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CHAPTER FOUR

Tariff Peace and Civil War, 1833-1865

he Nullification Crisis was defused by the Compromise of 1833,

which ushered in a quarter-century of gradually declining tariffs.
From its peak of 62 percent in 1830, the average tariff fell to less than
20 percent by 1859. With one brief exception, there was no strong move-
ment to push them back up again, belying the notion that tariffs were a
cause of the Civil War. However, the stability of this policy depended on
the dominance of the Democrats in national politics. The Republican elec-
toral sweep in 1860 and the outbreak of the Civil War brought about a
major shift in US trade policy. The war made high taxes on imports a fis-
cal necessity, and the Republicans began to construct a powerful political
coalition to ensure that import duties would remain high for the rest of
the century.

THE COMPROMISE OF 1833

As we saw in chapter 3, the passage of the 1828 Tariff of Abominations,
and the subsequent failure to modify it, sparked a furious backlash in the
South. In 1832, South Carolina passed the Nullification Ordinance, in
which it declared the tariff unconstitutional and threatened not to enforce
it. In effect, a dispute over trade policy had become an unprecedented con-
stitutional crisis. However, while southern states opposed high protective
tariffs, South Carolina’s extreme reaction only served to isolate it from
the others. No other southern state was facing the economic problems re-
lated to cotton that South Carolina was, and none were willing to go as far
as Carolina nullifiers. Other southern states supported President Andrew
Jackson and denounced the South Carolina radicals for not exhausting
all means of negotiations and compromise. South Carolina’s action also
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changed the debate from one over whether the tariff was excessive to one
about the right of states to veto federal legislation.

Meanwhile, Jackson was firmly resolved that nullification would not
stand and was quite prepared to use force to settle the matter. The admin-
istration immediately sponsored a Force Bill in Congress that would au-
thorize the president to use the armed forces if necessary to collect tariff
revenues from federal customs houses.

Yet the president also sought to defuse the crisis by trying to address
South Carolina’s complaints. Ten days after issuing the Nullification
Proclamation, Jackson struck a conciliatory note in his December 1832
annual message to Congress. While agreeing that protection was neces-
sary to secure a domestic supply of essential goods, Jackson noted that ex-
perience “makes it doubtful whether the advantages of this system are not
counter-balanced by many evils, and whether it does not tend to beget in
the minds of a large portion of our country-men a spirit of discontent and
jealousy dangerous to the stability of the Union.”! Although the southern
complaints were exaggerated, the president said, the tariff should be ad-
justed so that no region of the country could have reason for complaint.

Thus, Jackson retreated from his earlier position that the 1832 tariff
reform had been adequate, now suggesting that protective tariffs should be
reduced as well. “Large interests have grown up under the implied pledge
of our national legislation, which it would seem a violation of public faith
suddenly to abandon,” he stated. “But those who have vested their capital
in manufacturing establishments cannot expect that the people will con-
tinue permanently to pay high taxes for their benefit, when the money is
not required for any legitimate purpose in the administration of the Gov-
ernment.” Therefore, a gradual tariff reduction was called for: “If upon in-
vestigation it shall be found, as it is believed it will be, that the legislative
protection granted to any particular interest is greater than is indispens-
ably requisite for these objects, I recommend that it be gradually dimin-
ished, and that as far as may be consistent with these objects the whole
scheme of duties be reduced to the revenue standard as soon as a just re-
gard to the faith of the Government and to the preservation of the large
capital invested in establishments of domestic industry will permit.”?

Congress was also anxious to avoid a military confrontation with
South Carolina and immediately began considering another tariff revision.
In January 1833, Rep. Gulian Verplanck of New York introduced a bill that
would reduce most protective tariffs to 20 percent within two years. These
reductions ran into the stiff opposition from advocates of protection, who
claimed that such radical cuts would paralyze industry. Henry Clay and
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his allies resisted accommodating South Carolina, arguing that the state’s
intransigence should not be rewarded with concessions. Even John Quincy
Adams, who brokered the failed tariff compromise in 1832, was appalled
by South Carolina’s response, viewing its politicians as a bunch of bullies
who were simply trying to blackmail the country into adopting its pre-
ferred tariff policy.

As a result, despite the urgency of the situation, the House acted
slowly. By mid-February, no progress had been made in moving the legisla-
tion forward. As Senator Thomas Benton (1854, 1:309) recalled, “A prompt
passage of the bill might have been expected; on the contrary, it lingered
in the House, under interminable debates on systems and theories, in
which ominous signs of conjunction were seen between the two extremes
which had been lately pitted against each other, for and against the protec-
tive system. The immediate friends of the administration seemed to be
the only ones hearty in the support of the bill; but they were no match, in
numbers, for those who acted in concert against it—spinning out the time
in sterile and vagrant debate.”

As time slipped away, the risk of a military showdown increased. Con-
gress had overwhelmingly passed a Force Bill allowing the president to
use the armed forces in the execution of federal tariff laws. Jackson or-
dered the relocation of the customs house from the city of Charleston to a
federal fort in the harbor and authorized it to collect import duties there.
Now, South Carolina would have to attack a federal installation in order
to nullify the tariff. Although South Carolina delayed implementing nul-
lification to see how Congress would respond, time was running out for a
peaceful resolution to the stalemate.

Alarmed at the House’s dithering, the Senate took the initiative. Sens-
ing danger to his system of protective tariffs, Henry Clay, the champion
of the American System, took to the floor on February 12 and proposed a
compromise measure. In his address, Clay stated,

I am compelled to express the opinion . . . that, whether rightfully or
wrongly, the tariff stands in imminent danger. If it should even be pre-
served during this session, it must fall at the next session. . . . The fall
of that policy, sir, would be productive of consequences calamitous in-
deed. When I look to the variety of interests which are involved, to the
number of individuals interested, the amount of capital invested, the
value of the buildings erected, and the whole arrangement of the busi-
ness for the prosecution of the various branches of the manufacturing
art which have sprung up under the fostering care of this government, I
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cannot contemplate any evil equal to the sudden overthrow of all those
interests. . . . [ believe the American system to be in the greatest dan-
ger; and I believe it can be placed on a better and safer foundation at
this session than at the next. . . . Let us not deceive ourselves. Now
it’s the time to adjust the question in a manner satisfactory to both
parties. Put it off until the next session, and the alternative may, and
probably then would be, a speedy and ruinous reduction of the tariff, or
a civil war with the entire South.?

Clay reluctantly agreed to the tariff level being considered in the House,
about 20 percent, but with a much longer transition period, stretched over
nine years instead of the two years in the Verplanck bill.

The context for Clay’s shocking announcement was the election of
1832. Not only had Jackson soundly defeated Clay for the presidency, but
the incoming Congress was going to be overrun with Jackson supporters.
The next Congress promised to be much more hostile to the American
System than the outgoing one. If the current Congress postponed dealing
with the issue, not only would it risk a military confrontation in South
Carolina, but the tariff policy would be put into the hands of those who
were likely to reduce protection significantly. As Clay wrote a few days
before his address, “My belief is, that the Tariff is marked by the present
administration for destruction, and that its object will be accomplished if
some means are not soon devised to avert it, at the next Session.”* By act-
ing now, Clay hoped to defuse the crisis and buy some time for the policy
of protective tariffs. With South Carolina on the brink of revolt, the fed-
eral government recording large fiscal surpluses, a popular president now
supporting a reduction in protective tariffs, and a new Congress poised to
challenge the American System, Clay concluded that maintaining the sta-
tus quo would be impossible.®

After Clay spoke, John Calhoun of South Carolina rose to announce
that he would also support the compromise out of a “desire to see this
agitating question brought to a termination.”s The Register of Debates re-
cords that Calhoun’s brief remarks were followed by “a tumultuous appro-
bation in the galleries.” If Clay and Calhoun could agree, then the resolu-
tion of the crisis was at hand.

Benton (1854, 1:342) later gave the “secret history” of the compromise,
which he largely attributed to Rep. Robert Letcher of Kentucky, a sup-
porter of the American System who proposed it to Clay (who is said to
have received it coolly at first) and to Webster (who rejected any compro-
mise whatsoever). Letcher worked as an intermediary between Clay and
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Calhoun (who were not on speaking terms) because Calhoun’s support
was necessary to give the compromise legitimacy. In the outside view,
“Mr. Calhoun and Mr. Clay appear as master spirits, appeasing the storm
which they had raised; on the inside view they appear as subaltern agents
dominated by the necessity of their condition, and providing for them-
selves instead of their country—Mr. Clay, in saving the protective policy,
and preserving the support of the manufacturers; and Mr. Calhoun, in sav-
ing himself from the perils of his condition.”

The compromise was a true one in that no faction was completely sat-
isfied with the outcome, but at the same time both sides could claim vic-
tory. Daniel Webster—who, ironically, had opposed Clay’s American Sys-
tem in 1824—had not been consulted in the backroom deal-making and
bitterly accused Clay of abandoning the cause of protection. Northerners
resented Clay for bowing to southern pressure. Making an allusion to slav-
ery, John Davis of Massachusetts complained: “You propose to bind us,
hand and foot, to pour out our blood upon the altar, and sacrifice us as
a burnt offering, to appease the unnatural and unfounded discontent of
the South; a discontent, I fear, having deeper root than the tariff, and will
continue when that is forgotten.”” Rufus Choate of Massachusetts rep-
rimanded his colleagues: “South Carolina has nullified your tariffs, and
therefore you repeal them.”8

To his critics, Clay responded, “I have been represented as the father
of this [American] system, and I am charged with an unnatural abandon-
ment of my own offspring. . . . But in what condition do I find this child?
It is in the hands of the Philistines, who would strangle it. I fly to its res-
cue, to snatch it from the custody, and to place it on a bed of security
and repose for nine years, where it may grow and strengthen, and become
acceptable to the whole people.”® By and large, manufacturing interests
also supported the compromise. “The manufacturers flocked in crowds in
Washington City—leaving home to stop the bill—arriving at Washington
to promote it,” Benton (1854, 1:316) recalled. “Those practical men soon
saw that they had gained a reprieve of nine years and a half in the benefits
of protection, with a certainty of the re-establishment of the system at the
end of that time.”

The compromise tariff gave South Carolina less than it had demanded,
but it succeeded for the first time in putting the protective duties on cot-
ton goods, woolens, and iron on a downward trajectory. In light of the ur-
gent situation, and with both Clay and Calhoun lending their support to
the compromise, the Senate appeared to accept the gradual phaseout as a
reasonable outcome.
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Once the compromise appeared workable in the Senate, Robert Letcher
of Kentucky (and a Clay ally) introduced the bill in the House on Febru-
ary 25, which passed it the next day by a vote of 119-85. On March 2, the
Senate passed it by a vote of 29-16, and it was signed by Jackson the next
day. In the Senate, the South unanimously approved the compromise,
while the North and West were split. The defection of the West did not go
unnoticed by American System proponents. As the compromise was being
debated, George Briggs of Massachusetts observed that “We are now soon
to know, Mr. Chairman, whether this [protective] system, in which New
England is so vitally interested, against her remonstrance, is to be over-
thrown by a combination of Southern votes with the votes of the Western
and Middle States”'® The North’s split increased the credibility of the re-
form in the eyes of the South and, in Clay’s opinion, helped “to reconcile
the south more strongly to a measure, in which it has gained a nominal
triumph, whilst all the substantial advantages have been secured to the
tariff states.” Clay was pleased with the outcome and wrote, “My friends
flatter me, with my having completely triumphed.”"!

The compromise provided that all duties above 20 percent would be
reduced by one-tenth of the excess above 20 percent starting in January
1834, with another one-tenth deducted in January 1836, another in January
1838, and another in January 1840, summing to a 40 percent reduction in
the excess over 20 percent. In 1842, the remaining 6o percent excess over
20 percent would be removed, three-tenths in January 1842 and another
three-tenths in July 1842. At the end of the transition period, in which the
largest tariff cuts would come, the United States would have a fairly uni-
form 20 percent tariff on all dutiable imports. The compromise required
that, from July 1842, import duties would “be laid for the purpose of rais-
ing such revenue as may be necessary to an economical administration of
the government.” Thus, Congress agreed to abandon protective tariffs and
adopt a revenue standard for import duties.

The South Carolina nullifiers endorsed the compromise, and a state
convention ended the crisis by repealing the Nullification Ordinance.
As with any agreement, however, it was one thing to pass a compromise
measure and yet another to ensure that it would be enforced. The South
bore much of the risk in the compromise, because the low duties it sought
would arrive only after a period of nine years. The South remained wary
because, as Thomas Foster of Georgia accurately noted, the current Con-
gress “had no power to bind our successors.”’> The South rightly feared
that Congress could renege at any time on its intention either to reduce
duties during the transition period or to maintain them after 1842. In pre-
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senting the compromise, Clay tried to assure the South that it would not
be tampered with. If the bill passed with the consent of all, he “had no
doubt the rate of duties guarantied would be continued after the expiration
of the term, if the country continued at peace.”?

For its part, the North feared that the compromise would prevent fu-
ture Congresses from protecting manufacturing industries, even if eco-
nomic circumstances were to change. To answer these charges, Clay ad-
mitted that “the bill contains no obligatory pledges—it could make none,
none are attempted. . . . The next Congress, and every succeeding Con-
gress, will undoubtedly have the power to repeal the law whenever they
may think proper. . . . The measure is what it professes to be, a compro-
mise; but it imposes, and could impose, no restriction upon the will or
power of a future Congress.”** Thus, while agreeing that the compromise
could not bind the actions of future legislators, Clay believed that subse-
quent Congresses would avoid tampering with it. As it turned out, Clay
was largely correct, but not necessarily for the reasons he gave.

AFTERMATH OF COMPROMISE:
THE WALKER TARIFF OF 1846

The Compromise of 1833 succeeded in removing tariff policy from na-
tional politics for almost a decade. From 1833 until 1842, as provided un-
der the compromise, the phased-in tariff reductions took effect without
interference from Congress. Why was no attempt made to deviate from the
compromise? It was certainly described in solemn terms, as “sacred” and
as “the great bond of peace to this Union.” But the main reason the com-
promise was untouched prior to 1842 was political: the Jacksonian Demo-
crats, who were largely from the South and strongly supported the com-
promise, had unified control of government in every year from 1833 until
1841. Since they remained in power, others preferring higher tariffs—
namely, the Whig party that included Henry Clay and Daniel Webster—
did not have the opportunity to change the nation’s trade policy.

The emergence of the Second Party System in the mid-1830s meant
the return of partisan conflict over government policy. Just as Hamilton’s
Federalists and Jefferson’s Republicans had clashed in the early years of
the republic, now Whigs and Democrats fought over economic policy. But
there were few disputes about tariff policy in the four years after the Com-
promise of 1833, during which time the economy was strong, demands
for protection remained in check, and the government’s fiscal surpluses
(due in part to the sale of public land) allowed government debt to be paid
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down. While Clay vowed to fight any tariff reductions beyond those called
for in the compromise, he did not attempt to subvert it by proposing higher
import duties. Even Daniel Webster admitted that Congress “should not
be disposed to interfere with it [the tariff] until a case of clear necessity
should arise.”'

However, the Compromise of 1833 was tested after the financial panic
of 1837 and especially during the Crisis of 1839, which led to four years
of severe deflation and an economic depression. As in previous cases, the
downturn had its origins in the financial system. After the Second Bank of
the United States was abolished in 1836, state governments began borrow-
ing huge sums of money. The collapse of internal improvement projects
in the Midwest and South in the summer of 1839 contributed to a wave of
bank failures throughout the region, which produced a 22 percent contrac-
tion in the money supply.'® Without a central bank to act as a lender of last
resort or to offset the monetary shock, the federal government was unable
to address the slump.

As a result, political pressures for trade protection grew stronger, and
the stage was set for renewed political conflict over tariff policy. The
North-South sectional dispute over tariffs did not disappear, but was in-
creasingly played out through two political parties, the Democrats and the
Whigs. Drawing their political support from the South and from poorer
farming communities in the North, Democrats advocated limited govern-
ment, which meant a strict construction of the Constitution, states rights,
and a tariff for revenue only. Drawing their political strength from the
North, particularly from more commercial and manufacturing commu-
nities, the Whigs wanted an activist federal government with a national
bank, federally financed internal improvements, and protective tariffs
for domestic industries. The underlying economic interest of each region
largely, but not entirely, explained which party was consistently chosen to
represent the region in Congress."”

The struggling economy enabled the Whigs to sweep into office against
the incumbent Democrats in the election of 1840. Although the Whigs sup-
ported higher tariffs, their plans to revisit the issue were stymied by Vice
President John Tyler, who unexpectedly became president after William
Harrison died shortly after his inauguration. Tyler was a Virginia Demo-
crat who had been chosen only to win support for the Whigs in the South
in the expectation that he would never become president. Tyler immedi-
ately alienated the Whigs by twice vetoing legislation to create a national
bank and blocking efforts to increase tariffs. The Whigs were anxious to
raise tariffs, in part because the federal government’s fiscal position had
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weakened considerably: the government ran a $10 million budget deficit in
fiscal year 1841 and was expected to lose another $5 million per year as a
result of the last and largest tariff cuts from the Compromise of 1833 that
were due to take effect in 1842. Yet despite the economic downturn and
growing fiscal deficit, Tyler stunned Whigs by saying that “the compro-
mise act should not be altered except under urgent necessities which are
not believed at this time to exist.”!

The question of adjusting import duties to raise revenue also became
intertwined with provisions of the Land Act of 1841. Under that act, which
regulated the distribution of revenue from public land sales, any increase
in import duties above the 20 percent limit mandated in the Compromise
of 1833 would result in a sequester of the revenue from land sales. In his
annual message to Congress in December 1841, Tyler reaffirmed that
“it might be esteemed desirable that no such augmentation of the taxes
should take place as would have the effect of annulling the land-proceeds
distribution act of the last session, which act is declared to be inoperative
the moment the duties are increased beyond 20 per cent, the maximum
rate established by the compromise act.”' But the president did not offer a
way out of the government’s fiscal difficulties.

In June 1842, the final reduction in import duties under the compro-
mise took effect, cutting government revenue even more. Additional rev-
enue was needed to close the fiscal gap, so the Whigs passed two bills im-
posing higher tariff rates (similar to those found in the 1832 legislation) in
July and August 1842. (Of course, they were not strictly revenue measures
since they kept coffee and tea on the duty-free list and mainly imposed
higher tariffs on imported manufactured goods.) Tyler vetoed both on the
grounds that adhering to the terms of the compromise was the “high-
est moral obligation,” and they would stop the distribution of revenue
from public land sales at a time when the federal government desperately
needed those funds. In late August, Congress passed the tariff bill without
the distribution provision. This legislation squeaked through the House
by a vote of 104-103 and the Senate by a vote of 24-23. Tyler reluctantly
signed the bill, which helped increase the average tariff from 26 percent in
1842 to 37 percent in 1844.

The Tariff of 1842 reintroduced differential duties across imported
goods and doubled protective duties. The fact that the final low tariffs en-
visioned by the Compromise of 1833 were in effect for just two months,
July and August, before Congress had overturned them, rekindled old
animosities. Southern politicians complained of a violated contract and a
breach of faith. John Calhoun summed up the region’s complaints:
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We have patiently waited the nine years of slow reduction, and resisted
every attempt to make changes against the manufacturing interest,
even when they would have operated in our favor, and for which we
have received the thanks of those who represented it on this floor. And
now, when the time has arrived, when it is our turn to enjoy its ben-
efits, they who called on us to adhere to the act, when the interest of
the manufactures was at stake, and commended us for our fidelity to
the compromise, turn round, when it suits their interest, and coolly
and openly violate every provision in our favor.20

John Jones of Virginia argued that for nine years, “while the South had
to bear the burdens of the arrangements, it tamely and quietly submitted
to the consequences. . . . Now, when we are to reap the advantages of the
compromise act, what is the spectacle which we see exhibited? The very
party who enacted the law have come forward and declared that they will
not execute the promises nor discharge the obligations there imposed.”?!
Yet the South was powerless to stop the enactment of the new tariff.

Although the American System had been moribund for nearly a decade,
and support for it had waned even in Clay’s home state of Kentucky, the
weak economy gave the Whigs an opportunity to resurrect the policy. But
turmoil within the Whig party—they were forced to expel Tyler from their
ranks because of policy feuding—allowed the Democrats to recapture the
House in the midterm election of 1842. The Ways and Means Commit-
tee quickly reported a bill that would put tariff rates somewhere between
the 20 percent called for in the Compromise of 1833 and the higher rates
in the Tariff of 1842. This proposal split the party: Southern Democrats
thought the rates too excessive, while Northern Democrats were con-
cerned about the potential harm to their industrial constituencies. In May
1844, the House tabled the bill by just six votes; the Whigs joined with
enough Northern Democrats to spike the measure. In any event, the mea-
sure would have died in the Senate, where the Whigs retained control.

The presidential election of 1844, which pitted Democrat James Polk
against Whig Henry Clay, was the first in which the political parties is-
sued platform statements that outlined their policy positions. The Whig
platform endorsed “a tariff for revenue to defray the necessary expenses of
the government, and discriminating with special reference to the protec-
tion of the domestic labor of the country.” The Democrats supported a tar-
iff for revenue only (“no more revenue ought to be raised than is required
to defray the necessary expenses of government”) and rejected protective
duties because “justice and sound policy forbid the Federal Government to
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foster one branch of industry to the detriment of another, or to cherish the
interests of one portion to the injury of another portion of our common
country.”??

Given the recent electoral strength of the Whigs, Polk and the Demo-
crats had to manage the issue of protective tariffs carefully as they took on
Clay, the aging champion of the American System. Public opinion seemed
to view the tariff favorably and attribute the economic recovery after the
Crisis of 1839 to the higher duties enacted in 1842. Sen. Robert Walker
(D-MS) informed Polk that political support for “the tariff is much stron-
ger now through the Union, than it ever was before, & in Pennsylvania,
New York, Connecticut & New Jersey, it is irresistible. In Pennsylvania,
the last legislature, nearly two thirds of whom were democrats, passed
resolutions of instruction unanimously in favor of the tariff, & the entire
democratic press of the state has assumed the same ground. Many new
manufactories are springing up throughout the state, & the old establish-
ments are all again in successful operation. No man now attempts in that
state to oppose tariff policy.”??

To finesse the issue, Walker suggested that Polk call for a revenue tar-
iff with some incidental protection to allow domestic industries to reap
reasonable profits while still ensuring effective competition, arguing that
this position was not as doctrinaire as the “tariff for revenue only” stance.
Polk took this advice and wrote a letter in June 1844, which soon became
public, stating that he was “opposed to a tariff for protection merely.” Polk
(1969, 7:267) described his position as follows: “In adjusting the details of
a revenue tariff, I have heretofore sanctioned such moderate discriminat-
ing duties, as would produce the amount of revenue needed, and at the
same time afford reasonable incidental protection to our home industry.”
That compromise language—a revenue tariff with incidental protection—
served Democratic interests well by allowing them to emphasize the
“revenue tariff” part in the South and the “incidental protection” part in
the North. The position was not a complete evasion, because it explicitly
used the key words “incidental protection” and “discrimination” in favor
of domestic industries. The letter helped reassure voters in Pennsylvania,
which ultimately went for the Democrats, although questions were raised
in South Carolina about Polk’s fidelity to the cause of low tariffs.

The 1844 election hinged more on the annexation of Texas than on tar-
iff policy and proved to be a clean sweep for the Democrats. They secured
both houses of Congress with large majorities and the presidency with the
narrow election of Polk. This victory paved the way for a reversal of the
Tariff of 1842 and a radical overhaul of the tariff structure.
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In his inaugural address, President Polk adhered to the spirit of his
campaign letter by endorsing a low-revenue tariff with incidental protec-
tion.”* In his diary, he stated his belief that a tariff reduction was “the
most important domestic measure of my administration.”?®> To manage
that, he appointed Robert Walker as his Treasury secretary. In November
1845, Walker presented to the cabinet a far-reaching proposal to reduce
tariff rates and restructure the tariff schedule. Despite some opposition
from those who believed the proposed reductions were extreme, Polk sup-
ported Walker, though he privately admitted that his Treasury secretary
was “speculative and perhaps too highly wrought.”2¢

In his December 1845 annual message to Congress, Polk set the stage
for Walker’s proposal. The president argued that the Tariff of 1842 violated
the principles of a revenue tariff and tended more to prohibition than to
incidental protection. In recommending lower duties, Polk insisted that “I
am far from entertaining opinions unfriendly to the manufacturers. On the
contrary, I desire to see them prosperous as far as they can be so without
imposing unequal burdens on other interests.” Polk also called for “the ab-
olition of the minimum principle, or assumed, arbitrary, and false values,
and of specific duties, and the substitution in their place of ad valorem du-
ties as the fairest and most equitable indirect tax which can be imposed.”?’

Just days later, in the annual report of the Treasury Department,
Walker unveiled his tariff proposal. He attacked the Tariff of 1842 as “un-
just, unequal, as well in its details as in the principles upon which it is
founded.” He argued that protective tariffs discriminated in favor of the
manufacturer against the farmer, mechanic, merchant, and shipping in-
dustry, and thereby increased the profits of capital while doing nothing for
the wages of labor. He rejected the argument that protective tariffs made
goods cheaper by explaining that “the occasional fall in price of some ar-
ticles after a tariff is no proof that this was the effect of the tariff.” He re-
jected the argument that the United States should retaliate against foreign
trade barriers: “that agriculture, commerce, and navigation are injured
by foreign restrictions constitutes no reason why they would be subject
to still severer treatment, by additional restrictions and countervailing
tariffs, at home.” In fact, he contended, “by countervailing restrictions,
we injure our own fellow-citizens much more than the foreign nations at
whom we propose to aim their force.” Higher tariffs at home would not
lead to lower tariffs abroad, he argued, but would merely encourage and
perpetuate existing foreign trade barriers.?

Walker then proposed a new tariff based on Democratic principles,
which included converting all specific duties to ad valorem duties (so the
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rate of taxation was completely transparent) and creating a tariff schedule
with just a few different rates of duty. Walker rejected having a single uni-
form duty, such as 20 percent, arguing that luxuries deserved to be taxed
at higher rates and that some limited discrimination in rates across goods
should be made. All imported goods would be assigned one of nine tar-
iff categories. Schedule A consisted of alcoholic beverages, such as brandy
and other spirits, and would be taxed at 100 percent. Schedule B comprised
various spices and imported foods (fruit and meat), tobacco products, and
wine, and would be taxed at 40 percent. Schedule C goods included a long
list of items such as ready-made clothing; earthenware; manufactures of
metal, silk, wool, and glass; and raw materials such as sugar and tobacco:
these would be taxed at 30 percent. Schedule D goods, most notably cotton
textiles, would be taxed at 25 percent. Schedule E goods included chemi-
cals, nails and spikes, and manufactures of hemp and flax, all of which
would be taxed at 20 percent. Four remaining schedules—F (15 percent), G
(ro percent), H (5 percent) and I (duty-free)—rounded out the tariff schedule.

Walker’s report was one of the few instances in the nineteenth century
when the executive branch provided a detailed tariff plan for Congress’s
consideration. In April 1846, the Ways and Means Committee reported a
tariff bill that largely reflected Walker’s proposal. With Democrats firmly
in control of the House, the bill’s passage was a foregone conclusion, al-
though some details were the subject of contention. Representatives from
Ohio demanded that coffee and tea be put on the free list to help consum-
ers; Walker objected to the loss of revenue but was forced to compromise.
In July 1846, the House passed the Walker tariff by a partisan and sec-
tional vote of 114-95. Democrats voted 113-18 in favor of the bill, with all
of the nay votes coming from the North, principally Pennsylvania. With
their stronghold in New England and the Mid-Atlantic, Whigs voted 71-1
against the measure.

Senate passage promised to be more difficult because Democrats had
only a slim majority, and those from Connecticut and Pennsylvania were
prepared to vote against the bill. Polk (1910, 2:53) noted in his diary that
“the city is swarming with manufacturers who are making tremendous
exertions to defeat it.” Although the party had difficulty maintaining
unity, the president and his allies put enormous pressure on Northern
Democrats to support the administration. (One senator was intercepted at
the Baltimore and Ohio railway station as he was going home and brought
directly to the president, who persuaded him to stay in town and vote for
the bill.) The Senate debate was intense. Clay fiercely attacked the bill:
“We should not have subverted a patriotic system of domestic protec-
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tion . . . for the visionary promises of an alien policy of free trade, fostering
the industry of foreign people and the interests of foreign countries, which
has brought in its train disaster and ruin to every nation that has had the
temerity to try it.”%

The Senate vote was expected to be close, perhaps even a tie, which
would force Vice President George Dallas to break the stalemate. Dallas
was a Democrat from Pennsylvania who favored protection, even voting
against Clay’s compromise in 1833, but he was also bound by his party’s
platform. Not knowing whether to choose between his party or his state,
Dallas desperately wanted to avoid casting the deciding vote. When the
dreaded moment came, however, Dallas made the painful decision to vote
in favor of the bill. Although he did not approve of all its provisions, he
stated, most Americans wanted a reduction in import duties, and majority
opinion in the House was clear. At the last minute, however, Spencer Jar-
nagin, a Tennessee Whig who favored protection but had been instructed
by the state legislature to vote for the bill and had previously abstained,
changed his vote to yea. This pushed it over the top by a 29-28 margin,
and the vice president’s vote was unnecessary.

The House quickly concurred in one Senate amendment, and the presi-
dent signed the bill. In his diary, Polk (1910, 2:55) wrote that the legislation
had given

rise to an immense struggle between the two great political parties of
the country. The capitalists and monopolists have not surrendered the
immense advantages which they possessed, and the enormous prof-
its which they derived under the tariff of 1842, until after a fierce and
mighty struggle. This city has swarmed with them for weeks. They
have spared no effort within their power to sway and control Congress,
but all has been proved to be unavailing and they have been at length
vanquished. Their effort will probably now be to raise a panic (such as
they have already attempted) by means of their combined wealth, so as

to induce a repeal of the act.

The Walker tariff brought about the most far-reaching reduction in im-
port duties to date. The average tariff on dutiable imports fell sharply,
from 34 percent in 1845 to 26 percent in 1848. Unlike the Compromise
of 1833, the tariff reduction was not phased in over time and took effect
immediately.

The tariff also involved some tacit coordination with Britain. At the
time, British policy was moving away from mercantilism and toward free
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trade; in fact, Parliament was on the cusp of repealing the Corn Laws, which
severely limited imports of wheat. Walker and the Democrats hoped that, if
the United States reduced its tariffs on manufactures, Britain might be en-
couraged to open up its agricultural markets. Indeed, Walker had closed his
report with this statement: “Let our commerce be as free as our political in-
stitutions. Let us, with revenue duties only, open our ports to all the world,
and nation after nation will soon follow our example. If we reduce our tar-
iff, the party opposed to the corn laws of England would soon prevail, and
admit all our agricultural products at all times freely into her ports.”®® The
House delayed passage of the Walker tariff to see if Britain was actually go-
ing to repeal the Corn Laws, which it did in May 1846.%' Although the Brit-
ish response to the Walker tariff was a minor consideration in its passage,
this was one of the few instances in which Congress was considering what
other countries might do when it changed the tariff schedule.

The Walker tariff remained in effect for eleven years, the second lon-
gest span of any tariff legislation passed by Congress. Although tariffs
were not quite as low or as uniform as many in South Carolina wanted,
the South as a whole strongly supported the Walker tariff. In fact, the
South had clearly won the battle for establishing and maintaining a low
“revenue” tariff with incidental protection. As figure 4.1 shows, with the
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Figure 4.1. Average tariff: Total and dutiable imports, 1815—
1860. Note: There was no observation for dutiable imports in
1820. (US Bureau of the Census 1975, series U-211-12.)
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exception of the 1842-46 period, tariffs had fallen continuously since the
Compromise of 1833. Indeed, the tariff was not again a major political is-
sue until the late 1850s.

What political and economic factors account for the persistence of low
tariffs after 18467 The main reason that tariff policy remained unchal-
lenged from 1846 until the Civil War is that no party except the Democrats
ever had unified control of government. During this period, the Whigs and
later the Republicans, who were more favorable to protective tariffs, would
sometimes capture the House or the Senate or the presidency, but the
Democrats always retained control of the other parts of government and
therefore had the power to block any effort to increase tariffs.

For example, in 1848, Zachary Taylor, a Whig, was elected president
and appointed a staunch protectionist from Pennsylvania as his Treasury
secretary. In his first message to Congress in December 1849, Taylor called
for a revision of the tariff and the reinstitution of specific duties “at rates
high enough to afford substantial and sufficient encouragement to our
industry, and at the same time so adjusted as to insure stability.”3? The
Democratic Congress simply ignored this suggestion and made no move
to change policy. His successor, Millard Fillmore, also a Whig, repeatedly
called for higher duties. For example, in his annual message of December
1850, Fillmore conceded that an excessive tariff would be a cause of dis-
satisfaction, but argued for a modest tariff increase. With the Democrats
firmly in control of Congress, this plea fell on deaf ears. In his messages for
1851 and 1852, Fillmore again called Congress’s attention to the problems
with ad valorem duties, the supposedly languishing state of manufactur-
ers under the Walker tariff, and the unsatisfactory structure of duties that
sometimes protected raw materials at the expense of manufacturers. Each
time, Democrats in Congress took no notice.

The lack of unified government, except under the Democrats, was the
proximate reason for the continuity of tariff policy from 1846 until 1860.
This begs the question of why low-tariff forces were so well represented
in Congress when they had been so weak just two decades earlier. The
growing economic interest of the Midwest in open trade was critical to
this development. The Midwest had always produced potentially export-
able goods, such as wheat, other grains, and animal products, but prior to
the 1840s, high transportation costs prevented them from gaining access to
world markets. As transportation costs fell, foreign markets became a small
but growing part of the demand for Midwestern agricultural products.

The expansion of agricultural production further west, and the percep-
tion that domestic demand was limited, gave the region hope that it could
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someday emerge as the “granary of the world.” In his tariff report, Walker
(1845, 13) explicitly sought to rally the support of the region in favor of
lower tariffs. He observed that the great fertile lands of the Midwest were
producing an abundance of agricultural produce for which “the home mar-
ket, in itself, is wholly inadequate.” As he put it, “the States of Ohio, Indi-
ana, and Illinois, if cultivated to their fullest extent, could of themselves
raise more than sufficient food to supply the entire home market. . . . They
must have the foreign market, or a large surplus, accompanied by great
depression in price, must be the result.” Because import tariffs were effec-
tively a tax on agricultural exports, Walker noted that the Midwest “must
be the greatest sufferers by the tariff, in depriving them of the foreign
market.”

In fact, the Midwest provided decisive support for the Senate passage
of the Walker tariff. The Senate passed the bill by a single vote, 28—27, and
senators from the Midwest voted in favor 14—4. Without those votes, the
South would not have been able achieve victory. This change in position
did not go unnoticed. “How is it that some of the States which built up
this [protective] system by the votes of their Representatives and Senators
now desert it?” asked Senator James Morehead (W-KY). “Why have Ohio
and other States changed, which used to vote unanimously for the protec-
tive policy, now that this great policy embraces an interest of three hun-
dred millions of dollars?” Sidney Breese (D-IL) immediately replied: “If
the manufacturing interests embrace a capital of four hundred millions,
the agricultural interests amount to a thousand millions. Illinois wants
a market for her agricultural products; she wants the market of the world.
Ten counties of that State could supply all the home market. We want a
foreign market for our produce, which is now rotting in our granaries.”??

Several factors helped Midwestern farmers achieve greater access to
foreign markets and thereby increase their export orientation. The dra-
matic decline in transportation costs due to internal improvements, par-
ticularly the rapid expansion of railroad networks in the 1850s, helped fuel
exports from the Midwest. The repeal of the Corn Laws by Britain in 1846
and the Crimean War in the early 1850s also boosted foreign demand for
American grains. As a result, the Midwest’s hopes of selling more to for-
eign markets were fulfilled as wheat and flour exports surged, increasing
from 6 percent of total exports in the late 1830s to 11 percent in the late
1850s. Thus, the Midwest’s latent economic interest in exporting became
operative during this period.3

As the region was becoming more closely tied to foreign markets,
its political weight was also growing. From 1820 to 1850, as figure 1.4
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showed, the Midwest gained Congressional seats almost entirely at the
expense of the North, not the South. The states that joined the union be-
tween the tariff votes in 1828 and 1846—Arkansas, Florida, Michigan,
and Texas—added eight new votes in the Senate, seven of which were
in favor of the Walker tariff. Together the South and Midwest controlled
two-thirds of the Senate by 1850. Thus, the old export-oriented economic
interests of the South were joined by new ones in the Midwest, and both
sought low tariffs to promote foreign commerce. As cotton and tobacco
producers in the South had long recognized, farmers in the Midwest
now embraced lower import duties to increase imports and therefore
the exports required to pay for them. As a result, the combined political
strength of the South and Midwest checked the North’s ability to enact
protective tariffs. The North had little hope of overturning this coalition,
and modest tariffs might have persisted for decades had the Civil War not
intervened.

ANTEBELLUM TRADE AND PROTECTION

While politicians debated the details and purposes of import duties, the
size and structure of the American economy changed significantly dur-
ing the antebellum period. Between 1820 and 1860, the population of the
United States grew from 9.6 million to 31.4 million. Although agriculture
was still by far the most important economic activity, the share of the la-
bor force employed in industry (mining, manufacturing, and construction)
rose from 8 percent in 1810 to 20 percent in 1860.%

Despite this gradual shift in the economy, the composition of Ameri-
ca’s foreign trade was largely unchanged. About 85 percent of exports were
raw materials (mainly cotton) and food (wheat and flour). About two-thirds
of imports consisted of manufactured goods, principally from Britain, with
the remainder being food and beverages, such as wine and spirits, coffee
and tea, most of which did not compete with American products. Customs
receipts still accounted for roughly 9o percent of federal government rev-
enue throughout the antebellum period.

Of course, the tariff was controversial not because it raised revenue,
but because protective duties affected resource allocation across differ-
ent sections of the country. Three key economic questions about US trade
policy in the antebellum period can be posed: (1) Was there a national eco-
nomic gain or loss from the tariff? (2) Did the tariff redistribute income
from the South to the North, and if so, by how much? (3) Did import tariffs
play a significant role in promoting industrialization?
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The first question is whether import tariffs were beneficial or costly
to the nation as a whole. All taxes create what economists call a “dead-
weight loss,” a measure of the inefficiency caused by the tax in changing
the incentives for production and consumption. The deadweight loss from
the duties imposed in 1859 was tiny, only about 0.2 percent of GDP, both
because the average tariff on total imports was low (about 15 percent), and
because the ratio of imports to GDP was small (less than 8 percent). Put
differently, federal spending was only 1.6 percent of GDP, and customs rev-
enue was about 1.2 percent of GDP, so import duties could not possibly
generate a very large deadweight loss. However, when the Tariff of Abomi-
nations of 1828 pushed the average tariff to more than 6o percent, the dead-
weight loss of the tariff might have been as high as 2.5 percent of GDP.3¢

This deadweight loss could have been offset by other gains. The most
plausible gain would have been an improvement in the country’s terms of
trade. The terms of trade, the price of a country’s exports relative to the
price of its imports, are closely related to the gains from trade. The terms
of trade are said to improve when a country’s export prices increase or its
import prices decrease; in either case a country would give up fewer ex-
ports in exchange for more imports. The more favorable the terms of trade,
the more a country benefits from trade, other things being equal. Many
countries cannot influence their terms of trade. However, as the world’s
largest cotton producer, accounting for about 8o percent of world produc-
tion in the antebellum period, the United States could affect the world
price of cotton. A policy to restrict exports of cotton might have improved
the terms of trade by increasing the price that the world had to pay for
American cotton, enabling the United States to enjoy a higher real income
at the expense of the rest of the world.?”

An export tax would directly reduce cotton exports and increase the
world price. Of course, export taxes were unconstitutional precisely be-
cause the South had feared that they might be used against its exports, but
it is still instructive to consider their hypothetical impact. An optimal
export tax would maximize national income by balancing the benefits of
improved terms of trade against the cost of deadweight losses. Two differ-
ent methods have been used to calculate the optimal export tax and its
welfare consequences: simulation via a computable general equilibrium
model and estimation to determine the elasticity of export demand fac-
ing the United States. Both methods yield similar conclusions: Harley’s
(1992) simulation indicates that the optimal export tax on cotton would
have been around 6o percent and the welfare gain would have been close
to 1 percent of GDP, while Irwin’s (2003c) estimation of the elasticity
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of export demand for US cotton implies an optimal export tax of about
45-55 percent and a welfare gain of about 0.3 percent of GDP. Had such a
policy been implemented, the nation as a whole would have benefited a
slight amount, but large losses would have been inflicted on southern cot-
ton producers, unless the proceeds of the tax were rebated to them. Still,
despite the huge US market share in cotton, the potential economic gains
from an optimal export tax would probably have been very modest.

An import tariff might have achieved a similar outcome, because ex-
ports and imports are closely related to one another. As discussed in the
introduction, the Lerner Symmetry Theorem holds that an import tariff is
equivalent to an export tax. By reducing imports, an import tariff would
indirectly reduce cotton exports and thereby improve the terms of trade.
However, this sequence of events requires that the tariffs not simply re-
duce all exports, but cotton exports in particular. Harley’s (1992) simu-
lations suggest that import tariffs failed to do this. The United States
exported many goods besides cotton: wheat, flour, and packing-house
products (salted beef and pork, tallow, and lard) accounted for a significant
share of exports. These exports, not cotton, were the marginal ones that
adjusted to changes in the overall level of trade. In other words, to the
extent that import tariffs reduced exports, they reduced marginal exports
(food) and not the infra-marginal exports in which the United States pos-
sessed some monopoly power (cotton). As a result, import tariffs would
have slashed food exports while leaving cotton exports largely unaffected,
thus failing to improve the terms of trade.

The second question is whether the South was harmed by import tar-
iffs, as southern politicians insisted, and if so to what extent. Harley (1992)
examines how the welfare of three main factors of production—land, la-
bor, and capital—would have been affected by removing the 20 percent
tariff on imports in 1859, when imports were about 6 percent of GDP. Ac-
cording to his results, landowners stood to gain the most from eliminat-
ing the tariff (about a 10 percent increase in welfare), because agricultural
production would expand. Labor would gain slightly (just 1 percent of its
welfare), and capital would lose slightly (roughly 4 percent of its welfare).
In a somewhat different view of the workforce, laborers in manufactur-
ing would be worse off by 6-15 percent for those employed in the cotton
textile industry, while farmers and planters would gain by 3-9 percent,
depending upon the particular modeling assumptions made. In terms of
aggregate regional income, the North would lose an imperceptible amount
(0.1 percent) from an elimination of the tariff, because it produced both ag-
ricultural and manufactured goods. The welfare of the agrarian Midwest
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would increase about 1 percent and that of the South about 2 percent from
eliminating the tariff.

Thus, in terms of its distributional effects, the tariff brought about a
higher return to capital in the North and a lower value of land throughout
the country, with labor not significantly affected. The South lost a small
amount, in the aggregate, from import duties, but those losses were prob-
ably concentrated on a few politically influential landowners who orches-
trated the heated political reaction against tariffs. As these results make
clear, however, there was a clear economic rationale for capital-owners in
the North to support the tariff and for planters in the South to oppose it.
Furthermore, the redistribution of national income as a result of the tariff
was probably significantly higher in the 1820s, when the tariff was much
higher, than in 1859.

The third issue is the relationship between the tariff and early indus-
trialization. The United States experienced rapid industrialization during
the antebellum period. Even though protective tariffs declined after 1833,
the nation continued the shift toward industry between 1840 and 1860,
perhaps at an even faster pace than before. Between 1839 and 1859, the
manufacturing sector expanded from about 15 percent of GDP to 21 per-
cent of GDP.?® There are many explanations for the growth of manufactur-
ing during this time, including the expansion of the domestic market and
the stable political environment that encouraged investment and capital
accumulation.® Protective tariffs were just one of many factors in promot-
ing the early growth of industry, but their role is controversial even to-
day. Some have contended that the United States would have remained
an agrarian economy with little domestic industry were it not for the tar-
iffs, while others have argued that industrialization would have proceeded
more or less as it did even without the tariffs.

In considering the relationship between foreign competition, tariff
protection, and domestic manufacturing, several points must be kept in
mind. First, many manufacturing industries were not affected by imports
at all. These include the leather, wood, and food-processing industries,
some of which were even successful at exporting. In fact, almost 17 per-
cent of exports in 1859 consisted of semifinished and finished manufac-
tured goods (excluding food manufactures), a surprisingly large propor-
tion given the nation’s huge resource advantage in producing agricultural
goods. While these industries were often based on local natural resources,
some manufacturing activities clearly would have taken place even with-
out the tariff. Second, even if all protective duties had been abolished, the
ability of the United States to import manufactured goods was limited



TARIFF PEACE AND CIVIL WAR 197

by its capacity to export goods in return. The United States was a rapidly
growing country with a large population. For it to have imported all of the
manufactured goods that it desired to consume, the country’s capacity to
export cotton, wheat, and other agricultural products would have had to
expand enormously: any increase in imports would have to be matched by
an increase in exports to pay for them. (Similarly, foreign manufacturing
capacity would have had to expand significantly as well.) Given the large
size of the economy and its increasing demand for manufactured goods,
it is implausible that the growing US economy would have remained en-
tirely dependent on imported manufactured goods without any significant
increase in domestic production.

In fact, as table 4.1 shows, almost all of the manufactured goods that
Americans consumed were produced at home. For example, in 1859, after
many years of relatively low protective tariffs, imports of manufactured
goods were only about 9 percent of domestic consumption of manufac-
tured goods, about the same as in 1839. This was down from 23 percent
in 1810. Thus, by the 1840s, abolishing all import duties would have had a
significant impact on certain industries, but would likely have had only a
modest effect on manufacturing production overall.

As a result, many economic historians have argued that protective tar-
iffs did not play a crucial role in America’s industrialization. “In the main,

TABLE 4.1. Selected data on trade and production of manufactured goods, 1810-1859
(in millions of current dollars)

Value of domes- Imports as
Imports of  Exports of  Net exports tic production a share of
manufac- manufac- of manufac- of manufac- domestic
Year tured goods tured goods tured goods tured goods consumption
1810 ~49 6 —43 173 23%
1839 55 16 -39 547 9%
1849 121 23 -98 1,019 11%
1859 191 46 — 145 1,886 9%

Sources: Imports and exports of manufactured goods, US Bureau of the Census 1975, series U-223-224, semi-
manufactures and finished manufactures; excludes manufactured foodstuffs. Figure for imports of manufactures
in 1810: assumed 75 percent of the $65 million in imports in that year were manufactured; comparable percentage

in 1821 was 65 percent. Exports of manufactured goods in 1810: assumed 15 percent of $42 million in exports; same

percentage as in 1820. Value of domestic production: for 1810, from Tench Coxe’s estimate in Statement of the Arts
and Manufactures of the United States of America: For the Year 1810 (Philadelphia: A. Cornman, 1814), page li; for

1839, projected from Gallman’s value added in manufactures for that year (Gallman 1960, 43) using a factor of 2.3,

which is ratio of value of manufactured products to value added in manufacturing, average of 1849 and 1859; for 1849
and 1859, from Census data, as reported in Statistical Abstract of the United States (1913, 666). Imports as a share of

domestic consumption calculated as imports divided by production minus exports.
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the changes in duties have had much less effect on the protected industries
than is generally supposed,” Taussig (1931, 152) concluded. “Their growth
had been steady and continuous, and seems to have been little stimulated
by the high duties of 1842, and little checked by the more moderate duties
of 1846 and 1857.” Industrial production grew steadily and consistently
throughout the antebellum period, regardless of the ups and downs of the
tariff, according to Davis’s (2004) data.

Most of the debate centers on the cotton, woolen, and iron industries,
which were protected by relatively high tariffs. How much output would
have been lost in these manufacturing industries had the protective duties
been substantially reduced? The impact depends crucially on the elastic-
ity of substitution between imported and domestic products—that is, the
degree to which consumers shift their purchases between domestic and
foreign goods when the prices of imported goods change. A low elastic-
ity of substitution implies that domestic and foreign goods are different
products and imperfect substitutes for one another, indicating that a tariff
reduction would have a small effect on the domestic industry. A high elas-
ticity of substitution implies that domestic and foreign goods are similar
products or close substitutes for one another, indicating that a tariff reduc-
tion would have a large effect on the domestic industry. Unfortunately,
there are few empirical estimates of this important parameter for the an-
tebellum period.

Harley’s (1992) model provides a benchmark for thinking about this is-
sue. He distinguishes between the cotton textile industry, which he views
as vulnerable to foreign competition and hence dependent on the tariff,
and other manufacturing industries that were more firmly established.
These included the leather industry (shoes and boots), which competed
successfully against British products in Canada; and the food-processing,
tobacco, and wood products industries, which were also untouched by for-
eign competition or even successful at exporting. Harley assumes the elas-
ticity of substitution between domestic and imported goods is ten in the
case of cotton textiles, a high number that implies domestic and foreign
textile products were close substitutes for one another, and five in the case
of other manufactured goods. In simulating the removal of the 20 percent
tariff in 1859, he finds that overall manufacturing output falls by 17 per-
cent. However, the effects differ significantly across industries. In the case
of cotton textiles, domestic production falls 35 percent because of the high
elasticity of substitution; in the case of other manufactured goods, domes-
tic production falls 14 percent. To pay for the increase in imports, farm
exports nearly triple, while cotton exports rise less than 10 percent.
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However, these simulation results probably represent an extreme case,
because they are based on the large elasticity of substitution, the value of
which was assumed rather than estimated. Others have concluded that
the tariff was not essential to the cotton textile industry, even as early as
the 1820s, because American and British producers specialized in different
varieties of cotton goods, implying a much lower elasticity of substitution
between them. As Zevin (1971, 126-27) noted, “imports from Britain and
the products of New England mills tended to fall into quite distinct prod-
uct classifications. . . . The imports were largely ginghams, woven in in-
tricate patterns to which the power looms had not yet been adopted. New
England power looms were supplying plain weaves—sheeting, shirting,
and, somewhat later, twills—usually made of lower count yarns than the
British cloths.” In other words, Britain concentrated on finer cotton goods,
while America specialized in making heavier, standard cloths. As a result,
domestic producers may have been insulated from foreign competition by
the different characteristics of their products, and any growth in imports
would not necessarily come at the expense of domestic production.*

This view is supported by the fact that the sharp reduction in the cot-
ton textile tariff in 1846 had surprisingly little impact on the domestic
industry. The Walker tariff of 1846 pulled the rug out from under domes-
tic producers when it eliminated the minimum valuation and replaced
the nearly 6o percent ad valorem equivalent then in effect with a simple
25 percent ad valorem duty. Imports soared by a factor of three and doubled
their share of the market to 15 percent, but, as figure 4.2 shows, there was
no decline in domestic output. This implies that there were limited oppor-
tunities to substitute foreign products for domestic ones in consumption
and therefore suggests that the tariff was not critical to the growth of the
industry.*

By contrast, the iron industry faced more direct competition from im-
ports. Bar and pig iron were relatively homogeneous products, and imports
were a close substitute for domestic production. As a result, the elasticity
of substitution between domestic and foreign iron was relatively high, and
domestic production very sensitive to fluctuations in import prices. The
American iron industry was not as firmly established as the textile indus-
try and suffered under a variety of handicaps that impaired its competitive
position, such as limited capitalization and small furnaces, as well as the
lack of anthracite coal for smelting.*> About 40 percent of domestic iron
output was dependent upon tariff protection for its existence, according
to Davis and Irwin (2008). Of course, the tariff on imported iron harmed
other domestic industries, particularly iron-using industries, and raised
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Figure 4.2. Domestic production and imports of cotton
textiles, 1826-1860. (Irwin and Temin 2001, 782.)

the cost of bridges and other infrastructure projects, farm implements,
and railroad construction. As noted earlier, the iron industry was divided
between pig and bar iron producers and those producing final goods us-
ing iron, such as farm equipment. Bar and pig iron producers wanted high
levels of protection for their products, but that would have increased the
production costs of other industries, harming their competitive position
against other foreign producers.

While most manufacturing industries grew steadily throughout the
antebellum period, the tariff certainly affected the level of production in
some trade-sensitive sectors. “We often hear it said that any considerable
reduction from the scale of duties in the present tariff . . . would bring
about the disappearance of manufacturing industries, or at least a disas-
trous check to their development,” Taussig (1931, 153) observed. “But the
experience of the period before 1860 shows that predictions of this sort
have little warrant.” The Harley estimate that 17 percent of domestic man-
ufacturing was dependent upon the tariff may be an upper bound if the es-
timated sensitivity of cotton textile manufactures to imports is too high.
Taussig (1931, 61) concluded that, although the conditions for infant indus-
try protection were present in the antebellum period, “little, if anything,
was gained by the protection which the United States maintained.” In his
view, the “ingenuity and inventiveness” of American mechanics and the
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large and growing domestic market were much more responsible for the
expansion of manufacturing during this period than protective tariffs.

In fact, domestic manufacturers complained more about the volatility
of prices, which added to the uncertainty of their investment plans, than
about the level of imports.** Most producers would have preferred stable
demand and stable prices rather than simply higher tariffs by themselves,
but they sought such tariffs as an imperfect way of stabilizing the market.
For example, as figure 4.3 shows, the antebellum iron industry was buf-
feted by severe shocks, most of which were tied to economic developments
in Britain, the leading source of iron imports. The British railway boom in
the mid-1840s led to a significant increase in iron prices in both countries
and enabled domestic production to double. A commercial crisis in Britain
in late 1847 ended the boom, leading to excess capacity and a sharp drop
in British export prices. Consequently, imports surged and domestic pro-
duction fell by nearly half.* Domestic producers blamed the Walker tariff
reduction and British “dumping” for their distress.

Yet tariffs were incapable of assuring such stability or smoothing
import-price fluctuations when large demand and supply shocks in Britain
were transmitted to the United States. A higher tariff would increase the
domestic price and allow smaller, less efficient producers to survive in the
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market, but such a tariff would not necessarily stabilize that higher price
or insulate producers from macroeconomic fluctuations in general.

Another hotly debated question was whether economic fluctuations
were driven by or could be mitigated by import duties. Henry Carey, He-
zekiah Niles, and other tariff advocates blamed every economic slump on
“free trade” and credited every economic expansion to “protection.” Yet
most economic downturns were the result of financial corrections after
credit markets engaged in excessive lending. The Panic of 1819, the Cri-
sis of 1839, and the Panic of 1857 all had their origins in land speculation
fueled by cheap credit. Higher tariffs could do little to protect producers
from such boom-bust cycles.

The timing of tariff changes and economic fluctuations made it seem
that the two were closely linked, with a lag. The tariff reduction in 1833
was followed by the Crisis of 1839, and the tariff reduction of 1857 coin-
cided with the Panic of 1857 (as we shall see). This pattern seemed to vali-
date those who warned against cutting import duties, but the relationship
was different than they suggested. A domestic economic boom would give
rise to a large fiscal surplus, which allowed Congress to reduce import
duties, but the inevitable end of the boom would result in a recession and
a fiscal deficit, putting pressure on Congress to increase import duties to
protect manufacturers and generate revenue. Thus, the Panic of 1819 led to
the Tariff of 1824, the Crisis of 1839 led to the Tariff of 1842, and the Panic
of 1857 led to the Morrill Tariff of 1861. Given the lag between the down-
turn and the legislation, the economy had usually begun recovering from
the downturn by the time the higher tariff had taken effect. This pattern
created the illusion of a causal relationship: a lower tariff would lead to
hard times, and a high tariff would be followed by good times.

In each case, however, the legislated change in import duties was re-
sponding to—not driving—the swings in the economy. The political pres-
sure to respond to a downturn manifested itself in the demand for high
protective tariffs because the federal government did not have the ability
to stabilize the monetary or financial system, and in fact sometimes de-
stabilized it. By contrast, the Walker tariff of 1846 significantly reduced
duties, but was followed by an economic boom, not a recession. While
free-trade advocates argued that the lower duties caused the expansion,
they were as mistaken as their protectionist counterparts in attributing
macroeconomic developments to changes in import duties rather than
other causes, monetary and real. In this case, the boom came largely as a
result of the California gold rush of 1849 and other factors.
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TARIFFS ON THE EVE OF THE CIVIL WAR

After the enactment of the Walker tariff in 1846, the tariff issue faded from
the national political debate. From 1845 to 1860, the Democrats controlled
at least two of the three institutions—the House, the Senate, and the
presidency—responsible for tariff legislation. The Democrats supported
the status quo under the Walker tariff and could block any move to change
policy. The Whigs never achieved a unified government during this period,
and hence they never had the opportunity to raise tariffs.

The nation’s strong economic growth during these years was the ba-
sis for maintaining existing policies. A wave of economic prosperity
followed the Mexican War in 1847 and the California gold rush in 1849
and enabled the government to record large fiscal surpluses, eliminating
the need for a higher tariff for revenue purposes and muting demands by
import-competing producers for protection. In his memoirs, James Blaine
(1884, 196), a leading Republican, recalled, “After 1852 the Democrats had
almost undisputed control of the government, and had gradually become
a free-trade party. The principles embodied in the tariff of 1846 seemed
for the time to be so entirely vindicated and approved that resistance to
it ceased, not only among the people but among the protective econo-
mists, and even among the manufacturers to a large extent. So general
was this acquiescence that in 1856 a protective tariff was not suggested or
even hinted by any one of the three parties which presented Presidential
candidates.”

Having largely defeated the movement for protective tariffs, Demo-
crats reestablished the idea of a “tariff for revenue only” as the guiding
principle of trade policy. For example, in December 1854, Democratic Pres-
ident Franklin Pierce declared that a tariff for “revenue, and not protec-
tion, may now be regarded as the settled policy of the country.”*> Under
this standard, import duties were to be imposed only to raise funds for
economical government expenditures; any tariff rates above 20-30 percent
were considered excessive, and any significant budget surplus called for a
reduction in duties. Because import duties raised almost all of the govern-
ment’s revenue, there was little scope for alternative commercial policies,
such as reciprocity agreements with other countries. Indeed, Congress did
not encourage the president to undertake negotiations that might lead to
such agreements.*®

As the political debate over tariffs subsided, the divisive issue of slav-
ery came to dominate national politics. Fearing a sectional split over the
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matter, the Democrats had long suppressed slavery as a topic of political
discussion. From 1836 to 1844, a gag rule in the House prevented any de-
bate on the issue, as Democrats voted to table hundreds of antislavery peti-
tions. This containment strategy succeeded until the acquisition of Texas
raised the prospect of extending slavery into newly acquired territories.
This strained the Missouri Compromise of 1820, which prohibited slav-
ery north of 36° 30’ latitude. President Tyler’s invitation to California and
New Mexico to enter the union as free states outraged the South, which
wanted to maintain a balance between free and slave states in the Senate
so that it could have veto power over antislavery legislation. To resolve the
standoff, Henry Clay brokered the Compromise of 1850, but this merely
postponed the conflict.

Democrats then tried to grant statehood to the Kansas and Nebraska
territories. In a concession to the Southern wing of the party, however, the
Democrats passed the Kansas-Nebraska Act of 1854, which repealed the
Missouri Compromise and allowed the territories to enter with slavery
if determined by popular sovereignty. This proved to be a huge political
blunder, as its architects underestimated the hostile reaction of the anti-
slavery forces among Northern “free-soil” Democrats and many Whigs.
The Kansas-Nebraska Act threw American politics into turmoil, splinter-
ing the Democrats, destroying the Whig party, and giving rise to the anti-
slavery Republican party, comprised of old Whigs and abolitionist North-
ern Democrats. Although the Republicans would later adopt many of the
activist government policies advocated by the Whigs, such as a national
banking system and protective tariff, they were more of an antislavery co-
alition without a strong position on trade policy at this stage. Indeed, the
Republicans, who managed to capture the House in the midterm election
of 1854, made no mention of tariff policy in their 1856 election platform.

Meanwhile, the continued strength of the economy gave the govern-
ment large fiscal surpluses and allowed the outstanding public debt to be
reduced by half. The Walker tariff came under some criticism for having
set duties on raw materials too high and thereby harming the manufac-
turers who used them in production. These two factors led to growing
pressure to reduce import duties once again. In December 1853, President
Franklin Pierce proposed lower tariffs to reduce government revenue and
to allow all raw materials used in manufacturing to enter duty-free. With
Congress focused on the controversy over slavery, Pierce repeated his
proposal in his annual message of December 1855, noting that “the con-
spicuous fact that the annual revenue from all sources exceeds by many
millions of dollars the amount needed for a prudent and economical ad-
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ministration of public affairs cannot fail to suggest the propriety of an
early revision and reduction of the tariff of duties on imports.”*

In control of the House, the Republican ranks included a large number
of former Northern Democrats who opposed the Democrats on slavery but
continued to support limited government and lower tariffs. In view of the
president’s message, the Ways and Means Committee reported a bill in
August 1856 that would cut existing rates of duty by about 20 percent, on
average. However, the House was unable to act on the bill before adjourn-
ing prior to the fall election.

The 1856 election saw the Democrats regain unified control of govern-
ment, with James Buchanan elected president. The combination of a uni-
fied Democratic government and a large fiscal surplus seemed to assure
the passage of new tariff legislation. Once the House took up a tariff bill in
January 1857, however, members still struggled to focus on import duties
because of the raging controversy over slavery. When the House finally
turned to tariff policy, the debate focused primarily on the extent to which
duties on raw materials should be reduced. Aware that there was no pos-
sibility of increasing tariffs on final goods, northern manufacturers sup-
ported efforts to cut or eliminate duties on raw materials to reduce their
costs of production. Wool manufacturers wanted free wool, and railroad
interests demanded free iron. Indeed, the tenor of the debate demonstrated
how much advocates of protection had lost political power. “The tone of
the discussion was vastly different from that of thirty years before when
the bill of 1828 was under consideration,” as Stanwood (1903, 2:99) notes.
“Protectionists put forward their opinions in the most timid manner; the
free traders were bold and radical in the expression of views.”

In February 1857, the House approved the bill and sent it to the Senate,
which made some minor modifications and passed it just six days later. A
conference committee quickly resolved the minor differences between the
House and Senate versions, and the bill was signed by Pierce on March 3,
1857, his last day in office.

The Tariff of 1857 allowed the average tariff on dutiable imports to
slide from 26 percent in 1856 to less than 20 percent in 1860, about a
20 percent reduction in rates, bringing it to its lowest level in the nine-
teenth century. The average tariff on total imports fell from 22 percent
to 16 percent over the same period. Blaine (1884, 197) later recalled that
the legislation did not spark a huge debate and was “well received by the
people, and was indeed concurred in by a considerable proportion of the
Republican party. . . . Some prominent Republicans, however, remained
true to their old Whig traditions, opposed the reduction in duties.”
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However, the nation’s rapid economic growth, which had given rise to
large fiscal surpluses and hence the tariff revision, soon came to an end.
The new tariff law took effect in July 1857, the peak of the business cycle.
In August 1857, the Ohio Life Insurance & Trust Co. collapsed, and the
Panic of 1857 had begun. The Panic was attributed to the aggressive fi-
nancing of western railroads and to land speculation by eastern financial
institutions and the sudden collapse in value of those investments. The
United States fell into a recession, industrial production dropped nearly
7 percent, and the fiscal surplus quickly turned into a large deficit.*

Although the Treasury now recommended increasing tariff rates to
raise more revenue, President James Buchanan rejected such a move. In
his first annual message to Congress in December 1857, Buchanan stated
that the new tariff “has been in operation for so short a period of time and
under circumstances so unfavorable to a just development of its results as
a revenue measure that I should regard it as inexpedient, at least for the
present, to undertake its revision.”® Taking this cue from the president,
the Democratic Congress did not act in 1858.

By the end of 1858, as the deficit continued to grow and federal bor-
rowing continued to increase, the president changed course. Denying that
the tariff of 1857 had anything to do with the nation’s financial troubles,
Buchanan conceded that “it would be ruinous to continue to borrow” to
finance the deficits and therefore import duties should be increased. In
addition to raising revenue, this would “to some extent increase the confi-
dence of the manufacturing interests and give a fresh impulse to our reviv-
ing business.” Buchanan also advocated replacing the ad valorem duties
with specific duties, which were a “more reliable” source of revenue that
would give the American manufacturer “incidental advantages to which
he is fairly entitled under a revenue tariff.”°

This concession marked the return of tariff politics to the nation’s
capital and gave advocates of protective tariffs a fresh opportunity to re-
verse the recent reduction in duties. The economic downturn helped the
Republicans capture the House in the mid-term election of 1858, and the
party, sensing political opportunity, became much more sympathetic to a
policy of protection. The tariff was a particularly important issue in Penn-
sylvania, a key swing state. The tariff on iron goods and coal had been re-
duced from 30 percent to 24 percent in the Tariff of 1857, a relatively small
change, but many people blamed it for the state’s deep recession. Henry
Carey crowed about the nation’s economy being in a “terrific free-trade
crisis.”®!

Meanwhile, the Democrats were divided. Southern Democrats resisted
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any increase in tariffs and preferred to have the government borrow its way
through the budgetary shortfall. Northern Democrats, led by those from
Pennsylvania who had lost their seats in the 1858 election but returned
to complete their term, blocked legislation authorizing additional govern-
ment borrowing because they wanted to force an upward tariff revision.
With Congress locked in stalemate during 1859, Buchanan renewed his
plea for higher duties on imports in his December 1859 annual message.

When the new Thirty-seventh Congress open in March 1860, the Re-
publicans had control of the House and came up with their own revenue
proposal. Justin Morrill of Vermont presented a bill that substituted spe-
cific duties for ad valorem duties and supposedly set them about equal to
the rates in the 1846 Walker tariff. Although Morrill rejected the “stale
argument of free trade,” he insisted that “there are no duties proposed on
any article for the simple purpose of protection” and “the average rates
of duty upon manufactured articles are not higher, but lower, than they
are now.” The minority Democrats were powerless to stop the House Re-
publicans from passing the measure that spring. The motivation for the
House action was chiefly revenue; indeed, Morrill himself stated that the
act “was not asked for, and but rather coldly received by manufacturers,
who always and justly fear instability.”®> In the Senate debate, John Sher-
man noted that when a colleague stated that “the manufacturers are urg-
ing and pressing this bill, he says what he must certainly know is not cor-
rect. The manufacturers have asked over and over again that they should
be let alone”*® Of course, even if the demands of industrial interests were
not the motivating force behind the legislation, they still sought to influ-
ence Congress’s decisions about the different rates in the bill. Yet, having
been cut out of tariff policymaking since the early 1840s, manufacturers
were no longer as politically influential as they had once been.>*

Because Democrats still controlled the Senate, House Republicans had
no expectation that the bill would become law. Indeed, Finance Commit-
tee Chairman Robert Hunter of Virginia declared the bill “the most mon-
strous piece of financial legislation that I have ever seen.”%® He did not
deny the government’s need for revenue, but attacked the bill for reintro-
ducing protective duties. The Democrats narrowly succeeded in tabling
the measure until the next session of Congress in December 1860. This
may have been a strategic error on their part; had Democrats shown more
flexibility, they might have agreed to a temporary return of the 1846 du-
ties to address the government’s fiscal deficit in exchange for a return to
the 1857 rates after the downturn had passed. As Huston (1987, 265) put
it, “Democrats actually had a marvelous opportunity to undermine the
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Republican economic appeal and to demonstrate their concern for the ma-
terial welfare of the northerners.” In refusing to consider a return to the
1846 duties to generate revenue, Huston observes, Democrats could have
“gutted the Republican charge of the Slave Power conspiracy. . . . Instead
the southern Democrats allowed the Republicans to picture southerners as
men whose only concern was to guard the economic and social welfare of
the peculiar institution” (207). But Southern Democrats strongly opposed
any tariff adjustment, and this intransigence gave the Republicans an elec-
toral advantage going into the 1860 election.

Given that the Republican party was still a coalition of Whigs and
free-soil Democrats, the Republican platform of 1860 broached the issue of
protective tariffs with care, stating that, “while providing revenue for the
support of the general government by duties upon imports, sound policy
requires such an adjustment of these imports as to encourage the develop-
ment of the industrial interests of the whole country.”>¢ Abraham Lincoln,
the party’s presidential nominee, recognized the political sensitivities of
the tariff issue within his party. In October 1859, he described himself to a
correspondent from Pennsylvania as “an old Henry Clay tariff Whig,” but
added that

I have not changed my views. I believe yet, if we could have a moderate,
carefully adjusted, protective tariff, so far acquiesced in, as to not be a
perpetual subject of political strife, squabbles, charges, and uncertain-
ties, it would be better for us. Still it is my opinion that, just now, the
revival of that question will not advance the cause itself, or the man
who revives it. I have not thought much on the subject recently, but
my general impression is that the necessity for a protective tariff will
ere long force its old opponents to take it up; and then its old friends
can join in and establish it on a more firm and durable basis. We, the
Old Whigs, have been entirely beaten out on the tariff question; and we
shall not be able to re-establish the policy, until the absence of it, shall
have demonstrated the necessity for it, in the minds of men heretofore

opposed to it.%7

Thus, Lincoln sought to downplay the tariff in the campaign and did not
even want a party plank on the matter. As he wrote in May 1860, “The tar-
iff question ought not to be agitated in the Chicago [Republican] conven-
tion” because Republicans were still a fragile coalition of pro-tariff Whigs
and anti-tariff Democrats.>

Although slavery dominated the 1860 election campaign, Lincoln’s
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supporters highlighted his tariff views in the key swing states of Penn-
sylvania, Illinois, Indiana, and New Jersey. In particular, Pennsylvania
proved to be the “keystone state” because of its large number of electoral
votes, second only to New York. And here, Huston (1987, 267) notes, “the
economic issue of protectionism was absolutely essential in transform-
ing Pennsylvania from a Democratic to a Republican state.” James Blaine
(1884, 207) attributed Lincoln’s victory to his position on the tariff: “Had
the Republicans failed to carry Pennsylvania, there can be no doubt that
Mr. Lincoln would have been defeated. . . . The tariff therefore had a con-
trolling influence not only in decoding the contest for political supremacy
but in that more momentous struggle which was to involve the fate of the
Union.” The Panic of 1857 renewed the salience of economic issues that
had been of minor importance during the sectional controversy of the
1850s, giving the Republicans an electoral boost.

Meanwhile, deeply divided between Northern and Southern factions
over slavery, the Democrats had two candidates running for president. Al-
though the combined popular vote for the Democrats was greater than for
Lincoln, the split allowed the Republicans to take the White House. Just as
in 1856, when the Whig/Republican split allowed a Democrat to be elected
with a plurality of the vote, the Democratic split in 1860 allowed a Repub-
lican to be elected by a plurality. Lincoln received less than 40 percent of
the national vote, but won a comfortable majority in the Electoral College.

Because of Lincoln’s position on slavery, his victory immediately led
South Carolina to secede from the Union, followed by several other states
in the lower South. Even though the Democrats retained control of the
Senate until the new Congress convened in the fall of 1861, Southern sena-
tors did not return to Washington when the old Congress reconvened in
December 1860. The loss of a dozen Democrats put the chamber in the
hands of the Republicans and Northern Democrats, thus paving the way
for the passage of the Morrill tariff. The Northern Democrats favored a
tariff increase and dominated a select committee appointed to consider
the legislation. In February 1861, after amending the House bill exten-
sively, the Senate passed the measure by a vote of 25-14. The House agreed
to all but one of the 156 amendments, and the Senate concurred, where-
upon President Buchanan, a Democrat, signed it on March 2, just two days
before Lincoln’s inauguration.’®® The circumstances of its passage under-
mine the claim that the tariff rather than slavery was the real cause of the
Civil War: The South did not secede because of the Morrill tariff; the Mor-
rill tariff was enacted because the South seceded. In addition, the bill was
signed by Democrat James Buchanan, not Republican Abraham Lincoln.
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At the same time, the Morrill tariff went well beyond its supposed pur-
pose of restoring the duties of the Walker tariff. Many of the specific du-
ties were set significantly higher than the equivalent ad valorem duties
under the old tariff. By one calculation, the average tariff on dutiable im-
ports rose from 19 percent under the Tariff of 1857 to 27 percent under the
Morrill tariff.%° In addition, the failure to tax coffee or tea meant that it
was not really conceived as a revenue measure. Some Republicans claimed
that the tariff was not high enough, while Northern Democrats thought it
was much too high. Thaddeus Stevens (R-PA) complained that the House
bill had been changed in the Senate and “it is no longer a protective tariff,”
while William Cullen Bryant, the Republican editor of the New York Eve-
ning Post, wrote that “the new Tariff bill effects a complete revolution in
our commercial system, returning by one huge step, backward to the old
doctrine of protection.”¢!

While Lincoln clearly wanted more revenue to address the budget
deficit, imposing high protective tariffs was not his primary concern. In
February 1861, as he traveled to Washington for the inauguration, Lincoln
stated, “The condition of the Treasury at this time would seem to render
an early revision of the tariff indispensable. The Morrill tariff bill now
pending before Congress may or may not become a law. I am not posted as
to its particular provisions, but if they are generally satisfactory, and the
bill shall now pass, there will be an end of the matter for the present.”®?
The president-elect also professed to be open-minded about tariff policy: “I
do not understand this subject in all its multiform bearings, but I promise
you that I will give it my closest attention, and endeavor to comprehend
it more fully.”®> Much to the consternation of Henry Carey and other tar-
iff proponents, Lincoln appointed Salmon Chase, a former Democrat who
had favored low tariffs throughout his career, as Treasury secretary. Of
course, the new president entered office confronting more serious matters
than whether import duties should be raised or lowered by some modest
amount. The nation was in the midst of an unprecedented crisis.

THE CIVIL WAR

On April 12, 1861, just eleven days after the Morrill tariff took effect,
Confederate forces bombarded Fort Sumter, a federal installation in
Charleston, South Carolina. This marked the beginning of the Civil War.
Although historians still debate the various factors driving the South’s de-
cision to leave the Union, the sectional tensions arising from tariff policy,
as we have seen, had diminished considerably in the quarter-century be-



TARIFF PEACE AND CIVIL WAR 211

fore 1860. With the Compromise of 1833, the South had essentially won
the antebellum battle over tariffs. In 1860, the average tariff on dutiable
imports was less than 20 percent, and northern manufacturers had largely
given up hope of enacting much higher ones. The Morrill tariff of 1861,
partly a fiscal adjustment to the Panic of 1857, was enacted only because
the South had left Congress. For these reasons, one cannot conclude that
the South broke away because of a dispute over tariff policy.

Instead, as historians have made clear, the Civil War was about slav-
ery. The election of the Republicans posed an immediate—or at least a
perceived—threat to the existence of slavery. For the South, the economic
stake in slavery was enormous, far exceeding that of import duties. By
1860, the economic value of slave holdings was about $2.7 billion, much
greater than the combined value of capital invested in railroads and manu-
facturing. In the seven leading cotton states, nearly a third of the income
of whites was derived from slave labor. The only real danger to this system
came from the North and the growing political strength of the abolitionist
movement, which sought to change existing property rights by defining
slaves as free people rather than property.®

The Civil War was the nation’s bloodiest and most destructive con-
flict. The economic cost of the war amounted to $6.6 billion (in 1860 dol-
lars), or nearly 150 percent of 1860’s GDP.% The casualties were horrific:
roughly 625,000 killed and another 400,000 wounded. Naturally, the con-
flict severely disrupted foreign trade. Exports, which mostly came from
the South, collapsed from about 7 percent of GDP in 1860 to less than
2 percent in 1865. Imports also fell sharply during the war.

The financial requirements of the war put huge demands on the rev-
enue system of the federal government. The Morrill tariff was not de-
signed to raise enough money to fight a major war. Once the staggering
costs of the conflict became apparent, Treasury Secretary Chase reluc-
tantly recommended further increases in import duties to raise revenue.
In July 1861, the Ways and Means Committee reported a new tariff bill
that added coffee and tea to the dutiable list and increased taxes on luxu-
ries, such as sugar. With little debate, the Republican Congress passed the
bill in August. With the government’s budgetary shortfall growing by the
day, Congress increased these duties yet again in December. These mea-
sures helped boost the average tariff on dutiable imports from 19 percent
in 1861 to 36 percent in 1862.

Despite these tariff increases, it quickly became apparent that import
duties could not even come close to financing the North’s enormous war-
time expenditures. As a result, the Internal Revenue Act of 1862 imposed
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a wide array of new domestic taxes, including an income tax, an inheri-
tance tax, and high taxes on domestic production of goods and services,
such as railroads and telegraphs. James Blaine (1884, 1:433) described the
Internal Revenue Act of 1862 as

one of the most searching, thorough, comprehensive systems of taxa-
tion ever devised by any Government. Spirituous and malt liquors and
tobacco were relied upon for a very large share of revenue. . . . Man-
ufactures 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 corpora-
tions 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 ar-
ticles 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 confec-
tioners, commercial brokers and peddlers, proprietors of theaters and
jugglers on the street, were indiscriminately summoned to aid the Na-

tional Treasury.”

At the same time as it imposed these domestic taxes, Congress also
undertook a major upward revision of the duties in the tariff schedule. The
main purpose of this revision was to equalize the tax burden on imports
and domestic producers; since the latter were now being directly taxed,
the former had to be taxed as well so that there would be no discrimi-
nation in favor of foreign producers. In supporting the bill, Justin Mor-
rill (R-VT) stated, “It will be indispensable for us to revise the tariff on
foreign imports, so far as it may be seriously disturbed by any internal
duties—on some things the tax proposed is more than the present tariff—
and to make proper reparation, otherwise we shall destroy the goose that
lays the golden egg. . . . If we bleed manufacturers, we must see to it that
the proper tonic is administered at the same time.”®® Thaddeus Stevens
(R-PA) simply stated, “We intend to impose an additional duty on imports
equal to articles. It was done by way of compensation to domestic manu-
facturers against foreign importers.”s’

The bill, which reduced the number of items on the free list and raised
duties on most imports, was rushed through Congress with little debate.
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Supporters of the measure, sometimes called the second Morrill tariff, ar-
gued that this “war tariff” would be temporary. In July 1862, the large Re-
publican majorities in the House easily passed it by a vote of 69—36. The
Senate followed and, after a brief conference committee to resolve the dif-
ferences, President Lincoln signed the act later in the month.

As expenditures continued to grow and the fiscal deficit continued to
expand, Congress was forced to enact additional revenue measures in June
1864, including an enormous increase in internal taxation, another large
hike in import duties, and the authorization for further federal borrowing.
Once again, Morrill argued that an increase in tariff rates was needed to
compensate domestic producers for the heavy burden of domestic taxes
levied upon them:

Its primary object is to increase the revenue upon importations from
abroad, and at the same time to shelter and nurse our domestic prod-
ucts, from which we draw much the largest amount of revenue, so that
the aggregate amount shall not be diminished through the substitution
of foreign articles for those which we have been accustomed to find at
home. . . . When we impose a tax of 5 per cent upon our manufactures
and increase the tariff to the same extent upon foreign manufactures,
we leave them upon the same relative footing they were at the start,
and neither has cause of complaint.%®

Once again, the legislation was passed quickly, with little debate. As
Stanwood (1903, 2:129) reports: “The objects of the measure were so well
understood, the methods of accomplishing what was desired were so fully
agreed upon, and the majority of the dominant party was so large, that the
debates upon it were quite uninteresting and almost as brief as a discus-
sion of a private pension bill.” The House and Senate discussed the tariff
bill for two days each and passed it with overwhelming majorities. An-
other smaller increase in selected import duties, on goods ranging from
cotton textiles to liquors, was enacted in April 1865. The 1864 and 1865
legislation helped push the average tariff on dutiable imports up to 48 per-
cent in 1865.

These wartime tariff increases were enacted with little opposition.
Although some Northern Democrats griped about the high level of taxa-
tion—the burden on consumers and merchants, and the “crude and de-
fective” approach taken in the hastily drafted legislation—the necessity
for additional revenue was so obvious, and the Republicans so dominated
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Congress, that opposition was pointless. In Taussig’s view (1931, 166),
Congress had “neither the time nor disposition to inquire critically in the
meaning and effect of any proposed scheme of rates. The easiest and quick-
est plan was to impose the duties which the domestic producers suggested
as necessary for their protection. Not only during the war, but for several
years after it, all feeling of opposition to high import duties almost en-
tirely disappeared.”

Despite these heavy tax increases, the revenue they raised covered
only one-fifth of total federal expenditures during the war; most of the
spending was financed by borrowing. Consequently, the need to service
the enormous public debt would make it very difficult to reduce tariffs
and other domestic taxes after the war. In fact, the import duties enacted
in 1864 essentially remained in place until 1883. As we shall see, the gov-
ernment’s pressing revenue requirements and Congress’s reluctance to
dispense with a program favored by vested interests, contributed to the
maintenance of high import duties for many decades after the war. An-
other consequence of the Civil War was that the federal government was
never again as dependent upon import duties as it had been in the antebel-
lum period. Before the war, about 9o percent of federal income came from
customs revenue; after the war, the scope of domestic taxation, particu-
larly excise taxes on alcohol and tobacco, had expanded so much that only
about half of federal revenue came from customs duties.

What were President Lincoln’s views on the tariff during this time?
Although he is often portrayed as a strong supporter of protective tariffs,
Lincoln’s presidential papers show that he had virtually no interest in tar-
iffs other than as a way of paying for the war. “After he reached Washing-
ton to assume the presidency in 1861, Lincoln rarely considered the tar-
iff other than as a method to raise money,” Luthin (1944, 629) observes.®
Lincoln did not care about the indiscriminate protection enacted during
this period as a way of encouraging industry; for him, the tariff was sim-
ply a means to an end, a way of mobilizing the financial resources neces-
sary to win the war. Henry Carey, “who had repeated consultations with
Lincoln during the war, was keenly disappointed at the lack of attention
manifested toward the [tariff] question by the President, who was always
so deeply absorbed in the political and military aspects of the war,” Luthin
(1944, 629) notes. Indeed, in early 1865, Carey bitterly wrote, “Protection
made Mr. Lincoln president. Protection has given him all the success he
has achieved, yet has he never, so far as I can recollect, bestowed upon her
a single word of thanks.”
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NORTH-SOUTH TRADE WARFARE

With the formation of the Confederacy, the South was now free to choose
its own tariff schedule. The Confederate Constitution, adopted in March
1861, mandated an explicit “tariff for revenue only” policy. The Constitu-
tion gave the Confederate Congress the power “To lay and collect taxes,
duties, and imposts and excises, for revenue necessary to pay the debts,
provide for the common defense, and carry on the Government of the Con-
federate States; but no bounties shall be granted from the treasury; nor
shall any duties or taxes on importations from foreign nations be laid to
promote or foster any branch of industry, and all duties, imposts, and ex-
cises shall be uniform throughout the Confederate States.” Ironically, un-
like the US Constitution, the Confederate Constitution permitted export
taxes if passed with a two-thirds majority.”®

The first Confederate tariff schedule was simply the one that was in ef-
fect for the United States in November 1860, which was the Tariff of 1857.
The Confederacy did not set its own duties until May 1861, when it mod-
eled its tariff code after the Walker tariff of 1846, but with a maximum of
25 percent duties in Schedule A, 20 percent duties in Schedule B, and so
on, dropping five percentage points in each classification. The tariff on key
manufactured goods (iron, textiles, and shoes) was set at 15 percent, and
most imported products were assessed with duties of 10 or 15 percent. Low
duties were imposed on war materiel, such as arms, ammunition, and gun-
powder. The duties also applied to goods coming from the North, although
the South permitted duty-free imports of breadstuffs from the Midwest to
temper the region’s dismay at the South’s secession.

Free-trade sentiment was still very strong in the South. In fact, the
Confederate House voted to abolish the tariff completely by a vote of 67—
16 in May 1862, but the proposal died in the Senate.”! Having broken away
from the Union, however, many Southerners now began to see the benefits
of protecting local manufacturers and establishing the industries neces-
sary to fight the war and preserve its independence.”> Thus, the South
could not avoid having a debate about its own protective tariff strategy.
Fearing that the war would end quickly and their businesses would be ru-
ined once northern and foreign competition returned, Southern manufac-
turers were reluctant to make significant investments in production fa-
cilities. While the Confederate House considered a proposal to use import
duties to encourage investment in iron production, it did not pursue the
matter.
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The Confederacy faced much graver financial problems than the North
because its economy was much smaller and more dependent upon for-
eign commerce, giving it a limited domestic tax base on which to finance
wartime expenditures. In his first report, Confederate Treasury Secretary
Christopher Memminger expected that a 12.5 percent average import duty
would raise $25 million in revenue annually. In fact, the Confederacy
raised just $3.4 million in customs duties over the entire war. During the
war, the Confederate government collected only $258 million in taxes and
loans but spent $1.5 billion, resorting to monetary inflation to make up
the difference.’

The South’s one economic advantage was Britain’s dependence on its
cotton, but Southern leaders were uncertain about how to exploit this.
Some thought that the South should exercise its economic leverage and
restrict cotton exports, forcing Britain to support the Confederate cause.
Others believed that cotton exports should be encouraged to maximize ex-
port earnings and allow the Confederacy to import critical supplies from
abroad. Whatever the merits of these alternatives, the Confederate authori-
ties never settled on a consistent strategy. At first, the Confederacy sought
to restrict exports of cotton to put pressure on Britain to provide military
support. But cotton planters resisted any mandatory scheme to cut produc-
tion, and so it was left to state governments and private citizens to enforce
an informal embargo on cotton exports. This was a remarkable success:
cotton exports shrank from 3.6 million bales in 1860 to just 10,129 bales
in 1861, even though domestic production remained high. Yet the embargo
was completely ineffective in influencing British policy: Lancashire tex-
tile producers, long concerned about their excessive dependence on US
cotton, had been able to diversify their sources of supply to India, Egypt,
and Brazil. The South’s embargo also came at a time when there was a glut
of cotton on the world market.”

Having played a large part in driving the South toward secession,
cotton planters failed to support the Confederate government with the
resources it needed to fight the North. Plantation owners rejected any
reduction in the production or export of cotton as part of the war effort, in-
sisting “on their right to grow unlimited amounts of cotton; to retain it for
sale whenever they chose; and to sell it whenever, and to whomever, they
chose.”’ For example, the taxation of exports was an obvious source of
revenue, an option left open by the Confederate Constitution. In February
1861, the South imposed an export tax of one-eighth of a cent per pound
on raw cotton in the hope that it would raise tens of millions of dollars.
But this minuscule tax amounted to just 1.5 percent of the specie value of
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cotton. The tax was so widely ignored and so easily evaded that it was only
collected on 5 percent of cotton exports and yielded just $28,000 to the
Confederate treasury.”

The Confederate government also considered creating a marketing
board that would buy the entire cotton harvest and negotiate foreign sales
itself, but this option was ruled out as being too expensive. Planters also
refuse to link Confederate bonds to cotton sales abroad and resisted at-
tempts to divert slaves from the cotton fields into other uses, such as food
production or military service. Instead, they simply continued to produce
cotton.”’

Thus, all efforts by the South to restrict cotton exports were opposed
or would likely have failed for domestic political reasons. Plantation own-
ers liked to boast about the economic power of “King Cotton,” but they
were afraid of actually exercising that power. They feared that any export
restraint would promote the cultivation of cotton in other regions of the
world, undermining the sale of American cotton after the war. Producers
hoped that the mere threat of withholding southern cotton supplies would
scare Britain into providing support, but it failed to do so.

The North’s naval blockade was another key reason for the South’s
failure to benefit from any export leverage. In April 1861, President Lin-
coln announced that southern ports would be blockaded from Virginia to
Texas. Of course, the blockade was never perfectly enforced: the capture
rate on in-bound and out-bound vessels was only about 35 percent dur-
ing 186265, higher for sailing ships and lower for steam ships. Although
the blockade was porous, the effort significantly raised the cost of foreign
trade to the South despite the efforts of blockade runners, who did their
best to evade the Union navy. Over the course of the Civil War, the South
is estimated to have exported only 0.5 million bales of cotton to Europe,
despite producing 6.8 million bales. Nearly a million bales were smuggled,
captured, or sold to the North, another half a million used in the South,
and nearly two million kept as inventory and sold after the war. Still, the
high price of cotton in Britain made for large profits for those who success-
fully evaded the blockade; more than 9o percent of steam powered vessels
that ran the blockade attempted a second voyage.”

Of course, the war was a disaster for the South. By 1865, its economy
lay in ruins. The destruction of wealth and income was enormous. In
1860, the South’s per capita income was 72 percent of the national average;
in 1880 it was 51 percent of the national average. The South took nearly
a century to recover its prewar economic position relative to the North.”

While the Civil War had a temporary impact on foreign trade, the im-
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pact on US trade policy was long-lasting. The “temporary” duties that were
imposed during the war became the new status quo. Not only had special
interests arisen that wanted to maintain those tariffs, but the South was
now a much weakened force in American politics and lost the influence
that it previously had over the country’s tariff policy. As a result, the war-
time tariffs would remain in place for many decades to come.



