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Preface

The following textbook is meant to be an introductory textbook in American business
and society for students with no background in the subject. It starts out with providing an
understanding of the total transformation of American society as a result of the Industrial
Revolution , beginning in the period after the Civil War. The main focus here is on the new
economic and business structures which revolutionized American society, ma inly the rise of the
limited liability corporation and monopoly and oligopoly capitalism.

As the discussion moves into the 20t century, there is a discuss ion about how America
became an automobile society, particularly Henry For d&s ¢ ontewiindusttial on t o 1
capitalism of the 20 th century,f ol | owed by GMds new model for busin
the management philosophy of Alfred P. Sloan.

Then we look at the causes of the Great Depression followed by an examin ation of the
new economic policy of the New Deal and its underlying economic philosophy of Keynesian
economics.

The rise of post-World War Il modern corporate America is examined in some detail i
the rise of the armaments industry during the Cold War, the rise of the electronics indus try,
and finally the rise of the computer industry and Silicon Valley from the 1970 &. This last theme
is important because of the challenge of the new bu siness models of Silicon Valley.

Part Il of the textbook then takes a different approach, adopting an explicitly
sociological perspective. Specifically the focus is on exploitation of workers and on the natural
environment. The issue of corporate ethics is touched upon with specific reference to the tobacco
industry (product liability) and the case of Enr  on (corporate malfeasance).

However, in order to present a more balanced view, Part Il of the textbook looks at
some new business models which reject the dprofits over people 6 orientation we see throughout
the history of American business. Specifically we look at some companies which are highly
innovative, and perhaps more importantly , are humanistic and ecologically conscious ( i.e.,
agreend. Rather than ending the textbook on a pessimistic note such as an anti  -globalism
message, we suggest the possibility that a restructured modern  business corporation with a
socially responsible corporate philosophy, instead of destroying people and things through its
0ext er noéalmitagtetize the imperatives of ecological sustainability and the desire for a
non-exploitive (i.e., humanistic) social -global system.
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Partl. The Rise of the Corporation in the 19 *% Century

The railroadindustry was the key to economic growth in the focentury.

Before the Civil War, most businesses in America were small, independently
owned enterprises. Transportation and telecommunication technology was still in
its beginning stages. All this changed, however, after the Civil War. In a short time,
the country was covered with railroad | ines and telegraph cables, and this growth of
better transportation and communication technologies helped the industrial
revolution in America. Other important technologies, for example, electricity and
the internal combustion engine, were also developing in this period . The result was
that America had the fastest economic growth in the world in this period.

1861 Harper & Magazine picture celebrating the first telegraph communication to
California



Because railroads could quickly distribute more goods to more peo ple, there
were reductionsi n pri ce. This is what i s ocomiitcseed Oeco
the bigger your company is, the more you can sell, and the
more you sell, the more you can reduce the price. Lower
prices will mean even more people will buy your product,
resulting in even more economic growth.

This is what happened during the industrial
revolution i economies of scale Manufacturing (factory
production) increased very rapidly during the late 19 th
century , with hi gh production outputs. A number of
companies in this period grew so fast and big they easily

C ornelius Vanderbit took over and controlled certain markets (e.g., food, steel,
railroads, and oil).

The other big change in the business world in the late 19 t century was a new
type of business form which completed changed American economy and society : the
limited liability corporation

The Corporation

The corporation has been around for hundreds of ye@recorporationis a
business form which is recognized by the lawlaw, it is treated like a persand it can
engage in various activities like a persoowning property, making contracts, borrowin
money, hiring workers, etc.

Corporations raise money by selling stock. Investors buy stock and hope thg
company will make a profit.flesepeoplewho have stockdshareholders) get money
back in the form oftlividends

Also, the owners of the company, the shareholders, are free fronliabiity (=
legal responsibility)If the company does something illeghle shareholders cannot be
held responsible.

Some famous corporations in history:

1) The British East India Company with lasted more than 270 years and
ruled India for a long time.

2) The Dutch East India Company (1602) which controlled the spice trade
with the East Indies (=Indonesia).

3) The Virginia Company and the Massachusetts Bay Company which
helped start British colonial America.

4) The famous Hudsonb6és Bay Company of




The 19t century was the time of the rise of dBig Business. 6 Companies would
merge together to form a drust 6 or monopoly. In 1888, New Jersey allowed
corporatio ns which were set up or c¢chartered din their state to buy stock in another
corporation (so they could form monopolies). The result was a flood of mergers. In
this way corporations could grow very large and control particula  r markets. ( The
goal of any kind of monopoly is to eliminate competition ). Other states soon followed,
making it easier to setup a corporation in their state.

These business trusts became so big and powerful in the late 19 t and early
20t century that th e government became worried about the size and power of these
new corporations, and tried to break them up (t hr ou g+ r o gegigation ).
However, the govern ment action was generally weak .

Many large companies became conglomerates at this time, meanin g they
bought other unrelated companies to in order to diversify.  This was the real
beginning of monopoly capitalism i the domination of a few big companies which
can keep smaller competitors out of particular markets

Another type of market domination whic h we see developing at this is called
oligopoly. In the case of oligopolies, a few huge industries would make informal
agreements to dominate and control a market (rather than formally merge into one
company).

THE RICH

MA
IN THE WORLD

- ANDRE
Y9 CARNEGIE

(18351919)Steel industry owner

John D. Rockefeller (1838937): Ol industry



We can say that these new industrial corporations of the late 19t century
took over t he Ameri can e c on o-fifth.of alBA&mericdane
workers worked for one of the top five industrial corporations. There was a
revolution in the business world which led to a total restructuring of American
economy and society. It was a change from simple business organizations to  the first
modern corporations ; they had separate operating divisions, large networks of
suppliers and professional managers. On the good side, this new type of business
organization produced great wealth for America, but on the bad side, they took over
the economy, establishing a new economic system. [Corporations continue to con trol
the economies of the world . Today 90% of all business receipts go to cor porations;

18800¢

the sales of the top 100 companiesd accounts

(measured in terms of GDP). ]

Big Business and Economy int he Early 20 th Century

S8 Henry Ford and his Moddl (1921)

By 1913, America accounted for 35% o f the worl dos
(compared to 16% for Germany and 14% for Britain). A few big companies were
now controlling most of the major markets like fo od, energy or transportation.
Government and ordinary citizens were beginning to become worried about the
direction of monopoly capitalism where a few huge industries or conglomerates were
controlling most of the economy. New laws were enacted to control b ig business, as

well as other kinds of social reform s. | n addi tion to breaki

(monopolies), this was a period of labor activities such as strikes to get better
working conditions and pay.

i ndu
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World War | ended in 1918 and America had been key in helping to win the
war. Though much of Europe an society and economy was broken, American began
to prosper even more and emerged cl| Anmenchy as
was now clearly the industrial giant of the world.

The Jazz Age

Early Jazz

The Roari ng Twenti es 0 o0 rwasoam kxeiting age and A e of
great cultural and economic change. It was an age of relative prosperity. The
automobil e was the probably the most powerful force for social and economic change
in this period. We also see the very beginning s of a middle -class,and ad c on s u mer
culture, 6 whi ch jnewformsdotalvertismd to pranote &l ¢he new
goods being produced in the factories of America. In this period we also see the birth
of the airlines industry, radio, and the first Hollywood movi e studios. In 1929, the
unemployment rate was about 3.2% and work week went down to about 44 hours
(compared to 69 hours in 1900). For many Americans, times were good.

The automobile industry became one of the most important industries in
America at this time ; thanks especially to Henry Ford, America became an
aut omobi | e s oasserablyyine prbdoatiah @rsd econom ies of scale made
the automobile cheap enough for ordinary people to buy. By 1914 his huge factory in
Michigan was able to produce a car in 1.5 hours, producing 1,000 cars a day. His
company became the richest company in the world.



Large corporations like Ford Motor Co. handled everything from mass
production to mass distribution. The firm became prof essionalized under a new

system which emphasized efficiency. T h e n | at er , at Gener al M

competitor), Alfred Sloan reorganize d the company according to scientific principles

of management . Sl oands ideas changed the

He put many divisions under centralized co ntrol from one main office run by
professional managers with a strong goal of efficiency in every part of the  company.
His managers used scientific research of individual markets so that the company
could the kind of cars customers wanted.

The government economic policy at this time was basically  /aissez-faire (=do
nothing) ---do as little as possible to manage the economy. This laissez-faire
economic philosophy said that it was best to let market s operate freely with little
government interference. As a result, a small number of  people became super rich,
leaving many poor people at the bottom of American society . (The middle -class did
make some gains in this period). Under /aissez-faire economic policy, businesses
could manipulate and control markets.  Also, workers 8salaries were generally low,
with few if any benefits. The result was that the corporations became rich, but little
of that wealth flowed down to the people at the bottom of society.

Often the rich people believed that they deserved to be rich because of their
special talents and abilities, and the poor deserved to be poor beca use they lacked

special ability or motivation. This belief/i de ol ogy sosial Raavinisne @ It 0

says that the law s of economic life are like the laws of the jungle, where only the
strong est survive. According to this ideology, there is no need to help the poor
because they are naturally weak and should not survive. The rich, on the other
hand, have become successful because of their special talents and abilities. In other
words, they deserve to be rich because they are better, stronger human beings.
Obviously many rich people like this ideology, even today.

Even t hough Wwds ean dg® BfOrélative prosperity, it must be

way

remembered that most of the countryds wealth

small number of industrialists and other elites. Lots of factory jobs were available,
but wages were low, and of course there were few benefits like health insurance or

pensions. Nevertheless, except for the agricultural sector, the feeling int he 19200s

was of expanding wealth and prosperity for the whole nation. For many, it s eemed
to be the triumph of J/nadustrial capitalism @ a system which provided a variety of
new consumer goods to the public. There was great optimism in the economy and
the belief that it would continue to grow and grow and everyone would prosper
forever.
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However, all this came to an end in October of 1929 . One of the biggest
events in world economic history was the crash of the wealthiest country in the
world. The economic bubble burst, the stock market crashed losing most of its value
in a couple of weeks, and the whole economic system came to a virtual stop.

The Great Depression of t he 193003s

Throughout the 192 0 ,6nsgany people invested and gambled in stocks. Many
people borrowed money to buy stocks or make other investments, and lenders
(banks) were usuall y happy to lend money because the economy was expanding;
they believed that the loans would be repaid. However, the economic system had a
number of weaknesses and the bubble finally burst on Tuesday, Oct. 29, 1929;
people panicked and began selling off the ir stocks as quickly as possible before they
lost all their value. (Once stocks start falling, if the economy is weak, they will keep
falling ).

On that dark day in Oct. 1929, at one point no one was buying  stock at all fi
only selling their stock. In one day , all the profits made in the preceding year were
lost. A few weeks later, $30 billion of wealth was gone. At first many people
thought that this was just a temporary sell -off and things would recover quickly.
They were wrong.

A depression is different from a recession. A recession means a period of slow
economic growth, usually with high unemployment. A depression means no growth,
or even negative growth (and of course, high unemployment) -and 1 td&s | onger
harder to recover from.

By 1933, the worst year of the depression, GDP was cut in half. In 1933 it
was 25% unemployment (during a recession the unemployment rate might be about
5% or 6%, which is still quite serious).

Major Causes of the Great Depression

1) Too much specul ati on/ gvngitbdmuchg épeopl ¢
money for risky investments.

2) Banks lent out too much money fi more than they had; when
depositors came to get their money out of the bank, the banks
closed their doors ---theydi dndét have enough money
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The agricultural sector was weak: industr ial production was
very high but farmers did not do well in the new industrial
economy. Farm workers wages remained low throughout the
19206s so they didndt have the
manufactured goods.

Unequal distribution of wealth: This may be key pointin
understanding the reasons for the Great Depression of the

1 9 3 Olbpwor people get more money, this stimulate s the
whole economy because they always spend it on consumable
goods: soaps, medicine, clothes, etc. If most of the wealth goes
to rich people instead, this does not really stimulate the
economy much because rich people are more likely to spend
their wealth on big purchase items like yachts or large houses.

the 1920606s, the factor i-epeopedde

not have enough money to buy all the things being produced. The result was that
had too much i mselewhictomesns thdy havetto t hey ¢

fact or i
fire workers.

es

This starts a downward spiral --- firing workers means the

unemployment rate goe s up. When unemployment is high, people spend even less
money. Thus the economy slows down even more and companies fire even more

workers.

=aUnemployedmen fighting for jobs

capit

prod
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1936 migrant workers in California

How does a society get out of a recession/depression? What can the

government do? Inthe 193008s, t he n e Wresigemtv Eranklim®&.n t of
Roosevelt took aggressive action to try to fix the economy. They developed a n
aggressive economic policy whiltedsathangegfromal | ed

a do-nothing 6 economic policy (laissez-faire) to an active management of the whole
economic system by the federal government. First, it supported the banks, insuring

peopl eds deposits. Then it tried to redistri
system which made the rich people pay much more taxes to support society. A
pension system was put into place. Wor ker s

were protected. A minimum wage was guaranteed. People who lost their jobs could
alsoreceivemoney ( 0unempl oy menttoliveros.ur anced)

All this was new in American life: the government was now taking an active
role in controlling PBehiodgthienew ecanonacnpolioyiwvas al i ves.
new economic philosophy--- the liberal economic theory of John Maynard Keynes
His theory supported public spending as a powerful force to fix the economy, to
stimulate the economy. In a depression, neither consumers nor busine sses are eager
to spend money, so government has to spend money to get the economy moving.
Even if t he gover nmenty, itcshodldh gpend ihamyway andlge mo n e
into debt! In order to stimulate the economy it was necessary to build infrastructure,
to guarantee employment ---- the way to do this was through big construction
projects like bridges and dams.
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John Maynard Keyn€48831946)was
a British economist whose ¢ories
changed the modern world. He

Economic theorist- JM. Keynes, _ _
believed that government spending

was necessary to stimulate economic
growth.

President Franklin Roosevelt(from 1933
19451 adopteda Keyresian ecommmic policy

Wa s Frankl in Rooseveltds policy successfu
depression? It did give people hope, and it did help thos e at the very bottom of
society. His policies helped to establish a new kind of society with  economic csafety
netsé for old people, for unemployed people and for the poor. (The federal
government also grew in sized to become the huge bureaucracy that it is today ).

However, it was really only the Second World War which really p ulled
America out of d epression; it is sometimes said that the Great Depression really
ended on Dec. 7, 1941 when the Japanese navy attacked the U.S. base in Pearl
Harbor, Hawaii.

When the war ended in 1945, the United States went on to become the
economic powerhouse of the world. The big corpo rations became even bigger and, in
many cases, became huge multinational corporations  which dominated world
markets ( until the 1980 & when Japanese corporations out -competed them.)
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Post-War America n Business

The Cold War with the Soviet Union began alm ost immediately with the end
of World War Il, and the government gave huge contract s to private companies for
military armaments and for space exploration as well: McDonnell Corp., Litton
Industries, and Grumman are just a few of the big names. America had a huge
military budget to compete with Russia and to fight the spread of communism. In
fact, weapons development accounted for about 10% of GDP; the Defense industry
became even bigger than the automobile industry at this time.

The postwar years were ti mes of business expansion and prosperity. Along
with it was the realization that it was important to become bigh franchises,
conglomerates, M&A (mergers and acquisitions) was the dominant pattern.
Surprisingly, merges often resulted in price reductions, bec  ause of the economies of
scale (bigger often means cheaper costs) .

This period after WWII was the most dynamic in American economic history
and resulted in the Americanization of the world. Indeed, the era of the American
multinational corporation has begu n: markets in countries all over the world were
being conquered by companies such as | BM, He i
Gamble (soap), and Coca-Cola. Also, corporate culture had changed. Now the
Company Man had taken over fi the business professional , was an example of
conformity and status seeking.

This was a period of great innovation both in business management and in
technology offering the consumer new items and more choice. For example , we see
automatic transmission in cars, the Polaroid camer a, filtered cigarettes, menthol
flavored cigarettes, and of ciotelavisiam, t he new m

Early televisions used vacuum tubes, and indeed the first television
manufacturers came from the radio industry. T ubes were replaced in t
transistors and a few big companies emerged from the age of intense competition in
the electronics market: RCA, Zenith, Motorola, General Electric and a few others
dominated the television electronics industry by the 196 0 06 s .

The trend towards conglomeration took over the field of T.V. so that huge
conglomerates emerged which included T.V. stations and networks, adverting
agencies, production studios, electronics firms. By the middle ofthe 19500s t her e
was a new industry knowas 0t he entertainment industry. o6
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Early television set

The computer was born out of World War Il and after the war IBM, Sperry -

Rand and a couple of other firms were producing computers. By the 196 00s t her e

were many more companies but IBM dominated the field a nd the company became
a symbol of Amer i c a0 ssandenarketing dbititigs. cal , busi ne

Early IBM computer

From about 1975 on, American corporations changed. The main reason was a
big rise in the price of oil. The first oil shock of 1973 sent shock waves throughout
th e whole society. A second oil shock in 1979 saw very big inflation ( a 13% rise in
consumer prices). A new economic term was used to describe the situation which
resulted -- high inflation with weak investment and rising unemployment )
ostagflation. 6

In this new phase of American capitalism, there was a shift from
manufacturing to service industries (finance, insurance, real estate, fast food).
Corporate downsi zing started i n t he 198008s
competitive employment environment wher e older workers lost jobs and skilled
workers could only find lower paying jobs. Yet at the same time, we see a jump in
CEO salaries and a worsening pattern of income distribution.

In the ®O0& there was also the start of a new governmental economic poli cy:
deregulation. This policy meant less government regulation of key industries to
encourage more competition (e.g., the airlines). Privatization of government
companies led to downsizing of the workforce (so less job security).
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A new emphasis on innovat ion (rather than conformity) swept the business
world. Joint ventures with foreign firms became a new trend. The old type of
hierarchical corporation was being challenged by individual  entrepreneurs who
sometimes start ed a company at home, maybe in their g arage (Steve Jobs, Apple
Computer) or their college dormitory (Linux, Finland). Il n the 19800s we al
new pattern of Ol everaged buyoutso6é (borrowing
This led to thousands of new companies emerging and disappearin g almost
overnight. The shape of American business was changing very rapidly in this period.

The Computer Industry: Silicon Valley

‘l l
e .

| —
EERRT WL

s Early Apple computer (1980&) New Apple

By 1996, the internet revolution was taking off in a big way, and Silicon
Valley (near San Francisco) was revolutionizing the corporation. Silicon Valley was
the home of the computer industy. During the 197008s Silicon
really took off, supported by engineers from nearby Stanford University. They
developed the computer chip and the microprocessor, which is part of the hardware
of every computer. The style of doing business in Silicon Valley was completely new
and different from old style corporations like GM. The atmosphere was very
intellectual and informal, very innovative and exciting , producing such success
stories as Hewlett -Packard, Intel, Sun Microsystems, Oracle, and others. Instead of
businesses being run by elderly white men, a new generation of computer nerds and
hi-tech hippies and Asians was taking over. Bright young engineers with casual
wear started small companies which made millions of dollars as part of the digital
revolution which would sweep the whole world.
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Silicon Valley style businesses influenced the whole business world  --- not just
their digital technology, but their style of doing business. During the internet boom
of the |l ate 19906s people talked about the ON

Other c ompanies began moving out of city centers to the suburbs into large
industrial parks, just | i ke Cal i forni ad 3heseé newi coropaniesVal | ey
developed horiz ontal networks of affil iatesii informal alliances which could support
each other. Borders between companies became less clear. By the end of the 20 th
century the influence of Silicon Valley business culture had spread all around the
world i becoming less hierarchical, more flexible and looking to young bright
entrepreneurs for new ideas.



