History of Business Exam Notes

Great Recession

· The fall of 2008 – Out of the blue to most people
· Bankers wanted complete access to liquidity – Capital
· Our generation perceives the Government as a tax collector
· In the 80s & 90s society began to revolt against the government, pressing for less taxes, taxation
· Americans wanted a bigger government
· It was said Canadian banks could never compete with the Banks of the world, not enough capital, always results in selling, merging, or going out of business
· Barack Obama – Democrat – Big Government
· Mitt Romney – Republican
· Firm believer in free market capitalism
· When Obama got elected his agenda sidetracked due to the financial crisis, in order to resolve this issue he constructed a economic team to guide the response
· Timothy Geithner – Secretary of Treasury
· Key architect of the collapse, pushed hard to deregulate the banking industry
· This man was put in charge to fix something he destroyed
· Lawrence Summers
· Believed he should be secretary of treasury
· Bad Rep – Said women were not as smart as men
· Key Architect in crisis – Tim and Lawrence were both strong believers in free market capitalism
· Believer in deregulation
· For Obama, this is contradictory, he strives for regulation but he put two in charge that that were key factors in the deregulation of the government.
· A Stimulus Package was created – 700 bill. Offering a mix of tax cuts as well to spur the economy
· Sent money to states as well to GM – taking on more debt
· The Health Care Reform 
· Pushed to help those during the recession (no jobs)
· It is essential to note that no regulation of banks occurred due to the fact that Geithner and summers were in charge of the regulation.
· Bear Sterns – collapsed 2008 – Bought by JP Morgan 
· Lehman Brothers – files for bankruptcy, 600 billion
· AIG – 182 billion bailout by government
· In October of 2008, the Emergency Economic Stabilization Act was addressed 
· Issue was that society would see government as using tax dollars to help millionaires, however if this crisis went unhandled the US economy would be on the verge of a collapse. 
· The government would buy all these assets until there comes a point where they can sell them again (700 billion)
· On the second time around the Bailout was approved
· However this crisis can be attributed to the American Desire own a home.

Mortgaging the American Dream
· Owning a home was perceived as a sign of success in America
· As a result of the depression, in the 1930s government institutions were created to help homeowners who were at risk of losing their homes, as well as encourage other to buy homes.

The National Housing Act
· The Federal Housing Administration is created to insure mortgages (backed by government) 
· A government sponsored enterprise known as Fannie Mae was created. 
· Fannie Mae would buy mortgages from the bank to reduce the Capital Reserve (high during the depressions) from the bank, which would allow the bank to issue more mortgages.
· The Capital Reserve requirement was a regulation instituted by the government. 
· Fannie Mae would only bought mortgages backed by the National Housing Act
· In the late 60s, Fannie Mae became privatized, no longer backed by the government, thus allowing Fannie to pursue riskier mortgages. 
· Ginnie Mae – Created to support government-backed mortgages. 
· Freddie Mac – Created to compete with Fannie
· Ginnie – deals with federally insured mortgages
· Fannie – pursues riskier mortgages
· Freddie – put in place to compete with Fannie.
· It is now apparent that the American Capitalist dream was backed up by the state
· When Fannie went private many still believed that it was a government-sponsored enterprise.  
· When this type liquidity of capital became apparent to society, Investors began buying mortgages from Fannie
· Fannie and Freddie go on a buying spree from banks that essentially frees up capital once the mortgage is sold to investors. 
· Regan Administration passed a bill that allowed Wall Street firms to do the same – Prior to 1980 wall street initially did not want to get involved because there was no belief that these mortgages could be secured
· It suddenly became feasible when Fannie went private
· In order for Wall Street o pursue this option they were in need of a Stamp of Approval, which is a rate agency, rates particular securities. 
· Rate agencies were paid to stamp a Triple A rating making them attractive and sellable 
· When mortgages would be stamped a Triple A rating with ease, it allowed Americans to pursue the American Dream with risk free access to buy a house 
· Due to the fact that some mortgages were not Triple A, investment banks buddle the bad mortgages with the good mortgages and dispersed the risk throughout the market, providing a means where no one can question capital returns because it would be fluctuating. 

The Shadow Banking Industry
· The trillion dollar industry became unregulated by the government
· Investment banks would take these mortgages and bundled them with other mortgages to create collateralized debt obligations.
· This made investors believe investment was safe because of the Rating
· Investment banks now get these false mortgages off there books and free Capital Reserve requirements increasing liquidity, spurring economic growth
· Investors would now try to insurance the mortgage in the case of a default
· Making the ownership of a Mortgage appear risk free
· AIG began specializing in credit default swaps
· Alan Greenspan – reduced the capital reserve of companies and allowed them to purchase more, he thought the mortgage situation was risk free.
· In 2008 we see a quest of the culmination of liquidity, a wall street industry that found a loophole that in a sense gave them access to anything they wanted, any mortgages, any capital they wanted. 
· The life of Wall Street became dependent on AIG
· Banks began giving appealing mortgages deals, by the time the second year of the mortgage came around and it quadrupled it would be sold to investors who in turn put the burden on insurance firms to support the default.
· Credit Default Swaps, were a major contributor, once they folded so did everything else
· All permitted by the government
· Belief was that more money should be available to banks to compete on an international scale

The Pre Market Economy

Market Economy: A market that is in charge of determining supply and demand, a central vehicle to solve economic problems such as scarcity.

Adam Smith:
· He referred to Kings and Queens of who was interfering with the government
· He stated that if you let the market place prevail, there would be a fairer distribution of wealth. If you let people function freely people will be better off. 

Ancient and Medieval Periods are considered free market economies, however the market is not the primary means by which resources re allocated or goods are distributed

Scarcity
· Caused by man
· The challenge was to organize a system that allocated resources effectively to meet changing needs and demands

Three Approaches to this problem were:

Tradition:
· An economy based on beliefs, customs, and hereditary.
· Birth played a role on some ones position in society
· This resulted in a Static Economy
· However, there is order, predictability, and stability
· It misses, fluidity, no room for growth
· Tradition is still apparent today 
Middle Ages
· Characterized by economic stasis (disturbance between individuals and states) and a decentralized political structure.
· The “Manor” (social hierarchal system) as the central organizing unit.
· The Manor provided stability and order
· Manors are self sufficient systems, directed by the lord
· There were no free economic actors, people worked on other peoples land , leaving no economic outturn for themselves. 
· This was not a market based economy
· The Manor system left no room for growth, or interest, it was difficult to expand your land owning’s as land was very expensive. 
Guilds
· Primary business units of the middle age.
· Organize craftsmen and provide them with the means of influencing the market and controlling access to their knowledge and skill 
· Forerunners of Modern Business firms
· Beginnings of Modern Trade Unions

Two Types of Guilds:

Merchant Guilds: 
· Organized merchants who were involved in commerce
· Beginning of commercial exchange
· Created a structure that enforced standards (Standing behind Deals, Making sure payment is made) 
· Contracts
· The beginning of… Trust.
Craft Guilds
· Organized workers within particular crafts
· Regulated products, labor, and commerce

Guilds became a protector of the skill of the craft that these people have. This assumes the hereditary privileges of passing down authority

Established structure that defines modern business enterprise 

The purpose was to defend a way of life and keep people out, prevent people from taking over the craft (Protection over authoritative powers?)

The Early Modern World

Emergence of the Modern World

· The rise of Spain in the 15-16th century incurred from their ability to extract wealth from the world (Mexico) (Flooding there home market with gold)
· The rise of the merchant class
· Took advantage of Spain’s decline
· Enters alliance with Monarchs of England, providing merchants with more power
· The merchants took advantage of wealth hungry Kings, Monarchs used merchant class to guide the way
The Renaissance:
· Rejects medieval notions of profit, interest and business
· Creates an environment for the commercial revolution that produces conditions for the emergence of modern business
· In the middle ages, a better life was not foreseen; no one was given the opportunity. 
The Age of Explorations:
· Ferdinand and Isabella (Spain) see national unity and commerce as a key element to prosperity and power
· They feel this is possible by enhancing there own prestige (much like wall street CEO’s (Money is Power)) by exploration and overseas expansion
· Expansion enhanced streams of revenue; the old world was now able to tap into the new world for wealth that has been untapped. 
· Spain went into a spending fee for Spain, buying anything they could get there hands own (much like investment banks when capital reserve requirements opened up)
· Conquest of Mexico and the Aztec Empire.
· This massive amount of wealth that poured into Spain led to a drastic inflation rate.
· Spain used wealth to promote nation unity and Catholicism (Influence on how Investment banks now influence governments once wealth is attained)
· Spain seek to invade England and Netherland and failed on both occasions
· England was the primary beneficiary to Spain’s downfall 
Price Revolution
· Spain lost there position in Europe by being un able to manage enormous wealth (as seen with the downfall in 2008)
The Rise of England
· England looked for colonization through chartered companies
· The need to bring forth exploration, lead to settlement, settlement allowed countries to extract wealth with no interference. 
· England wanted to increase power but they only way they could do it was through exploration and settlement, Nobles owned land and possessed power in England
· Monarchies wanted to transfer power held by Nobles into there own hands
· Like the power initially held by Governments then to investment banks who used a loophole in the system to undermine the government, Banks used Insurance agencies to increase liquidity and freed up capital. 
· The nobles power was being inflated, wealth from the new world prompted inflation. 
· The noble system was very static 
· Monarchies transferred exploration means to merchants
· Monarchies monopolized the new world and the merchants in return would protect the monopoly (as does the government now represent the merchants and the investment bank represents the power, assumes the protection of power)
· Merchants had to bring masses to the new world and give a share of profits that were attained to the crown (as does investment banks with political campaigns).
· Power shifts from Nobles to Merchants
· Commerce, Businessmen, and Colonization occur within the mercantilist system.

The Readings

Stora
Stora Corp – Swedish Company, provided all mine and copper, one of the longest companies account for.
Playing a role in dominating the church.
First company that gets thing going between state and business 
1848, The year Sweden passed limited liability for the first time, Stora Corporation
Limited liability allowed companies like stora to raise the capital they need for growth
Sweden was establishing themselves as one of the primary alternative models of modern capitalism

The Commercial Revolution II 

· Europe had many different currencies with different values; it made it difficult to do business
· Merchants were interested in expanding their wealth
· In the Middle Ages when church law ruled, an impediment to commercial activity was the Church’s prohibition against usury or interest.  
· Because of Christian attitudes toward Usury, Money-Lending was left to others, including Jews
· Jews were often confined to Ghettos, the Jews lending abilities became important to the growth of the merchant classes
· The church felt that Interest Rates were not a sense of treating people fairly (took advantage of the poor) (As done with the Housing Crisis were people could not afford loans but made it seem like they could)
· The Jews Ghettos became a lender of choice, they lent money and extorted with an Interest rate much like modern business
· A dependence on Jews became vital for merchant success
· Although this was a system it did not provide room for growth due to the lending that was a occurring
· There was a desire for order

The Birth of Banking
· Coins were difficult to transport, robberies, inconvenience – This issue led to the rise of Modern Banking
· The first banks involved money changing more than money-lending.
· Accounts were created that allowed merchants to transfer money from one account to another, making the transfer less risky. In addition these transfers dealt with exchange rates in Europe.
· A key innovation was The Bill of Exchange, permitted greater fluidity of money

The Medici Family
· Established a series of banks in different cities, became significant for the movement of money and force in the foreign exchange market
· Major in the transportation of money
· Dependence on banks were private, it brought order to the disorder 
· Allowed for growth and credit to flourish

The Rise of Central Banks
· Crucial to the establishment of order in monetary policy and freeing up money for business expansion

The Amsterdam Exchange
· Gave the state access to money

The Stock Exchange:
· Emerges with the rise of the Joint Stock Company as a means for stockholders to sell there stock
· When the Dutch East India company was not profitable early in there ventures many traded there stock to get rid of the debt they incurred

THE READINGS

Government Bonds
Government is seen as reliable borrowers – can cover debt, might lead to tax inflations. 
Many were buying government debt at 5 % interest in 18th century in London.  

The Rise of Rothschild’s
Used a lot of gold on the Battle of Wellington
However, the victory for England proved disastrous for Rothschild, his gold investments would damper drastically.
Although this was a for catastrophe Rothschild he managed to regain his fortune by investing his gold value in the English Bond Market – Specifically government bonds.
His investment in bond market essentially turned a profit that would be equivalent to 600 million pounds in todays currency  
Rothschild’s made sure that when the London House issued bonds that they could only be bought in English currency, therefore those buying the bonds in other currency would first have to change there money into pounds resulting in a higher English dollar.


	
American Capitalism

· The development of individual rights, individuals matter, that individuals possess certain rights that cannot be violated by the states
· The US today is stepping back from modernity; more involved in religion, church etc.
· The idea of the US was declared in 1776 with the declaration of independence – the birth of the idea of capitalism
· The Wealth of Nations,  was around this period
· A book that created modern capitalism
· The US was unique with its embodiment to capitalism
· Never embraced Adam Smith’s thoughts in the wealth of nations at first, it became apparent after the civil war
· The initial economy was based off Alexander Hamiltons views who typically looked down on Adam Smith, for that America was initially ran in a different manner. 

Adam Smith: The Wealth of Nations

· England’s commercial success and an individuals accumulation of wealth challenged older nations of compassion and community 
· Shifted perspectives of the monarchs
· Smith provides justification for this self interest arguing that selfishness in business is necessary to ensure public good and thus central to a functional market
· Smith provides a means of reconciling new business and commercial realities with older notions of community and virtue
· Adam Smith notices that Britain is faced with the product of decline unless it opens to new Market
· Free Trade was his solution
· Called for the state to get out of the way of the market place
· At this point Britain had reached a limit of trading, they were in need of more customers and raw materials. 
· Smith felt that if you let the market rule, there will be a greater distribution of wealth and the nation would grow as a whole (Unlike Wall Street bankers who act in self interest)
· Supply and demand would be controlled by the market

Laissez – Faire: State should refrain from interfearing with the market

Hidden-Hand: The market will determine supply and demand
· The demand began to be determined by producers

Alexander Hamilton – Secretary of Treasury for George Washington
· Believed in state power to guide the economy and so endorsed public credit and tariffs, which would fund governmental acts
· Hamilton promoted commercial and industrial growth
· He created the Central Bank
· Believed America could industrialize and compete with England only with the guidance of the state, he thus challenged Adam Smith and his defense for free trade. 
· Hamilton was in charge of how the American Economy would look like
· He preferred a central government, one that controlled economics
· Thomas Jefferson, believed in a small government, that the state should not play any role in the development of the American Economy

Report on Public Credit (1790)
· Report of debt and credit
· Hamilton thought the new federal government should take the debt of previous governments
· Wanted people and banks to have trust in the government
· Asks congress to redeem at face value the millions of dollars in securities.    
· The government issued bonds to citizens during the Revolutionary War with the expectation the Gov. would pay you back with interest
· He wanted those who invested to honor and trust him
· Jefferson thought this was horrible, by the time it is proposed to be paid out it will be worth nothing (inflation)
· The bonds were bought by cheap from speculators who knew the stock would rise to face value
· Hamilton sells at face value ten years later when all of these bonds are already sold for cheap to wealthy investors 
· Jefferson felt that Hamilton did this to make the wealthy wealthier and leave others as small actors
· Hamilton wanted the wealthy on his side
· Father of National Debt
· He felt that America must be in debt in order to keep them in order

Bank of the United States (1790)
· Hamilton thought what the country needed was a central bank to manage currency
· Jefferson indicates that you don’t have the power to create a central bank
· G. Washington sided with Hamilton and the Bank of the United States was created
· Hamilton won Washington over with public debt and a national bank

Report on Manufactures
The Readings
Pros
Division of labor
Diversifying economies
Promoted emigration
Efficient 
Cons
Brought over other nationalities that go against the American Ideal
Women and children died by working in factories, dangerous working conditions

· Hamilton laid out a plan to construct a manufacturing sector for the united states 
· Adam Smith writes describing the fact that England is maxed out, meaning that they must find new territory in which foreign trade can be done
· Hamilton thought that if free trade was granted in America, there would never be industrialization in America, would be controlled by the British
· Britain would essentially dump goods on the US, leaving the American economy static and agrarian
· Adam Smith incurred about specialization, nations will produce the best things they are able to produce
· Hamilton thought Britain would always remain leading manufacturers. 
· He wanted the US to become an industrial society, but not under free trade
· Hamilton wanted industrial cities, big business and big government are the best route to economic prosperity but could not occur unless the state had control.

Thomas Jefferson
· Opposed Hamilton’s program
· Viewed US as an agrarian society, uncorrupted by big business or industrialism where individuals could function without the need of a interventionist state – Small Governments were key to prosperity.
· Seeks to not compete with European industrialism
· If America became industrialized he felt the people would have no freedom
· Washington sided with Hamilton 
· Not wanting to follow the European way.
· America began building an industrial society
· The US began its life as a counterpoint to Smith, the bible of the free market, and the US government begins the process of subsidizing the business sector (increasing taxes)
· Modernity was seen as the relation between the state and private sector working together

Henry Clay and Andrew Jackson
· Henry Clay, chief spokesperson for the Hamiltonian vision
· Clays American System – Speech on Tariff included a central bank, a tariff and federal funding for internal improvements (tariff was to protect the American Economy – Reading, provided capital, greater security, public credit )
· The government created the bank; Gov. had 20% stake in and 20% say. 
· It was a private bank
· Private investors held 80%
· In 1828 Jackson took presidency 
· Clay asked the president of the bank in 1832 to extend the charter of the bank by 20 years. Even though Jackson opposed he felt that he would not veto it because of the people
· Jackson vetoed the bill, opposed the idea of a central bank, killed the bank of the United States
· Jackson wanted to represent the common man, opposed large business aspects, worried that government and business interests have become too intertwined.
· Jackson was primarily interest in Jeffersonian principals, every citizens right to be equal, what he saw in the bank was the redistribution of wealth from normal people into the hands of the wealthy
· From 1836-1913 there was no nation bank because of Jackson’s Veto, there were huge fluctuations in the economy, banks provided stability
· Crash in 1907 and 1908 was the push to create the third bank in the United States, which led to the passage of the Federal Reserve Bank
· Institution that performs many things a bank could do but not a bank
· Ensures that all other banks are solvent, setting strict standards on reserves. 
· Satisfied northeastern states but not southern agrarian interests.

The Readings

The powers the state granted carved away social prerogatives, a good example of the ongoing struggle between public and private power
In the ten amendments corporations have asserted the applicability to win 5 protections for themselves.
1 Freedom of Speech
4 Unreasonable search and seizure
5 Double Jeopardy
6 + 7 right to jury trials in criminal and civil matters. 
American Freedom of speech is seen as money
Individual corporations ( in America) overtime were granted the protection from state. 
Railways and Ships had major implementation in the world of business in America during the 1800s 
Railroads were comprised from Joint Stock Companies; moved goods quicker, great investments
1856 – Robert Lowe, began Liability Act, enforced limited liability (made it legislative. 
The idea of the company was taking off 

Canadian Economy
· Current lowest business tax in the world
· Business tend to grow till they reach a valuable stage where they can sell themselves
· There is no structure in place to promote the type of investment to permit the rise of an entrepreneurial class
· Uses natural resources for wealth
· Oil, Pot Ash, minerals out of the ground
· Dependent of natural resources
· This essentially makes us more dependent on other countries as we ship our wealth out of the country, there is a fixed amount of natural resources
· When Britain, designated themselves for free trade they were no longer main importers of Canadian goods, this put Canada in a bind
· Canada never wanted to leave the comfort of the british empire
· Britain slowly became politically disengaged from Canada, essentially moving away from mercantilism
·  When the Rebellion Losses bill (Rebellion was the Response to England) was signed by Lord Elgin it instituted the democracy of Canada, if it were not signed the democracy in Canada would still not exist.
· Lord Elgin knew he had to follow the will of the people not the crown (Lost trust in England)
· Canadian Merchants thought the democracy was getting out of hand (wanted more control)
· Merchants felt abandoned by England
· English Merchants in Canada felt turned on as England opened up to free trade (Crown Acting in Self Interest?)
· Canada instead entered a free trade deal ensuring that only their Natural Resources were imported by the US
·  This deal Ends 10 years after its origination
· in 1867, the Canadian Confederation comes into being a tool to advance the merchant classes in order to deal with the loss of Britain as a trading Market as well as America as a free trade option
· At this time, Canada had no national orientation, Banking Structure, or Centralized Authority, or access to debt or ability to raise money. 
· It was unable for business men to compete
· They needed to give merchants the access to build a Railway 
· Gain access to western resources, Internal Markets, Land
· Canada began to create the commercial economy
· The Galt Cayley Tariff (1858) kept British goods out of Canada
· However, it still remained consistent that the dependence on the extraction of natural resources took place to pay for the construction of the railways
· It is believed by Canada that they cannot compete and the only way they can make money is through natural resource, the creation of the merchant class leaned toward this

Harold Innis
	Staple Thesis
	William Mackintosh
· Ensured that the state support of staple extraction guaranteed economic prosperity and led to diversification
· Canada’s history has always been a single-minded pursuit of a single product. 
· Lack of Diversity
· WM – it was necessary, Canada needed to force themselves to innovate on extracting resources
· Led to the industrialization of Canada
Harold Innis
· Dependence on staples and the states support of staples extraction guaranteed economic stagnation and led to narrow overspecialization 
· In the 1920s-30s Canada was seen as a political absurdity
· However, political boundaries reflected the trade routed that Canada went through
· The polices reflected economic pathways
· Fell into a staples trap
· Does not believe it would lead to diversification
· He believes that Canada developed completely based on the extraction of Resources, he used the power of resources to build the railways which were essential
· Canada never really stopped being a mercantilist economy

The Rise of Big Business
· Shift in the 19th century towards limited liability
· 1880s-90s US describes the corporation as a person
· No longer perceived as an entity
· Operating as a person, as a citizen and as a person it has the rights of citizenship
· Self-Interest according to Adam Smith leads to scial benefits 
· Society itself is beginning to become detached from the state as well
· The United States was founded as a counterpoint of Europe in the late 18th century, the US was becoming a mimic of Europe; Individualism.

John D. Rockefeller
· Standard Oil – 1870, ruthless in business, crushed competitors in his pursuit of monopoly power
· Promoted Vertical and Horizontal Integration
· He would control every aspect of his market
· He would do anything in his power to destroy competitor
· Owned oil wells, refinery’s and knew he needed to control railroads to control the entire oil market, all aspects of industry down to the consumers
· Competition was inefficient
· Perceived in complete difference than the prescribed American way 
· The state felt his power was becoming so great that they had to attempt to break up the standard oil company (State vs. Big Business)
· Embodied the Robber-Barron image as a corrupt and anti democratic force
· Not perceived as American
· The fear of ones Individual power on society became so great it had a major influence

The Wealth of Nations
· The commercial success in England and an individuals accumulation of wealth challenged older notions of compassion and community; Smith provides justification for this self interest – that ones selfishness in business is necessary to ensure public good and thus central to a functional market
· Pursuing own self interest will promote the social interest
· Laissez Faire: State should refrain from interfering in social interest
· Hidden Hand: Market determines demand and supply

Charles Darwin
Social Darwinism: Argument against state interference in the market is in the market is also described in the notions of Social Darwinism
· Promoted by Herbert Spencer – Ideas about the survival of the fittest
· Any state in in the market is presented as an unnatural move that would simply protect the weakest members of society and thus violate the “laws of Nature”
· Insinuating that the state should allow the weak to fail because they are not fit enough
· This paved the way for those like Rockefeller and others who rose to authority on there own means
· Business was becoming more indepencdent
· Rockefeller became an embodiment of the American Life and this is due to the thoughts of Smith and Darwin

The Managerial Revolution

We living in a post managerial age

· The manager created efficiency’s, production, as previously very influential in a corporation
· Mid 19th century – Mid 20th Century
· We are in an economy that has been completely distorted by the Managerial Revolution
· The Rise of Big business led to the rise of managerialism 
· This brought forth the rise of production in which the managers guided the path
· Technological advancement allowed workers to take on simpler roles instead of larger tasks, which mean the loss of power to the worker because they now do not attain the same power as the previously did
· Immigrants provided employers with an unlimited supply of workers
· The rise of the Corporation and managerialism brought forth and enormous deskilling of the labor force taking away the fruits from labor

The Managerial Revolution
· The growing size and complexity of companies led to a revolution in management, firms began to ran by professional managers
· This was the beginning in a power shift away from owners to managers

The Readings on Alfred Chandler
Land and resources were the raw materials in which a businessman had to work and the cultural attitudes set the legal and ethical rules of the game they had to play
After 1897 Wall Street funded companies bringing forth overproduction etc.
Stock Market was important because capital is needed, instead of getting money from government, the public was a better fund.
Vertical Integration – Many levels of Managerial positions, owning every part of development.

Scientific Management
· Treating labor in a scientific manner in order to extract greater efficiency’s and profits from the worker
· Managers were hired to manage, had very little stake in the company
· Business schools created managers not entrepreneurs 
· Control was traded for a wage for the Managers
The Readings
· As technology increased, as did production, the cost per unit decreased as volume increased
· In order to ensure that these massive flow of low cost materials are being used in a capitalist corporation, such corporations depend on skill, knowledge, and human organization to exploit this technological advancement
· Standard Oils Trust was reorganized to reduce costs of the average production of a gallon of kerosene. 
· 
James Burnham: The Managerial Revolution
· A company being run to meet the ideological expectation of the managers, managers are not a part of the owning class
· Managerialism began to effect all parts of society
· The US was being governed by a small group of managers (bureaucrats) who answer to nobody
· Beginning to seep out of the business world into the political world (managers pursued growth, exploitation, and self interest of the organization)
· Owners began to have no say, because there is too many of them (stocks)
Alfred Chandler – The Visible Hand 
· The rise of the managerial class was key in the success of a firm and the economy, managers represented a Visible Hand, ensuring efficiency and thus challenging Adam Smiths ideas about the Hidden Hand of the market
· Managers are at the heart of the rise of American Prominence 
· Chandler suggests that capitalism in the late 19th century is not the climax of the hidden hand that Adam Smith promoted, rather a Managed Economy
The Reading
The United States

In the United States the completion of the nation's basic railroad and telegraph network and the perfection of its operating methods in the 1870s and 1880s opened  up the largest and fastest-growing market inthe world.
American entreprenueres quickly hired managers to to exploit scale economies and made investment in distribution necessary
A technology invreased towards WW1 the need for managers to organize output became vastly increased

The United Kingdom
The situation in the United Kingdom was very different. As late as World War II, the large integrated industrial enterprise administered through an extensive managerial hierarchy was still  the  exception
Where British industrialists failed to grasp the opportunity 
To make the investment and build the hierarchies, they lost not only the world market but also the British home market itself. This was particularly striking in machinery, both light and heavy, and in industrial chemicals. The American firms quickly overpowered the British competitors in the production and distribution of light mass-produced machinery, including sewing, office, and agricultural machinery, automobiles, household  appliances,  and the  like
The answer to this lies in Britain's industrial geography and history, in its educational system, in the lack of antitrust legislation, and in  a continuing  commitment  to personal  family  management.
Germany
Germany, unlike Britain, integrated industrial firms as large as those  in the  United  States existed  well  before the  coming  of World War I. They were fewer in number, however, and were  concentrated in metals  and the technologically advanced machinery and chemical industries.
The Retail Revolution 
· Managers took over the internal functioning of the system
· Corporation was exemption itself from the forces of the market place 
· 3 Divorces
1. Between worker and his work and the rise of scientific management
2. Arrival of the public corporation, the separation between ownership and management
3. Between the company and the market place
· The corporation exempted itself from the normal workings of the free markets, hiring advertising, by doing this they controlled their own distribution channels planting themselves in people to buy their product
· The value of the corporation was being determined by the market place and the assets and what it provides 
· Smith believed that the power would reside in the people, which will lead to a greater distribution of goods
· The monarch (corporations) will have no interest in the people because he lives on a different standard
· Suppliers began determining the demand of the market place through advertising and the control of distribution 
· Led to overproduction 
· In a free market, supply and demand is suppose to happen on its own
· The rise of cities and the increase in productivity led to the decline in the power if the merchant/wholesaler relationship
· The balance of power shifted back to the manufacturers who were increasingly bypassing the middlemen – the wholesalers and distributing goods directly to the consumer.
· This led to the rise of Department stores who held power of the manufacturer over the wholesaler, Timothy Eaton, Hudson Bay
The Readings
[bookmark: _GoBack]The manufacturer had every incentive to make sure the product performed as advertised, this brought forth repair services. 
Corporations played a part in the new way of life, taking open spaces associated advertisements with psychic self betterment, fulfillment and happiness
They became bureaucratically organized and began dealing with national corporations
Consumer based advertising was based on consumers’ irrational impulses
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