d)"ing cultures, six have been destroyed by Europeans bearing the culture

‘ FinaL THEIR

CiviLizaTtion Its DATES UNIVERSAL EMPIRE INvasiONS DATES
Mesopotamian 6000 B.C.-300 B.C. 3::;; 1:“}7; §—333 B.C. Grecks 33§ B.C.—300 B.C.
Egyptian 5500 BL—~300B.C.  Egvptian Greeks 334 B.C.—300 B.C.
Cretan 3500 B.Cc—~1150B.C. Minoan-Mycenaean Dorian

| Grecks  1200B.c.~1000 B.C.

Indic | 3500 B.C.~1700 B.Cc. Harappa? Aryans 1800 B.C.—1600 B.C.
Canaanirte 2200 B.C.—~100B.C. Punic Romans 264 B.C.—146 B.C.
Su‘m': 2000 B.C.-A.D. 400 (IEIT:} Ural-Altaic A.p. 200-500
Hirtite 1800~1150 Hirtite Indo-

_ FEuropean 1200 B.c.—A.D. 1000
Classical 1150 B.C.-AD. 500 Roman Germanic  A.p. 350600
Andean 1500 B.C.—A.D. 1600 Inca Europeans 1534
Mfl}’ﬂn 1000 B.C.~A.D. 1§50 Aztec Eumpeans 1519
Hi{ldu 1800 B.C.—A.D. 1900 Mogul Europeans 1500-1900
Chinese 400-1930 Manchu Europeans 1790-1930
Japanese 850 B.C.—? Tokugawa Furopeans 1853~
Islamic §500~-2 Ortoman Europeans 1750—

Western 350> United States? future? ?

Orthodox 3502 Soviet future? ?
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of Western Civilization. When we consider the untold numbers of other
societies, stmpler than civilizations, which Western Civilization has de-
stroved or is now destroying, societies such as the Hottentots, the
Iroquois, the Tasmanians, the Navahos, the Caribs, and countless others,
the full frightening power of Western Civilization becomes obvious.

One cause, although by no means the chief cause, of the ability of
Western Civilization to destroy other cultures rests on the fact that it
has been expanding for a long time. This fact, in turn, rests on another
condition to which we have already alluded, the fact that Western Civili-
zation has passed through three periods of expansion, has entered into
an Age of Conflict three times, each time has had its core area conquerced
almost completely by a single political unit, but has failed to go on to
the Age of the Universal Empire because from the confusion of the
Age of Conflict there emerged each time a new organization of society
capable of expanding by its own organizational powers, with the result
that the four phenomena characteristic of the Age of Conflict (decreas-
Ing rate of expansion, class conflicts, imperiahist wars, irrationality) were
gradually replaced once again by the four kinds of expansion typical of
an Age of Expansion (demographic, geographic, production, knowl-
edge). From a narrowly technical point of view, this shift from an Agec
of Conflict to an Age of Expansion is marked by a resumption of the
investment of capital and the accumulation of capital on a large scale,
just as the earlier shift from the Age of Expansion to the Age of Con-
flict was marked by a decreasing rate of investment and eventually by
a decreasing rate of accumulation of capital.

Western Civilization began, as all civihzations do, 1n a period of cul-
tural mixture. In this particular case it was a mixture resulting from the
barbarian invasions which destroyed Classical Civilization in the period
350~700. By creating a new culture from the various clements offered
from the barbarian tribes, the Roman world, the Saracen world, and
above all the Jewish world (Christianity), Western Civilization became a
new societv.

This society became a civilization when it became organized, in the
period 700~970, so that there was accumulation of capital and the be-
ginnings of the investment of this capital in new methods of produc-
tion. These new methods are associated with a change from infantry
forces to mounted warriors in defense, from manpower (and thus slav-
ery) to animal power in encrev use, from the scratch plow and two-
field, fallow agricultural technology of Mediterranean Europe to the
cight-oxen, gang plow and three-field system of the Germanic peoples,
and from the centralized, state-centered political orientation of the
Roman world to the decentralized, private-power feudal network of the
medieval world. In the new svstem a small number of men, cquipped
and trained to fight, received dues and services from the overwhelming
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majority of men who were expected to till the soil. From this inequitable
but effective defensive system emerged an inequitable distribution of
political power and, in turn, an inequitable distribution of the social eco-
nomic income. This, In time, resulted in an accumulation of capirtal,
which, by giving rise to demand for luxury goods of remote origin,
began to shift the whole economic emphasis of the society from its ear-
lier organization in self-sufficient agrarian units (manors) to commer-
cial interchange, economic specialization, and, by the thirteenth century,
to an enurely new pattern of society with towns, a bourgeois class,
spreading literacy, growing freedom of alternative social choices, and
new, often disturbing, thoughts.

From all this came the first period of expansion of Western Civiliza-
tion, covering the years g7o-1270. At the end of this period, the or-
ganization of society was becoming a petrified collection of vested
Interests, investment was decreasing, and the rate of expansion was begin-
ning to fall. Accordingly, Western Civilization, for the first time, en-
tered upon the Age of Conflict. This period, the time of the Hundred
Years’ War, the Black Death, the great heresies, and severe class conflicts,
lasted from about 1270 to 1420. By the end of 1t, efforts were arising
f}‘Om England and Burgundy to conquer the core of Western Civiliza-
tion. But, just at that moment, a new Age of Expansion, using a new
orgamzation of society which circumvented the old vested interests of
the feudal-manorial system, began.

'This new Age of Expansion, frequently called the period of commer-
cial capitalism, lasted from about 1440 to about 1680. The real impetus
t0 economic cxpansion during the period came from efforts to obtamn
profits by the interchange of goods, especially semiluxury or luxury
goods, over long distances. In time, this system of commercial capitalism
became Petrified into a structure of vested interests in which profits were
sought by imposing restrictions on the production or interchange of
goods rather than by encouraging these activities. This new vested-
Interest structure, usu'all}r called mercantilism, became such a burden on
€conomic activities that the rate of expansion of economic life declined
and even gave rise to a period of economic decline in the decades imme-
diately following 16go. The class struggles and imperialist wars en-
gendered by this Age of Conflict are sometimes called the Second Hun-
dred Years’ War, The wars continued until 1815, and the class struggles
even later. As a result of the former, France by 1810 had conquered most
of the core of Western Civilization. But here, just as had occurred in 1420
when England had also conquered part of the core of the civilization to-
:Ward the latter portion of an Age of Conflict, the victory was made mean-
iIngless because a new period of expansion began. Just as commercial
Capitalism had circumvented the petrified 1nstitution of the feudal-
manorial system (chivalry) after 1440, so industrial capitalism circum-
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vented the petrified institution of commercial capitalism (mercantilism)
after 18:20. '

The new Age of Expansion which made Napoleon’s military-political
victory of 1810 impossible to maintain had begun in England long before.
It appeared as the Agricultural Revolution about 1725 and as the Indus-
trial Revolution about 1775, but it did not get started as a great burst
of expansion until after 1820. Once started, it moved forward with an
impetus such as the world had never seen before, and it looked as if
Western Civilization might cover the whole globe. The dates of this third
Age of Expansion might be fixed at 1770-1929, following upon the
second Age of Conflict of 16go-1815. The social organization which was
at the center of this new development might be called “industrial capital-
ism.” In the course of the last decade of the nineteenth century, it began
to become a structure of vested interests to which we might give the
name “monopolv capitalism.” As earlv, perhaps, as 18go, certain aspects
of a new Age of Conflict, the third in Western Civilization, began to
appear, especially in the core area, with a revival of imperialism, of
class struggle, of violent warfare, and of irrationalities.

By 1930 it was clear that Western Civilization was again in an Age of
Conflict; by 1942 a semiperipheral state, Germany, had conquered much
of the core of the civilization. That effort was defeated by calling into
the fray a peripheral state (the United States) and another, outside
civihzation (the Soviet societv). It is not vet clear whether Western
Civilization will continue aloné the path marked by so many carlier civi-
lizations, or whether it will be able to reorgamze itself sufficiently to
enter upon a new, fourth, Age of Expansion. If the former occurs, this
Age of Conflict will undoubtedly continue with the fourfold characteris-
tics of class struggle, war, irrationality, and declining progress. In this
case, we shall undoubtedly get a Universal Empire in which the United
States will rule most of Western Civilization. This will be followed, as
in other civilizations, by a period of decay and ultimately, as the civiliza-
tion grows weaker, by invasions and the total destruction of Western
culture. On the other hand, if Western Civilization is able to reorganize
itself and enters upon a fourth Age of Expansion, the ability of Western
Civilization to survive and go on to Increasing prosperity and power
will be bnght. Leaving aside this hypothetical future, it would appear
thus that VWestern Civilization, 1n approximately fifteen hundred years,
has passed through eight periods, thus:

1. Mixture, 350-700
2. Gestation, 700~970
3A. First Expansion, g70-1270
gA. First Conflict, 1270-1440
Core Empire: England, 1420
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3B. Second Expansion, 1440-1690
4B. Second Conflict, 16go-1813
Core Empire: France, 1810
3C. Third Expansion, 1770-1929
4C. Third Conflict, 1893-
Core Empire: Germany, 1942

The two possibilitics which lic in the future can be listed as follows:

RrorGcaNizaTioN CoxTINUATION OF THE PROCESS
3D. Fourth Expansion, 1944- 5. Universal Empire (the United
States)
6. Decay

7. Invasion (end of the civilization)

From the list of civilizations previously given, it becomes somewhat
casier to see how \Western Civilization was able to destroy (or is still
destroying) the cultures of six other civilizations. In each of these six
cases the victim civilization had alreadv passed the period of Universal
Ep'xpire and was dcep in the Age of Decay. In such a situation Western
Civilization plaved a role as invader similar to that plaved by the Ger-
n:lanic tribes in Classical Civilization, by the Dorians in Cretan Civiliza-
tion, by the Greeks in Mesopotamian or kEgyptian Civilization, by the
Romans in Canaanite Civilization, or by the Avrans in Indic Civilization.
The Westerners who burst in upon the Aztecs in 1519, on the Incas in
15 34, on the NMogul Empire in the eighteenth century, on the Manchu
Empire after 1790, on the Ottoman Empire after 1774, and on the
T‘?l‘cugawa Empire after 1853 were performing the same role as the
Visigoths and the other barbarian tribes to the Roman Empire after 377.
In each case, the results of the collision of two civilizations, one in the
Age of Expansion and the other in the Age of Decay, was a foregone
conclusion. Expansion would destrov Decay.
| In the course of its various expa-nsions Western Civilization has col-
lided with only one civilization which was not already 1n the stage of
decay. This exception was its half-brother, so to speak, the civilization
NOW' represented by the Soviet Empire. It is not clear what stage this
“Orthodox” Civilization is in, but it clearly 1s not in its stage of decay.
lt would appear that Orthodox Civilization began as a period of mixture
(§00-1300) and is now in its second period of expansion. The first period
of expansion, covering 1500-1goo, had just begun to change into an
Age of Conflict (1900—-1920) when the vested interests of the society
were wiped away by the defeat at the hands of Germany in 1917 and
replaced by a new organization of societvy which gave rise to a second
Age of Expansion (since 1921). During much of the last four hundred
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years culminating in the twentieth century, the fringes of Asia have been
occupied by a semicircle of old dying civilizations (Islamic, Hindu,
Chinese, Japanese). These have been under pressure from Western Civili-
zation coming in from the oceans and from Orthodox Civilization pushing
outward from the heart of the Eurasian land mass. The Ocecanic pres-
sure began with Vasco da Gama in India in 1498, culminated aboard the
battleship Alissouri in Tokyo Bay in 1945, and still continued with the
Anglo-French attack on Suez in 1956. The Russian pressure from the
continental heartland was applied to the inner frontiers of China, Iran,
and Turkey from the seventeenth century to the present. Much of the
world’s history in the twentieth century has arisen from the interactions
of these three factors (the continental heartland of Russian power, the
shattered cultures of the Buffer Fringe of Asia, and the oceanic powers
of Western Civilization).

Cultural Diftusion
iIn Western Civilization

We have said that the culture of a civilization is created in its core
area originally and moves outward into peripheral areas which thus be-
come part of the civilization. This movement of cultural clements is
called “diffusion” by students of the subject. It is noteworthy that mate-
rial elements of a culture, such as tools, weapons, vehicles, and such, dif-
fuse more readily and thus more rapidly than do the nonmaterial elements
such as 1deas, art forms, religious outlook, or patterns of social behavior.
For this reason the peripheral portions of a civilization (such as Assyria
in Mesopotamian Civilization, Rome or Spain in Classical Civilization, and
the United States or Australia in Western Civilization) tend to have
a somewhat cruder and more material culture than the core area of the
same civilization.

Material elements of a culture also diffuse beyond the boundaries of a
civilization into other societies, and do so much more readily than the
nonmaterial elements of the culture. For this recason the nonmaterial and
spiritual elements of a culture are what give 1t 1ts disunctive character
rather than its tools and weapons which can be so easilly exported to
entirely different societies. Thus, the distinctive character of Western
Civilization rests on its Christian heritage, 1ts scientific outlook, its
humanitarian elements, and its distinctive point of view 1n reguard to the
rights of the individual and respect for women rather than in such mate-

rial things as firearms, tractors, plumbing fixtures, or skyscrapers, all
of which are exportable commodities.
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The export of material elements in a culture, across its peripheral areas
and bevond, to the peoples of totally different socicties has strange re-
sults. As elements of material culture move from core to periphery inside
a civilization, thev tend, in the long run, to strengthen the periphery at
the expense of the core because the core is more hampered in the use
of material innovations by the strength of past vested interests and he-
cause thc core devotes a much greater part of its wealth and energy to
nonmaterial culture. Thus, such aspects of the Industrial Revolution as
automobiles and radios are European rather than American inventions,
but have been developed and utilized to a far greater extent in America
because this area was not hampered in their use by surviving elements
of feudalism, of church domination, of rigid class distinctions (for ex-
ample, in education), or bv widespread attention to music, poetry, art,
or religion such as we find in Europe. A similar contrast can be seen in
Classical Civilization between Greek and Roman or in Mesopotamian Civi-
lization between Sumerian and Assyrian or in Mayan Civilization be-
Tween Mavan and Aztec.

The diffusion of culture clements bevond the boundaries of one so-
ciety into the culture of another soclety presents quite a different case.
The boundaries between societies present relauvely little hindrance
to the diffusion of material elements, and relatively greater hindrance
to the diffusion of nonmaterial clements. Indeed, it is this fact which
determines the boundary of the society, for, if the nonmaterial elements
also diffused, the new area into which they flowed would be a peripheral
Portion of the old society rather than a part of a quite different soclety.

The diffusion of material elements from one society to another has
4 Complex effect on the importing society. In the short run it is usuall}r
benefited by the importation, but in the long run it is frequently dis-
organized and weakened. When white men first came to North America,
Material clements from Western Civilization spread rapidly among the
different Indian tribes. The Plains Indians, for example, were weak and
impoverished before 1543, but in that year the horse began to diffuse
northward from the Spaniards in Mexico. Within a century the Plains
Indians were raised to a much higher standard of living (because of
ability to hunt buffalo from horseback) and were immensely strength-
ened in their ability to resist Americans coming westward across the
continent, In the meantime, the trans-Appalachian Indians who had been
Very powerful in the sixteenth and carly seventeenth centuries began to
receive firearms, steel traps, measles, and eventually whiskey from the
French and later the English by way of the St. Lawrence. These greatly
weakened the woods Indians of the trans-Appalachian area and ultimately
Weakened the Plains Indians of the trans-Mlississippi area, because measles
and whiskev were devastating and demoralizing and because the use of
traps and g{ms by certain tribes made them dependent on whites for sup-
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plies at the same time that they allowed them to put great physical pres-
sure on the more remote tribes which had not yet received guns or traps.
Any united front of reds against whites was impossible, and the Indians
were disrupted, demoralized, and destroyed. In general, importation of
an element of material culture from one society to another is helpful
to the importing society in the long run only if it is (@) productive,
(b) can be made within the society itself, and (¢) can be fitted into
the nonmaterial culture of the importing society without demoralizing
it. The destructive impact of Western Civilization upon so many other
societies rests on its ability to demoralize their ideological and spiritual
culture as much as its ability to destroy them in a material sense with
firearms.

When one society is destroyed by the impact of another society,
the people are left in a debris of cultural elements derived from their own
shattered culture as well as from the invading culture. These elements
generally provide the instruments for fulfilling the material needs of
these people, but they cannot be organized into a functioning society be-
cause of the lack of an ideology and spiritual cohesive. Such people
either perish or are incorporated as individuals and small groups into
some other culture, whose ideology they adopt for themselves and, above
all, for their children. In some cases, however, the people left with the
debris of a shattered culture are able to reintegrate the cultural elements
Into a new soclety and a new culture. They are able to do this because
they obtain a new nonmaterial culture and thus a new idology and
morale which serve as a cohesive for the scattered elements of past
culture they have at hand. Such a new ideology may be imported or
may be indigenous, but in either case it becomes sufficiently integrated
with the necessary elements of material culture to form a functioning
whole and thus a new society. It is by some such process as this that all
new societies, and thus all new civilizations, have been born. In this
way, Classical Civilization was born from the wreckage of Cretan Civi-
lization in the period 1150 B.C.—900 B.C., and Western Civilization was born
from the wreckage of Classical Civilization in the period A.D. 350—700.
It 1s possible that new civilizations may be born in the debris from the
civilizations wrecked by Western Civilization on the fringes of Asia. In
this wreckage 1s debris from Islamic, Hindu, Chinese, and Japanese
civilizations. It would appear at the present time that new civilizations
may be in the throes of birth in Japan, possibly in China, less likely
in India, and dubiously in Turkey or Indonesia. The birth of a powerful
civilization at any or several of these points would be of primary sig-
nificance 1n world history, since it would serve as a counterbalance to the
expansion of Soviet Civilization on the land mass of Eurasia.

Turning from a hypothetical future to a historical past, we can trace
the diffusion of cultural elements within Western Civilization from its
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core area across peripheral areas and outward to other societies. Some_ of
these elements are sufficiently important to command a more detailed
€xamination. |

Among the elements of the Western tradition which ha.ve diffused
only very slowly or not at all are a closely related nexus of '1dea's at the
basis of Western ideology. These include Christianity, the sclentl.ﬁc out-
look, humanitarianism, and the idea of the unique value and rights of
the individual. But from this nexus of ideas have sprung a number of
elements of material culture of which the most noteworthy are asso-
clated with technology. These have diffused readily, even to otl'.\er
societies. This ability of Western technology to emigrate and.the.m-
ability of the scientific outlook, with which such technology 1s fau:ly
closely associated, to do so have created an anomalous situation: societies
such as Sovier Russia which have, because of lack of the tradition of
scientific method, shown little inventiveness in technologv are neverthe-
less able to threaten Western Civilization by the use, on a gigantic scale,
" of a technology almost entirely imported from Western Civilization. A
similar situation may well develop in any new civilizations which come
INtO existence on the fringes of Asia.

The most Important parts of Western technology can be listed under
four headings:

. Abilit_\-" to kill: development of weapons

. Ability to preserve life: devclopment of sanitation and medical
SCrvices

3. Ability to produce both food and industrial goods

4. Improvements in transportation and communications

We have already spoken of the diffusion of Western firearms. The
mmpact which these have had on peripheral arcas and other societics, from
Cortez’s invasion of Mexico in 1519 to the use of the first atom bomb
on Japan in 1945, 1s obvious. l.ess obvious, but in the long run of much
greater significance, is the ability of Western Civilization to conquer
disease and to postpone death by sanitation and medical advances. These
advances began in the core of Western Civilization before 1500 but have
exercised their full impact only since about 1750 with the advent of
vaccination, the conquest of piﬂguc, and the stecady advance in saving
lives through the discovery of antiscpsis in the nineteenth century and of
the antibiotics in the twentieth century. These discoveries and techniques
have diffused outward from the core of Western Civilization and have
resulted in a fall in the death rate in western Europe and America almost
immediately, in southern Europe and castern Europe somewhat later, and
in Asia only in the period since 1g9oo. The world-shaking significance of
this diffusion will be discussed in a moment.
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~ Western Civilization’s conquest of the techniques of production are
so outstanding that thev have been honored by the terin “revolution”
in all history books concerned with the subject. The conquest of the
problcm of producing food, known as the Agricultural Revolution,
began in England as long ago as the early eightcenth century, say about
1725. The conquest of the problem of producing manufactured goods,
known as the Industrial Revolution, also began in England, about fifty
years after the Agricultural Revolution, say about 1775. The relationship
of these two ‘“revolutions” to each other and to the “revolution” 1n
sanitation and public health and the differing rates at which these three
“revolutions™ diffused is of the greatest importance for understanding
both the history of Western Civilizanion and its impact on other so-
cleties.

Agricultural activities, which provide the chief food supply of all
civilizations, drain the nutritive elements from the soil. Unless these
elements are replaced, the productivity of the soil will be reduced to a
dangerously low level. In the medieval and early modern period of
European history, these nutritive elements, especially nitrogen, were
replaced through the action of the weather by leaving the land fallow
either one year in three or even cvery second year. This had the effect
of reducing the arable land by half or one-third. 'The Agricultural Revo-
lution was an immense step forward, since it replaced the vear of fallow-
ing with a leguminous crop whose roots increased the supply of nitrogen
in the soil by capturing this gas from the air and fixing it in the soil
in a form usable bv plant life. Since the legumunous crop which re-
placed the fallow year of the older agricultural cycle was generally
a crop like alfalfa, clover, or sainfoin which provided feed for cartle,
this Agricultural Revolution not only increased the nitrogen content of
the soil for subsequent crops of grain but also increased the number
and quality of farm animals, thus m(_rmsmg the supply of meat and
animal products for food, and also increasing the fertility of the soil
by increasing the supply of animal manure for fertilizers. The net resule
of the whole Agncultural Revolution was an increase in both the
quantity and the quality of food. Fewer men were able to produce so
much more food that many men were released from the burden of pro-
ducing it and could devote their attention to other activities, such as
government, cducation, science, or business. It has been said that in
1700 the agncultural labor of twenty persons was required in order to
produce enough food for twenty-onc persons, while in some areas, by
1900, three persons could produce enough food for twenty-one persons,
thus rcleasing scventeen persons for nonagricultural activities.

This Agricultural Revolution which began in England before 17:5
reached France after 1800, bur did not reach Germany or northern [taly
untl after 1830. As late as tgoo 1t had hardly spread at all into Spain,
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southern Italv and Sicily, the Balkans, or eastern Europe generally. In
Germanv, about 1840, this Agricultural Revolution was given a new boost
forward bv the introduction of the use of chemical fertilizers, and re-
ceived another boost in the United States after 1880 by the introduction
of farm machinery which reduced the need for human labor. These same
two areas, with contributions from some other countries, gave another
considerable boost to agricultural output after 1goo by the introduction
of new seeds and better crops through seed selection and hvbridization.

These great agricultural advances after 1725 made possible the ad-
vances in industrial production after 1775 by providing the food and
thus the labor for the growth of the factory system and the rise of in-
dustrial cities. Improvements in sanitation and medical services after 1775
contributed to the same end by reducing the death rate and by making it
possible for large numbers of persons to live in cities without the danger
of epidemics.

The “Transportatinn Revolution” also contributed its share to making
the modern world. This contribution began, slowly enough, about 1750,
with the construction of canals and the building of turnpikes by the new
methods of road construction devised by John L. McAdam (“macadam-
1zed” roads). Coal came by canal and food by the new roads to the new
industrial cities after 1800. After 1825 both were greatly improved by the
growth of a network of railroads, while communications were speeded by
the use of the telegraph (after 1837) and the cable (after 1850). This
“conquest of distance” was unbelievably accelerated in the twentieth
century by the use of internal-combustion engines In automobiles, air-
craft, and ships and bv the advent of telephones and radio communica-
tions. The chief result of this tremendous spceding up of communica-
tions and transportation was that all parts of the world were brought
closer together, and the Impact of European culture on the non-furopean
world was greatlv intensified. This impact was made even more over-
Whelming by the fact that the Transportation Revolution spread outward
from Europe extremely rapidly, diffusing almost as rapidly as the spread
of European weapons, somewhat more rapidly than the spread of Euro-
pean sanitation and medical services, and much more rapidlv than the
spread of European industrialism, Furopean agricultural techniques, or
Furopean ideology. As we shall see in a moment, many of the problems
which the world faced at the middle of the twentieth century were rooted
in the fact that these different aspects of the European way of life spread
outward into the non-European world at such different speeds that the
non—Europenn world obtained them in an entirely different order from that
in which Europe had obtained them.

One example of this difference can be seen in the fact that in Europe
the Industrial Revolution generally took place before the Transportation
Revolution, but in the non-European world chis sequence was reversed.
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This means that Europe was able to produce its own tron, steel, and cop-
per to build its own railroads and telegraph wires, but the non-European
world could construct these things only by obtaining the necessary 1n-
dustrial materials from Europe and thus becoming the debtor of Europe.
The speed with which the Transportation Revolution spread out from
Europe can be seen in the fact that in Europe the railroad began betore
1830, the telegraph before 1840, the automobile about 1890, and the
wireless about 190o. The transcontinental railroad in the United States
opened in 1869; by 19oo the Trans-Siberian Railway and the Cape-to-Cairo
railroad were under full construction, and the Berlin-to-Baghdad enter-
prise was just beginning. By that same date—igoo—India, the Balkans,
China, and Japan were being covered with a network of railroads, al-
though none of these areas, at that date, was sufficiently developed in an
industrial sense to provide itself with the steel or copper to construct or
to maintain such a network. Later stages in the Transportation Revolu-
tion, such as automobiles or radios, spread even more rapidly and were
being used to cross the deserts of the Sahara or of Arabia within a gen-
eration of their advent in Europe.

Another important example of this situation can be seen in the fact that
in Europe the Agricultural Revolution began before the Industrial Revo-
lution. Because of this, Europe was able to increase its output of food
and thus the supply of labor necessary for industrialization. But in the
non-European world (except North America) the effort to industrialize
generally began before there had beecn any notable success in obtaining
a more productive agricultural system. As a result, the increased supply
of food (and thus of labor) needed for the growth of industrial cities in
the non-European world has generally been obtained, not from increased
output of food so much as from a reduction of the pcasants’ share of the
food produced. In the Soviet Union, especially, the high speed of indus-
trialization 1n the period 1926~1940 was achieved by a merciless oppres-
sion of the rural community in which millions of peasants lost their lives.
The effort to copy this Soviet method in Communist China in the 1950’s
brought that area to the verge of disaster.

The most important example of such differential diffusion rates of two
European developments appears in the difference between the spread
of the food-producing revolution and the spread of the revolution in
sanitation and medical services. This difference became of such world-
shaking consequences by the middle of the twentieth century that we
must spend considerable time examining i,

In Europe the Agricultural Revolution which served to increase the
supply of food began at least fifty years before the beginnings of the
revolution 1n sanitation and medical services which decreased the num-
ber of deaths and thus increased the number of the population. The two
dates for these two beginnings might be put roughly at 1725 and 1775.
As a result of this difference, Europe generally had sufficient food to
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feed its increased population. When the population reached a point where
kurope itself could no longer feed its own people (say about 1850),
the outlying areas of the European and non-European worlds were so
cager to be industrialized (or to obtain railroads) that Europe was able
to obtain non-European food in exchange for European industrial prod-
ucts. This scquence of events was a very happv combination for Europe.
But the scquence of events in the non-European world was quite different
and much less happv. Not only did the non-European world get in-
dustrialization before it got the revolution in food production; 1t also
got the revolution in sanitation and medical services before it got a suf-
ficient increase in food to take care of the resulting increase in popula-
tion. As a result, the demographic explosion which began in northwest-
ern kurope carly in the nineteenth centuryv spread outward to eastern
Europe and to Asia with increasingly unhappy consequences as it spl:ead.
The result was to create the greatest social problem of the twentieth-
century world.

Most stable and primitive societies, such as the American Indians before
1492 or medicval Europe, have no great population problem because the
birthrate is balanced by the death rate. In such societies both of these
arc high, the population' is stable, and the major portion of that population
1S voung (below eighteen vears of age). This kind of society (frequently
called Population Type A) is what existed in Europe in the medieval pe-
riod (say about 1300) or even in part of the carly modern period (say
about 1700). As a result of the increased supply of food in Lurope after
1725, and of men’s increased ability to save lives because of advances in
sanitation and medicine after 1775,*the death rate began to fall, the birth-
rate remained high, the population began to increase, and the number of
older persons in the society increased. This gave rise to what we have
called the demographic explosion (or Population Type B). As a result
of 1t, the population of Europe (beginning in western Europe) increased
in the nineteenth century, and the major portion of that population was
In the prime of life (agés cighteen to forty-five), the arms-bearing years
for men and the childbearing yvears for women,

At this point the dm11ograpl:1ic cycle of an expanding population gOes
into a third stage (Population T\-'pe' C) in which the birthrate also begins
to fall, The reasons for this fall in the birthrate have never been explained
In a satisfactory way, but, as a consequence of it, there appears a new
demographic condition marked by a falling birthrate, a low death rate,
and a stabilizing and aging popul:{tion whose major part is in the mature
vears from thirty to sixty. As the population gets older because of the
decrease in births and the increase in expectation of life, a larger and
larger part of the population has passed the vears of bearing children
or bearing arms. This causes the birthrate to decline even more rapidly,
and eventually gives a population so old that the death rate begins to rise
again because of the great increasc in deaths from old agc or from the
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casualties of inevitable semlity. Accordingly, the society passes into a
fourth stage of the demographic cycle (Population Type D). This stage
is marked bv a declining birthrate, a rising death rate, a decreasing popu-
lation, and a population in which the major part is over fifty years of age.

It must be confessed that the nature of the fourth stage of this demo-
graphic cycle is based on theoretical considerations rather than on em-
pirical observation, because even western Europe, where the cycle 1S
most advanced, has not vet reached this fourth stage. However, it seems
quite likelv that it will pass into such a stage by the year zo00, and
alreadv the increasing number of older persons has given rise to ncw
problems and to a new science called gernatrics both in western Europe
and 1n the eastern United States.

As we have said, Europe has alrcady experienced the first threc stages
of this demographic cycle as a result of the Agricultural Revolution after
1725 and the Sanitation-Medical Revolution after 1775, As these two
revolutions have diffused outward from western Europe to more periph-
eral areas of the world (the lifesaving revolution passing the food-produc-
ing revolution in the process), these more remote areas have entered, one
by one, upon the demographic cycle. This means that the demographic
explosion (Population Type B) has moved outward from western Eu-
rope to Central Europe to eastern Europe and finally to Asia and Africa.
By the middle of the rwenticth century, India was fully in the grasp of the
demographic explosion, with its population shooting upward at a rate of
about 5 million a vear, whilc Japan’s population rose from 55 mllion In
1920 to 94 mullion in 1960. A fine examplc of the working of this process
can be scen in Ceylon where in 19:0 the birthrate was 4o per thousand
and the death rate was 32 per thousand, but in 1950 the birthrate was still
at 4o while the death ratc had fallen to 12. Before we examine the Impact
of this development on world history in the twentieth century let us look
at two brief tables which will clarify this process.

The demographic cycle may be divided into four stages which we have
designated bv the first four letters of the alphabet. These four stages can
be distinguished in respect to four traits: the birthrate, the death rate, the
number of the population, and its age distribution. The nature of the four
stages In these four respects can be seen in the following table:

THE DEMoGrRAPHIC CYCLE

STAGE A B C D
Birthrate High High Falling Low
Death rate High Falling Low Rising
Numbers Stable Rising Stable Falling
Age Distribution Many young  Many in prime Many middle-  Many old

(below 18) (18-45) aged (over3o)  (over 50)
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The consequences of this demographic cvcle (and thg resulting demo-
graphic explosion) as it diffuses outward from western Europe_to more
peripheral arcas of the world may be gathered fron“} the following table
which sets out the chronologv of this movement in the four areas of
western Europe, central Europe, castern Europe, and Asia;

Dirrusion oF THE DEMOGRAPHIC CYCLE

AREAS
WESTERN CENTRAL EASTERN
Dates EUROPE v UROPL EUROPE. | ASIA
1700 A A A A
1800 B A A
1850 B ~-_-_ B A A
1900 C B~~~ _ B A
1950 C C B~ T~ - _ _B
2000 D D C B

In this table the line of greatest population pressure (the dcmograghic
explosion of Tvpe B population) has been marked by a dotted line.
This shows that there has been a sequence, at intervals of about fifty

years, of four successive -population pressures which might be designated
with the tollowing names:

Anglo-French pressure, about 1850
(Germanic-Italian pressure, about 19oo
Slavic pressure, about igs50

Asiatic pressure, about 2000

This diffusion of pressure outward from the western European core of
Western Civilization can contribute a great deal toward a richer under-
standing of the period 1850-2000. It helps to explain the Anglo-French
rivalry about 1850, the Anglo-French alliance based on fear of Germany
after 19oo, the free-world alliance based on fear of Soviet Russia after
1950, and the danger to both Western Civilization and Soviet Civiliza-
tion from Asiatic pressure by 2000.

These examples show how our understanding of the problems of the
twentieth century world can be illuminated by a study of the various
developments of western Europe and of the varying rates by which
they diffused outward to the more peripheral portions of Western
Civilization and ultimately to the.non-Western world. In a rough
fashion we might list these developments in the order in which they
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appeared 1N western Eur()pe as well as the order in which they appcarcd
in the more remote non-Western world:

DEVELOPMENTS IN VWESTERN EUROPE DEVELOPMENTS IN ASIA

1. Western ideologv 1. Revolution in weapons

2. Revolution in weapons (espe- 2. Revolution in transport and
cially firearms) COMMuUNICations

3. Agricultural Revolution 3. Revolution in sanitation and

4. Industrial Revolution medicine

5. Revolution in sanitation and 4. Industrial Revolution
medicine 5. Demographic explosion

6. Demographic explosion 6. Agricultural Revolution

7. Revolution in transportation and 7. And last (if at all), Western
communications ideology.

Naturally, these two lists are only a rough approximation to the
truth. In the European list it should be quite clear that each develop-
ment is listed in the order of its first beginning and that each of these
traits has been a continuing process of development since. In the Asiatic
list 1t should be clear that the order of arrival of the different traits is
quite different in different arcas and that the order given on this list
ts merely one which seems to apply to several important areas. Naturally,
the problems arising from the advent of these traits in Asiatic arcas
depend on the order in which the traits arrive, and thus are quite
different in areas where this order of arrival 1s different. The chief
difference arises from a reversal of order between items 3 and 4.

The fact that Asia obtained these traits in a different order from that
of Europe is of the greatest significance. We shall devote much of the
rest of this book to examining this subject. At this point we mught
point out two aspects of it. In 1830 democracy was growing rapidly
in Europe and in America. At that time the development of weapons
had reached a point where governments could not get weapons which
were much more effective than those which private individuals could
get. Moreover, private individuals could obtain good weapons because
they had a high enough standard of living to afford it (as a result of the
Agricultural Revolution) and such weapons were cheap (as a result of
the Industrial Revolution). Bv 1930 (and even more by 1950) the
development of weapons had advanced to the point where governments
could obtain more effective weapons (dive-bombers, armorcd  cars,
flamethrowers, poisonous gases, and such) than private individuals.
Moreover, in Asia, these better weapons arrived before standards of
iving could be raised by the Agricultural Revolution or costs of
weapons reduced sufhciently by the Industrial Revolution. Moreover,
standards of living were held down in Asma because the Sanitation-
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Medical Revolution and the demographic explosion arrived before the
Agricultural Revolution. As a result, governments in Europe in 1830
hardly dared to oppress the pecople, and democracy was growing; but
In the non-European world by 1930 (and even more by 1950) govern-
ments did dare to, and could, oppress their peoples. who could do
little to prevent 1t. \When we add to this picture the fact that the
ideolog}r of Western lLurope had strong democratic elements derived
from its Christian and scientific traditions, while Asiatic countries had
authoritarian traditions in pohtical life, we can sec that democracy had
a hopeful future in kurope in 1830 but a very dubious future in Asia
In 195o0.

From another point of view we can see that in kurope the sequence
of Agricultural-Industrial-Transportation revolutions made it possible
for Europe to have rising standards of living and little rural oppression,
since the Agricultural Revolution provided the food and thus the labor
for industrialism and for transport facilities. But in Asia, where the
stquence of these three revolutions was different (generally: Transporta-
tion-Industrial-Agricultural), labor could be obtained from the Sanitary-
Medical Revolution, but food for this labor could be obtained only by
oppressing the rural population and preventing any real Improvements
In standards of ltving. Some countries tried to avoid this by borrowing
capital for railroads and steel mills from European countries rather
than by raising capital from the savings of their own people, but this
meant that these countries became the debtors (and thus to some extent
the subordinates) of Eumpe. Asiatic nationalism usually came to resent
this debtor role and to prefer the role of rural oppression of its own
people by its own government. The most striking example of this pref-
crence for rural oppression over foreign indebtedness was made in the
Soviet Union in 1028 with the opening of the Five-Year plans. Some-
what similar but less drastic choices were made even earlier in Japan
and much later in China. But we must never forget that these and other
difficult choices had to be made by Asiatics because they obtained the

diffused traits of Western Civilization in an order different from that
In which Eumpe obtained them.
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Europe’s Shift
to the Twentieth Century

While Europe’s traits were diffusing outward to the non-Europecan
world, Europe was also undergoing profound changes and facing difficule
choices at home. These choices were associated with drastic changes, 1n
some cases we might say reversals, of Europe’s point of view. These
changes may be examined under eight headings. The nineteenth century
was marked by (1) belief in the innate goodness of man; (2) secular-
ism; (3) belief in progress; (4) liberalism; (5) capitalism; (6) faith 1n
science; (7) democracy; (8) nationalism. In general, these eight factors
went along together in the nineteenth century. They were generally re-
garded as being compatible with one another; the friends of one were
generally the friends of the others; and the enemies of one were gen-
erally the enemies of the rest. Metternich and De Maistre were generally
opposed to all eight; Thomas Jefferson and John Stuart Mil were
generally in favor of all eight.

The belief in the innate goodness of man had its roots in the eight-
eenth centurv when it appeared to many that man was born good and
free but was evervwhere distorted, corrupted, and enslaved by bad
institutions and conventions. As Rousseau said, “Man is born free yet
everywhere he is in chains.” Thus arose the belief in the “noble savage,”
the romantc nostalgia for nature and for the simple nobility and honesty
of the inhabitants of a faraway land. If only man could be freed, they
felt, freed from the corruption of society and its artificial conventions,
freed from the burden of property, of the state, of the clergy, and of
the rules of matrimony, then man, it scemed clear, could rise to heights
undreamed of before—could, indeed, become a kind of superman, prac-
tically a god. It was this spirit which set loose the French Revolution.
It was this spint which prompted the outburst of self-reliance and
opumisin so characteristic of the whole period from 1770 to 1914.

Obviously, if man is innately good and needs but to be freed from
social restrictions, he is capable of tremendous achievements in this
world of time, and does not need to postpone his hopes of personal
salvation mto cternity. Obviously, if man is a godlike creature whose
ungodlike actions are duc only to the frustrations of social conventions,
there 15 no need to worry about service to God or devotion to any
otherworldly end. Man can accomplish most by service to himself and
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devotion to the goals of this world. Thus came the triumph of secular-
1S

Closely related to these nineteenth century beliefs that human nature
1s good, that society is bad, and that optimism and secularism were
reasonable attitudes were certain theories about the nature of evil.

To the nineteenth century mind evil, or sin, was a negative concep-
tion. [t merely indicated a lack or, at most, a distortion of good. Any
idea of sin or evil as a malignant positive force opposed to good, and
capable of existing by its own nature, was completely lacking in the
typical nineteenth-century mind. To such a mind the only cvil was
frustration and the onlv sin, repression.

Just as the negative idea of the naturc of evil lowed from the belief
that human nature was good, so the idea of liberalism flowed from the
belief that socierv was bad. For, if society was bad, the state, which
was the organize'd COercive power of society, was doubly bad, and it
man was good, he should be freed, above all, from the cocrcive power
of the state. Liberalism was the crop which emerged from this soil. In
its broadest aspect liberalism believed that men should be freed from
COCICIVE POWECT as completely as possible. In its narrowest aspect liberal-
iIsm believed that the economic activities of man should be freed com-
pletely from “state interference.” This latter belief, summed up in the
battle-cry “No government in business,” was commonly called “laissez-
faire.” Liberalism, which included laissez-faire, was a wider term be-
cause 1t would have freed men from the coercive power of any church,
army, or other institution, and would have left to society little power
beyond that required to prevent the strong from physically oppressing
the weak.

From either aspect liberalism was based on an alinost universally ac-
f:epted nincteenth-centur}f superstition known as the “community of
Interests.” This strange, and unecxamined, belief held that there really
existed, in the long run, a community of interests between the members
of a society. It maintained that, in the long run, what was good for one
member of Soclety Wwas good for all and that what was bad for one was
bad for all. But it went much further than this. The theory of the
“comimunity of interests” believed that there did exist a possible social
pattern 1n which each member of socicty would be secure, free, and
prosperous, and that this pattern could be achieved by a process of
adjustment so that cach person could fall into that place in the pattern
to which his innate abilities entitled him. This implied two corollaries
which the nineteenth century was prepared to accept: (1) that human
abilities are innate and can onlv be distorted or suppressed by social
discipline and (2) that each individual is the best judge of his own self-
interest. Al these together form the doctrine of the “community of
interests,” a doctrine which maintained that if cach individual does
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what seems best for himself the result, in the long run, will be best for
societv as a whole.

Closely related to the idea of the “community of interests” werce
two other beliefs of the nineteenth century: the belief in progress and
in democracy. The average man of 1880 was convinced that he was the
culmination of a long process of inevitable progress which had been
going on for untold millennia and which would continue indefinitely
into the future. This belief in progress was so fixed that it tended to
regard progress as both inevitable and automatic. Out of the struggles
and conflicts of the universe better things were constantly emerging,
and the wishes or plans of the objects themselves had little to do with
the process.

The idea of democracy was also accepted as inevitable, although not
always as desirable, for the nineteenth century could not completelv
submerge a lingering feeling that rule by the best or rule by the strong
would be better than rule by the majority. But the facts of political
development made rule by the majority unavoidable, and it came to be
accepted, at least in western Europe, especially since it was compatible
with Liberalism and with the community of interests.

Liberalism, community of interests, and the belief in progress led
almost inevitably to the practice and theory of capitalism. Capitalism
was an economic svstem in which the motvating force was the desirc
for private profit as determined in a price system. Such a system, it
was felt, by sceking the aggrandization of profits for each individual,
would give unprecedented economic progress under liberalism and in
accord with the community of interests. In the nineteenth century this
system, 1n association with the unprecedented advance of natural science,
had given rise to industrialism (that is, power production) and urbanism
(that is, city life), both of which were regarded as inevitable concomitants
of progress by most people, but with the greatest suspicion by a per-
sistent and vocéal MInority.

The nineteenth century was also an age of science. By this term we
mean the belief that the universe obeyed rational laws which could be
found by observation and could be used to control it. This belief was
closely connected with the optimism of the period, with its belief in
inevitable progress, and with secularism. The latter appeared as a tend-
ency toward materialism. This could be defined as the belief that all
reality is ultimately explicable in terms of the physical and chemical
laws which apply to temporal matter.
~The last attribute of the nineteenth century is by no means the least:
nationalism. It was tle great age of nationalism, a movement which has
been discussed in many lengthy and inconclusive books but which can
be defined for our purposes as “a movement for political unity with
those with whom we believe we are akin.” As such, nationalism in the



.

WESTERN CIVILIZATION IN ITS WORLD SETTING 27

nineteenth century had a dynamic force which worked in two direc-
tions. On the one side, it served to bind persons of the same nationality
together into a tight, emotionally satisfving, unit. On the other side, it
served to divide persons of different nationality into antagonistic groups,
often to the injury of their real mutual political, economic, or cultural
advantages. Thus, in the period to which we refer, nationalism some-
times acted as a cohesive force, creating a united (Germany and a united
Italy out of a medley of distinct political units. But sometimes, on the
other hand, nationalism acted as a disruptive force within such dynastic
states as the Habsburg Enmpire or the Ottoman Empire, splitting these
great states into a number of distinctive political units,

These characteristics of the nineteenth century have been so largely
modified in the twentieth century that 1t might appear, at first glance, as
if the latter were nothing more than the opposite of the former. This is
hot completely accurate, but there can be no doubt that most of these
characteristics have been drastically modified in the twentieth century.
This change has arisen from a series of shattering experiences which
have profoundl_v disturbed patterns of behavior and of belief, of social
organizations and human hopes. Of thesc shattering experiences the
chief were the trauma of the First World War, the long-drawn-out agony
of the world depression, and the unprecedented violence of destruction
of the Second \World War. Of these three, the First World War was
undoubtedl_\_f the most mportant. To a people who believed in the
INnate goodness of man, in inevitable progress, in the community of
interests, and in evil as merely the absence of good, the First World
War, with its millions of persons dead and its billions of dollars wasted,
was a blow so terrible as to be beyond human ability to comprehend.
As a matter of fact, no real success was achieved in comprehending it.
The people of the day regarded it as a temporary and inexplicable
aberration to be ended as soon as possible and forgotten as soon as
ended. Accordinglv, men were almost unanimous, in 1g91g, in their
determination to restore the world of 1913. This effort was a failure.
After ten years of effort to conceal the new reality of social life by a
facade painted to look like 1913, the facts burst through the pretense,
and men were forced, willinglv or not, to face the grim reality of the
twentieth century, The events which destroyed the pretty dream world
of 1919~1929 were the stock-market crash, the world depression, the
world financial crisis, and ultimately the martial clamor of rearmament
and aggression, Thus depression and war forced men to realize that the
old world of the nineteenth century had passed forever, and made them
seek to create a new world in accordance with the facts of present—day
conditions. This new world, the child of the period of 1914-1945, as-

sumed 1ts recognizable form only as the first half of the century drew to
a close.
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In contrast with the nminetecnth-century: belief that human nature s
imnately good and that socicty 1s corrupting, the twenticth century came
to believe that human nature is, if not mnately bad, at lcast capable of
being verv evil. Left to himself, 1t scems today, man talls very casily to
che level of the jungle or even lower, and rthis result can be plcw,nt(,d
only by training and the coercive power of societv. Thus, man is capable
of great evil, but societv can prevent this. Along with this change from
cood men and bad socicty to bad men and good society has appeared
a reaction from optimism to pessumsm and from secularism to religion.
At the same tume the view that evil is merely the absence of good has
been replaced with the idea that evil 1s a very positive force which must
he resisted and overcome. The horrors of Hitler's concentration camps
and of Stalin’s slave-labor units are chiefly responsible for this change.

Associated with these changes are a number of others., The belief that
human abilities are innate and should be left frece from social duress in
order to displav themselves has been replaced by the idea that human
abilities are the result of social training and must be directed to socially
acceptable ends. Thus liberalism and laissez-faire are to be replaced,
apparently, bv social discipline and planning. The comumunity of interests
which would appear if men were merely left to pursue their own de-
sires has been replaced bv the idea of the welfare commumty, which
must be created by conscious organizing action. The belief in progress
has been replaced bv the fear of social retrogression or even human
annihilation. The old march of democracy now yields to the insidious
advance of authoritarianism, and the individual capitalism of the profic
motive seems about to be replaced by the state capitalism of the welfare
cconomy. Science, on all sides, is challenged by mysticisins, some of
which march under the banner of science itself; urbanismi has passed its
peak and is replaced bv suburbanism or even “flight to the country™; and
nationalism finds its patriotic appeal challenged by appeals to much
wider groups of class, ideological, or continental scope.

We have alreadv given some attention to the fashion in which a
number of w cstem-Eumpean innovations, such as industrialism and
the demographic explosion, diffused outward to the peripheral non-
Furopean world at such different rates of speed that they arrived in
Asia in quite a different order from that in which thev had left western
Europe. The same phenomenon can be seen within Western Civilization
in regard to the nineteenth-century characteristics of Europe which we
have enumerated. For example, nationalism was alrcady evident in .ng-
land at the uime of the defeat of the Spanish Armada in 1588; it raged
through France in the period after 1789; it reached Germany and lualy
only .ltter 1815, became a potent force in Russia and the Balkans to-
ward the end of the nineteenth century, and was noticeable in China,
India, and Indonesia, and even Negro Africa, only i the twentieth
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centurv. Somewhat similar patterns of diffusion can be found 1n regard
to the spread of democracy, of parliamentary government, of liberalism,
and of sccularism. The rule, however, is not so general or so simple
as 1t appears at first glance. The exceptions and the complications ap-
pcar more numerous as wec approach the twentieth century. Even
carlier it was cvident that the arrival of the sovereign state did not
follow this pattern, enlightened despotism and the growth of supremc
public authoritv appearing in Germany, and even in Italy, before it
appcared 1in France. Universal free education also appeared :n cenFral
Eur()pc before it appeared in a western country like England. Social-
1sm also is a product of central Europe rather than of western Europe,
and moved from the former to the latter only in the fifth decade of
the twentieth centurv. These exceptions to the general rule about the
eastward movement of modern historical developments have various
cxplanations. Some of these are obvious, but others are verv compli-
cated. As an example of such a complication we might mention that 1n
western Europe nationalism, industrialism, hiberalism, and democracy
were generally reached in this order. But :n Germany they all appeared
about the same time. To the Germans it appeared that they could
achieve nationalism and industrialism (both of which they wanted)
more rapidlvy and more successfully if thev sacrificed liberalism and
democracv. Thus. in Germanv nationalism was achieved 1n an undemo-
Cratic “-*aif.. bv “blood and iron.” as Bismarck put 1t, while industrialism
was achieved under state auspices rather than through liberalism. This
selection of elements and the resulting playing off of elements against
one another was possible in more peripheral areas only because these
areas had the earlier experience of western Europe to study, copv,
avold, or modifv. Sometimes thev had to modify these traits as thev
developed. This can be seen from the following considerations. YWhen
the Industrial Revolution began in England and France, these countries
were able to raise the necessary: capital for new factories because they
alrcady had the Agricultural Revolution and because, as the earliest
producers of industrial goods, thev made excessive profits which could
be used to provide capiial. But in Germany and in Russia, capital was
much more difficult to find, because thev obtained the Industrial Revolu-
tion later, when thev had to compete with England and France, and
could not earn such .large profits and also because thev did not already
have an established Agricultural Revolution on which to build their
Industrial Revolution. Accordingly, while western Europe, with plenty
of capital and cheap, democratic weapons, could finance its industrializa-
tion with liberalism and democracy, central and eastern Europe had
difhculey financing industrialism, and there the process was delaved to a
period when cheap and simple democratic weapons were being replaced
by expensive and complicated weapons. This meant that the capital for
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railroads and factories had to be raised with government assistance;
liberalism waned; rising nationalism encouraged this tendency; and the
undemocratic nature of existing weapons made it clear that both liberal-
ism and democracy were living a most precarious existence.

As a consequence of situations such as this, some of the traits which
arose In western Europe in the nineteenth century moved outward to
more peripheral areas of Europe and Asia with great difhiculty and for
only a brief period. Among these less sturdy traits of western Europe’s
great century we might mention liberalism, democracy, the parlia-
mentary system, optimism, and the belief in inevitable progress. These
were, we might sav, flowers of such delicate nature that they could not
survive any extended period of stormy weather. That the twentieth
century subjected them to long periods of very stormy weather is clear
when we consider that it brought a world economic depression sand-
wiched between two world wars.
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The Pattern of Change

N order to obtain perspective we sometimes divide the culture of a

society, In a somewhat arbitrary fashion, into several different

aspects. For example, we can divide a society Into SIX aspects:
military, political, economic, social, religious, intellectual. Naturally
there are very close connections between these various aspects; and in each
aspect there are very close connections between what exists today and
what existed in an earlier day. For example, we might want to talk about
democmm as a fact on the polltlcal level (or aspect). In order to talk
about 1t in an intelligent way we would not only have to know what it
1S today we would also have to see what relatlonshlp it has to earlier
facts on the political level as well as its relationship to various facts on the
other five levels of the soclety'. Naturally we cannot talk intelligently
unless we have g fairly clear idea of what we mean by the w ords we
use. For that reason we shall frequentl} define the terms we use in dis-
cussing this subject.

The militarv level is concerned with the organization of force, the
political level with the organization of power, and the economlc level with
the organization of wealth. By the ° ‘organization of power” in a society
we mean the ways in which obedience and consent (or acqmescence)
are obtained. The close relationships between levels can be seen from
the fact that there are three basic ways to win obedience: by force, by
buying consent with wealth, and by persuasion. Each of these three
leads us to another level (military, economic, or intellectual) outside
the political level. At the same time, the organization of power today
(that is, of the methods for obraining obedience in the society) is a
development of the methods used to obtam obedience in the society in
an earlier period.

These relationships are 1mportant because in the twentieth century in
Western Civilization all six levels are changing with amazing rapldltv
and the relationships between levels arc also shifting with great speed.
When we add to this confusing plcturc of Western Civilization the
fact that other societies are influencing it or being influenced by it, it
would seem that the world in the rwentieth century 1s almost too com-

33
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plicated to understand. This 1s indeed true, ;md we shall have to simplity
(perhaps even oversimplify) these complexities in order to reach a low
level of understanding. When we have reached such a low level perhaps
we shall be able to raise the level of our understanding by bringing
into our minds, little by little, some of the complexities which do
exist in the world itself. .

On the mulitary level in Western Civilization in the twentieth cen-
tury the chief development has been a steady increase in the complexity
and the cost of weapons. When weapons are cheap to get and so easy
to use that almost anvone can use them after a short period of training,
armmies are generally made up of large masses of amateur soldiers, Such
weapons we call “amateur weapons,” and such armies we might call -
“mass armies of citizen-soldiers.” The Age of Pericles in Classical Greece
and the nineteenth century in Western Civilization were periods of
amateur weapons and citizen-soldiers. But the nineteenth century was |

preceded (as was the Age of Pericles also) by a period in which weap- ¥

ons were expensive and required long training in their use. Such
weapons we call “specialist” weapons. Periods of specialist weapons are
generally periods of small armies of professional soldiers (usually mer-
cenaries). In a period of specialist weapons the minority who have
such weapons can usually force the majority who lack them to obey;
thus a period of specialist weapons tends to give rise to a period of
minority rule and authoritarian government. But a period of amateur
weapons 1s a period in which all men are roughly equal in military
power, a majority can compel a minority to yield, and majority rule
or even democratic government tends to rise. The medieval period in
which the best weapon was usually a mounted knight on horseback
(clearly a specialist weapon) was a period of minority rule and authori-
tarian government. Even when the medieval kmght was made obsolete
(along with his stone castle) by the invention of gunpowder and the
appearance of firearms, these new weapons were so expensive and so
difiicult to use (until 1800) that minority rule and authoritarian govern-
ment continued even though that government sought to enforce its
rule by shifting from mounted knights to professional pikemen and
musketeers. But after 1800, guns became cheaper to obtain and easier
to use. By 1840 a Colt revolver sold for $27 and a Springfield musket
for not much more, and these were about as good weapons as anyone
could get at that time. Thus, mass armies of citizens, equipped with
these cheap and easily used weapons, began to replace armies of profes-
sional soldiers, beginning about 1800 in Europe and even carlier in
America. At the same time, democratic government began to replace
authoritarian governments (but chiefly in those areas where the cheap
new weapons were available and local standards of living were high
enough to allow people to obtain them).
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The arrival of the mass army of citizen-soldiers in the nineteenth
century created a difficult problem of control, because techniques of
transportation and of communications had not reached a high-enough
level to allow any flexibility of control in a mass army. Such an army
could be moved on its own feet or by railroad; the government could
communicate with its various units only by letter post or by telegram.
The problem of handling a mass army by such techniques was solved
partially in the American Civil War of 1861-1865 and completely by
Helmuth von Moltke for the Kingdom of Prussia in the Austro-Prussian
War of 1866. The solution was 2a rigid one: a plan of campaign was
prepared beforehand against a specific opponent, with an established
timetable and detailed instructions for each military unit; communica-
tions were prepared and even issued beforehand, to be used according
to the timetable. This plan was so inflexible that the signal to mobilize
was practically a signal to attack a specified neighboring state because
the plan, once initiated, could not be changed and could hardly even be
slowed up. With this rigid method Prussia created the German Empire
by smashing Austria in 1866 and France in 1871. By 1900 all the states
of Europe had adopted the same method and had fixed plans in which
the signal for mobilization constituted an attack on some neighbor—a
neighbor, in some cases (as in the German invasion of Belgium), with
whom the attacker had no real quarrel. Thus, when the signal for
mobilization was given in 1914 the states of Europe leaped at each
other.

In the twentieth century the military situation was drastically changed
In two wavs. On the one hand, communications and transportation
were so improved by the invention of the radio and the internal-com-
bustion engine that control and movement of troops and even of indi-
vidual soldiers became very flexible; mobilization ceased to be equivalent
to attack, and attack ceased to be equivalent to tota] war. On the other
hand, beginning with the first use of tanks, gas, high-explosive shells,
and tactical bombing from the air in 1915-1918, and continuing with all
the innovations in weapons leading up to the first atomic bomb in 1943,
specialist weapons became superior to amateur weapons. T'his had a
double result which was still working itself out at mid-century: the
drafted army of citizen-soldiers began to be replaced by a smaller army
of professional specialist soldiers, and authoritarian government began
to replace democratic government.

On the political level equally profound changes took place in the
twentieth centurv. These changes were associated with the basis on
which an appeal for allegiance could be placed, and especially with
the need to find a basis of allegiance which could win lovalty over
larger and larger arecas from more numerous groups of people. In the
carly Middle Ages when there had been no state and no public authonty,
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political organmization had been the feudal svstem which was held
together bv obligations of personal fealty among a small number of
people. With the reappearance of the state and of public authority,
new patterns of political behavior were organized in what 1s called the
“feudal monarchy.” This allowed the state to reappcar for the first time
since the collapse of Charlemagne’s Empire in the ninth century, but
with restricted allegiance to a relatively small number of persons over a
rclatvely small area. The development of weapons and the steady
improvement in transportation and in communications made 1t possible
to compel obedience over wider and wider areas, and made it necessary
to base allegiance on something wider than personal fealty to a feudal
monarch. Accordingly, the feudal monarchy was rcpla(_cd by the dy-
nastic monarchy. In this system subjects owed allegiance to a royal
familv (dynasty), although the real basis of the dynasty rested on the
loyalty of a professional army of pikemen and musketeers.

The shift from the professional army of mercenaries to the mass army
ot citizen-soldiers, along with other factors acting on other levels of
culture, made 1t necessary to broaden the basis of allegiance once again
atter 1800. The new basis was nationalism, and gave rise to the national
state as the typical political unit of the nineteenth century. This shift
was not possible for the larger dynastic states which ruled over many
different language and national groups. By the year 19oo three old
dynastic monarchies were being threatened with dlbmtegratmn by the
rising tide of nationalistic agitation. These three, the Austro-Hungarian
Empire, the Ottoman Empire, and the Russian Empire of the Romanovs,
did disintegrate as a consequence of the defeats of the First World
War. But the smaller territorial units which replaced them, states like
Poland, Czechoslovakia, or Lithuania, orgamized largely on the basis
of language groups, may have reflected adequately enough the national-
istic sentiments of the nineteenth century, but they reflected very in-
adequately the developments in weapons, in communications, in
transportation, and in economics of the twentieth century. By the
middle of this latter century these developments were reaching a point
where states which could produce the latest instruments of coercion
were 1n a position to compel obedience over areas much larger than
those occupied by peoples speaking the same language or otherwise re-
garding themselves as sharing a common nationality. Even as carly as
1040 1t began to appear that some new basis more continental in scope
than existing nationality groups must be found for the new superstates
which were beginning to be born. It became clear that the basis of al-
legiance for these new superstates of continental scope must be ideologi-
cal rather than national. Thus the nincteenth century’'s national state
began to be replaced by the twentieth century’s ideological bloc. At the
same time, the shift from amateur to specialist weapons made 1t likely

3
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that the new form of organization would be authoritarian rather than
demacratic as the earlier national state had been. However, the prestige
of Britain’s power and influence in the nincteenth century was so great
in the first third of the twentieth century that the British parliamentary
system continucd to be copied everywhere that people were called upon
to sct up a new form of government. This happened in Russia in 1917, In
Turkey in 1908, in Czechoslovakia and Poland in 1918-1919 and in
most of the states of Asia (such as China in 1911).

When we turn to the economic level, we turn to a series of complex
developments. It would be pleasant'if we could just ignore these, but ob-
viouslv we cannot, because economic issues have been of paramount im-
portance i the twentieth century, and no one can understand the
period without at least a rudimentary grasp of the economic issues. In
order to simplify these somewhat, we may divide them into four as-
pects: (a) encrgry; (b) materials; (¢) organization; and (d) control.

It 1s quite clear that no economiic goods can be made without the use
of cnergy and of materials. The history of the former falls into two
chief parts each of which is divided into two subparts. The main
di\"iSiﬂn, about 1830, separates an earlier period when producdon used
the energy delivered through living bodies and a later period when
proauction used encrgv from fossil fuels delivered through engines.
The first half is subdi*ided into an earlicr period of manpower (and
slaverv) and a later period using the energy of draft animals. This
subdivision occurred roughly about A.p. 1000. The second half (since
1830) 1s subdivided into a périod which used coal 1n steam engines, and
a period which used petroleum in internal-combustion engines. This
subdivision occurred about 19oo or a little later.

The developmcnt of the use of materials 1s familiar to everyone. We
can speak of an age of iron (before 1830), an age of steel (1830-1910),
and an age of allovs, light metals, and synthetics (since 1910). Naturally,
all these dates are arbitrary and approximate, since the different periods
commenced at different dates in different areas, diffusing outward from
their origin in the core area of Western Civilization in northwestern
Lurope,

When we turn to the developments which took place in economic
organization, we approach a subject of great significance. Here again
We can sec a sequence of several periods. There were six of these peri-
ods, each with its own typical form of cconomic organization. At the
heginning, In the early Middle Ages, Western Civilization had an eco-
nomic system which was almost entirely agricultural, organized in self-
sufficient manors, with almost no commerce or industry. To this
manornal-agrarian system there was added, after about 1050, a new
cconomic system based on trade in luxury goods of remote origin for
the sake of profits. This we might call commercial capitalism. It had
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two periods of expansion, one in the period 1050-1270, and the other
in the period 1440-16go. The typical organization of these two periods
was the trading company (in the second we might say the chartered
trading company, like the Massachusetts Bay Company, the Hudson’s
Bay Company, or the various East India companies). The next period of
economic organization was the stage of industrial capitalism, beginning
about 1770, and characterized by owner management through the
single-proprietorship or the partnership. The third period we might
call financial capitalism. It began about 1850, reached its peak about
1914, and ended about 1g32. Its tvpical forms of economic organization
were the limited-lability corporation and the holding company. It was
a period of financial or banker management rather than one of owner
management as in the earlier period of industrial capitalism. This period
of financial capitalism was followed by a period of monopoly capirtal-
ism. In this fourth period, tvpical forms of economic organization were
cartels and trade associations. This period began to appear about 18go,
took over control of the economic system from the bankers about
1932, and 1s distinguished as a period of managerial dominance in con-
trast with the owner management and the financial management of the
two periods immediately preceding it. Many of its characteristics con-
tinue, even today, but the dramartic events of World War 1l and the
post-war period put it in such a different social and historical context
as to create a new, sixth, period of economic organization which might
be called “the pluralist economy.” The features of this sixth period will
be described later.

The approximate relationship of these various stages may be seen in
the following table:

TypPicaL
NAME Dartes ORGANIZATION MANAGEMENT
Manorial 670~ Manor Custom
Commercial capitalism  a. 10§0-1290 Company Municipal mercantilism
b. 1340-16g0 - Chartered State mercantilism
company
Industrial capitalism 1770~1870 Private firm Owners
or partnership
Financtal capitalism 1850-1932 Corporationand  Bankers
holding company
Monopoly capitalism 18901950 Cartels and trade  Managers
assoclation
Pluralist economy 1934 to present  Lobbying groups  Technocrats

Two things should be noted. In the first place, these various stages
or pertods are addinive in a sense, and there are many survivals of earlier
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stages into later ones. As late as 1925 there was a manor still functioning
in England, and Cecil Rhodes’s chartcred company which opened up
Rhodesia (the British South Africa Company) was chartered as late as
1889. In the same way owner-managed private firms engaging in indus-
trial activities, or corporations and holding companies engaging in finan-
cial activities, could be created todav. In the second place ail the later
periods are called capitalism. This term mecans “an economic system
motivated bv the pursuit of proﬁts within a price svstem.” The com-
mercial capitalist sought profits from the exchange of goods; the indus-
trial capitalist sought profits from the manufacture of goods; the financial
capitalist sought profits from the manipulation of claims on money;
and the monopoly capitalist sought profits from manipulation of the
market to make the market price and the amount sold such that his
profits would be maximized.

It is interesting to note that, as a consequence of these various stages
of economic organization, \Western Civilization has passed through four
Inajor stages of economic expansion marked by the approximate dates
970-1270, 1440-1690, 1770-1928, and since 1950. Three of these stages
of cxpansion were followed by the outbreak of impenalist wars, as
the stage of expansion reached its conclusion. These were the Hundred
Years’ War and the Iralian Wars (1338-1445, 1494—1559), the Second
Hundred Years' War (1667-1815), and the world wars (1914-1945%).
The economic background of the third of these will be examined later
in this chapter, but now we must continue our general survey of the
conditions of Western Civilization in regard to other aspects of culture.
One of these is the fourth and last portion of the economic level, that
concerned with economic control.

Economic control has passed through four stages iIn Western Civiliza-
tion. Of these the first and third were periods of *‘automatic control” in
the sense that there was no conscious effort at a centralized system of eco-
nomic control, while the second and fourth stages were periods of con-

scious efforts at control. These stages, with approximate dates, were as
follows:

I. Automatic control: manorial custom, 650-1150
2. Consclous control
a. municipal mercantilism, r150-1450
b. state mercantilism, 1450-1815
3. Automatic control: laissez-faire in the competitive market, 1813-

1934
4. Conscious control: planning (both public and private), 1934~

[t should be evident that these five stages of economic control are
closely associated with the stages prcviously mentioned 1n regard to kinds



40 TRAGEDY AND HOPE

of weapons on the military level or the forms of government on the polit-
ical level. The same five stages of economic control have a complex
relationship to the six stages of economic organization already mentioned,
the important stage of industrial capitalism overlapping the transition from
state mercantilism to laissez-faire.

VWhen we turn to the social level of a culture, we can note a num-
ber of different phenomena, such as changes in growth of population,
changes in aggregates of this population (such as rise or decline of cities),
and changes in social classes. Most of these things are far too complicated
for us to attempt to treat them in any thorough fashion here. We have
already discussed the various stages in population growth, and shown that
Europe was, about 1goo, generally passing from a stage of population
growth with many persons in the prime of life (Type B), to a stage of
population stabilization with a larger percentage of middle-aged persons
(Type C). This shift from Tvpe B to Tvpe C population in Europe can
be placed most roughly at the time that the nineteenth century gave rise
to the twentieth centurv. At about the same time or shortly after, and
closely associated with the rise of monopoly capitalism (with its em-
phasis on automobiles, telephones, radio, and such), was a shift in the
aggregation of population. This shift was from the period we might
call “the rise of the citv™ (in which, vear by vear, a larger portion of the
population lived in cities) to what we might call “the rise of the suburbs”
or even “the period of megapolis” (in which the growth of residential
concentration moved outward from the city itself into the surrounding
area).

The third aspect of the social level to which we might turn our atten-
tion is concerned with changes in social classes. Each of the stages in the
development of economic organization was accompanied by the rise to
prominence of a new social class. The medieval svstem had provided the
feudal nobilitv based on the manonal agrarian svstem. The growth of
commercial capitalism (in two stages) gave a new class of commercial
bourgeoisie. The growth of industrial capitalism gave rise to two new
classes, the industrial bourgeoiqic and the industrial workers (or prole-
tariat, as they were sometimes called in Europe). The dev elopment of
financial and monopolv capitalism provided a new group of managerial
technicians. The distinction between industrial bourgeoisie and managers
essentially rests on the fact that the former control industrv and posscss
power because thev are owners, while managers control industrv (and
also government or labor unions or public opinion) because they are
skilled or trained in certain techniques. As we shall sec later, the shift from
one to the other was associated with a separation of control from owner-
ship 1n economic life. The shift was also associated with what we might
call a change from a two-class socicty to a middle-class society. Under
industnal capitalism and the carly part of financial capitalism, society
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began to develop into a polarized two-class society in which an en-
trenched bourgeoisie stood opposed to a mass proletariat. It was on the
basis of this development that Karl Marx, about 1850, formed his ideas of
an 1nevitable class struggle in which the group of owners would become
fewer and fewer and richer and richer while the mass of workers be-
came poorer and poorer but more and more numerous, until finally the
mass would rise up and take ownership and control from the privileged
minority. By 1900 social developments took a direction so different from
that cxpected by Marx that his analysis became almost worthless, and his
system had to be imposed by force in a most backward industrial coun-
try (Russia) instead of occurring inevitably 1n the most advanced indus-
trial country as he had expected.

The social developments which made Marx’s theories obsolete were
the result of technological and economic developments which Marx had
not foreseen. The energy for production was derived more and more
from inanimate sources of power and less and less from human labor. As
a result, mass production required less labor. But mass pfoduction re-
quired mass consumption so that the products of the new techology had
to be distributed to the working groups as well as to others so that ris-
ing standards of living for the masses made the proletaniat fewer and
fewer and richer and richer. At the same time, the need for managerial
and white-collar workers of the middle levels of the economic system
raised the proletariat into the middle class in large numbers. The spread of
the corporate form of industrial enterprise allowed control to be sepa-
rated from ownership and allowed the latter to be dispersed over a much
wider group, so that, in effect, owners became more and more numerous
and poorer and poorer. And, finally, control shifted from owners to
managers. The result was that the polarizcd two-class society envisaged
by Marx was, after 1900, increasingly replaced by a mass middle-class
society, with fewer poor and, if not fewer rich, at least a more numerous
group of rich who were relatively less rich than in an earlier period. This
process of leveling up the poor and leveling down the nich originated in
economic forces but was speeded up and extended by governmental poli-
cles in regard to taxation and social welfare, especially after 194s.

When we turn to the higher levels of culture, such as the religious and
intellectual aspects, we can discern a sequence of stages similar to those
which have been found in the more material levels. We shall make no
extended examination of these at this time except to say that the religious
level has seen a shift from a basically secularist, materialist, and anti-
religious outlook in the late nineteenth century to a much more spiritualist
and religious point of view in the course of the twentieth century. At the
same time a very complex development on the intellectual level has shown
a profound shift in outlook from an optimistic and scientific point of view
in the period 1860-18g0 to a much more pessimistic and irrationalist
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point of view in the period following 18go. This shift in point of view,
which began in a rather restricted group forming an intellectual van-
guard about 18go, a group which included such figures as Freud, Sorel,
Bergson, and Proust, spread downward to larger and larger sections of
VWestern society in the course of the new century as a result of the
devastating experience of two world wars and the great depression. The
results of this process can be seen In the striking contrast between the
typical outlook of Europe in the nineteenth century and in the twentieth
century as outlined in the preceding chapter.

European Economic Developments

COMDMERCIAL CAPITALISM

Western Civilization 1s the richest and most powerful social organization
ever made by man. One reason for this success has been its economic
organization. This, as we have said, has passed through six successive
stages, of which at least four are called “capitalism.” Three features arc
notable about this development as a whole.

In the first place, each stage created the conditions which tended to
bring about the next stage; therefore we could say, In a sense, that each
stage committed suicide. The original economic organization of self-
sufficient agrarian units (manors) was in a societv organized so that its
upper ranks—the lords, lay and ecclesiastical—found their desires for
necessitics so well met that they sought to exchange their surpluses of
necessities for luxuries of remote origin. This gave risc to a trade in
foreign luxuries (spices, fine textiles, fine metals) which was the first
evidence of the stage of commercial capitalism. In this second stage, mer-
cantile profits and widening markets created a demand for textiles and
other goods which could be met only by application of power to
production. This gave the third stage: industrial capitalism. The stage
of industrial capitalism soon gave rise to such an insatiable demand for
heavy fixed capiral, like railroad lines, steel mills, shipvards, and so on,
that these investments could not be financed from the profits and private
fortunes of individual proprietors. New instruments for financing indus-
trv came into existence in the form of hmmted-lhablity corporations and
investment banks. These were soon in a position to control the chief
parts of the industrial svstem, since they provided capital to it. This gave
rise to financial capltallsm The control of financial capltalmm was used
to integrate the industrial system into ever-larger units with interlinking
financial controls. This made possible a reduction of competition with a
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l‘esulting Increase in proﬁts. As a result, the industrial system soon found
that it was again able to finance its own expansion from its own profits,
and, with this achievement, financial controls were weakened, and the
Stage ot monopoly capitalism arrived. In this fifth stage, great industrial
units, working together either directly or through cartels and trade asso-
Clations, were in a position to exploit the majority of the people. The
result was 1 great economic crisis which soon developed into a struggle
tor control of the state—the minority hoping to use political power to
defend their privileged position, the majority hoping to use the state to
curtail the power and privileges of the minority. Both hoped to use the
power ot the state to find some solution to the economic aspects of the
crisis. This dualist struggle dwindled with the rise of economic and social
Pluralismy after 1045.

The second notable feature of this whole development is that the
transition of each stage to the next was associated with a period of
depression or low economic activitv. This was because each stage, after
an carlier progressive phase, became later, in its final phase, an organization
of vested interests more concerned with protecting its established modes
of action than in continuing progressive changes by the application of
résources to new, improved methods. This is inevitable in any soctal or-
ganization, but is peculiarly so in regard to capitalism.

The third notable feature of the whole development is closely related to
this special nature of capitalism. Capitalism provides very powerful moti-
vVations for economic activity because it associates economic motivations
S0 closely with self-interest. But this same feature, which is a source of
Strength in providing cconomic motivation through the pursuit of profits,
18 also a source of weakness owing to the fact that so self-centered a
Motivation contributes very readily to a loss of economic coordination.
F‘Zach individual, just because he is so powerfully motivated by self-
‘Nterest, easily loses sight of the role which his own activities play in the
€Conomic svstem as a whole, and tends to act as if his activities were the
Whole, with inevitable injury to that whole. We could indicate this by
Pointing out that (:ﬂpitaliﬁn, because 1t seeks profits as its primary gnal, 1S
never primarily secking to achieve prosperity, high production, high con-
Sumption, political power, patriotic improvement, or moral uplift. Any
of these may be achieved under capitalism, and anv (or all) of them may
be sacrificed and lost under capitalism, depending on this relationship
to the primary goal of capitalist activity—the pursuit of profits. During the
mne-hundrcd-}'car history of capitalism, it has, at various times, con-
tributed both to the achievement and to the destruction of these other
Social goals.

The different stages of capitalism have sought to win profits by dif-
ferent kinds of economic activitics. The original stage, which we call
Commercial capitalism, sought profits bv moving goods from one place
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to another. In this effort, goods went from places where thev were less
valuable to places where they were more valuable, while moncy, doing
the same thing, moved in the opposite direction. This vnluatioﬁ, which
deterpuned the movement both of goods and of money and which madc
them move 2 opposite directions, was measured by the relationship be-
tween these two things. Thus the value of goods was expressed in money.
and the value of money was expressed in goods. Goods moved from low-
price areas to high-price areas, and money moved from high-price areas
to low-price areas, because goods were more valuable where prices were
high and money was more valuable <where prices wwere low.

Thus, clearly, money and goods are not the same thing but are, on the
contrary, exactly opposite things Most contusion in economic thinking
arises from failure to recognize this fact. Goods are wealth which you
have, while money 1s a clain on «wealth which you do not have. Thus
goods are an asset; money is a debt. If goods are wealth; money is not-
weaith, or negative wealth, or even anti-wealth. They always behave
In opposite ways, just as they usuallv move in opposite directions. 1f the
value of one goes up, the value of the other goes down, and 1n the same
proportion. The value of goods, expressed in money, 1s called “prices,”
while the value of money, expressed in goods, is called “value.”

Commercial capitalism arose when merchants, carrying goods from one
area to another, were able to sell these goods at their destination for a
price which covered original cost, all costs of moving the goods, includ-
ing the merchant’s expenses, and a profit. This development, which began
as the movement of luxurv goods, increased wealth because it led to
specialization of acuvities both in crafts and in agriculture, which increased
skills and output, and also brought into the market new commoditics.

Eventually, this stage of commercial capitalism became institutionalized
Into a restrictive system, sometimes called “mercantlism,” in which
merchants sought to gain profits, not from the movements of goods but
from restricting the movements of goods. Thus the pursuit of profits,
which had earlier led to increased prosperity by increasing trade and
production, became a restriction on both trade and production, because
profit became an end in itself rather than an accessory mechanism in
the economic system as a whole.

The wav in which commercial capitalism (an cwp'mding cconomic
orgamzatmn) was transformed into mercantilism (a restrictive economic
organization) twice in our past history is very revealing not only of the
nature of economic systems, and of men thcmbclvcs, but also of the nature
of economuc crisis and what can be done about it.

Under commercial capitalism, merchants soon discovered that an in-
creasing flow of goods from a low-price area to a high-price arca tended
to raise prices in the former and to lower prices in the latter. Every
time a shipment of spices came into London, the price of spices there




WESTERN CIVILIZATION TO 1914 45

began to fall, while the arrival of buyers and ships in Malacca gave prices
there an upward spurt. This trend toward equalization of price levels be-
tween two areas because of the double, and reciprocal, movement of goods
and money jeopardized profits for merchants, however much it may h:}vc
satisfied producers and consumers at either end. It did this by reducing
the price differential between the two areas and thus reducing the mar-
@in within which the merchant could make his profit. It did not take
shrewd merchants long to realize that they could maintain this price dif-
{erential, and thus their profits, 1f thev could restrict the flow of goods,
so that an equal volume of money flowed for a reduced volumc of goods.
In this way, shipments were decreased, costs were reduced, but profits
Were maintained.

Two things are notable in this mercantilist situation. In the first place,
the merchan, by his restrictive practices, was, in essence, increasing his
OWn satisfaction by reducing that of the producer at one end and of the
Consumer at the other end; he was able to do this because he was in the
middle between themn. In the second place, so long as the merchant, 1n
his home port, was concerned with goods, he was eager that the prices of
goods should be, and remain, high.

In the course of time, however, some merchants began to shift their
attention from the goods aspect of commercial interchange to the other,
‘nonetary, side of the exchange. Thev began to accumulate the profits of
these transactions, and became increasingly concerned, not with the ship-
ment and exchange of goods, but with the shipment and exchange of
moneys. In time they became concerned with the lending of money to
merchants to finance their ships and their activities, advancing money
for both, at high interest rates, secured by claims on ships or goods as col-
lateral for repayment.

In this process the attitudes and interests of these new bankers became
totally opposed to those of the merchants (although few of cither recog-
nized che situation). Where the merchant had been eager for high prices
and wag Increasingly eager for low interest rates, the banker was eager
for a high value of money (that is, low prices) and high interest rates.
Each was concerned to maintain or to increase the value of the half of
the transaction (goods for monev) with which he was directly concerned,
with relative neélecr of the transaction itself (which was of course the
concern of the producers and the consumers).

In sum. specialization of economic activities, by breaking up the eco-
homic process, had made it possible for people to concentrate on one
portion of the process and, bv maximizing that portion, to jeopardize the
rest. The process was not only broken up 1nto producers, exchangers, and
consumers but there were also two kinds of exchangers (one concerned
with goods, the other with moncy ), with almost antithetical, short-term,
aims. The problems which inevit'abl_\,r arose could be solved and the SV'S-



46 TRAGEDY AND HOPE

tem reformed only by reference to the system as a whole. Unfortunately,
however, three parts of the system, concerned with the production,
transfer, and consumption of goods, were concrete and clearly visible so
that almost anyone could grasp them simply by examining them, while the
operations of banking and finance were concealed, scattered, and abstract
so that they appeared to many to be difhicult. To add to this, bankers
themselves did everything they could to make their activities more secret
and more esoteric. Their activities were reflected in mysterious marks in
ledgers which were never opened to the curious outsider.

In the course of time the central fact of the developing economic sys-
tem, the relationship between goods and money, became clear, at least
to bankers. This relationship, the price system, depended upon five
things: the supply and the demand for goods, the supply and the demand
for money, and the speed of exchange between money and goods. An in-
crease in three of these (demand for goods, supply of money, speed of
circulation) would move the prices of goods up and the value of money
down. This inflation was objectionable to bankers, although desirable to
producers and merchants. On the other hand, a decrease in the same three
items would be deflationary and would please bankers, worry producers
and merchants, and delight consumers (who obtained more goods for less
money ). The other factors worked 1n the opposite direction, so that an
increase in them (supply of goods, demand for money, and slowness of
circulation or exchange) would be deflationary.

Such changes of prices, cither inflationary or deflationary, have been
major forces in historv for the last six centuries at least. Over that long
penod their power to modify men’s lives and human history has been
1ncreasmg This has been reflected in two ways. On the one hand, rises
in prices have generally encouraged increased economic activity, espe-
ciallv the production of goods, while, on the other hand, price changes
have served to redistribute wealth within the economic system. Infla-
tion, especially a slow steady rise in prices, encourages producers, because
it means that they can commit themselves to costs of production on one
price level and then, later, offer the finished product for sale at a some-
what higher price level. This situation encourages production because it
gives confidence of an almost certain profit margin. On the other hand,
production is discouraged in a period of falling prices, unless the pro-
ducer is in the verv unusual situation where his costs are falling more
rapidly than the prices of his product.

The redistribution of wealth by changing prices is equally important
but attracts much less attention. Rising prices benefit debtors and injure
creditors, while falling prices do the opposite. A debtor called upon to
pay a debt at a time when prices are higher than when he contracted the
debt must yield up less goods and services than he obtained at the earlier
date, on a lower price level, when he borrowed the money. A creditor,
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such as a bank, which has lent money—equivalent to a certain quantity
of goods and services—on one price level, gets back the same amount of
monev—but a smaller quantity of goods and services—when repayment
comes at a higher price level, because the money repaid is then less valu-
able. This is why bankers, as creditors in money terms, have been ob-
sessed with mﬂiﬁtaining the value of money, although the reason they
bave traditionally giverT for this obsession—that “sound money” maintains
“business confidence”—has been propagandist rather than accurate.

Hundreds of vears ago, bankers began to specialize, with the richer
and more influential ones associated increasingly with foreign trade and
foreign-cxchnnge transactions. Since these were richer and more cosmo-
politan and inc;ensinglv concerned with questions of political significance,
such as stability and debasement of currencies, war and peace, dvnastic
Imarriages, and worldwide trading monopolies, they became the financiers
and financial advisers of sovernments. Moreover, since their relationships
with governments were :ﬁwa}'s in monetary terms and not rcal terms, and
since they were always obsessed with the stability of monetarv cxchanges
between one countrv’s monev and another, they used their power and
mfluence to do two'r_hings: ('1) to get all money and debts expressed in
terms of a strictly himited commodity—ultimately gold; and (2) to get all
monetary matters out of the control of governments and political au-
thority, on the ground that they would be handled better by private bank-
ing interests in terms of such a stable value as gold.

These efforts failed with the shift of commercial capitalism into mercan-
tilism and the destruction of the whole pattern of social organization based
on dynastic monarchy. professional mercenary armies, and mercantilism,
In the series of wars which shook Europe from the middle of the seven-
teenth century to 1815. Commercial capitalism passed through two peri-
ods of cxpansion cach of which deteriorated 1nto a later phase of war,
class struggles, and retrogression. The first stage, associated with the Med-
iterranean Sea, was dominated by the North Italians and Catalonians but
ended in a phase of crisis after '1300, which was not finally ended until
1558. The second stage of commercial capitalism, which was associated
with the Atlantic Ocean. was dominated by the West Iberians, the
Netherlanders, and the English. It had begun to expand by 1440, was in
full swing by 1600, but by the end of the seventeeth century had become
entangled in the restrictive struggles of statc mercantilism and the series
of wars which ravaged Europe from 1667 to 1815.

The commercial capitalism of the 1440-1815 period was marked by the
supremacy of the Chartered Companies, such as the Hudson’s Bay, the
Dutch and British East Indian companies. the Virginia Company, and the’
Association of Merchant Adventurers (Muscovy Company). England’s
greatest rivals in all these activities were defeated by England’s greater
power, and, above all, its greater security derived from its insular position.
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INDUSTRIAL CAPITALISM, 1770-1850

Britain’s victories over Louis XIV in the period 1667-1715 and over
the French Revolutionary governments and Napoleon in 1792-1815 had
Imany causes, such as its insular position, its ability to retain control of the
sea, its ability to present itself to the world as the defender of the freedoms
and rights of small nations and of diverse social and religious groups.
Among these numerous causes, therc were a financial one and an eco-
nomic one. Financially, England had discovered the secret of credit.
Economically. England had embarked on the Industrial Revolution.

Credit had been known to the Italians and Netherlanders long before 1t
becaine one of the instruments of English world supremacy. Nevertheless,
the founding of the Bank of England by William Paterson and his friends
In 1694 1s one of the great dates in world history. For generations men
had sought to avoid the one drawback of gold, its heaviness, by using
pieces of paper to represent specific pieces of gold. Today we call
such pieces of paper gold certificates. Such a certificate entitles its bearer
to exchange it for its picce of gold on demand, but in view of the con-
venicnce of paper, onlv a small fraction of certificate holders ever did
make such demands. It early became clear that gold need be held on
hand only to the amount needed to cover the fraction of certificates
likely to be presented for pavment; accordingly, the rest of the gold
could be used for business purposes, or, what amounts to the same
thing, a volume of certificates could be issued greater than the volume
of gold reserved for payment of demands against them. Such an excess
volume of paper claims against reserves we now call bank notes.

In eftect, this creation of paper claims greater than the reserves avail-
able means that bankers were creating money out of nothing. The same
thing could be done in another wav, not by note-issuing banks but by
deposit banks. Deposit bankers discovered that orders and checks drawn
against deposits by depositors and given to third persons were often
not cashed by the latter but were deposited to their own accounts, Thus
there were no actual movements of funds, and payments were made
simply by bookkeeping transactions on the accounts. Accordingly, 1t was
necessary for the banker to kecp on hand n actual money (gold, cer-
tificates, and notes) no more than the fraction of deposits likely to be
drawn upon and cashed; the rest could be used for loans, and if thesc
loans were made by creating a deposit for the borrower, who in turn
would draw checks upon it rather than withdraw it in money, such
“created deposits” or loans could also be covered adequately by retaining
reserves to only a fraction of their value. Such created deposits also werce
a crecation of monev out of nothing, although bankers usually refused
to express their actions, either note issutng or deposit lending, in these
terms. Wilham Paterson, however, on obtaining the charter of the Bank
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of England in 1694, to use the moneys he had won 1n privateering, sad,
“The Bank hath benefit of interest on all moneys which it creates out of
nothing.” This was repeated by Sir Edward Holden, founder of the
Midland Bank, on December 18, 1907, and 1s, of course, generally ad-
mitted todayv.

This orga'.nizational structure for creating means of payment out of
nothing, which we call credit, was not invented by England but was
developed by her to become one of her chief weapons in the victory over
Napoleon in 1815. The emperor, as the last great mercantilist, could not
S¢€ money 1n any but concrete terms, and was convinced that his ef-
forts to fight wars on the basis of “sound money,” by avoiding the crea-
tion of credit, would ultimately win him a victory by bankrupting
England. He was wrong, although the lesson has had to be relearned by
modern financiers in the twentieth century.

Britain’s victory over Napoleon was also helped by two economic in-
novations; the Aéricultural Revolution, which was well established there
In 1720, and the Industrial Revolution, which was equally well established
there by 1776, when Watt patented his steam engine. The Industrial
Revolution, like the Credit Revolution, has been much misunderstood,
both at the time and since. This is unfortunate, as each of these has great
significance, both to advanced and to underdeveloped countries, in the
twentieth century. The Industrial Revolution was accompanied by a num-
ber of incidental features, such as growth of cities through the factory
system, the rapid growth of an unskilled labor supplv (the proletariat),
rhe reduction of labor to the status of a commodity in the competitive
market, and the shifting of ownership of tools and equipment from
laborers to a new social class of entrepreneurs. None of these constituted
the essential feature of industrialism, which was, in fact, the application
of non}iving power to the productive process. This application, Sym-
bolized in the steam engine and the water wheel, in the long run served
to reduce or eliminate the relative significance of unskilled labor and the
use of human or animal energy in the productive process (automation)
and to disperse the productive process from cities, bur did so, throughout,
by intensifying the vital feature of the system, the use of energy from
sources other than living bodies.

In this continuing process, Britain’s early achievement of industrialism
gave 1t such great profits that these, combined with the profits derived
carlier from commercial capitalism and the simultancous profits derived
from the unearned rise in land values from new cities and mines, made
its early industrial entefprises largely self-financed or at least locally
financed. They were organized in proprietorships and partnerships, had
contact with local deposit banks for short-term current loans, but had
httle to do with international bankers, investment banks, central gov-
ernments, or corporative forms of business organization.

This early stage of industrial capitalism, which lasted in England from
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about 1770 to about 1850, was shared to some extent with Belgium and
cven France, but took quite different forms in the Umnited States, Ger-
manyv, and Italy, and almost totallv difterent forms in Russia or Asia.
The chief reason for these differences was the need for raising funds
(capital) to pav for the rearrangement of the factors of production
(land, labor, materials, skill, equipment, and so on) which industrialism
required. Northwestern Europe, and above all England, had large savings
for such new enterprises. Central Europe and North America had much
less, while eastern and southern Europe had very little in private hands.

The more difhiculty an area had in mobilizing capital for industriali-
zation, the more significant was the role of investment bankers and of
governments in the industnal process. In fact, the earlv forms of in-
dustrialism based on textiles, iron, coal, and steam spread so slowly from
England to Europe that England was itself entering upon the next stage,
financial capitalism. by the time Germany and the United States (about
1850) were just beginning to industrialize. This new stage of financial
capitaism, which continued to dominate England, France, and the
United States as late as 1930, was made necessarv bv the great mobiliza-
tions of capital needed for railroad building after 1830. The capital needed
for railroads, with their enormous expenditures on track and equipment,
could not be raised from single proprictorships or partnerships or locally,
but, instead, required a new form of enterprise—the limited-liabilicy stock
corporation—and a new source of funds—the international investment
banker who had, until then, concentrated his attention alimost entirely
on international flotations of government bonds. The demands of rajl-
roads for equipment carried this same development, almost at once, into
steel manufacturing and coal mining.

FINANCIAL CAPITALISM, 1850-1931

This third stage of capitalism is of such overwhelming significance in
the historv of the twentieth century, and its ramifications and influences
have been so subterranean and even occult, that we may be excused if
we devote considerate attention to its organization and methods. Essen-
tially what it did was to take the old disorganized and localized methods
of handling money and credit and organize them into an integrated sys-
tem, on an international basis, which worked with incredible and well-
oiled facility for many decades. The center of that system was in l.ondon,
with major offshoots in New York and Pans, and 1t has left, as i1ts
greatest achievement, an integrated banking system and a heavily capi-
talized—1f now largelv obsolescent—framework of heavy industry, re-
flected 1n railroads, steel mills, coal mines, and electrical utilities.

This system had its center in London for four chief reasons. First
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was the great volume of savings in England, resung on England’s carly
successes in commercial and industrial capitalism. Second was England’s
oligarchic social structure (especially as reflected in its concentrated
lando“-fnership and limited access to educational opportunities) which pro-
vided a very inequitable distribution of incomes with large surpluses
coming to the control of a small, energetic upper class. Third was the
fact that this upper class was aristocratic but not noble, and thus, based
on traditions rather than birth, was quite willing to recruit both money
and ability from lower levels of society and even from outside the coun-
try, wclcoming American heiresses and central-European Jews to its
ranks, almost as willingly as it welcomed monied, able, and conformist
recruits from the lower classes of Englishmen, whose disabilities from
educational deprivation, provincialism, and Nonconformist (that is non-
Anglican) religious background generally excluded them from the privi-
leged aristocracy. Fourth (and by no means last) in significance was the
skill in ﬁnancial*m;mipulati(m, especially on the international scene, which
the small group of merchant bankers of London had acquired in the
period of commercial and industrial capitalism and which lay ready for
use when the need for financial capitalist innovation became urgent.

The merchant bankers of London had alrecady at hand in 1810-1850
the Stock Exchange, the Bank of England, and the London money mar-
ket when the needs of advancing industrialism called all of these into
the industrial world which thev had hitherto ignored. In time they
brought into their financial network the provincial banking centers, or-
ganized as commercial banks and savings banks, as well as insurance
companies, to form all of these into a single financial system on an inter-
national scale which manipulated the quantity and flow of IMONEY SO
that they were able to influence, if not control. governments on one side
and industries on the other. The men who did this, looking backward
toward the period of dvnastic monarchy in which they had their own
roots, aspired to establish dvnasties of international bankers and were at
least as successful at this as were many of the dynastic political rulers.
The greatest of these dvnasties, of course, were the descendants of Mever
Amschel Rothschild ( 1'743—1811) of Frankfort, whose male descendants,
for at least two generations, generally married first cousins or even nieces.
Rothschild’s five sons, established at branches in Vienna, LLondon, Naples,
and Paris, as well as Frankfort. cooperated together in wavs which other
Internationsl banking dvnasties copied but rarely excelled.

In concentrating, as we must, on the financial or economic activities of
International bankers, we must not totally ignore their other attributes.
Thcy were, cspecially in later generations, cosmopolitan rather than
nationalistic: they were a constant, if weakening, influence for peace, a
pattern established in 1830 and 1840 when the Rothschilds threw their
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whole tremendous influence successtully against European wars. They
were usuallv highly civilized, cultured gentlemen, patrons of education
and of the arts, so that todav colleges, professorships, opera companics.
ssvmphonies, libraries, and muscum collections still reflect their munifi-
cence. For these purposes thev set a pattern of endowed foundations
which stll surround us todav.

The names of some of these banking families are familiar to all of us
and should be more so. Thev include Baring, Lazard, Erlanger, Warburg,
Schroder, Seligman, the Spevers, Mirabaud, Mallet, Fould, and above
all Rothschild and Morgan. Even after these banking families became
fully involved in domestic industry by the emergence of financial capi-
talism, thev remained different from ordinarv bankers in distinctive
ways: (1) they were cosmopolitan and international; (2) thev were closc
to governments and were particularly concerned with questions of gov-
ernment debts, including foreign government debts, even in areas which
seemed, at first glance, poor risks, like Egypt, Persia, Ottoman Turkey,
Imperial China, and Latin America; (3) their interests were almost exclu-
sively in bonds and very rarely in goods, since they admired “liquidity”
and regarded commitments in commodities or even real estate as the
first step toward bankruptcy; (4) they were, accordingly, fanatical devo-
tees of deflation (which they called “sound™ money from its close associa-
tions with high interest rates and a high value of money) and of the gold
standard, which, in their eves, s_\'mbolized and ensured these values; and
(5) they were almost equally devoted to secrecy and the secret use of
financial influence in political life. These bankers came to be called “in-
ternational bankers” and, more particularly, were known as “merchant
bankers” in England, “private bankers™ in France, and “investment bank-
ers” in the United States. In all countries they carried on various kinds of
banking and exchange activities, but everywhere they were sharply
distinguishable from other, more obvious, kinds of banks, such as savings
banks or commercial banks.

One of their less obvious characteristics was that they remained as
private unincorporated firms, usually partnerships, until relatively re-
cently, offering no shares, no reports, and usually no advertising to the
public. This risky status, which deprived them of limited liability, was
retained, in most cases, until modern inheritance taxes made it essential
to surround such family wealth with the immortality of corporatc
status for tax-avoidance purposes. This persistence as private firms con-
tinued because it cnsured the maximum of anonymity and secrecy to
persons of tremendous public power who dreaded public knowledge of
their activities as an evil almost as great as inflation. As a consequencc,
ordinary people had no wav of knowing the wealth or areas of opera-
tion of such firms, and often were somewhat hazy as to their member-
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ship. Thus, people of considerable political knowledge might not asso-
clate the names Walter Burns, Clinton Dawkins, Edward Grenfell, Wil-
lard Straight, Thomas Lamont, Dwight Morrow, Nelson Perkins, Rus-
sel] Leﬂingwcll. Elihu Root, John W. Davis, John Foster Dulles, and S.
Parker Gilbert with the name “Morgan,” yet all these and many others
were parts of the system of influence which centered on the J. P. Morgan
office at 23 Wall Street. This firm, like others of the international banking
fmternit}.-'., constantly operated through corporations and governments,
Yet remained itself an obscure private partnership until international finan-
Cla] capitalism was passing from its deathbed to the grave. J. P. Morgan
and Comnpany, originallv founded in London as (eorge Peabody and
Company in 1838, was not incorporated until March 21, 1940, and went
out of existence as a separate entity on April 24, 1959, when it merged
With its most important commercial bank subsidiary, the Guaranty Trust
Company. The London affiliate, Morgan Grenfell, was incorporated in
1934, and still exists.

The influence of financial capitalism and of the international bankers
Who created it was exercised both on business and on governments, but
Could have done neither if it had not been able to persuade both these
‘0 accept two “axioms” of its own ideologv. Both of these were based
On the assumption that politicians were too weak and too subject to
‘®mporary popular pressures to be trusted with control of the monev
System: accordingly, the sanctity of all values and the soundness of
Money must be protected in two ways: by basing the value of money on
fold and by allowing bankers to control the supply of monev. To do
this it was necessary to conceal, or even to mislead, both governments
nd people about the nature of money and its methods of operation.

For example, bankers called the process of establishing a monetary
sYstem on gold “stabilization,” and implied that this covered, as a sin-
gle consequence, stabilization of exchanges and stabilization of prices.
Te really achieved only stabilization of exchanges, while its influence on
Prices were quite independent and incidental, and might be unstabilizing
(from its usual tendency to force prices downward by limiting the sup-
Ply of monev). As a consequence, many persons, including financiers and
tVeén economists, were astonished to discover, in the twentieth century,
that the gold standard gave stable exchanges and unstable prices. It had,
OWever, already contributed to a similar, but less extreme, situation in
Much of the nineteenth century.

I*;xchanges were stabilized on the gold standard because by law, in
Yarious countries, the monetary unit was made equal to a fixed quantity
of gold, and the two were made exchangeable at that legal ratio. In the

]PEI'IOd before 1914, currency was stabilized in cerrain countries as fol-
OWws:
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In Britain: =75. 10%d. equaled a standard ounce (11/12
pure gold).

In the United States: $20.67 equaled a fine ounce (12/12 pure gold).

In France: 3.447-74 francs equaled a fine kilogram of gold.

In Germany: 2,790 marks equaled a fine kilogram of gold.

These relationships were established by the legal requirement that a
person who brought gold, gold coins, or certificates to the public treasury
(or other designated places) could convert any one of thesc into either
of the others in unlimited amounts for no cost. As a result, on a full gold
standard, gold had a unique position: 1t was, at the same time, in the
sphere of money and in the sphere of wealth, In the sphere of money, the
value of all other kinds of money was expressed in terms of gold: and, in
the sphere of real wealth, the values of all other kinds of goods were
expressed in terms of gold as money. If we regard the relationships be-
tween money and goods as a seesaw 1n which each of these was at oppo-
site ends, so that the value of one rose just as much as the value of the
other declined, then we must see gold as the fulcrum of the seesuw on
which this relationship balances, but which does not itself go up or down.

Since 1t is quite impossible to understand the history of the twentieth
century without some understanding of the role playcd bv money In
domestic affairs and in foreign affau's, as well as the role played by bank-
ers in economic life and in political life, we must take at least a glance
at each of these four subjects.

Domestic Financial Practices

In each country the supply of money took the form of an inverted
pyramid or cone balanced on its point. In the point was a supply of gold
and its equivalent certificates; on the intermediate levels was a much larger
supply of notes; and at the top, with an open and expandable upper sur-
face, was an even greater supply of deposits. Each level used the levels
below it as its reserves, and, since these lower levels had smaller quantities
of money, they were “sounder.” A holder of claims on the middle or
upper level could increase his confidence in his claims on w calth h}.r reduc-
ing them to a lower level, although, of course, if everyone, or any con-
siderable number of persons, tried to do this at the same time the volume
of reserves would be totally inadequate. Notes were issued by “banks of
emission” or “banks of issue,” and were secured by reserves of gold
or certificates held in their own coffers or in some central reserve. The
fraction of such a note issue held in reserve depended upon custoin, hank-
ing regulations (including the terms of a bank’s charter), or statute law.
There were formerly many banks of issue, but this functuon 15 now
generally restricted to a few or even to a single “central bank™ n cach
country. Such banks, even central banks, were private institutions, owned




WESTERN CIVILIZATION TO 1914 §3
by shareholders who profited by their operations. In the 1913-1939 period,
in the United States, Federal Reserve Notes were covered by gold cer-
Fiﬁcutcs to 40 percent of their value, but this was reduced to 25 percent
M 1945. The Bank of England, by an Act of 1928, had its notes uncovered
Up to /250 million, and covered by gold for 100 percent value over that
dmount, The Bank of France, in the same year, set 1ts notc cover at 33
Percent, These provisions could always be set aside or changed in an
‘mergency, such as war.

Dep{)sits on the upper level of the pvramid were called by this name,
with tvpical bankers’ ambiguity, n spite of the fact that they consisted
of two utterlv different kinds of relationships: (1) “lodged deposits,”
Which were real claims left bv a depositor in a bank, on which the de-
Positor might reccive interest, since such deposits were debts owed by
the bank to the depositor; and (2) “created deposits,” which were claims
treated by the bank out of nothing as loans from the bank to “depositors”
Who had to pay interest on them, since these represented debt from them
t0 the banlk. In both cases, of course, checks could be drawn against such
deposits to make payments to third parties, which is why both were
Called by the same name. Both form part of the monev supply. Lodged
deposits as a form of savings are deflationary, while created deposits,
hei“g an addition to the money supply, are inflationary. The volume of
the latter depends on a number of factors of which the chief are the rate
Of interest and the demand for such credit. These two play a very sig-
Nficant role in determining the volume of money in the community, since
1 lﬂl‘ge portion of that volume, in an advanced economic community, is
Made up of checks drawn against deposits. The volume of deposits banks
‘AN create, like the amount of notes they can issue, depends upon the
Yolume of reserves available to pav whatever fraction of checks are cashed
father than deposited. These matters may be regulated by laws, by bank-
€1’ rules, or simply by local customs. In the United States deposits were
"aditionally limited to ten times reserves of notes and gold. In Britain it
Vas usually nearer twentv times such reserves. In all countries the de-
mand for and volume of such credit was larger in time of a boom and
!655 In time of a depression. This to a considerable extent explains the
lﬂﬂationary aspect of a depression, the combination helping to form the
0-Called “business cycle.”

In the course of the nineteenth centurv, with the full establishment of
the gold standard and of the modern banking system, there grew up
round che fluctuating inverted pyramid of the money supply a plethora
ot financig| establishments which came to assume the configurations of a
30‘]31' System; thar is, of a central bank surrounded by satellite financial in-
Ututions, In most countries the central bank was surrounded closely by
the almost jnvisible private investment banking firms. These, like the
Planet Mercury, could hardly be seen in the dazzle emitted by the central
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bank which they, in fact, often dominated. Yet a close observer could
hardly fail to notice the close private associations between these private,
international bankers and the central bank itself. In France, for ex-
ample, in 1936 when the Bank of France was reformed, its Board of
Regents (directors) was still dominated by the names of the families who
had originally set it up in 1800; to these had been added a few more
recent names, such as Rothschild (added in 181¢9); in some cases the name
might not be readily recognized because it was that of a son-in-law
rather than that of a son. Otherwise, in 1914, the names, frequcntl_v those
of Protestants of Swiss origin (who arrived in the eighteenth century)
or of Jews of German origin (who arrived in the nineteenth century), had
been much the same for more than a century.

In England a somewhat similar situation existed, so that even in the
middle of the twentieth century the Members of the Court of the Bank
of England were chiefly associates of the various old “merchant banking”
hrms such as Baring Brothers, Morgan Grenfell, LLazard Brothers, and
others.

In a secondary position, outside the central core, are the commercial
banks, called 1n England the “joint-stock banks.” and on the Continent
trequently known as “deposit banks.” These include such famous names as
Midland Bank, Lloyd’s Bank, Barclays Bank in England, the National
City Bank in the United States, the Crédit Lyonnais in France, and the
Darmstidter Bank in Germany.

Outside this secondary ring 1s a third, more peripheral, assemblage of
institutions that have little financial power but do have the very sig-
nificant function of mobilizing funds from the public. This includes a
wide variety of savings banks, insurance firms, and trust companies.

Narturally, these arrangements vary greatly from place to place, espe-
cially as the division of banking functions and powers are not the same
in all countries. In France and England the private bankers exercised their
powers through the central bank and had much more influence on the
government and on foreign policy and much less influence on industry,
because in these two countrnies, unhke Germany, Italy, the United States,
or Russia, private savings were sufhcient to allow much of industry to
finance itself without recourse either to bankers or government. In the
United States much industry was financed by investment bankers directly,
and the power of these both on industry and on government was very
great, while the central bank (the New York Federal Reserve Bank) was
established late (1913) and became powerful much later (after financial
capitalism was passing from the scene). In Germany industry was
financed and controlled by the discount banks, while the central bank
was of little power or significance before 1914. In Russia the role of the
government was dominant in much of economic life, while in Italy the
situation was backward and complicated.
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We have said that two of the five factors which determined the value
of money (and thus the price level of goods) are the supply and the
demand for money. The supply of money in a single country was subject
t0 no centralized, responsible control in most countries over recent cen-
turies. Instead, there were a variety of controls of which some could be
influenced by bankers, some could be influenced by the government, and
s0me could hardly be influenced by either. Thus, the various parts of the
Pyramid of money were but loosely related to each other. Moreover,
much of this looseness arose from the fact that the controls were com-
pulsive in a deflationary direction and were only permissive in an infla-
tonary direction.

This last point can be seen in the fact that the supply of gold could be
decreased but could hardly be increased. If an ounce of gold was added
o the point of the pyramid in a system where law and custom allowed
10 percent reserves on each level, it could permit an increase of deposits
quivalent to $2067 on the uppermost level. If such an ounce of gold
were withdrawn from a fully expanded pyramid of moneyv, this would
Compel a reduction of deposits by at least this amount, probably by a
refusal to renew loans.

Throughout modern history the influence of the gold standard has been
dt‘ﬂationary, because the natural output of gold each year, except in
extraordinar}f times, has not kept pace with the increase in output of
goods. Only new supplies of gold, or the suspension of the gold stand-
ard in wartime, or the development of new kinds of money (like notes
and checks) which economize the use of gold, have saved our civilization
from steady price deflation over the last couple of centuries. As it was,
We had two long periods of such deflation from 1818 to 1850 and from
1872 to about 1897. The three surrounding periods of inflation (1790~
1817, 1850~1872, 1897-1921) were caused by (1) the wars of the

French Revolution and Napoleon when most countries were not on

gold; (2) the new gold strikes of California and Alaska in 1849-1850,
followed by a series of wars, which included the Crimean War of
18541856, the Austrian-French War of 1859, the American Civil War
of 18611865, the Austro-Prussian and Franco-Prussian wars of 1866 and
‘870, and even the Russo-Turkish War of 1877; and (3) the Klondike
d Transvaal gold strikes of the late 1890’s, supplemented by the new
CYanide method of refining gold (about 18¢97) and the series of wars
from the Spanish-American War of 1898-189gg, the Boer War of 189g-
1902, and the Russo-Japanese War of 1904-1905, to the almost uninter-
fupted series of wars in the decade 1911-1921. In each case, the three
sreat periods of war ended with an extreme deflationary crisis (1819,
'873, 1921) as the influential Money Power persuaded governments to
teestablish a deflationary monetary unit with a high gold content.
The obsession of the .M(mey Power with deflation was partly a resule
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of their concern with money rather than with goods, but was also
founded on other factors, one of which was paradoxical. The paradox
arose from the fact that the basic economic conditions of the nineteenth
century were deflationary, with a money svstem based on gold and an
industrial system pouring out increasing supplies of goods, but in spite
of falling prices (with its increasing value of money) the interest rate
tended to fall rather than to rise. This occurred because the relative
limiting of the supply of money in business was not reflected in the
world of finance where excess profits of finance made cxcess funds
available for lending. Moreover, the old traditions of merchant banking
continued to prevail in financial capitalism even to its end in 1931, It
continued to emphasize bonds rather than equitv securities (stocks), to
favor government issues rather than private offerings, and to look to
foreign rather than to domestic investments. Until 1825, government
bonds made up almost the whole of securitics on the London Stock
Exchange. In 1843, such bonds, usually foreign, were 8o percent of the
securities registered, and in 1875 thev were still 68 percent. The funds
available for such loans were so great that there were, 1n the nineteenth
century, sometimes riots by subscribers seeking opportunitics to buy se-
curity flotations; and offerings from many remote places and obscure
activities commanded a ready sale. The excess of savings led to a fall in
the price necessary to hire money, so that the interest rate on British gov-
ernment bonds fell from 4.42 percent in 1820 to 3.11 in 1850 to 2.76 in
19oo. This tended to drive savings into foreign fields where, on the whole,
they continued to seek government issues and fixed interest securities. All
this served to strengthen the merchant bankers’ obsession both with gov-
ernment influence and with deflation (which would increase value of
money and Interest rates).

Another paradox of banking practice arose from the fact that bankers,
who loved deflation, often acted in an inflationary fashion from their
eagerness to lend monev at interest. Since they make money out of
loans, they are eager to increase the amounts of bank credit on loan.
But this is inflationary. The conflict between the ‘deflationary ideas and
inflationary practices of bankers had profound repercussions on business.
The bankers made loans to business so that the volume of money in-
creased faster than the increase in goods. The result was inflation. When
this became clearly noticeable, the bankers would flee to notes or specic
by curtailing credit and raising discount rates. This was beneficial to
bankers in the short run (since it allowed them to foreclose on col-
lateral held for loans), but it could be disastrous to them in the long
run (by forcing the value of the collateral below the amount of the
loans 1t secured). But such bankers’ deflation was destructive to business
and industry in the short run as well as the long run.
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The resulting fluctuation in the supply of money, chiefly deposits,
Was a prominent aspect of the “business cycle.” The quantity of money
could be changed by changing reserve requirements or discount (in-
terest) rates. In the United States, for example, an upper limit has been
€t on deposits by requiring Federal Reserve member banks to keep a
Certain percentage of their deposits as reserves with the local Federal
Rf:sewe Bank. The percentage (usually from 7 to 26 percent) varies
With the locality and the decisions of the Board of Governors of the
Federal Reserve System.

Central banks can usually vary the amount of money in circulation
by “open market operations” or by influencing the discount rates of
lesser banks, In open market operations, a central bank buys or sells
BOvernment bonds in the open market. If it buys, it releases money into
the economic system; if it sells it reduces the amount of money in the
Community. The change 1s greater than the price paid for the securities.
FOI' example, if the Federal Reserve Bank buys government securities
In the open market, it pays for these by check which is soon deposited in
4 bank. It thus increases this bank's reserves with the Federal Reserve
Bank, Since banks are permitted to issue loans for several times the
Value of their reserves with the Federal Reserve Bank, such a transaction
Permits them to issue loans for a much larger sum.

Central banks can also change the quantity of money by influencing
the credit policies of other banks. This can be done by various methods,
Such ag changing the rediscount rate or changing reserve requirements.
BY Changing the rediscount rate we mean the interest rate which central
)anks charge lesser banks for loans backed bv commercial paper or
Other security which these lesser banks have taken in return for loans.
By raising the rediscount rate the central bank forces the lesser bank
‘0 raise its discount rate in order to operate at a profit; such a raise in
Nterest rates tends to reduce the demand for credit and thus the amount
of deposits (money). Lowering the rediscount rate permits an opposite
resyle. '

Changing the reserve requircments as a method by which central
banks can influence the credit policies of other banks is possible only in
those places (like the United States) where there is a statutory limit on
ICserves. lncrensing reserve requirements curtails the ability of lesser

anks ¢ grant credir, while decreasing it expands that ability.

It is to be noted that the control of the central bank over the credit
_PUlicif:s of local banks are pernussive in one direction and compulsive
" the other. They can compel these local banks to curtail credit and can
only permit them to increase credit. This means that they have control
POWers against inflation and not deflation—a reflection of the old banking
dea that inflation was bad and deflation was good.
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The powers of governments over the quantity of money are of various
kinds, and include (a4) control over a central bank, (/) control over
public taxation, and (c¢) control over public spending. The control of
governments over central banks varies greatly from one country to
another, but on the whole has been increasing. Since most central banks
have been (technically) private institutions, this control is frequently
based on custom rather than on law. In any case, the control over the
supply of money which governments have through central banks 1s
exercised bv the regular banking procedures we have discussed. The
powers of the government over the quantity of money in the community
cxercised through taxation and public spending arc largely independent
of banking control. Taxation tends to reduce the amount of money In
a community and 1s usually a deflationary force; government spending
tends to increase the amount of money in a community and is usually
an inflationary force. The toral effects of a government’s policy will
depend on which 1tem 1s greater. An unbalanced budget will be In-
flationary; a budget with a surplus will be deflationary.

A government can also change the amount of money In a com-
munity by other, more drastic, methods. By changing the gold content
of the monetary unit they can change the amount of money in the
community by a much greater amount. If, for example, the gold con-
tent of the dollar is cur in half, the amount of gold certificates will be
able to be doubled, and the amount of notes and deposits reared on
this basis will be increased manyfold, depending on the customs of the
community in respect to reserve requirements. Moreover, if a govern-
ment goes off the gold standard completely—that is, refuses to exchange
certificates and notes for specie—the amount of notes and deposits can
be increased indefinitely because these are no longer limited by limited
amounts of gold reserves.

In the varlous actions which increase or decrease the supply of money,
governments, bankers, and industrialists have not always seen eye to
eye. On the whole, in the period up to 1931, bankers, especiallv the
Monev Power controlled by the international investment bankers, were
able to dominate both business and government. They could dominate
business, especiallv In activities and in areas where industry could not
finance 1ts own needs for capital, because investment bankers had the
ability ro supply or refuse to supply such capital. Thus, Rothschild in-
terests came to dorminate many of the railroads of Europe, while Morgan
dominated at least 26,000 miles of American railroads. Such bankers
went further than this. In return for flotations of securities of industry,
they took seats on the boards of directors of industrial firms, as they had
already done on commercial banks, savings banks, insurance firms, and
finance companies. From these lesser institutions thev funneled cnpital
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to cnterprises which yielded control and away from those who resisted.
These firms were controlled through 1nterlocking directorships, holding
“Ompanies, and lesser banks. They engineered amalgamations and gen-
¢rally reduced competition, until by the early twentieth centurv many
iCtivities were so monopolized that they could raise their noncompeti-
tlve prices above costs to obrain sufficient profits to become self-financ-
Mg and were thus able to eliminate the control of bankers. But before
that stage was reached a relatively small number of bankers were in
positions of immense influence in European and American economic
llf_e-. As early as 1909, Walter Rathenau, who was in a position to know
(since he had inherited from his father control of the German General
Electric Company and held scores of directorships himself), said, “Three
hundred men, all of whom know one another, direct the economic
destiny of Europe and choose their successors from among themselves.”

The power of investment bankers over governments rests on a num-
ber of factors, of which the most significant, perhaps, 1s the need of
SOvernments to issue short-term treasury bills as well as long-term
BOvernment bonds. Just as businessmen go to commercial banks for
current capital advances to smooth over the discrepancies between their
''regular and intermittent incomes and their periodic and persistent
OUtgoes (such as monthly rents, annual mortgage pavments, and
weekly wages), so a government has to go to merchant bankers (or
Institutions controlled by them) to tide over the shallow places caused
h_.V Irregular tax receipts. As experts in government bonds, the interna-
“onal bankers not only handled the necessary advances but provided ad-
YiIte to government officials and, on many occasions, placed their own
Members in official posts for varied periods to deal with special prob-
‘Ms. This is so widely accepted even today that in 1961 a Republican
estment banker became Secretary of the Treasury in a Democratic

d_dmlniStration in Washington without significant comment from any
Irection,

I

Naturally, the influence of bankers over governments during the age
of 'ﬁnancial capitalism (roughly 1850-1931) was not something about
Which anyone talked freely, but it has been admitted frequently enough
h}" those on the inside, especiallv in England. In 1852 Gladstone, chan-
Cellor of the Exchequer, declar'cd, “The hinge of the whole situation
Was this: the government itself was not to be a substantive power in
Matters of Finance, but was to leave the Monev Power supreme and
Banﬂstioned.” On September 26, 1921, The Financial Times wrote,

alf a dozen men at the top of the Big Five Banks could upset the
};‘:hﬁle tabric of government finance by refraining from renewing

1"ffﬁasury Bills.” In 1924 Sir Drummond Fraser, vice-president of the
Stitute of Bankers, stated, “The Governor of the Bank of England
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must be the autocrat who dictates the terms upon which alone the
Government can obtain borrowed money.”

In addition to their power over government based on government
financing and personal influence, bankers could steer governments in
ways they wished them to go by other pressures. Since most govern-
ment officials felt ignorant of finance, they sought advice from bankers
whom they considered to be experts in the field. The history of the
last century shows, as we shall see later, that the advice given to govern-
ments by bankers, like the advice they gave to industrialists, was con-
sistently good for bankers, but was often disastrous for governments,
businessmen, and the people generally. Such advice could be enforced
if necessary by manipulation of exchanges, gold flows, discount rates,
and even levels of business activity. Thus Morgan dominated Cleveland’s
second administration by gold withdrawals, and in 1936-1938 French

foreign exthange manipulators paralyzed the Popular Front governments.
As we shall see, the powers of these international bankers reached their

peak in the last decade of their supremacy, 1919-1931, when Montagu
Norman and J. P. Morgan dominated not only the financial world but
international relations and other matters as well. On November 11, 1927,
the Wall Street Journal called Mr. Norman “the currency dictator of
Europe.” This was admitted by Mr. Norman himself before the Court of
the Bank on March 21, 1930, and before the Macmillan Committee of
the House of Commons five days later. On one occasion, just before
international financial capitalism ran, at full speed, on the rocks which
sank it, Mr. Norman is reported to have said, “I hold the hegemony of
the world.” At the time, some Englishmen spoke of *“the second
Norman Conquest of England” in reference to the fact that Norman’s
brother was head of the British Broadcasting Corporation. It might be
added that Governor Norman rarely acted in major world problems
without consulting with J. P. Morgan’s representatives, and as a conse-
quence he was one of the most widely traveled men of his day.

This conflict of interests between bankers and industrialists has re-
sulted in most European countries in the subordination of the former
either to the latter or to the government (after 1931). This subordination
was accomplished by the adoption of *“unorthodox financial policies”—
that is, financial policies not in accordance with the short-run interests
of bankers. This shift by which bankers were made subordinate reflected
a fundamental development in modern economic history—a development
which can be described as the growth from financial capitalism to
monopoly capitalism. This took place in Germany earlier than In any
other country and was well under way by 1926. It came in Britain
only after 1931 and in Italy only in 1934. It did not occur in France to
a comparable extent at all, and this explains the economic weakness of
France in 1938-1940 to a considerable degree.
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Intermational Financial Practices

The financial principals which apply to the relationships between
differf:‘gt countries are an expansion of those which apply within a
single country. When goods are exchanged between countries, they
must be paid for by commodities or gold. They cannot be paid for by -
the notes, certificates, and checks of the purchaser’s country, since these
are of value only in the country of issue. To avoid shipment of gold
with every purchase, bills of exchange are used. These are claims against
a person In another country which are sold to a person in the same
country. The latter will buy such a claim if he wants to satisfy a claim
against himself held by a person in the other country. He can satisty
such a claim by sending to his creditor in the other country the claim
which he has bought against another person in that other country, and
let his creditor use that claim to satisfy his own claim. Thus, instead of
Importers in one country sending money to exporters in another country,
importers in one country pay their debts to exporters in their own
country, and their creditors in the other country receive payment for
the goods they have exported from importers in their own country. Thus,
payment for goods in an international trade is made by merging single
transactions involving two persons into double transactions involving
four persons. In many cases, payment is made by involving a multitude
of transactions, frequently in several different countries. These transac-
tions were carried on in the so-called foreign-exchange market. An
exporter of goods sold bills of exchange into that market and thus drew
out of it money in his own country’s units. An importer bought such
bills of exchange to send to his creditor, and thus he put his own
country’s monetary units into the market. Since the bills available in
any market were drawn in the monetary units of many different foreign
countries, there arose exchange relationships between the amounts of
money available in the country’s own units (put there by”importers)
and the variety of bills drawn in foreign moneys and put into the
market by exporters. The supply and demand for bills (or money) of
any country in terms of the supply and demand of the country’s own
money available in the foreign-exchange market determined the value
of the other countries’ moneys in relation to domestic money. These
values could fluctuate—widely for countries not on the gold standard,
~ but only narrowly (as we shall see) for those on gold.

Under normal conditions a foreign-exchange market served to pay
- for goods and services of foreigners without any international shipment
of money (gold). It also acted as a regulator of international trade. If
the imports of any country steadily exceeded exports to another coun-
try, more importers would be in the market offering domestic money
for bills of exchange drawn in the money of their foreign creditor.
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There thus would be an increased supply of domestic money and an
increased demand for that foreign money. As a.result, importers would
have to offer more of their money for these foreign bills, and the value
of domestic money would fall, while the value of the foreign money
would rise in the foreign-exchange market. This rise (or fall) on a
gold relationship would be measured in terms of “par” (the exact gold
content equivalent of the two currencies).

As the value of the domestic currency sagged below par in relation-
ship to that of some foreign currency, domestic exporters to that forcign
country will increase their activities, because when they receive pay-
ment in the form of a bill of exchange they can sell it for more of their
own currency than they usually expect and can thus increase their
profits. A surplus of imports, by lowering the foreign-exchange value of
the importing country’s money, will lead eventually to an increase in
exports which, by providing more bills of exchange, will tend to re-
store the relationship of the moneys back toward par. Such a restoration
of parity in foreign exchange will reflect a restoration of balance in
international obligatons, and this in turn will reflect a restored balance
in the exchange of goods and services between the two countries. This
means, under normal conditions, that a trade disequilibrium will create
trade conditions which will tend to restore trade equilibrium.

When countries are not on the gold standard, this foreign-exchange
disequilibrium (that is, the decline in the value of one monetary unit 1n
relation to the other unit) can go on to very wide fluctuations—in fact,
to whatever degree is necessary to restore the trade equilibrium by
encouraging importers to buy in the other country because its money
is so low in value that the prices of goods in that country are irresistible
to importers in the other country.

But when countries are on the gold standard, the result is quite differ-
ent. In this case the value of a country’s money will never go below
the amount equal to the cost of shipping gold between the two coun-
tries. An importer who wishes to pay his trade partner in the other
country will not offer more and more of his own country’s money for
foreign-exchange bills, but will bid up the price of such bills only to
the point where it becomes cheaper for him to buy gold from a bank
and pay the costs of shipping and insurance on the gold as it goes tO
his foreign creditor. Thus, on the gold standard, foreign-exchange
quotations do not fluctuate widely, but move only between the two gold
points which are only slightly above (gold export point) and slightly
below (gold import - point) parity (the legal gold relationship of the
twWo currencies).

Since the cost of packing, shipping and insuring gold used to be
about !4 percent of its value, the gold export and import points werc
about this amount above and below the parity point. In the case of the
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dollar—-pﬂund relationship, when parity was at [1 = $4.866, the gold
cXport point was about $4.885 and the gold import point was abour
$4-845. Thus:

Gold cxport point  $4.885

(excess demand for bills by Importers)
Parity €1.866
Gold import point  $4.845

(excess supply of bills by exporters)

.The situation which we have described is overly simplified. In prac-
fIce the situation is made more complicated by several factors. Among
these are the following: (1) middlemen buv and sell foreign exchange for
Present or future delivery as a specularive activity; (2) the total supply of
foreign exchange available in the market depends on much more than
the International exchange of commodities. It depends on the sum total
of all international pavments, such as interest, pavment for services,
tourist spending, borrowings, sales of securities, immigrant remittances,
nd so on. (3) the total exchange balance depends on the total of the
1"Elatintzunships of all countries, not merely between two.

The flow of gold from country to country resulting from unbalanced
‘fade tends to create a situation which counteracts the flow. If a coun-
'y exports more than it imports so that gold flows in to cover the differ-
“fce, this gold will become the basis for an increased quantity of money,
2nd this will cause a rise of prices within the country sufficient to re-
fluce exports and increase imports. At the same time, the gold by fiow-
'Ng out of some other country will reduce the quantity of money there
nd will cause a fall in prices within that country. These shifts in prices
Will cause shifts in the flow of goods because of the obvious fact that
BU‘UdS tend to flow to higher-priced areas and cease to flow to lower-
Priced areas. These shifts in the flow of goods will counteract the
riginal unbalance in trade which caused the flow of gold. As a result,
t}_‘e flow of gold will cease, and a balanced international trade at slightly
different price levels will result. The whole process illustrates the
Subordination of internal price stability to stability of exchanges. It
“’3§ this subordination which was rejected by most countries after 1931.
his rejection was signified by (a) abandonment of the gold standard at
At 1n part, (o) eftorts at control of domestic prices, and (c) efforts
dt ¢xchange control. All these were done because of a desire to free the
“Conomic system from the restricting influence of a gold-dominated

Nancig] system.

This wonderful, automatic mechanism of international payments repre-
¥Nts one of the greatest social instruments ever devised by man. It
"€Quires, however, a verv special group of conditions for its effective
Unctioning and, as we shall show, these conditions were disappearing

le
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by 1900 and were largely wiped away as a result of the economic
changes brought about by the First World War. Because of these
changes it became impossible to restore the financial system which had
existed before 1914. Efforts to restore it were made with great determi-
nation, but by 1933 they had obviously failed, and all major countries
had been forced to abandon the gold standard and automatic exchanges.

When the gold standard is abandoned, gold flows between countries
like any other commodity, and the value of foreign exchanges (no longer
tied to gold) can fluctuate much more widely. In theory an unbalance
of international payments can be rectified either through a shift in ex-
change rates or through a shift in internal price levels. On the gold
standard this rectification is made by shifts in exchange rates only be-
tween the gold points. When the unbalance is so great that exchanges
would be forced bevond the gold points, the rectification is made by
means of changing internal prices caused by the fact that gold flows at
the gold points, instead of the exchanges passing beyond the gold
points. On the other hand. when a currency is off the gold standard,
fluctuation of exchanges is not confined between any two points but
can go indefinitely in either direction. In such a case, the unbalance of
international payments 1s worked out largely by a shift in exchange
rates and only remotely by shifts in internal prices. In the period of
1929—1936, the countries of the world went oft gold because they pre-
ferred to bring their international balances toward equilibrium by means
of fluctuating exchanges rather than by means of fluctuating price levels.
They feared these last because changing (especially falling) prices led
to declines in business activity and shifts in the utilization of economic
resources (such as labor, land, and capital) from one activity to an-
other.

The reestablishment of the balance of international payments when
a currency is off gold can be seen from an example. If the value of the
pound sterling falls to $4.00 or $3.00, Americans will buy in England
increasingly because English prices are cheap for them, but English-
men will buy in America only with reluctance because they have to
pay so much for American money. This will serve to rectify the
original excess of exports to England which gave the great supply of
pound sterling necessary to drive its value down to §3.00. Such a depre-
ciation in the exchange value of a currency will cause a rise in prices
within the country as a result of the increase in demand for the goods
of that country.

THE SITUATION BEFORE IQ14

The key to the world situation in the period before 1914 15 to be
found in the dominant position of Great Britain. This positlon was
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more real than apparent. In many fields (such as naval or financial) the
“upremacy of Britain was so complete that it almost never had to be
declared by her or admitted by others. It was tacitly assumed by both.
As an unchallenged ruler in these fields, Britain could afford to be a
benevolent ruler. Sure of herself and of her position, she could be satis-
ﬁed with substance rather than forms. If others accepted her dominance
N fact, she was quite willing to leave to them independence and
autonomy in law.,

This supremacy of Britain was not an achievement of the nineteenth
~entury alone. Its origins go back to the sixteenth century—to the
Period in which the discovery of America made the Atlantic more 1m-
Portant than the Mediterranean as a route of commerce and a road to
Wealth, In the Atlantic, Britain’s position was unique, Not merely be-
~ause of her westernmost position, but much more because she was an
{Slﬂnd. This last fact made it possible for her to watch Europe embroil
Itself in internal squabbles while she retained freedom to exploit the
NeW worlds across the seas. On this basis, Britain had built up a naval
*Upremacy which made her ruler of the seas by 1goo. Along with this
Vas her preeminence in merchant shipping which gave her control of the
“enues of world transportation and ownership of 39 percent of the
World’s oceangoing vessels (three times the number of her nearest
Fival),

_To her supremacy 1n these spheres, won in the period before 1815,
Britain added new spheres of dominance in the period after 1815. These
drose from her early achievement of the Industrial Revolution. This
Was applied to transportation and communications as well as to industrial
Production. In the first it gave the world the railroad and the steamboat;
ln‘the second it gave the telegraph, the cable, and the telephone; in the
third ¢ gave the factory system.

'The Industrial Revolution existed in Britain for almost two genera-
tons before it spread elsewhere. It gave a great increase in output of
Manufactured goods and a great demand for raw materials and food; it
also gave a great increase in wealth and savings. As a result of the first
tWo and the improved methods of transportation, Britain developed a
World trade of which it was the center and which consisted chiefly of the
*Xport of manufactured goods and the import of raw materials and
food, At the same time, the savings of Britain tended to flow out to
Nortl, America, South America, and Asia, seeking to increase the output
of raw materials and food in these areas. By 1914 these exports of
apital had reached such an amount that they were greater than the
Oreign investments of all other countries put together. In 1914 British
UV?rseaS investment was about $20 billion (or about one-quarter of
'Brltain’s national wealth, vielding about a tenth of the total national
'Icome). The French overseas investment at the same time was about
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$0 billion (or one-sixth the French national wealth, yielding 6 percent
of the national income), while Germany had about $5 billion invested
overseas (one-fifteenth the national wealth, yielding 3 percent of the
national income). The United States at that time was a large-scale
debtor.

The dominant position of Britain in the world of 1913 was, as I have
said, more real than apparent. In all parts of the world people slept
more securely, worked more productively, and lived more fully because
Britain existed. British naval vessels in the Indian Ocean and the Far
East suppressed slave raiders, pirates, and headhunters. Small nations
hike Portugal, the Netherlands, or Belgium retained their overseas pos-
sessions under the protection of the British fleet. Even the United
States, without realizing it, remained secure and upheld the Monroe
Doctrine behind the shield of the British Navy. Small nations were able
to preserve their independence in the gaps between the Great Powers,
kept in precarious balance by the Foreign Ofhice’s rather diffident bal-
ance-of-power tactics. Most of the world’s great commercial markets,
cven In commodities like cotron, rubber, and tin, which she did not
produce in quantites herself, were in England, the world price being
set from the auction bidding of skilled specialist traders there. If a man
in Peru wished to send money to a man in Afghanistan, the final pay-
ment, as like as not, would be made by 2 bookkeeping transaction In
I.ondon. The English parliamentary system and some aspects of the
English judicial system, such as the rule of law, were being copied, as
best as could be, in all parts of the world.

The profitability of capital outside Britain—a fact which caused the
great export of capital—was matched by a profitability of labor. As
a result, the flow of capital from Britain and Europe was matched by a
flow of persons. Both of these served to build up non-European areas on
a modified European pattern. In export of men, as in export of capital,
Britain was easily first (over 2o million persons emigrating from the
United Kingdom in the period 1815-1938). As a result of both, Britain
became the center of world finance as well as the center of world
commerce. The systern of international financial relations, which we
described earlier, was based on the system of industrial, commercial, and
credit relanonships which we have just described. The former thus re-
quired for its existence a very special group of circumstances—a group
which could not be expected to continue forever. In addition, it required
a group of secondary characteristics which were also far from perma-
nent. Among these were the following: (1) all the countries concerned
must be on the full gold standard; (2) there must be freedom from
public or private interference with the domestic economy of any coun-
try; thar is, prices must be free to rise and fall in accordance with the
supply and demand for both goods and money; (3) there must also be
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free flow of international trade so that both goods and money can go
without hindrance to those areas where each is most valuable; (4) the
International financial economy must be organized about one center
with numerous subordinate centers, so that it would be possible to
cancel out international claims against one another in some clearinghouse
and thus reduce the flow of gold to a minimum; (5) the flow of goods
and funds in international matters should be controlled by economic
factors and not be subject to political, psychological, or ideological 1n-
Auences.

These conditions, which made the international financial and com-
Inercial system function so beautifully before 1914, had begun to
change by 18go. The fundamental economic and commercial conditions
changed first, and were noticeably modified by 1910; the group of
secondary characteristics of the system were changed by the events of
the First World War. As a result, the system of early international
financia] capitalism is now only a dim memory. Imagine a period with-
Out passports or visas, and with almost no immigration or customs
restrictions. Certainly the system had many incidental drawbacks, but
they were 1ncidental. Socialized if not social, civilized if not cultured, the
system allowed individuals to breathe freely and develop their individual
talents in a way unknown before and in jeopardy since.

The United States to 1917

~ Just as Classical culture spread westward from the Greeks who created
't to the Roman peoples who adopted and changed it, so Europe’s cul-
ture spread westward to the New World, where it was profoundly
Modified while still remaining basically European. The central fact of
American history is that people of European origin and culture came
0 occupy and use the immensely rich wilderness between the Atlantic
““d_ the Pacific. In this process the wilderness was developed and ex-
Ploited area by area, the Tidewater, the Piedmont, the trans-Ap-
Palachian forest, the trans-Alississippi  prairies, the Pacific Coast, and
ﬁnally the Great Plains. By 19oo the period of occupation which had
YCgun in 1607 was finished, but the era of development continued on an
mt@pSive rather than extensive basis. This shift from extensive to in-
tef}swe development, frequently called the “closing of the frontier,” re-
Jured 3 readjustment of social outlook and behavior from a largely
'ndividualistic to a more cooperative basis and from an emphasis on
iere physical prowess to emphasis on other less tangible talents of man-

18eral skills, scientfic training, and intellectual capacity able to fill the
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newly occupied frontiers with a denser population, producing a higher
standard of living, and utilizing more extensive leisure.

The ability of the people of the United States to make this readjust-
ment of social outlook and behavior at the “ending of the frontier”
about 1900 was hampered bv a number of factors from its earlier
historical experience. Among these we should mention the growth of
sectionalism, past political and constitutional experiences, isolationism,
and emphasis on phvsical prowess and unrealistic idealism.

The occupation of the United States had given rise to three chief
geographic sections: a commercial and later financial and industrial
East, an agrarian and later industrial West, and an agrartan South. Un-
tortunatelv, the two agrarian sections were organized quite differently,
the South on the basis of slave labor and the West on the basis of free
labor. On this question the East allied with the West to defeat the South
in the Civil War (1861-1865) and to subject it to a prolonged militarv
occupation as a conquered territory (1865—1877). Since the war and the
occupation were controlled by the new Republican Party, the polirical
organization of the country became split on a sectional basis: the
South refused to vote Republican until 1928, and the West refused to
vote Democratic until 1932. In the East the older families which in-
clined toward the Republican Partv because of the Civil War were
largely submerged bv waves of new immigrants from Europe, begin-
ning with Irish and Germans after 1846 and continuing with even
greater numbers from eastern Europe and Mediterranean Europe after
18go. These new immigrants of the eastern cities voted Democratic be-
cause of religious, economic, and cultural opposition to the upper-class
Republicans of the same eastern section. The class basis in voting patterns
in the East and the sectional basis in voting in the South and West proved
to be of major political significance after 188o.

The Founding Fathers had assumed that the political control of the
country would be conducted by men of property and leisure who
would generally know each other personally and, facing no need for
urgent decisions, would move government to action when they agreed
and be able to prevent it from acting, without serious damage, when
they could not agree. The American Constitution, with its provisions
for division of powers and selection of the chief executive by an
electoral college, reflected this point of view. So also did the use of the
party caucus of legislative assemblies for nomination to public ofhce and
the election of senators by the same assemblies. The arrival of a mass
democracy after 1830 changed this situation, establishing the use of
party conventions for nominations and the use of entrenched polit‘if::ll
party machines, supported on the patronage of public office, to mobilize
sufficient votes to elect their candidates.

As a result of this situation, the elected official from 1840 to 1880
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found himself under pressure from three directions: from the popular
electorate which provided him with the votes necessary for election,
from the party machine which provided him with the nomination to
'un for office as well as the patronage appointments by which he could
reward his followers, and from the wealthy economic interests which
gave him the money for campaign expenses with, perhaps, a certain
surplus for his own pocket. This was a fairlv workable system, since
th:: three forces were approximately equal, the advantage, if any, resting
With the party machine. This advantage became so great in the period
1865-1880 that the forces of finance, commerce, and industry were
'forced to contribute ever-increasing largesse to the political machines
'N order to obtain the services from government which they regarded as
their due, services such as higher tariffs, land grants to railroads, better
Postal services, and mining or timber concessions. The fact rhat these
forces of finance and business were themselves growing in wealth and
POwer made them increasingly restive under the need to make constantly
lafgtf_r contributions to party political machines. Moreover, these eco-
omic tveoons increasingly felt it to be unseemly that they should be
Unable to issue orders but instead have to negotiate as equals in order
0 obtain services or favors from party bosses.

_B}? the late 1870’s business leaders determined to make an end to
this situation by C\m:ing with one blow the taproot of the System of
Party machines, namely, the patronage svstem. This system, which they
Called by the derogatory term “spoils system,” was objectionable to big
business not so much because it led to dishonesty or inefhiciency but
b‘eC‘ause it made the party machines independent of business control by
BVing them a source of income (campaign contributions from govern-
ment employees) which was independent of business control. If this
ource could be cut off or even sensibly reduced, politicians would
be much more dependent upon business contributions for campaign
tXpenses. At a time when the growth of a mass press and of the use of
Chartered trains for political candidates were greatly increasing the
ﬁ‘_Xpense of campaigning for office, anv reduction in campaign contribu-
t10n§ from officeholders would inevitably make politicians more sub-
*fvient to business. It was with chis aim in view that civil service
reform began in the Federal government with the Pendleton Bill of
1883. As a result, the government was controlled wicth varying degrees
of Completencss by the forces of investment banking and heavy indus-
tr.Vﬁfrom 1884 to 1933.

"l‘his period, 1884-1933, was the period of financial capitalism in
Which investment bankers moving into commercial banking and in-
“Urance on one side and into railroading and heavy industry on the
Other were able to mobilize enormous wealth and wield enormous
CConomc, political, and social power. Popularly known as “Society,”
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or the “400,” they lived a life of dazzling splendor. Sailing the ocean In
great private vachts or traveling on land by private trains, they moved
in a ceremonious round between their spectacular estates and town
houses in Palm Beach, Long Island, the Berkshires, Newport, and
Bar Harbor; assembling from their fortress-like New York residences to
attend the Metropolitan Opera under the critical eye of Mrs. Astor; or
gathering for business mectings of the highest strategic level in the
awesome presence of J. P. Morgan himself.

The structure of financial controls created by the tycoons of “Big
Banking” and “Big Business” in the period 1880-1933 was of extraor-
dinary complexity, one business fief being built on another, both being
allied with semi-independent associates, the whole rearing upward into
two pinnacles of economic and financial power, of which one, centered
in New York, was headed by J. P. Morgan and Company, and the other,
in Ohio, was headed by the Rockefeller family. When these two co-
operated, as they generally did, thev could influence the economic life
of the country to a large degree and could almost control its political
life, at least on the Federal level. The former point can be illustrated
by a few facts. In the United States the number of billion-dollar cor-
porations rose from one in 1gog (United States Steel, controlled by Mor-
gan) to fifteen in 1930. The share of all corporation assets held by the
200 largest corporations rose from 32 percent in 1909 to 49 percent in 1930
and reached 57 percent in 1939. By 1930 these 200 largest corporations
held 49.2 percent of the assets of all 40,000 corporations in the country
($81 billion out of §165 billion); they held 38 percent of all business
wealth, incorporated or unincorporated (or $81 billion out of $212 bil-
lion); and they held 22 percent of all the wealth in the country (or $81
billion out of $367 billion). In fact, in 1930, one corporation (American
Telephone and Telegraph, controlled by Morgan) had greater assets than
the total wealth In twenty-one states of the Union.

The influence of these business leaders was so great that the Morgan
and Rockefeller groups acting together, or even Morgan acting alone,
could have wrecked the economic system of the country merely by
throwing securities on the stock market for sale, and, having precipi-
tated a stock-market panic, could then have bought back the securities
they had sold but at a lower price. Naturally, they were not so foolish
as to do this, although Morgan came very close to it in precipitating the
“panic of 19o7,” but they did not hesitate to wreck individual corpora-
tions, at the expense of the holders of common stocks, by driving them
to bankruptcy. In this way, to take only two examples, Morgan wrecked
the New York, New Haven, and Hartford Railroad before 1914 by selling
to 1t, at high prices, the largely valueless securities of myriad New Eng-
land steamship and trolley lines; and William Rockefeller and his friends
wrecked the Chicago, Milwaukee, St. Paul, and Pacific Railroad beforc
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1925 by selling to 1t, at excessive prices, plans to electrify to the Pacific,
copper, electricity, and a worthless branch railroad (the Gary Line).
These are but examples of the discovery by financial capitalists that they
made money out of issuing and selling securities rather than out of the
Production, distribution, and consumption of goods and accordingly led
them to the point where they discovered that the exploiting of an op-
erating companv by excessive issuance of securities or the issuance of
bonds rather than equity securities not only was profitable to them but
Made it possible for them to increase their profits by bankruptcy of the
firm, providing fees and commissions of reorgamzation as well as the op-
portunity to issue new securities.

When the business interests, led by William C. Whitney, pushed
thmugh the first installment of civil service reform in 1883, they expected
that they would be able to control both political parties equally. Indeed,
Some of them intended to contribute to both and to allow an alternation
of the two parties in public office in order to conceal their own 1nflu-
cnce, inhibit any cxhibition of independence by politicians, and allow the
electorate to believe that they were exercising their own free choice.
Such an alternation of the parties on the Federal scene occurred in the
Period 1880-18¢6, with business influence (or at least Morgan’s influence)
45 great in Democratic as in Republican administrations. But in 1896 came
a Shocking experience. The business interests discovered that they could
Contro] the Republican Party to a large degree but could not be nearly so
Confident of controlling the Democratic Party. The reason for this dif-
fef'ence lay in the existence of the Solid South as a Democratic section
With almost no Republican voters. This section sent delegates to the
I_{fipublican National Convention as did the rest of the country, but,
“INCe these delegates did not represent voters, they came to represent
those who were prepared to pay their expenses to the Republican National
CUHV‘ention. In this way these delegates came to represent the busi-
1€ss interests of the North, whose money they accepted. Mark Hanna
95 told us in detail how he spent much of the winter of 1895-1896 in
GeDI"gia buying over two hundred delegates for McKinley to the Re-
Publican National Convention of 18¢6. As a result of this system, about
? Quarter of the votes in a Republican Convention were ‘“‘controlled”
Vm:-es. from the Solid South, not representing the electorate. After the
f_l;li‘t In the Republican Party in 1912, this portion of the delegates was

uced to about 17 percent.

Contfrlzlinlability of th.e imresnneflt bankers and their industrial allies.to
disconr the Democratfc Convention of 1896 was a res_ult of the agrarian
very lacntl of the period 1868--18?6. This dlscoptent in turn was based,
ere Wel‘ge Y, on the monetary tactics of the banking oligarchy. The bank-
plajnedre };veddefi to the gold standard for' reasons we have already ex-

- Accordingly, at the end of the Civil War, they persuaded the
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(irant Admunistration to curb the postwar inflation and go back on the
gold standard (crash of 1873 and resumption of specie payments in 1875).
This gave the bankers a control of the supply of money which they
did not hesitate to use for their own purposes, as Morgan ruthlessly pres-
surized Cleveland in 1893-1896. The bankers’ affection for low prices
was not shared by the farmers, since each time prices of farm products
went down the burden of farmers’ debts (especially morrgages) became
greater. Moreover, farm prices, being much more competitive than in-
dustrial prices, and not protected by a tanff, fell much faster than in-
dustrial prices, and farmers could not reduce costs or modify their pro-
duction plans nearly so rapidlyv as industrialists could. The result was a
systematic exploitation of the agrarian sectors of the community by the
financial and industrial sectors. This exploitation took the form of high
industrial prices, high (and discriminatory) railroad rates, high interest
charges, low farm prices, and a very low level of farm services by rail-
roads and the government. Unable to resist by economic weapons, the
tarmers of the West turned to political relief, but were greatly hampered
by their reluctance to vote Democratic (because of their memories of
the Civil War). Instead, they tried to work on the state political level
through local legislation (so-called Granger Laws) and set up third-party
movements (like the Greenback Party in 1898 or the Populist Party in
1892). By 1896, however, agrarian discontent rose so high that it began
to overcome the memory of the Democratic role in the Civil War. The
capture of the Democratic Party by these forces of discontent under
William Jennings Bryan in 1896, who was determined to obtain higher
prices by increasing the supply of money on a bimetallic rather than a gold
basis, presented the electorate with an election on a social and economic
issue for the first time in a generation. Though the forces of high finance
and of big business were in a state of near panic, by a mighty cftort in-
volving large-scale spending they were successful in electing McKinley:.

The inability of plutocracy to control the Democratic Party as it
had demonstrated it could cortrol the Republican Party, made ir advisable
for them to adopt a one-party outlook on politicai affairs, although they
continued to contribute to some extent to both parties and did not cease
their efforts to control both. In fact on two occasions, in 1904 ard in
1924, J. P. Morgan was able to sit back with a fecling of satisfaction to
watch a presidential election in which the candidates of both parties were
in his sphere of influence. In 1924 the Democratic candidate was one of
his chief lawyers, while the Republican candidate was the classmate and
handpicked choice of his partner, Dwight Morrow. Usually, Morgan had
to share this political influence with other sectors of the business oli-
garchy, especially with the Rockefeller interest (as was done, for ex-
ample, by dividing the ticket between them in 1g9oo and in 1920).

The agrarian discontent, the growth of monopolies, the oppression of
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labor, and the cxcesses of Wall Street financiers made the countrv very
restless in the period 18go-1900. All this could have been alleviated merely
by increasing the supply of money sufficiently to raise prices somewhat,
bur the financiers in this period, just as thirty vears later, were determined
to defend the gold standard no matter what happened. In looking about
for some issue which would distract public discontent from domestic
CConomic issues, what better solution than a crisis in foreign aftairs? Cleve-
land had stumbled upon this alternative, more or less accidentally, in 1895
when he stirred up a controversy with (reat Britain over Venezuela.
The great opportunity, however, came with the Cuban revolt against
Spain in 1895. While the “vellow press,” led by William Randolph Hearst,
roused public opinion, Henry Cabot l.odge and Theodore Roosevelt
Plotted how they could best get the United States into the fracas. They
got the excuse they needed when the American battleship Matne was
sunk by a muv'sterious explosion in Havana harbor in February 18¢8.
In two months the United States declared war on Spain to fight for
Cuban independence. The resulting victory revealed the United States
45 2 world naval power, established it is an imperialist power with pos-
session of Puerto Rico. Guam, and the Philippines, whetted some ap-
petites for imperialist glory, and covered the transition from the long-
drawn age of semidepression to a new period of prosperity. This new
period of prospcerity was spurred to some extent by the increased demand
for industrial products arising from the war, but even more by the
eW period of rising prices associated with a considerable increase in the
world production of gold from South Africa and Alaska after 189;5.

America’s entrance upon the stage as a world power continued with
the annexation of Hawaii in 1898, the intervention in the Boxer uprising
In 1900, the scizure of Panama in 1903, the diplomatic intervention 1n the
Russo-Japanese War in 1903, the round-the-world cruise of the American
Nﬁ\*}’ In 1908, the military occupation of Nicaragua in 1912, the open-
Mg of the Panama Canal in 1914, and military intervention in Mexico
in 1916.

During this same period, there appeared a new movement for economic
Ind political reform known as Progressivism. The Progressive movement
fesulted from a combination of forces, some new and some old. Its foun-
dation rested on the remains of agrarian and labor discontent which had
Struggled so vainly before 18¢7. There was also, as a kind of afterthought
Ol the part of successful business leaders, a weakening of acquisitive
Selfishness and a revival of the older sense of social obligation and idealism.
To some extent this feeling was mixed with a realization that the position
and Privileges of the very wealthy could be preserved better with super-
ficial concessions and increased opportunity for the discontented to blow
0'ff Steam than from any policy of blind obstrucrionism on the part of the
fich, As an cxample of the more idealistic impulse we might mention the
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creation of the various Carnegie foundations to work for universal peace
or to extend scholarly work in science and social studies. As an example
of the more practical point of view we might mention the founding of
The New Republic, a “liberal weekly paper,” by an agent of Morgan
financed with Whitney money (1914). Somewhat similar to this last point
was the growth of a new “liberal press,” which found it profitable to
print the writings of “muckrakers,” and thus expose to the public eye
the seamy side of Big Business and of human nature itself. But the great
opportunity for the Progressive forces arose from a split within Big Busi-
ness between the older forces of financial capitalism led by Morgan and
the newer forces of monopoly capitalism organized around the Rocke-
feller bloc. As a consequence, the Republican Party was split between the
followers of Theodore Roosevelt and those of William Howard Taft,
so that the combined forces of the liberal East and the agrarian West were
able to capture the Presidency under Woodrow Wilson in 1g12.

Wilson roused a good deal of popular enthusiasm with his talk of “New
Freedom” and the rights of the underdog, but his program amounted
to little more than an attempt to establish on a Federal basis those reforms
which agrarian and labor discontent had been seeking on a state basis
for many years. Wilson was by no means a radical (after all, he had been
accepting money for his personal income from rich industrialists like
Cleveland Dodge and Cyrus Hall McCormick during his professorship
at Princeton, and this kind of thing by no means ceased when he entered
politics in 1910), and there was a good deal of unconscious hypocrisy in
many of his resounding public speeches. Be this as it may, his politi-
cal and administrative reforms were a good deal more effective than his
economic or social reforms. The Clayton Antitrust Act and the Federal
Trade Commission Act (1913) were soon tightly wrapped in litigation
and futility. On the other hand, the direct election of senators, the
establishment of an income tax and of the Federal Reserve System, and
the creation of a Federal Farm Loan System (1916) and of rural delivery
of mail and parcel post, as well as the first steps toward various laboring
enactments, like minimum wages for merchant seamen, restrictions on
child labor, and an eight-hour day for railroad workers, justified the
support which Progressives had given to Wilson.

The first Administration of Wilson (1913-1917) and the earlier Admin-
istration of Theodore Roosevelt (19oi-1909) made a substantial contri-
bution to the process by which the United States redirected its aim from
extensive expansion of physical frontiers to an intensive exploitation of its
natural and moral resources. The earlier Roosevelt used his genius as a
showman to publicize the need to conserve the country’s natural re-
sources, while Wilson, in his own professorial fashion, did much to ex-
tend equality of opportunity to wider groups of the American people.
These people were so absorbed in the controversies engendered by these
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efforts that they hardly noticed the rising international tensions in Europe
or even the outbreak of war in August, 1914, until by 1915 the clamorous
controversy of the threat of war quite eclipsed the older domestic con-
troversies. By the end of 1915 America was being summoned, in no

gentle fashion, to play a role on the world’s stage. This 1s a story to which
WE€ must return in a later chapter.












N the nineteenth century most historians regarded Russia as part of
Europe but it is now becoming increasingly clear that Russia is an-
other civilization quite separate from Western Civilization. Both of

these civilizations are descended from Classical Civilization, but the con-
Nection with this predecessor was made so differently that two quite
different traditions came into existence. Russian traditions were derived
from Byzantium directly; Western traditions were derived from the
nore moderate Classical Civilization indirectly, having passed through
the Dark Ages when there was no state or government in the West.

Russian civilization was created from three sources originally: (1) the
Slay People, (2) Viking invaders from the north, and (3) the Byzantine
tradition from the south. These three were fused together as the result
O_f 4 common experience arising from Russia’s exposed geographical posi-
on on the western edge of a great flatland stretching for thousands of
miles to the east. This flatland is divided horizontally into three zones
of which the most southern is open plain, while the most northern 1s open
bush ang tundra. The middle zone is forest. The southern zone (or
Steppes) consists of two parts: the southern is a salty plain which is prac-
tically useless, while the northern part, next to the forest, is the famous
black-earth region of rich agricultural soil. Unfortunately the eastern
Portion of this great Eurasian plain has been gerting steadily drier for
thousands of years, with the consequence that the Ural-Altaic-speaking
Peoples of central and east-central Asia, peoples like the Huns, Bulgars,
Magyars, Mongols, and Turks, have pushed westward repeatedly along
the steppe corridor between the Urals and the Caspian Sea, making the
black-earth steppes dangerous for sedentary agricultural peoples.

The Slavs first appeared more than two thousand years ago as a peace-
“L_ €Vasive people, with an economy based on hunting and rudimentary
“Sticulture, in the forests of eastern Poland. These people slowly in-
treased in numbers, moving northeastward through the forests, mixing
With the scattered Finnish hunting people who were there already. About
A-D. 700 or so, the Northmen, whom we know as Vikings, came down
from the Baljc Sea, by way of the rivers of eastern Europe, and even-

8
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tually reached the Black Sea and attacked Constantinople. These North-
men were trving to make a way of life out of militarism, seizing booty
and slaves, imposing tribute on conquered peoples, collecting furs, honey,
and wax from the timid Slavs lurking in their forests, and exchanging
these for the colorful products of the Byzantine south. In time the
Northmen set up fortified trading posts along their river highways,
notably at Novgorod in the north, at Smolensk in the center, and at
Kiev in the south. Thev married Slav women and imposed on the rudi-
mentary agricultural-hunting economy of the Slavs a superstructure of a
tribute-collecting state with an exploitative, militaristic, commercial econ-
omy. This created the pattern of a two-class Russian society which has
continued ever since, much intensified by subsequent historical events.

In time the ruling class of Russia became acquainted with Byzantine
culture. They were dazzled by it, and sought to import it into their
wilderness domains in the north. In this way they imposed on the Slav
pec-ples many of the accessories of the Byzantine Empire, such as Ortho-
dox Christianity, the B}izantine alphabet, the Bvzantine calendar, the
used of domed ecclesiastical architecture, the name Czar (Caesar) for
their ruler, and innumerable other traits. Most important of all, they
imported the Bvzantine totalitarian autocracy, under which all aspects
of life, including political, economic, intellectual, and religious, were re-
garded as departments of government, under the control of an autocratic
ruler. These beliefs were part of the Greek tradition, and were based
ultimately on Greek inability to distinguish between state and society.
Since society includes all human activities, the Greeks had assumed that
the state must include all human activities. In the days of Classical Greece
this all-inclusive entity was called the polis, a term which meant both
society and state; in the later Roman period this all-inclusive entity was
called the imperium. The only difference was that the polis was sometimes
(as in Pericles’s Athens about 450 B.Cc.) democratic, while the wnperimn
was always a military autocracy. Both were totalitarian, so that religion
and economic life were regarded as spheres of governmental activity. This
totalitarian autocratic tradition was carried on to the Byzantine Empire
and passed from it to the Russian state in the north and to the later
Ottoman Empire in the south. In the north this Bvzantine tradition com-
bined with the expenence of the Northmen to intensify the two-class
structure of Slav society. In the new Slav (or Orthodox) Civilization this
fusion, fitting together the Bvzantine tradition and the Viking tradition,
created Russia. From Byzantium came autocracy and the idea of the statc
as an absolute power and as a totalitarian power, as well as such impor-
tant applications of these principles as the idea that the state should control
thought and religion, that the Church should be a branch of the govern-
ment, that law i1s an enactment of the state, and that the ruler 1s semi-
divine. From the Vikings came the idea that the state i1s a foreign
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‘Mportation, based on militarism and supported by booty and tribute,
that economic innovations are the function of the government, that power
tather than law is the basis of social life, and that society, with its people
and its property, is the private property of a foreign ruler.

These concepts of the Russian system must be emphasized because they
At€ so foreign to our own traditions. In the West, the Roman Empire
(which continued in the East as the Byzantine Empire) disappeared in
476; and, althmJgh many efforts were made to revive it, there was clearly
4 period, about goo, when there was no cmpire, no state, and no public
Uthority in the West. The state disappeared, vet society continued. So
also, religious and economic life continued. This clearly showed that the
“late and society were not the same thing, that society was the basic
“htty, and that the state was a crowning, but not essential, cap to the
Social structure. This experience had revolutionary eftects. It was dis-
“Overed that man can live without a state; this became the basis of
Western liberalism. It was discovered that the state, if 1t exists, must
*¢IVe men and that it is incorrect to believe that the purpose of men 1s
(0 serve the state. It was discovered that economic life, religious life, law,
and private property can all exist and function effectively without a state.
From this emerged' laissez-faire, separation of Church and State, rule of
law, and the sanctity of private propertv. In Rome, in Byzantium, and in
RUSSla, law was reé;arded as an enactment of a supreme power. In the
\’YES& when no supreme power existed, it was discovered that law sull
tXisted as the bodv of rules which govern social life. Thus law was found

Y observation in the West, not enacted by autocracy as in the East. This
JN€ant thae authority was established by law and under the law in the
Wegr, while authoriiy was established by power and above the law 1n the
enacted%le \VE-SI: fe!t that the 1:ules (?f economic life were found and not
publi