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The Civil War is one of the defining events—if not the defining event—in American history. Far more than the American Revolution, it forged a consolidated nation-State, politically, economically, and ideologically.
 With the triumph of American nationalism, never again would any section of the United States even threaten, much less attempt, independence. The war also brought about the final eradication of black chattel slavery within the country’s borders, an accomplishment whose significance cannot be overestimated. The U.S. had previously stood out as one of the few remaining world powers striving to uphold this ancient but waning institution. Now it had dramatically and decisively joined the cause of abolition.

But these watershed changes came at a cost that was enormous. Contrary to the expectations of leaders on both sides, the Civil War raged for four soul-wrenching years. The total killed on both sides—620,000, with an additional 400,000 wounded—ranks the conflict as the bloodiest in all of United States history. That figure is half again the number of American deaths that resulted from World War II and represents six times as many on a per capita basis. Several of the Civil War’s major battles, including that at Gettysburg, Pennsylvania, each by itself yielded more American casualties than the fighting in all previous U.S. wars combined. On top of the human devastation, was the insurgency’s economic cost, reaching a total of $6.6 billion (in 1860 prices), about evenly divided between the two sides.
 The North’s portion alone was enough to buy all slaves and set up every freed family with forty acres and a mule.

Unsurprising, the American Civil War had a decisive impact on government and the economy. Part of that impact is aptly captured in the maxim: “War is the health of the State.” Enunciated by Randolph Bourne, the young progressive radical as he gazed in dismay at the Wilson Administration’s excesses during World War I, this maxim holds in two respects.
 During war itself, government swells in size, scope, power, and intrusiveness, as it taxes, conscripts, regulates, generates inflation, and suppresses civil liberties in its single-minded pursuit of military victory. Then after the war is over, there is what Robert Higgs and others have identified as a ratchet effect.
 Postwar retrenchment almost never returns government to its prewar levels. The State has assumed new functions, taken on new responsibilities, and exercised new prerogatives that continue long beyond the fighting’s end.

These two phenomenon are starkly evident in nearly all American wars. Yet the Civil War witnessed them both plus something more—and something unique. Despite wars and their ratchets, governments must sometimes recede in reach, else all peoples would have been groaning under totalitarian regimes long ago. It is commonly agreed that Americans once enjoyed greater liberty from government than perhaps any other people on the face of the earth. Whether one thinks that was desirable or not, all can agree that much has changed. Today, total government spending (national, state, and local) exceeds one-third of the U.S. economy’s output, and government regulation is so pervasive that many economics texts classify the U.S. not as a market economy but as mixed, combining elements of both command and markets. 

A major question for economic history is how did this come about. How did the United States become so free from government in the first place and what caused the dramatic reversal? Many conservatives and liberals both tend to date the turning point at the Great Depression of 1929. Americans are alleged to have self-reliantly resisted the temptations of tax-financed largess and confined federal power within strict constitutional limits, until Roosevelt’s New Deal ushered in an age of government extravagance and paternalism. Others push the critical reversal back to the Progressive era. My contention, however, is that America’s decisive transition with respect to State power, as with respect to so much else, must be dated even earlier, during the conflict of 1861 through 1865.

Prior to the Civil War, American politics had been dominated by four successive ideological surges: the radical republican movement that spearheaded the American Revolution, the Jeffersonian movement that had arisen in reaction to the Federalist State, the Jacksonian movement that followed the War of 1812, and the roughly contemporaneous abolitionist movement. Although each was unique, all were American manifestations of the worldwide thrust toward classical liberalism, and each had contributed to the secular erosion of government power at all levels. The great irony of the Civil War is that at the very moment of the abolitionist triumph, with the final elimination of the last coercive blight on the landscape, the American polity started marching in the opposite direction. The Civil War thus represents the simultaneous culmination and repudiation of the radical principles of the American Revolution 

To support this contention, as well as to trace the Civil War surge in government control and the postwar ratchet effect, we must begin with a brief survey of how the relationship between the U.S. economy and government was evolving in the antebellum years. We also will examine slavery both as labor system and as cause of sectional strife. Then we will look at the war’s impact on government in four overlapping realms: military mobilization, public finance, civil liberties, and economic mobilization. Bear in mind that the Civil War involves two central States: Union and Confederate. We will discover that in most respects, they were mirror images, with a few intriguing variations on a theme. Finally we will take up the war’s legacy, as it played out in the South under Reconstruction and in the nation overall.

The Antebellum United States

The United States prior to Lincoln’s election in 1860 had a central government that was miniscule by modern standards. The highest annual outlays reached was $74.2 million in 1858. That translates into a little more than $1.5 billion in today’s (2004) prices. On a per capita basis, the government in Washington was spending approximately $2.50 in 1858, or the equivalent today of about $50 for every man, woman, and child. That was less than 2 percent of the economy’s total output.
 We have poor records of how much state and local governments spent at the time, but all estimates are less than twice as much as the national government, which was the approximate ratio after 1902, the first year for which we have complete information. Total spending then for all levels of government was around 5 percent of national income.

The national debt, for all intents and purposes, had been completely paid off in 1835. By 1860, mainly as a consequence of the Mexican War, it stood at a modest $65 million—less than annual outlays in 1858. What makes this doubly amazing is that there were only two sources of federal revenue at the time: a tariff, with relatively low duties because this was an era of expanding free trade; and the sale of public lands, on which Congress had been steadily reducing the price because of the growing appeal of homesteading. In short, most Americans paid no taxes whatsoever directly to the central government. Their only regular contact with representatives of national authority would have been through the United States Post Office—if they had any contact at all. Indeed, in New York City, the government delivered only one million letters in 1856, as compared with ten million carried by private companies.

The indebtedness of state governments during the 1830s and 40s had greatly exceeded that of the national government. This was mainly the consequence of a craze for canal building and other internal improvements that engulfed the states after the War of 1812. These projects generally turned out to be lavish and wasteful malinvestments, and by the 1840s had forced many states into some kind of financial stringency and eight of them, plus the Florida Territory, into default. But this fiscal crisis had the salutary effect of encouraging constitutional limits on state indebtedness and the adoption of general incorporation laws, eliminating the monopoly privileges previously associated with individual corporate charters granted by the state legislatures. It also ensured that the states would be far more restrained and circumspect in their promotion of railroads, which unlike canals tended to remain privately owned. In short, state governments were receding during the antebellum years as well 

Even the monetary system was significantly deregulated, as a result of the prior Jacksonian “divorce” of bank and government at the national level. There was no federally chartered central bank, and the Treasury, as much as feasible, avoided dealing with the many state-chartered banks. The only legally recognized money was specie, that is, gold and silver coins. Although banks were still regulated by the state governments, many had instituted a de facto regime of quasi-free banking. The economy’s currency consisted solely of state bank notes redeemable for specie on demand. Private competition thus regulated the circulation of paper money. Despite trumped-up charges of wildcat banking, it was by comparison a relatively stable and crisis-free monetary system, as attested to by the painless financing of the Mexican War from 1846 to 1848 and the unprecedented quiescence of monetary issues in national politics in the decade prior to the Civil War. 

The major exception to this widespread decline of coercive authority was, of course, chattel slavery, or what Southerner’s referred to as their “peculiar institution.” Out of a U.S. population of 31.5 million in 1860, nearly four million were African-American slaves, concentrated within the southern states. Three quarters of these bondsmen and women toiled on plantations and farms, producing tobacco, sugar, rice, or cotton for world markets. This deeply imbedded institution, moreover, spun out political ramifications that impinged on the liberty of free white Americans, South and North. 

Slavery had not always divided the two sections. But the American Revolution’s liberating spirit had induced the northern states, where the institution was less economically entrenched, to become the first jurisdictions in the Western Hemisphere to enact either outright abolition or gradual emancipation. Over the same period, however, slavery underwent an economic resurgence in the American South, as a cotton boom enticed settlers into the rich lands of the Gulf, converting the formerly slave-free southern frontier to plantation agriculture. Not until the decade following the War of 1812 did slavery fully divide the South from the North. Yet the United States slave population was three times what it had been at the outset of the Revolution.

Thus, while bondage was disappearing elsewhere, it was expanding in the southern states. The free states simultaneously were beginning to overwhelm the slave states in total population and outvote them in the House of Representatives. Only the Senate tended to maintain a balance between the country’s two sections, and even that ended in 1850. With black slavery now surviving only in Puerto Rico, Cuba, Brazil, the Dutch West Indies, and the United States, southern slaveholders felt increasingly encircled.

Slaveholders were even a minority within their own states. By 1860, only one-fourth of white southern households owned slaves, and about half of those owned fewer than five. Yet the total value of all slaves was between $2.7 and $3.7 billion, making it an asset that exceeded the value of all U.S. manufacturing and railroad capital combined.
 Political power was therefore concentrated in the hands of large planters, who constituted a special interest that dominated not only southern state and local governments but the national government as well 

It comes as no surprise that slaveholders were quite successful at extracting subsidies from government at all levels. State and local ordinances that regulated the activities of the small numbers of free blacks, that restricted masters from manumitting their own slaves, that outlawed teaching slaves to read or write, and that imposed harsh penalties on anyone advocating abolition were close to universal throughout the South. The chief mechanism through which states and localities socialized slavery’s enforcement costs, however, was a system of slave patrols, established in every slave state save Delaware. Although sometimes tax financed in the upper South, patrol duty was usually compulsory for most able-bodies white males. The national government bolstered the South’s peculiar institution most conspicuously as a result of the Constitution’s fugitive slave clause. It required the return of escaped slaves even from free states and was the reason the celebrated underground railroad that assisted runaways terminated in Canada rather than Pennsylvania.

Although increasing northern reluctance to return runaway slaves generated tension between Northerners and Southerners, the most acrimonious source of sectional strife was slavery’s status in the territories, as the country’s borders expanded from the Atlantic to the Pacific. The Union successfully withstood three severe territorial impasses: The Missouri crisis of 1819; the crisis ended by the Compromise of 1850; and the crisis over Kansas, erupting in 1854. Each crisis was patched over with a congressional compromise, but each compromise was making it more evident that the North and the South were drifting apart in a reinforcing cycle of southern isolation and escalation. As the concrete sources of political power for the slave states had steadily diminished with their dwindling relative population, they had escalated their demands for national guarantees to their peculiar institution. But each successive guarantee alienated greater numbers of Northerners.

The cumulative impact was to foster northern antislavery sentiment, which the newly formed Republican Party reduced to its lowest common denominator by opposing only the extension of slavery into the territories. In 1860, the Republicans elected as president Abraham Lincoln, a Northerner who did not carry a single slave state and, within ten of them, did not get a single recorded vote. Nothing could make the looming political impotence of the slave states more stark. Almost overnight a special interest that had dictated policy in Congress, to the Executive, on the Supreme Court, and usually in both major parties was politically dispossessed.

Although leaving the Union was a risky gamble, many slaveholders felt they had nothing to lose. But while slavery was the underlying motive for the secession of the southern states, it had very little to do with the northern refusal to let the South go in peace. The Republican Party had politically triumphed where more radical opponents of slavery had failed because they had promised free-state voters that they could have both antislavery and Union. Now that the Union was imperiled, the Republicans had to take decisive action or face political oblivion. Lincoln insisted, both before and after the firing on Fort Sumter, that he wanted only to preserve the Union, and Congress confirmed this war aim. Nonetheless, the emancipation of black slaves ultimately became the paramount and most propitious unintended consequence of suppressing southern independence. 

Military Mobilization: From Voluntarism to Conscription

One of the reasons why government was so unobtrusive in pre-Civil War America is because, unlike most European and Latin American powers, the United States maintained a Lilliputian standing army during peacetime. It is a little known fact that, at outset of the previous Mexican War in 1846, despite having twice the population and a much more prosperous economy, the United States had a regular army that was less than one-fourth the size of Mexico’s: 7,300 to 32,000. To fight that war, the U.S. government had expanded its military to a conquering force of nearly 50,000, but by the time South Carolina seceded in 1860 only 16,000 regulars remained scattered across outposts mainly in the far west and along the coast.

Thus, both the Union and the Confederacy had to create gargantuan military establishments essentially from scratch. In both cases, the foundation for this unprecedented mobilization was the volunteer militia. And the operative word is “volunteer,” for the militia system of 1860 was quite different from the militias of the early Republic. Originally the colonial and state militias had comprised a decentralized system of universal military training and conscription. Every able-bodied male, with some occupational exemptions, had been enrolled and required to muster for regular training days. The seemingly innocuous phrase “calling out the militia” involved each militia district receiving a quota. If volunteers were sufficient to fill the quota, fine, but if not, names would be chosen from the militia rolls for compulsory service. As a result, there had been widespread conscription during both the American Revolution and the War of 1812.

One of the unsung Jacksonian achievements at the state level had been a militia reform that had not only successfully assailed the system’s compulsory features but in many respects had privatized it. Volunteer units, sometimes organized, recruited, and equipped by wealthy or prominent individuals, sprung up throughout the country in the years following the War of 1812 and almost completely supplanted the old common militia. The Mexican War, therefore, became the first U.S. war to be fought entirely with volunteers.

At the Civil War’s outset, this decentralized system brought in more enthusiastic volunteers than either side could process. Military historians have endlessly denounced this seeming unpreparedness and disorganization. Yet if we make an honest assessment, this is one of the most rapid and effective mobilizations in world history. The Union army multiplied by a factor of fifteen within the four months of the firing on Fort Sumter, despite the defection of nearly half the country and many professional officers. Compare that with U.S. Army’s mere threefold growth, under rigid conscription, in the first four months after the U.S. entered World War I.

By the end of the Civil War, the Union army was a million strong, making it the largest military machine on the planet. That, in and of itself, was a dramatic transformation, but there had also been a profound alteration in the organizing principle. For as the war dragged on and the initial enthusiasm faded, both the Union and the Confederacy had resorted to conscription.

The South, which unlike the North had never completely dismantled its compulsory militia, did so first in April of 1862. Although not, as so often stated, the first conscription in American history, it was the first centrally administered conscription in American history, and for that reason represents a momentous step.

The Confederacy’s conscription initially applied to all men between eighteen and thirty-five. Yet exemptions were numerous and men could also avoid the draft by paying a substitute to serve for them, a feature carried over from the militia laws. The primary function of the early Confederate legislation was to prolong the terms of all draft-age veterans to three years. Later acts, however, made conscription steadily tougher. Eventually the eligible ages were extended to cover all males between seventeen and fifty. The Rebel legislature repealed substitution in December 1863. Conscientious objectors still could pay a $500 exemption fee, but only if they were Quakers, Dunkers, or Mennonites as of October 1862.

Conscription furnished somewhere between one-fifth and one-third of southern military manpower.
 Nearly every soldier, whether volunteer or conscript, was held in the army until the war ended—or he was wounded or killed. No Confederate war measure aroused more popular resentment. Non-slaveholders were particularly galled by an exemption for one white man on each plantation of twenty or more slaves. This precaution against servile insurrection and declining labor discipline was derisively denounced as the “twenty-nigger law.” It led to the widespread quip, “rich man’s war—poor man’s fight.”

The Union imposed a national militia law in July of 1862, shortly after the Confederacy’s first conscription act. But the measure with real teeth was the Enrollment Act of March 1863. Men between twenty and forty-five were now made liable for three years of military service, and this eventually would apply to non-citizens residing in the country too. Although there were no occupational exemptions, anyone could hire a substitute or pay the government a flat $300 commutation fee. Much maligned by historians, these practices made conscription more efficient, equitable, and palatable—not less. Many military-age men put money into draft insurance clubs that would hire substitutes for any member called up. And in contrast to the Confederacy, the Union honored a soldier’s original enlistment and exempted him from all future draft calls.

The resulting turnover, however, required the Union to find a greater number of fresh recruits. Congress mainly designed the Enrollment Act, like the militia law a year earlier, to stimulate volunteering. Each congressional district received a troop quota. Along with the stick of conscription, national, state, and local authorities tried to raise the troops with the carrot of monetary bounties. Ranging from $300 all the way up to $1,500, these incentives gave rise to professional bounty brokers as well as the charming vice of bounty jumping, where a man would enlist in one community, get his bounty, desert, and enlist in another area. The bounty jumping record of the North went to John O’Connor, who succeeded in thirty-two desertions before being apprehended and jailed in 1865. Other less fortunate bounty jumpers caught earlier were summarily shot or hung. During the course of the war, Union and Confederate authorities executed a combined total of five hundred of their own troops, more than in all other American wars combined, and two-thirds of those were for desertion.
 

Only if a Northern district failed to meet its quota with volunteers would federal enrollment officers take over. Rather than obligating citizens to come forward and register, as in the military drafts of more recent times, the Enrollment Act sent these officers on a house-to-house canvass. As you can imagine, this became an extremely hazardous occupation. Enrollment officers were gunned down in Illinois and Indiana. At one point in 1863, Secretary of War Edwin M. Stanton faced simultaneous calls from about two hundred cities, towns, and counties throughout the loyal states for troops to suppress draft disturbances.

But nothing matched the fury of the outbreak in New York City during July of 1863. The drawing of the first draftees’ names touched off four days of uncontrolled rioting, mostly among the city’s teeming population of Irish workingmen and women. With well over one hundred dead and as many wounded, many of them hapless free blacks whom the rioters blamed for the war, it was the worst urban riot in American history. After inspiring all this commotion, conscription directly provided only about 6 percent of the men who served in the Union armies.
 Monetary payments through generous bounties or, secondarily, through substitution remained the main inducements for enlistment. And perhaps as many as 160,000 Northerners illegally evaded the draft altogether.

Wartime Public Finance, North and South

Wars are very expensive. Nearly all governments throughout history have spent more on waging and preparing for war than on anything else. Yet Abraham Lincoln’s Secretary of the Treasury, Salmon Portland Chase, in addition to being a Radical on slavery, was a former Democrat. That meant he despised government debt, paper money, and internal taxes. Good government in Chase’s eyes was frugal government. Imagine, then, his mortification when he discovered that the Union’s wartime deficit for only the first three months after Fort Sumter would exceed $17 million.

By 1865, central government spending had soared from less than 2 percent of the economy’s total output to well over 20 percent, approximately what the central government spends today during peacetime. It is hard to decide from which angle this statistic is more remarkable: that government spending rose from such infinitesimal lows to today’s heights in only four years, or that today federal authorities regularly spend as much as they did during the most expensive year of the country’s bloodiest war. These unprecedented expenditures struck at the very moment that anticipated revenues were falling. Although the outgoing Congress had raised the tariff even before President James Buchanan left office, the Treasury Department was not going to be able to collect any duties from the South in the foreseeable future. Meanwhile the prices charged for public lands had been declining, and in 1862 a Homestead Act finally passed Congress, implementing the demand that settlers get free title to 160 acres of government land after five years of settlement.

Chase therefore found himself resorting to a mixture of all the financial expedients he hated. Congress started off in 1861 with a direct tax of $20 million on real estate. This was the first internal tax Americans had paid to Washington City in nearly forty years, but it was at least administered through the state governments. Such was not the case with the Internal Revenue Act passed by Congress one year later. Rather than recite all the myriad details of this all-encompassing measure, let us quote James G. Blaine, an up-and-coming Maine Republican, who reported how the act tried to tax nearly everything.

“One of the most searching, thorough, comprehensive systems of taxation ever devised by any Government,” he called it. “Spirituous and malt liquors and tobacco were relied upon for a very large share of revenue. . . . Manufactures of cotton, wool, flax, hemp, iron, steel, wood, stone, earth, and every other material were taxed three percent. Banks, insurance and railroad companies, telegraph companies, and all other corporations were made to pay tribute. The butcher paid thirty cents for every beef slaughtered, ten cents for every hog, five cents for every sheep. Carriages, billiard-tables, yachts, gold and silver plate, and all other articles of luxury were levied upon heavily. Every profession and every calling, except the ministry of religion, was included within the far-reaching provisions of the law and subjected to tax for license. Bankers and pawn-brokers, lawyers and horse-dealers, physicians and confectioners, commercial brokers and peddlers, proprietors of theaters and jugglers on the street, were indiscriminately summoned to aid the National Treasury.”

With all these excise, sales, and license taxes, Blaine neglected to mention that the Internal Revenue Act of 1862 also introduced stamp taxes on most legal documents and an inheritance tax. Collection required the creation of an extensive Internal Revenue bureaucracy with 185 districts reaching into every hamlet and town. Evasion became a major problem, especially for the whiskey excise, as bootleg liquor displaced taxed liquor on the market.

Congress’s most portentous revenue measure, however, was a national income tax. Authorized in August 1861, this was the first such tax in United States history. It ultimately covered all incomes over $600 per year (that is $12,700 in 2004 prices) at graduated rates from 5 to 10 percent. To ensure compliance, the government adopted a British practice and withheld money from people’s income when it could. The sources most vulnerable to withholding were government salaries, and dividends and interest from the stocks and bonds of banks, railroads, and other corporations. At the war’s close the United States could boast higher taxation per capita than any other nation. But all the new and old taxes combined were just sufficient to cover about one-fifth of the Civil War’s monetary cost.

Borrowing covered another two-thirds of the war’s cost. Chase floated some loans directly to the general public, with the aid of an extravagant publicity campaign handled by private financier, Jay Cooke. For most of its borrowing, however, the Union had to rely on banks, and this required that Congress undermine the restraints built into the antebellum financial system. The Treasury’s initial war loan of $150 million had put a heavy strain on those northern banks who had subscribed. Once the financial community realized that the war would not be quick or easy, Treasury securities dropped in value. As gold reserves drained from the bank vaults, governments authorized suspension of specie payments in December of 1861, a resort banks had always depended upon during panics. These fifteen thousand institutions were soon issuing over $100 million worth of irredeemable notes, depreciating at different rates.

So in order to harness banking more tightly to the war effort and create a market for the Treasury’s debt, the Republicans drafted the National Currency Acts of 1863 and 1864. These acts fashioned a network of nationally chartered banks, regulated by a new federal Comptroller of the Currency. National banks could issue bank notes supplied to them by the Comptroller, but only if they purchased an equivalent value of war bonds. Congress attempted to bestow a currency monopoly on the national banks with a 2 percent tax on state bank notes, and when that failed to drive state bank notes out of circulation, it raised the tax to a prohibitive 10 percent in 1865, which succeeded. The state-chartered banks were henceforth confined to providing other financial services.

The last 15 percent of the war’s financial outlay was covered through the first fiat money issued since the Constitution’s ratification. In early 1862, Congress passed the Legal Tender Act, empowering Secretary Chase to issue a form of paper bills that became popularly known as Greenbacks. The Greenbacks were different from national bank notes in several respects. Although the banks did not resume specie payments for the duration of the war, the national bank notes at least made a contractual promise to be exchangeable for reserves (which meant eventually for gold) and were nominally the liability of private institutions. The Greenbacks were unbacked, directly issued by the government, and made legal tender for all payments, public and private, except tariff duties and interest on the Treasury’s debt.

The final total of Greenbacks put into circulation reached $431 million, supplemented by a small quantity of interest-bearing notes and other currency. All this government paper coupled with the flood of private bank notes doubled the Union’s money stock by 1863. The consequent inflation put specie at a premium. Greenback dollars had fallen in July of 1864 to a low of 35 cents worth of gold. Banks in the northeast offered deposits denominated either in gold dollars or Greenback dollars. On the west coast, gold was also still the circulating money and Greenbacks only accepted at a discount.

Union finance occasioned some instructive sidelights. The explosion of paper money caused a rise in counterfeiting, justifying the creation of the Secret Service, set up just as the conflict ended. More often than not, if you trace the origin of some government agency seemingly unrelated to national defense, you will discover that it arose in the fertile soil of war. Another way the government tightened its control over money during the war was by banning private coinage for the first time. Although the official United States mint had issued gold, silver, and copper coins since George Washington’s presidency, up until the Civil War these had competed alongside coins issued by foreign governments and by privately owned domestic mints. Congress even tried to interfere with holding specie as protection from inflation by shutting down the exchange for contracts promising future delivery of gold in the summer of 1864. But this threatened further to disrupt foreign commerce, which depended on the metal. Congress had to back off hastily, and thereafter the Treasury confined any efforts at manipulating the gold exchange to the issue of gold certificates, authorized the year before and convertible on demand, but not actually put in circulation until 1865.

The Confederate States of America faced serious disadvantages in military resources. Not counting the divided 3.2 million inhabitants of four border slave states that had not seceded, the Confederate population was 9.1 million, compared with the Union’s 19.1 million. More than one-third of this population consisted of slaves, who were presumably unavailable for military service. The South’s economic disabilities were even greater. Per capita income was higher among Northerners, who owned three-quarters of the nation’s material wealth. The output of northern industry was ten times that of the South. Indeed, the products manufactured in all eleven Confederate states combined amounted to less than one-fourth the total value manufactured in just New York state. The North had twice the railroad mileage and built fourteen out of every fifteen locomotives.

The Confederacy’s conventional military strategy, however, ensured that it, like the Union, would bear staggering wartime expenditures. So it likewise turned to a mixture of heavy taxation, government borrowing, and fiat money. With less abundant wealth to call upon, taxation covered less than 7 percent of the South’s total war costs.
 That was not for any lack of trying, even though the Confederacy, like the Union, delayed truly confiscatory measures because it expected a short war. The Rebel government, as soon as it was established, imposed duties on imports and also on exports, something the United States Constitution prohibited. Yet a self-inflicted cotton embargo early in the conflict along with the subsequent Federal blockade severely circumscribed any revenue from those sources. The Confederate Congress’s first stab at internal taxation, like the Union’s, was a direct tax upon the state governments. Yet again most southern states converted this tax into a war loan by issuing state bonds to finance their shares.

Eventually in April of 1863 the Confederate government adopted a comprehensive revenue measure that included a graduated income tax, an excess profits tax, license taxes, excise taxes, and a 10 percent tax in kind. Farmers paid the tax in kind by directly surrendering their agricultural products. The southern economy’s lack of monetary development necessitated this expedient, but the high-handed behavior of the TIK men who enforced it engendered widespread resistance. 

One fourth of the Confederate government’s income came through borrowing. As in the North, most southern banks ceased paying specie immediately after secession, and therefore had enough gold and silver left in their vaults to subscribe to much of the first Confederate loan, of $15 million. The South later floated an $8.5 million loan abroad through the French financier Emile Erlanger. Greater amounts came from produce loans, which were fiscally analogous to the tax in kind. At first planters and farmers would subscribe a share of their crop, sell it themselves for hard money, and loan the proceeds to the government. But later they exchanged cotton and other commodities directly for Confederate bonds. Churches, ladies’ societies, and patriotic citizens also donated more than $2 million during the course of the war. Finally, a sequestration law, passed in response to the Union confiscation acts, expropriated all northern private property within Confederate jurisdiction and provided the government some additional resources.

But overall the Confederacy relied upon paper money for more than half of the war’s cost. Starting in March of 1861 with $1 million of one-year Treasury notes bearing 3.65 percent, the Confederate Congress by August of the same year had authorized more than $100 million of non-interest bearing notes. Although this paper money was acceptable for most tax payments to the central government, what really helped it circulate was the willingness of the state governments and state banks to receive it. Indeed, the Confederate Secretary of the Treasury compelled the conservative New Orleans banks, which had continued to pay out gold and silver after the Sumter crisis, to stop doing so in order to prevent specie from competing with Confederate currency.

The Confederate Treasury ultimately issued over $1 billion worth of currency, more than twice the amount of Greenbacks. This monetary expansion spurred ruinous price increases that made the Union’s wartime inflation seem trivial. The blockade and an additional $45 million in paper currency issued by individual southern states contributed to the monetary depreciation. A Confederate dollar was worth 82.7 cents in specie in 1862, 29.0 cents in 1863, and 1.7 cents in 1865. Between 1860 and 1864 prices less than doubled in the North as compared with multiplying twenty-seven times in the South. Only southern banks exercised any restraint, having no central bank or national banking system to encourage their monetary expansion. As the war dragged on, bank notes circulated at a premium, despite being immediately redeemable only in Confederate paper.

The Rebel Congress attempted a currency “reform” in February 1864, but this amounted to nothing more than a phased devaluation and repudiation. After January of the following year, the government would not accept its old currency at all, although it continued to issue new currency. The skyrocketing inflation worked a great hardship on the southern people. As this hidden tax diverted resources to the Confederate war effort, prices climbed faster than incomes. Real wages fell by almost two thirds. Food riots swept through Richmond and other southern cities in the war’s third year, with wives and mothers at the forefront of the rioters.

The state governments attempted to step in and aid suffering families. They blocked debt collection with stay laws and tried to prevent speculative hoarding. Previously relief had been handled at the local level, but now the state legislatures appropriated millions for this purpose. Georgia spent more in 1863 than during the entire decade of the 1850s. Inflation accounted for some of this increase, and nearly half these expenditures were military, but the other half was welfare. By 1864, more than 37,000 families were receiving some form of relief from the state of Alabama—37 percent of all families in the state.
 Unfortunately, government welfare was powerless to create more real resources and so was doomed to futility as long as the military’s appetite remained unabated. 

The Rebel government at least never made its paper money legal tender. It did, however, force much of this money into circulation through the impressment of supplies. Commanders in the field initiated the practice, and the Confederate Congress formally systematized impressments in 1863. The Commissary and Quartermaster Bureaus would seize food and other items as needed in exchange for Confederate currency at officially fixed prices, a step beyond anything the Union did. Because the fixed prices were invariably lower than the inflationary market prices, shortages became rampant. Impressments made Southerners suffer almost as much from the proximity of their own armies as from the invasions of Union armies.

Suppression of Civil Liberties

It has become a commonplace historical observation that Lincoln delayed calling Congress into session for nearly three months after the firing on Fort Sumter so that he could exercise arbitrary power. He thus mobilized 75,000 militia, enlarged the regular army, clamped down the blockade, dispersed government funds, authorized government borrowing, suspended habeas corpus, and instituted postal censorship all before the legislature convened. Congress, however, retroactively approved almost all of these actions, and we are here less concerned with the wartime relationship among the various branches of government than with the government’s treatment of its citizens.

The demeanor of the Lincoln Administration first became evident in the border slave states. Four did not secede—Delaware, Maryland, Kentucky, and Missouri. Of these, only Delaware was unquestionably loyal. Maryland, in particular, was vital to the Union, and a glance at a map reveals why. The state isolated the nation’s capital from the free states further north and also contained Baltimore, the country’s third largest city. 

Popular sentiment within the state was bitterly divided. The Maryland governor was timidly pro-Union, whereas the majority of the legislature leaned toward secession. The first regiment to answer Lincoln’s call, the 6th Massachusetts, had to march between train stations in Baltimore, where they were set upon by a pro-southern mob. In the ensuing melee four soldiers and at least nine civilians died, with many more injured. As the 6th Massachusetts limped into Washington, Baltimore officials burned the railroad bridges and cut the telegraph wires.

Once more regiments began pouring into the beleaguered capital, Lincoln suspended the writ of habeas corpus along “the military line” between Philadelphia and the District of Columbia and clamped a military occupation down upon Maryland. This permitted military authorities to imprison prominent secessionists without trial. One of the incarcerated Marylanders, John Merryman, appealed to the courts. The Chief Justice of the Supreme Court, Roger B. Taney, sitting as a circuit judge, ordered Merryman released, but federal officials, acting under Lincoln’s instructions, refused.

While Lincoln simply ignored Taney’s opinion, he did not overlook the increasingly outspoken Maryland legislature when it lodged a sharp protest with Congress. Instead, Secretary of State William Seward ordered a lightning statewide raid that jailed thirty-one legislators, the mayor of Baltimore, one of the state’s Congressmen, and key anti-Administration publishers and editors. At the state’s next election in the fall of 1861, federal provost marshals stood guard at the polls and arrested any disunionists who attempted to vote. Unsurprisingly, the new legislature was solidly behind the war.

Similar measures not only held the other borders states in the Union but also soon spread throughout the North. Opposition to emancipation and other policies of the Lincoln Administration led increasing numbers of Democrats to question the war altogether. Northern sympathy for the Confederacy was particularly strong among Catholic immigrants in the cities and rural residents of the lower Midwest. Some Copperheads, as northern peace advocates were derisively labeled, formed secret societies such as the Knights of the Golden Circle and the Order of American Knights.

To intimidate and control these groups, the President extended the suspension of habeas corpus, previously limited to certain areas, to all the states in September of 1862. This was a response to the first draft disturbances, but even before this blanket suspension, Union authorities were routinely arresting without trial or charges any Northerners they suspected of disloyalty. First the State Department and later the War Department loosely coordinated surveillance through a network of special agents, U.S. marshals, Pinkerton detectives, local police, private informers, and above all, military officials. One widely circulated story claimed that Secretary of State Seward bragged about his arbitrary power to the British Ambassador: “I can touch a bell on my right hand and order the arrest of a citizen of Ohio; I can touch a bell again, and order the imprisonment of a citizen of New York, and no power on earth, except that of the President of the United States, can release them. Can the Queen of England do as much?”

To be sure, many of those arrested secured release within a month or two, usually after swearing a loyalty oath. The greater number were residents of either the border states or the Confederacy itself. Nevertheless, the Lincoln Administration imprisoned at least 14,000 civilians throughout the course of the war, and state and local authorities probably seized many more. The federal government simultaneously monitored and censored both the mails and telegraphs, and for the first time demanded passports of those entering and leaving the country. No one eligible for the draft could depart. It also suppressed newspapers. Over three hundred, including the Chicago Times, the New York World, and the Philadelphia Evening Journal, had to cease publication for varying periods. If the Postmaster General banned an antiwar paper from the mail, it had received the kiss of death. 

Confederate President Jefferson Davis, unlike Lincoln, rarely acted without congressional authorization. But this just made Confederate suppression more decentralized than the Union’s. As early as 1862 the Confederate Congress empowered the President to suspend habeas corpus and declare martial law in threatened areas. Richmond was one of the first sectors where Davis exercised this option. General John H. Winder, assuming command of the capital, prohibited the sale of liquor and seized all privately owned firearms. Within the first two weeks of Winder’s rule, he had arbitrarily arrested thirty persons, including a former two-term Congressman. A passport system regulated movement in and out of the city. Hotels and railroads were required to provide lists of all guests and passengers. Winder soon threatened to stop the Richmond Whig from publishing for undermining confidence in the government. He also tried price-fixing for a few weeks until he discovered that farmers would no longer bring products into the city.

Davis put other areas under martial law at one time or another, while Confederate commanders occasionally instituted martial law at their own discretion. Only military force, mass arrests, and several executions for sabotage held the strongly Unionist eastern part of Tennessee in the Confederacy. In other sections bordering upon the North, the authorities imposed loyalty oaths and arrested those who refused to comply. Indeed, in August 1861, the Confederate Congress had given all individuals born in the North forty days to swear loyalty or go into exile, with their property forfeit. The courts viewed anyone not supporting the Confederacy as an enemy alien, outside any legal protections accorded to citizens. In Virginia, disloyal families were deported beyond Rebel lines and had their homes destroyed, while in Florida, the military burned down one community that harbored deserters and confined its women and children to refugee camps.

The South had always relied upon local and private vigilance committees to monitor community norms, and such groups now imposed, to the point of lynching, their own versions of loyalty. During the early secession crisis, an Arkansas mob had dragged a St. Louis newspaper distributor off a steamboat and hanged him for selling Horace Greeley’s New York Tribune. By October of 1862, an outbreak of war hysteria in east Texas culminated in rump trials and the execution of well over fifty victims.

The Confederate Congress at intervals renewed and revised the suspension of habeas corpus, making it general throughout the Confederacy for certain disloyal acts in February of 1864. Although the government left southern newspapers generally unmolested, Tennessee officials did banish the Unionist editor of the Knoxville Whig. The military’s provost marshals required passports of travelers in nearly all Confederate-held territory. These Southern travel restrictions, analogous to the pass system already employed to control the slaves, were far more stringent than in the North. 

Republican Neo-Mercantilism versus Confederate War Socialism

The Republican Party started out an antislavery coalition of both former Whigs and former Democrats. Lincoln himself had been a Whig, as had Secretary of State Seward. But prior to Fort Sumter, at least eight ex-Democrats had served as Republican governors, seven as Republican Senators, and many more as Republican Congressmen. We have already observed that Lincoln’s Secretary of the Treasury, Chase, belongs in this list. The prewar Republican platform, therefore, had to paper over the economic differences between Whigs, who wanted the central government to promote economic growth, and Democrats, who tended to support the prevailing regime of free trade and laissez faire. Once the fighting got underway, however, the natural dynamics of wartime intervention brought to fruition the traditional Whig program of government subsidies and economic regulation.

The Whigs, for instance, had been the guardians of the defunct Bank of the United States. Although the Jacksonian legacy was virile enough to block reestablishment of a single central bank, the new National Banking System nevertheless undid the divorce between the banks and the central government. Similarly the Whigs had long believed in protective tariffs. After raising duties in 1861 for revenue purposes, Republican legislators took advantage of the southern departure from Congress to jack up the rates higher and higher. The war’s internal taxes helped justify steep tariffs, since domestic industry would otherwise face unfair foreign competition. Protectionists also exploited the clandestine activities of Confederate agents who operated out of Canada as an excuse to repeal the reciprocity treaty that had permitted free trade with that nation since 1854. By war’s end, average duties had risen to 47 percent and the free list had been cut in half, effectively stifling foreign competition.

Even before the southern states seceded, Republicans had officially embraced the Whig policy of federally funded internal improvements (as had northern Democrats as well). Sectional rivalry had prevented government sponsorship of a transcontinental railroad before the war, but in 1862 the Republicans were able to pass the Pacific Railway Act. It chartered two private corporations, the Union Pacific and Central Pacific. They received ten square miles of public land for every mile of track constructed along a central route, supplemented by generous loans from the public treasury. The Union’s relationship with existing railroads was also intimate. Congress authorized the President to seize any rail and telegraph line at his discretion, and all the railways in occupied portions of the South were under full military management. Inside the North, however, the War Department directly controlled only a few tracks close to the front; the government’s influence derived primarily from being the rail companies’ largest customer.

The Lincoln Administration enlisted other interests with a shower of legislative and administrative favors. Farmers were courted with a new cabinet-level Department of Agriculture in 1862. The Contract Labor Law of 1864 attempted to help employers offset the wartime decline in immigration. It established the post of Commissioner of Immigration and gave government sanction—until its repeal four years later—to twelve-month labor contracts for immigrants, resurrecting a practice that had died with indentured servitude. The Morrill Act of 1862 bestowed huge tracts of the public domain upon the loyal state governments for the purpose of endowing colleges that would offer agricultural, mechanical, and military instruction. This was not simply the first national support for education; it also promoted military training in an arena where such training had been rare. Almost unnoticed, Congress also took the first small step toward pulling unsettled wilderness off the market entirely to create expansive reaches for government-managed conservation and parks; in 1864 it granted the Yosemite lands to California as a nature preserve.

There were a few government-run enterprises that operated in the North during the war. Of the two federal armories that existed beforehand, only the one at Springfield continued to fashion rifles, the Confederates having put the other at Harpers Ferry out of operation. The Ordnance Department controlled four other manufacturing arsenals that produced accoutrements and ammunition, including the new arsenal at Rock Island, Illinois. The government set up clothing factories in Cincinnati and Philadelphia; several drug and medicine laboratories; and meat-packing houses in Tennessee and Kentucky. Establishing the Government Printing Office and the Bureau of Engraving and Printing allowed the national government to conduct its own printing and publishing. And in 1863, Congress created the National Academy of Sciences to seek out technological innovations useful for the war effort.

The Union mobilization of the economy, however, relied generally upon profitable war contracts. These forged a new and close partnership between private businesses and governments at every level. Charges of graft and profiteering became widespread, especially with respect to the strictly licensed trade in occupied territory. No matter what the extent of corruption, the war created an intimacy between the military and industry that brought back the abandoned policies of seventeenth-century mercantilism.

An economic boom in the northern war industries fostered an illusion of general prosperity. But the war prosperity, in reality, did not extend to all sectors of the northern economy. Adjusting for inflation, workers’ wages actually fell by one-third. Laborers sometimes organized unions to keep abreast of living costs, but the Lincoln Administration introduced the policy of employing federal troops against strikers. The War Department in July 1864 operated the Philadelphia and Reading Railroad because striking engineers had interrupted the delivery of coal to Philadelphia, marking the first presidential seizure of private property during a labor dispute.

Modern historians have discovered that the Civil War in fact retarded economic growth. The 1860s saw the American economy’s worst performance of any decade between 1840 and 1930, with real income per capita falling by 3 percent. Some of this loss stemmed from wartime destruction in the South. But if the North is considered in isolation, the Civil War still hampered prosperity. Even most of the war industries, outside of woolens, experienced a slump, despite increased participation of women in the work force. Iron production for arms went up, but that was more than offset by declining production for railways. Output in the Massachusetts boot and shoe industry fell by 30 percent, because military contracts did not counteract the loss of southern markets. Overall the war erased at least five years of wealth accumulation. 

While the Civil War saw the triumph in the North of Republican neo-mercantilism, it saw the emergence in the South of full-blown State socialism. Nowhere did the Confederacy have greater disadvantages than in industrial output. Except for the Tredegar Iron Works in Richmond, the South did not even have a cannon foundry at the war’s outset. With little native industry to call upon, the Rebel government moved immediately and directly into its own war production. General Josiah Gorgas, the Pennsylvania-born Chief of Confederate Ordnance, took the lead in establishing government-owned facilities. By 1863 the Confederacy was dotted with small-arms factories, foundries, a powder mill, and a chemical plant belonging to and operated by Gorgas’s Ordnance Bureau. The Confederate Navy also set up its own cannon foundry and powder mill, as well as numerous shipyards. The Nitre and Mining Bureau extracted and refined coal, iron, copper, nitre, and lead. The Confederate Quartermaster Bureau ran its own clothing, shoe, and wagon factories. The southern state governments also operated arsenals, powder mills, textile mills, flour mills, saltworks, and a variety of other enterprises.

When the authorities did purchase supplies from private firms, they dictated prices and profits. The Rebel government sometimes loaned one-half the start-up capital to businesses, which in turn had to sell two-thirds of their production to the government. Because rigid regulations and soaring inflation made genuine profits impossible, private owners, one after another, turned their factories over to the public officials. Right from the conflict’s beginning, the Confederacy had violated its constitution by loaning money for the completion of strategic railway links. Seven-eighths of the freight and two-thirds of the passengers transported on the Virginia Central Railroad during one year, to cite just one example, were for the government’s account. Toward the very end, President Davis took possession of all un-captured southern railroads, steamboats, and telegraph lines outright, incorporating their employees and officers into the military.

Managing the ubiquitous system of war socialism was a central government bureaucracy that had grown from nothing to 70,000 civilians in 1863. The Confederate Constitution, moreover, in an effort to limit political patronage, had inadvertently laid the basis for an entrenched civil service by denying the president authority to fire most of these government employees. A quick glance at Augusta, Georgia, one of the new urban centers in the Confederate South, shows the results of this expansion. The Ordnance Bureau’s powder works there was the second largest in the world, after the famed Waltham Abbey Works in England. An army clothing factory employed 1,500 female workers. The government ran two cotton presses; a manufacture of clothing, uniforms, and shoes for the Navy; flour mills; meat packing and vegetable canning factories; distilleries; a military bakery with twelve ovens; and an ordnance manufacture. The city’s major private firm, the Augusta Textile Factory, did 92 percent of its work for the government.

Confederate war socialism was not merely confined to manufacturing and transportation. The states, in their efforts to stimulate food production and help enforce the cotton embargo, imposed limits upon the acreage of cotton and tobacco that planters could grow, and prohibited the distillation of liquor. The central government meanwhile acquired such large stockpiles of cotton through its produce loans and the tax in kind that it quickly became the market’s largest cotton merchant. Although this staple could not directly feed or equip southern soldiers, it provided collateral for the foreign Erlanger loan. It also brought in vast quantities of war supplies through an illicit but flourishing trade with the enemy. Both sides formally banned the trade. But whereas the Lincoln Administration gave exemptions to private businesses, the Davis government allowed military commanders to monopolize the exchange of cotton across the lines. When the embargo proved a diplomatic failure, the government dominated the reopened export trade in this commodity as well.

The Rebel government moved from its command over cotton into shipping. The Navy Department and North Carolina already were competing against private blockade-runners with one vessel each. The Confederate War Department in 1863 bought its own ships, acquired majority interest in others, and commandeered one-third to one-half the outbound cargo space on the remainder. The following year, the Confederate Congress granted President Davis total regulatory control over foreign exports and banned the importation of any goods it considered “non-essential.” The South had now completely nationalized its foreign commerce.

 Conscription was a crucial cog in Confederate war socialism. Draft exemptions were the mechanism for manipulating the labor market. Any southern business that did not conform to military priorities found itself without workers. War Department control over labor became still more overt in February 1864. The Rebel Congress abolished many occupational exemptions and replaced them with the discretionary assignment of soldiers to industrial jobs. Insofar as these detailed soldiers were conscripts, the Confederacy was running its factories on coerced labor. The internal logic of military conscription had led the nation of black agricultural slavery to the ironic but appropriate adoption of white industrial slavery.

Forced industrialization guaranteed that the agrarian South never lacked for arms and ammunition, even as it verged on starvation. Accompanying all these policies were public exhortations for sacrifice to the common cause. De Bow’s Review, a southern journal that had been in the forefront of the secessionist movement, printed one such call in 1862: “Every man should feel that he has an interest in the State, and that the State in a measure leans upon him; and he should rouse himself to efforts as bold and heroic as if all depended upon his single right arm. . . . It is implied in the spirit which times demand that all private interests are sacrificed to the public good. The State becomes everything, and the individual nothing.”

 One of the Civil War’s enduring myths is that the South’s unbending commitment to states’ rights paralyzed its war effort. In actuality, Confederate war socialism was more economically centralized than the Union’s neo-mercantilism, which relied heavily on private initiative. Furthermore, Rebel central planning, while adequately serving the goal of supplying conventional armies, otherwise misallocated resources, fostered inefficiencies, and sapped southern morale. What may have paralyzed the Confederacy was not a central government with too little power but one with too much. 

The Postwar Legacy

How much of the this surge in government power persisted after the conflict ceased? Obviously, Confederate war socialism was swept away with military defeat. But as the South underwent Reconstruction for another decade, the ongoing military occupation required a postwar U.S. Army that hovered near 60,000 men—four times its immediate prewar size. The most prominent War Department presence in the South was the Bureau of Refugees, Freedmen, and Abandoned Lands, established even before the fighting had ceased. The Freedman’s Bureau, as it was commonly known, was soon dispensing free food and clothing from surplus army stocks and free medical care to southern refugees, white and black. It also found employment and supervised labor contracts for the freed slaves and provided them with schools. As the first federal relief agency in U.S. history, it was run by the military until phased out in 1872.

The Republican state governments that military force propped up in the South during Reconstruction remain a complex topic. These governments were responsible for many genuine accomplishments, especially with respect to race relations. They also introduced the same kind of general incorporation laws that had already spread throughout the northern states in the antebellum years and opened up market competition. But for some of their alleged accomplishments, the Reconstruction regimes actually deserve censure. Postwar state governments, in the South as elsewhere in the Union, promoted private railroads with reckless abandon. These pro-business subsidies usually diverted resources away from more urgent needs, but the costs fell particularly heavily upon southern farmers, already destitute from wartime losses. Railroad appropriations, furthermore, were the occasion for most political fraud below the Mason-Dixon line. 

The southern states also imported the Yankee system of tax-supported, compulsory schools. Even without much government support, literacy among white Southerners before Fort Sumter had exceeded 80 percent, slightly below that of Northerners and better than in Britain or any other European country outside of Sweden and Denmark. Admittedly this omits the slaves, whom it was illegal to educate. But only during the Civil War had compulsory school attendance even become standard across the North. To permanently fasten government schools upon the defeated South, Congress created a federal Department of Education in 1867, downgraded the next year to a bureau within the Interior Department. National aid to education eventually became a platform plank of the Republican Party, although the proposal never could make it through the Senate. By 1872 every southern state had established a school system, and generally these were more centrally administered and funded than in the North, where local districts played a larger role. Moreover, the public schools created during congressional Reconstruction were all racially segregated, except briefly in New Orleans. Once captured by the forces of white rule, they could be turned into engines of racial exploitation. 

Other new expenditures instituted by southern states during Reconstruction included orphanages, insane asylums, and homes for the poor. Alabama charged its new commissioner of industries with the task of encouraging commercial activity. Some states set up bureaus of immigration to foster settlement. South Carolina’s first land commissioner financially aided those purchasing real estate. All these functions were costly, with the result that the war-ravaged South suffered under some of the heaviest state and local taxation in proportion to wealth in U.S. history. Tax rates in 1870 were three or four times what they had been in 1860, even though property values had declined significantly. Many who had not lost their land already were now forced into bankruptcy. At one point 15 percent of all taxable land in Mississippi was up for sale because of tax defaults.
 Coming on the heels of war-engendered confiscations, Radical Reconstruction foisted upon the biracial South the worst of two worlds: significant turbulence in white land titles with hardly any compensating distribution to the freedmen.

Many of the poor southern whites and former Unionists who initially had been receptive to the Republican coalition became disenchanted with the extravagance of the Reconstruction governments, which had racked up $130 million worth of indebtedness. This was one major factor, along with northern weariness over the expense and frustration of maintaining what some self-styled Liberal Republicans were openly denouncing as “bayonet rule,” that permitted white Southerners to engage during the 1870s in a process euphemistically labeled Redemption. Continuing violence, coupled with social ostracism and economic pressures, kept blacks away from the polls and forced whites out of Republican ranks. The Redeemers overturned Republican rule in state after state and instituted a regimen of retrenchment, economy, and partial debt repudiation, along with of course white supremacy.

At least the Thirteenth Amendment to the Constitution, ratified in 1865, had put the total elimination of chattel slavery where no state government, no future Democratic administration, nor Supreme Court ruling could reverse it. A second Reconstruction amendment, the Fourteenth, was dubiously ratified in 1868. No other constitutional modification has proved as far reaching. Intended to extend from the national to the state governments nearly all the restrictions contained in the Bill of Rights, at a single stroke it subjected much state legislation to federal review. Finally in 1870, the Fifteenth Amendment made voting rights for blacks, on paper at least, permanent and nationwide. It stands as the pinnacle of Reconstruction; none of the other nations that had abolished slavery in the nineteenth century had granted their former slaves citizenship rights equal to those of whites. 

The turmoil of Reconstruction was only the Civil War’s most visible legacy. The war had dramatically altered American society and institutions. The South of course would never be the same, but the transformation of the North was also profound. The national government that emerged victorious from the conflict dwarfed in power and size the minimal Jacksonian State that had commenced the war. The number of civilians in federal employ swelled almost fivefold. A distant administration that had little contact with its citizens had been transformed into an overbearing bureaucracy that intruded into daily life with taxes, drafts, surveillance, subsidies, and regulations. 

An ideological surge in nationalism complemented the surge in actual government power. Northerners now viewed the United States as a single nation, rather than a confederation or union of states. A seemingly minor shift in word usage highlights this change. “Before the Civil War,” emphasizes Professor David H. Donald, “many politicians and writers referred to the United States in the plural, but after 1865 only a pedant or the most unreconstructed Southerner would dream of saying the ‘the United states are.’”
 Abandoning the word “Union,” Lincoln instead called the U.S. a “nation” a total of five times during his short Gettysburg address, in contrast to his predecessors, who tended to avoid the term. 

Although the final end of Reconstruction in 1877 allowed further military cutbacks, total armed forces would never fall below a level half-again higher than before Fort Sumter. Nor did this end political employment of the U.S. Army, which had been fashioned into a reliable enforcer of domestic laws to an extent previously undreamed of. In addition to finishing off the Indians and herding them on to reservations, the post-Reconstruction army was used most often to break strikes. It militarily intervened in scores of labor disputes, most notably the General Railroad Strike of 1877 and the Pullman Strike of 1894. The state militias went on strike duty even more frequently, as they were transformed, beginning with New York, from their mass-citizen tradition into tax-financed elite professionals. The term “National Guard” was borrowed from the French in an effort to identify these state military formations more closely with national authority.

The war taxes lingered well after the fighting had ended. Congress did not let the inheritance tax lapse until 1870; the income tax until 1872. The latter was reinstituted, declared unconstitutional, and finally made permanent with ratification of the Sixteenth Amendment in 1913. The other internal levies were gradually pared down but never completely abolished, especially the sin taxes on alcohol and tobacco. None of the post-Appomattox campaigns for tariff reform achieved much either. Republican protectionism continued to dominate trade policy mercilessly for the next three quarters of a century.

Since the South remained an exporting region, it—especially the deep South—bore a disproportionate burden from the nation’s new high tariffs. To further ensure that the rebellious states would help cover the Union’s war costs, the direct tax of 1861 had been levied against them, with a 50 percent penalty for their failure to collect it themselves. A particularly onerous increase in the federal excise on cotton extracted another $68 million from the South before being repealed in 1868. The Republican Party’s economic exploitation of the defeated South, it should be emphasized, harmed blacks as well as whites. 

Postwar taxation, furthermore, undid an unwritten constitutional bargain of the antebellum years, in which the central government had been confined to external taxes, while internal taxes remained the province of the state governments. This had been one of the most insistent proposals among those states demanding a bill of rights when they first ratified the U.S. Constitution. Although not formally incorporated into the first ten amendments, once Thomas Jefferson was elected president in 1800, this became the exact way the system had operated in practice, except during a brief span during the declared War of 1812. This structural independence, probably as much as any other factor, had made state secession a realistic option.

The Greenbacks bequeathed a continuing source of political discord. Chief Justice Salmon P. Chase, in one of the most astonishing cases of intellectual honesty on the part of a public official, implicitly branded his prior actions as Secretary of the Treasury unconstitutional when the Court struck down the Greenbacks’ retroactive legal-tender provision in the Hepburn decision of 1870. President Grant, however, soon packed the Court so that it effectively reversed itself the following year. Only in 1879, more than a decade after Appomattox, did this paper money finally circulate at par with specie, and did the banks finally resume payments in gold.

The National Banking System was riddled with features that ended up interdicting the flow of savings to northern and southern farmers alike. Nationally chartered banks could not legally make real-estate loans at all until 1913. The general prohibition on branch banking made it more difficult to shift credit out of areas where interest rates were low to where the demand was greatest. High capital requirements for bank charters, the Comptroller of the Currency’s restriction of entry, and initial ceilings on bank notes also all discriminated against rural regions. After the ceilings were removed, the requirement that national bank notes be matched by investments in an ever shrinking supply of Treasury securities first diverted savings and then made it less profitable to issue these notes where interest rates were highest.

State-chartered banks, which might have filled the gap, could no longer issue notes. They could offer deposits and, for that reason, experienced a resurgence by the turn of the century, but modern readers often fail to appreciate how the widespread use of the checking account—a liability of private institutions that forms the bulk of today’s money supply—depends upon advanced technologies of credit verification. During the nineteenth century, the privilege of writing an open-ended draft against a bank was confined to individuals of recognized wealth or unquestioned probity. The poor or undistinguished had to borrow currency, commodities, or nothing at all.

The National Banking System contributed to starving the agricultural South not only for credit but also for cash in small denominations. So long as the price level can freely adjust up and down, there can never be a shortage of money per se; but a denominational shortage can seem like one. Despite the new ban on private mints, many businesses and municipalities began issuing their own notes, tickets, and due bills that circulated as small change, whereas the government facilitated such use for postage stamps. Yet the privately and locally issued “shinplasters,” as they were called, could not completely ease the shortage so long as they remained technically illegal, and the notes of nationally chartered banks were artificially scarce in rural regions, as already observed. Although the government’s paper money was printed in fractional denominations even lower than the $1 limit set for national bank notes, the Treasury initially contracted its total circulation during Reconstruction.

This government-induced derangement inhibited the South’s monetary system just at the moment when its needs had leapt upward. The slave plantation was a mini-planned economy, within which food, clothing, and other resources, were allocated through the planter’s central direction. Upon emancipation, most blacks entered the market for the first time. Now they had to purchase their own necessities. But the denominational shortage often reduced freed slaves to an inefficient reliance upon barter. Sharecropping, after all, was a barter transaction—cotton exchanged for the use of land—and many of the farmers who rented land at fixed rates paid not “cash rent” in the form of money but “standing rent” in the form of crops. Even agricultural laborers often received non-monetary “share wages.”

In short, the National Banking System throttled both financial intermediation and monetary exchange in the agricultural sector. This fueled misguided political crusades for inflationary policies, either through printing Greenbacks or coining silver. The wartime banking legislation had also tied note issue to the national debt, so that any debt retirement automatically contracted part of the money stock. By creating an inelastic currency, the banks faced a new source of runs that left the financial system more vulnerable than ever to panics. 

The postwar national debt had climbed to $2.8 billion. The interest alone on this debt commanded about 40 percent of the central government’s outlays into the mid-1870s. An unbroken string of twenty-eight annual budget surpluses from the war’s end to the depression of 1893 could have eliminated this liability. But national expenditures as a percentage of the total economy were often over twice their prewar level and never dipped much below 3 percent of output. Since the Confederate debt had been repudiated, the recipients of this interest, paid in gold under the Public Credit Act of 1869, were initially Northerners and tended to remain so.

Although the debt did fall below $1 billion in 1892, the Republicans were more interested in spending the surpluses on internal improvements and other pork-barrel legislation. Already by 1873 Congress had allotted 155 million acres of land and $64 million in credit to four chartered transcontinental railroads. These subsidies and the Crédit Mobilier scandal that surrounded them epitomized the national government’s neo-mercantilist coalition with business.

The most extravagant appropriations, however, were for soldiers’ benefits. The Grand Army of the Republic, a pressure group comprised of Union veterans, became a powerful bulwark of the Republican Party. Every Republican elected President from Ulysses Grant through William McKinley had served as a Civil War officer. Veterans’ pensions grew from 2 percent of all federal expenditures in 1866 to 29 percent in 1884, replacing interest payments on the war debt as the largest single item. They constituted in essence the national government’s first system of old-age and disability insurance and qualify as a precursor to Social Security. And none of this money was paid to Confederate veterans. In other words, the primary fiscal activities of the postwar central government—debt service and veterans’ benefits—extracted wealth from the impoverished and war-ravaged southern economy and transferred it north.

The war also brought a proliferation in government activism at the state and local levels. War expenditures had added more than $100 million to the indebtedness of northern states, and some means had to be found to finance this. In addition, people had become accustomed to government attempts at solving social problems. Reformers consequently turned more than ever before to local and state authorities, who undertook a myriad of new tasks. These included everything from public-health measures to business regulations, from professional licensing restrictions to anti-liquor and anti-vice controls. “The war . . . has tended, more than any other event in the history of the country,” declaimed Republican Governor Richard Yates of Illinois in 1865, “to militate against the Jeffersonian idea, that ‘the best government is that which governs least.’ The war has not only, of necessity, given more power to, but has led to a more intimate prevision of the government over every material interest of society.”

New York City, for instance, established a professional fire department in 1865 to replace volunteer companies that Republican lawmakers found too closely tied to the city’s Democratic machine. The New York legislature within the next two years enacted the country’s first housing regulations, set up a Board of Charities, and established a string of eight teacher-training colleges. Massachusetts created a statewide constabulary in 1865. This formative state police enforced ordinances against prostitution, gambling, and liquor. In 1869 the state erected a Board of Health and a Bureau of Labor Statistics. Chicago city government was so decentralized prior to Fort Sumter that it was run virtually on user-fees and only adopted general taxes to fund wartime expenditures, particularly bounties to fill troop quotas. Overall, Massachusetts, New Hampshire, and New York had each nearly doubled tax collections per person between 1860 and 1870, even after making allowances for price changes. In New Jersey per capita real taxes went up two-and-a-half times, and in Connecticut three-and-a-half times. During the six years prior to the Panic of 1873, city debt in Boston, New York, and Chicago expanded threefold.

Not all government interventions showed their primary effects fiscally. Republican-controlled Illinois brought its postwar controls over freight rates and grain warehouses to an apex in 1871 with the creation of a railroad commission. Starting in 1865, state after state chartered bar associations, which became exclusive licensing agencies for lawyers. Ohio became the first state to restrict effective competition in the practice of medicine in 1868, and from there stronger medical licensing spread north and south. The legacy of the Civil War was even felt in the seemingly unrelated area of obscenity. The first act regulating mail content was passed in March of 1865, just prior to the cessation of fighting. Responding to complaints that troops were ordering obscene material, Congress made mailing such material a crime. The Republicans demonstrated their ongoing commitment to being the “Party of Piety” by adding a mail ban on lotteries and other schemes deemed fraudulent in 1868. A series of new enactments beginning in 1872 steadily strengthened both bans, which were further reinforced by various state laws combating obscenity and vice. These laws empowered the infamous Anthony Comstock, as special postal agent, to conduct a veritable witchhunt.

The Yankee Leviathan, in short, had acquired for central authority such new functions as subsidizing privileged businesses, managing the currency, providing welfare to veterans, and protecting the nation’s morals—at the very moment that local and state governments were also expanding. And it had set precedents with respect to taxes, fiat money, conscription, and the suppression of dissent. It had permanently reversed the implicit constitutional settlement that had made the central and state governments revenue-independent. All these countless changes mark the Civil War as America’s real turning point. In the years ahead, coercive authority would wax and wane with year-to-year circumstances, but the long-term trend would be unmistakable. In contrast to the whittling away of government that had preceded Fort Sumter, the United States had commenced its halting but inexorable march toward the welfare-warfare State of today.
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Endnotes


*Assistant Professor, Department of Economics, San Jose State University.


�I capitalize the word “State” when using it in its broader sense, meaning government in general, to distinguish that meaning from the constituent states within a federal system of government such as the United States.


�Goldin and Lewis (1975). Temin (1976) contends that Goldin and Lewis overstated the South’s portion of the war’s cost. See also their exchange: Goldin and Lewis (1978) and Temin (1978).


�Bourne (1977, 360).


�No work deserves greater credit for popularizing knowledge of war’s ratchet effect than Higgs (1987), although its naming dates back at least to Porter (1980).


�U.S. Department of Commerce (1975), pt. 2, Series Y335-8, Y457-65, Y493-504, Y671-81. I have used the Composite Consumer Price Index calculated by McCusker (1992), supplemented by more recent numbers from the Consumer Price Index, to deflate amounts to 2004 prices. Berry (1988) estimates nominal output at $3.7 billion in 1858 and $3.9 billion in 1859, while Weiss (1992) revises the latter figure to $4.2 billion. Ransom and Sutch have their own similar conjecture, appearing in Ransom (1989, 256) of $4.1 billion for 1859. Gallman’s widely used but never published annual series, as provided to me by Weiss, estimates U.S. GNP in 1858 at $3.982 billion. For a comparison of these various estimates, see Myers (1992) and (1994). My results conform with the earlier work Kendrick (1955), who put national expenditures at 1.5 percent of GNP in 1859.


�The research of Wallis (2000) and Legler, Sylla, and Wallis (1988), as reported in Table 1 of Wallis’s chapter for this volume, estimates total state and local revenue as averaging 1.41 times national revenue in the decade 1836-1845 and 1.15 times in the decade 1846-1855. Total government revenue averages 4.0 percent and 4.2 percent of GNP in the two intervals. Any conceivable differences between government revenue and expenditures could not possibly push those ratios above 2.00. Detailed data on expenditures of only state government are presented in Holt (1977). See also the 1860 Census, U.S. Census Office (1866, v. 4, p. 511), and The American Almanac (1861, 240-41, 248-376).


�Nevins (1959, 240).


�Goldin (1973) provides the more often cited lower figure. The higher comes from Rose (1964). Ransom and Sutch (1988) put the number at $3.1 billion, midway between the two. The 1860 U.S. Census, as summarized by Kennedy (1862, 190, 231), estimates the total value of railroad capital at $1.2 billion and the of manufacturing capital at $1.1 billion. See also Gallman (1986). 


�Two good surveys of the antebellum militia are Cunliffe (1968) and Hummel (2001b).


�The first military historian to make this observation was Williams (1949-50, v. 1, pp. 60-6, 114-4; v. 2, pp. 796-8).


�Although General Jonathan S. Preston, Superintendent of the Confederate Conscription Bureau, in U.S. War Department (1880-1901, ser. 4, v. 3, p. 1101) reported that 81,993 of less than one million total Southern soldiers entered as draftees, and another 76,206 were induced by conscription to volunteer, this low-end estimate of under 20 percent is incomplete, covers only east of the Mississippi, and does not take into account those who had their terms of service coercively extended. Moore (1924, 356-57) credits the Confederate draft with assigning 300,000 men east of the Mississippi—one-third the total who served.


�Robertson (1988, 135).


�Geary (1991, 78-84). If hired substitutes are included, then the conscription acts furnished 13 percent of Union soldiers during the last two years of the war. State militia drafts garnered another 87,500 nine-month men, 11 percent of the total during the war’s first two years.


�Blaine (1884, v. 1, p. 433).


�The standard estimates, in Lerner (1954), is 5 percent from taxation, 5 percent from seizures and donations, 30 percent from borrowing, and 60 percent from the seigniorage of fiat money. However, Hirshleifer (1963, 41-43), points out that these percentages ignore the resources gained through uncompensated impressments. Adding them into seizures changes the percentages to 7 percent from taxes, 17 percent from seizures and donations, 24 percent from loans, and 52 percent from seigniorage. 


�Martin (1932, 128).


�As reported in Sanborn (1907, 229).


�De Bow (1862).


�Thornton (1982, 371). The year was 1871 and the amount 3,330,000 acres.


�Donald (1978, 215).


�Final Message to the Illinois General Assembly, 2 January 1865, Chicago Tribune (1865, p. [2]).


�The figures on taxation are from 1870 Census, U.S. Census Bureau (1872, v. 3, pp. 10-11), whereas the figures on city debt are from the 1880 Census, U.S. Census Bureau (1884, v. 7, pp. 722-731). All northern states had real, per capita tax increases over the decade.
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