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Teo historians and economists considering the American South
between 1865 and 1900, the economic progress of the United States poses
an interesting paradox., The nation's economy as a whole, grew more
rapidly in terms of per capita output of goods and services in this
period than sny other in its history. Yet, the Southern states suffered
& drastic fall in relative income at the outset of this half century
and failed to gain any apprecisble ground until after 1910. By virtually
any measure of economic development, the South lagged far behind the
rest of the ngtion until World War I. The paradox is furthered by the
fact that despite the stagnation of the Southern economy, contemporary
writers such as Henry Grady [2L] and Philip Bruce [9] were proudly
describing the rige of a "New South" based on agricultural recovery
and industrial expansion. While it is true that the half century
following the Civil War saw meny changes in Southern life, the pros-
perity of the "New South" was, in retrospect an illusion for the vast

bulk of Southern income-earners.

In Table 1 we exsmine the per capita income data for the South
relative to other regions from 18L0 to 1920. These figures reveal that
up to 1860 the South was growing more rapidly than the North. More-
over, if we ignore the welfare of the slaves, it cen be seen that the
free population of the slave states actually had a level of per capita
income slightly above the national average in 1860. The Table also
indicates the magnitude of the catastrophic fall in income after the
War. TFifteen years after Appomattox, the per capita income in the
South was only one half of the national average. This is surely sur-

prising. After all, the resources upon which the South's ante-bellum
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Table 1. Relative per capita income by regions; 18Lk0-1920

18402 1860% 1880 1900 1920
b Totel TFree Total Free
Region
National Average 100 100 100 100 100 100 100
SQUTH T 96 80 10k 51 S 62
South Atlantic 69 88 88 86 L5 L5 59
East South Central 72 8h 1 86 51 19 52
West South Central 15T 218  1kk 190 60 61 T2
K¥ORTH 11k 100 110 99 {na) (na) (na)
North East 134 119 1k 127 141 137 132
North Central 68 61 70 63 90 97 87
- WEST i - T T 190 163 122
Notes:
8MTotal" per capita income includes slaves as income earners. 'Free'

per capita income excludes slaves, allowing a $20 "maintenance cost" for

slaves as an intermediate good.

Prye regions are as follows:

South Atlantiec: Florida, Georgia, North Carolina, South Carolina,

Virginia, and West Virginia.

East South Central: Alabama, Kentucky, Mississippi, and Tennessee.
West South Central: Arkensas, Louisisna, Oklahoms (in 1900 and 1920)

and Texas.

North East: Connecticut, Maine, Massachusetts, New Hampshire, Rhode
Iatand, Vermont, Delaware, Maryland, New Jersey., New

York, and Pennsylvania.

North Centrqgl: Illinois, Indiana, Michigan, Ohio, Wisconsin, Iowa,
Kansas, Missouri, Minnesota, Nebraska, North Dakota,

and South Dakota.

West: Arizona, Colorado, Idaho, Montana, Nevada, New Mexico, Utah,

Wyoming, California, Oregon, and Washington.

Source: The income estimates were originally constructed by Easteriin
[18]. The data presented here are based on his figures and are
taken from Engerman [25]. For 1840 and 1860 Table 2, following

p. T3 for 1880, 1900 and 1912 Table 1, following p. 2.



prosperity was based remalned largely intact. Cotton farming had never
required much capital, and neither the amount of land nor the size of
the labor force were reduced by the War. Under such circumstances,
fifteen years seems ample time to recover from the physical disruption
of the War.

An even more surprising fact illustrated by the relative in-
come data, is that after an additional twenty-nine years, the South's
relative position had not improved. Bruce and Grady pointed to the
increasing prosperity of Southerners as evidence of the rise of a
"New South". In fact, the relative income data demonstrate that the
South's economy grew at least as rapidly as the Nation's between 1880
and 1900. Neverthelesgs, if the disruption and physical destruction
produced by the War were the only reason for the low level of income
in 1880, we would expect the South's economy to have grown much more
rapidly than the North'g thereafter, Surely, rapid economic recovery
following wartime destruction has been the pattern in developed economies.

The experience of the Southern ccomomy after 1865 differed from
thet of the North and West in another respect as well. The last half
of the nineteenth century was a period of rapid industrislization and
urbanization in the Neorth. Yet throughout the period, the South remained
as it had been in 1865, essentially a rural, agricultural economy. This
point is illustrated in Table 2 by the proportion of workers engaged in
agriculture and in Table 3 by the percentage of the total population
living in towns and citles. In both of these tables, the South is

compared with the North and West, and in both instances the gap between



Tgble 2. Percentage of the population in urban areas, by regions of the
United States; 1870 to 1910.

1870 1880 1890 1900 1910
Five Cotton States® 10.3 127 1.6 18.9
Eleven former Confederate 8.6 12.8 15.9 19.8
States :
Fourteen North-Eastern 3L.6 40.6 49,8 64.6 63.9
StatesC
Eighteen Western States® 20.3 21.0 29.1 32.2 31.5
The United States® 25.7 28.2 35,1 39.7 L5.7
Notes:

8South Carolina, Georgia, Alabame, Mississippi, and Louisiana.

bIn addition to those states listed in note a the Confederacy included:
Virginia, North Carolina, Florida, Tennessee, Arkansas., and Texas.

3 cMaine, New Hempshire, Vermont, Massachusetts, Rhode Island., Connecticut,
New York, New Jersey, Penunsylvania, Ohio, Indiana, Illinois, Michigan, and
Wisconsin.

dMinnesota, Towa, Missouri, Nebraska, Kansas, Montana, Colorado, New
Mexico, Arizona, Nevada, Oregon, and California for 1870-1910; North and
South Dakota, Wyoming and Washington for 1880-1910; Idaho for 1900-1910.

€1 addition to those listed in notes a, b, ¢, and d, the total includes
Delaware, Maryland, District of Columbia, West Virginia, and Kentucky.

Sources: Everett S. Lee, "Migration Estimates" [37a] in Kuznets and Thomas
[37] Vol. I, Table P-LA, p. 349. Table P-hB, p. 353. The data
are based on U.S. Census figures with minor adjustments made to
the published data for 1890, 1900, and 1910 so that it would
correspond to the 1940 Census definition of an urban place.

Deta for 1870 was estimated by Lee for all towns between 2500
and 2999 and data for 1880 was estimated for towns with popula-
tion between 2500 and 3999. See Lee [37a], pp. 96-98 for details
of the estimating procedures.
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Table 3. Agricultursl workers as a percentage of the total work force,
by regions of the United States: 1870 to 1910

Regions® 1870 1880 1890 1900 1910
Five Cotten States 78.6 79.6 71.1 70.0 65.3
Fleven former Confederate 76.4 76.6 71.5 66.5 60.7

States
Fourteen North-Eastern 39.1 34,1 26.4 59 0 15.8
States
Eighteen Western States 53.4 52.4 b7 43.5 33.5
The United States 51.:3 ho. kL Lo.6 38.8 32.5
Notes:

8For definitions of regions, see Table 2.

Source: Anne R. Miller and Carol P. Brainerd. ™"Labor Force Estimates"
[4L0], in Kuznets end Thomas [37] Vol. II, Table L-k, p. 609, and
p.621.
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the South and these other regions was not only large but it was actually
widening.

A gap between the South and the balance of the nation was also
pronounced in education. Our most reliable index on the formation of
human capital in this period is probably the date on illiteracy published
in the population censuses. Table 4 presents this data for the South,
the North, and the West for the census dates: 1870 through 1910.
Tlliteracy in the South -- especially in the five cotton States —- was
much greater than in any other region of the nation. Table 5 demon-
strates that illiteracy was more prevelant among those engaged in agri-
cultural occupations than the population generally. On the basis of the
evidence in Tables U4 and 5, it is reasonable to conclude that at the
outset of Reconstruction, the rate of illiteracy among rural Blacks
probably exceeded ninety percent in the deep South. 4

It was undoubtedly the backwardness of Southern agriculture
which was at the root of the South's economic problems. Before the
Civil War, increasing productivity in the production of staple crops

had spearheaded the growth of Southern income. However, after the war,

agricultural productivity in the South did not keep pace with other

lThe extremely high levels of illiteracy in the rural South
unquestionably retarded economic development in that region relative to
the rest of the nation. Southern llliteracy was in large measure &
legacy of the slave era, when education of slaves was discouraged and
in many areas prohibited. Over the fifty years following the Civil War
this differential between native Whites and Blacks in the South declined
along with the general level of illiteracy. Whether or not it could have
fallen more rapidly is an issue beyond the scope of the present paper.
Nevertheless, we believe that the inability or unwillingness to provide
s greater amount of education was &s much & result of low income levels
as their cause. Given the high illiteracy rates at the outset of the
period, it seems sensible to treat the problem of inadequate education
as independent of the forces we discuss below.
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cMaine, New Hempshire, Vermont, Massachusetts, Rhode Island, Connecticut,
New York, New Jersey, Pennsylvania, Ohio, Indiana, Tllinois, Michigan and

Wisconsin.

dMinnesota, Towa, Missouri, Dakota Territory (1870-1880), North Dakota
(1890-1910), South Dekota (1890-1910), Nebraska, Kansas, Montana, Wyoming,
Colorado, New Mexico, Arizons, Nevada, Idaho, Washington, Oregon, and
California.

€In sddition to those listed in notes a, b, ¢, and d, the total includes
Delaware, Maryland, District of Columbia, West Virginia, Kentucky, Indian
Territory (1900), Oklghoma (1890-1910) and persons in the military and
naval service (including civilian employees) stationed abroad and not
credited to any region (1900 only).

f10 addition to the Negroes the "Colored" population includes in all
years American Indians, Chinese, Japanese, Filipino, Hindu, Korean, and
all other "non-White" races. Mexican-Americans were included in all
years in the White population.

Sources: 1870: United States Census Office, Statistics of the Population
ee. June L, 1870, [73], Volume I, pp. 396-7 and Volume II,
pp. 560 and 662-663.

1880-1900: United States Census Office, Twelfth Census of the
United States ... 1900, Populationm,[T76], Volume I, Pt. II,
pPp. C-CV.

1610: United States, Buresu of the Census, Thirteenth Census
1910 Population [T4], Volume I, pp. 1203-1205, 1230.



Teble 5. Illiteracy among those engaged in sgricultural occupations --

1890.

Regiona

Percentage of the population ten
years of age and over employed in
agriculture, fisheries and mining

who were recorded as unable to
write

Five Cotton States

Eleven former Confederste
States

Fourteen North-Eastern
States

Eighteen Western States

The United States

54,2
b9

7.8

T.9
| 23,3

Note:

8&%or the definition of each region see notes a through d to Table k.

Source: United States Census Office, Report on Population ... 1890
[68a], Volume I, Part II, pp. 302 and 432,
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regions. In Table 6 sgricultural income per worker in the South is
compared with the rest of the country. DNot only was agricultural
income substantially below the national norm in 1880; but in all three
states the relative productivity fell during the following two decades.
The implication is that non-agricultural incomes in the South were
rising more repidly than the national average, but that the relative
decline of agricultural productivity, coupled with the dominance of
agriculture in the Southern economy, produced the aggregate results
illustrated by Table 1.

The stagnation of Southern agriculture has received ample
attention in the discussions of Southern development after the Civil
War. The typical historical analysis has focussed upon a number of
important phenomena: +the rapid shift inte tenant farming; the continuing
fragmentation of farms into increasingly smaller units:; and the develop-
ment of a monopolistic and inefficient credit system which fostered a
form of "debt-peonage”. Commentators have tended to lump these economic
factors together, and discuss them as part of the more general social
and political issues surrounding reconstruction.2 Seldom has there
been an attempt to analyze the relative importance of each factor.

The familisr historical narrative begins by discussing the break-up

2The following brief caricature of historical treatments of
Southern growth is intended neither as an exhaustive summary of the
literature nor as a straw man to be torn apart. Although the analysis
has gone through substantial revisions, the emphasis has remained
virtuaslly unchanged from the eerly works of Grady [2L4], Hammond [28],
and Otken [43], down to the more recent discussions by Shannon [59],
Woodmen [88], Stampp [64], and Salutos [55].
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of Southern plentations after the defeat of the Confederacy into small
farms operated by freedmen and poor whites. A new form of tenancy --
sharecropping -- arose in this period as means of employing and controlling
the Negro. This errangement was adopted despite the fact it carried with
it the insecurity of tenancy and the economic inefficiencies of small
farms. Moreover, according to this traditional view, sharecropping
allowed the exploitation of the small farmer through the development of
a monopolistic financial structure dominated by the local merchent.
Unable to obtain alterative sources of credit for supplies he needed,
the small farmer was forced to pledge his future crop as a lien against
credit advanced for the growing season. The crop lien bound the farmer
to the merchant and restricted his options to buy elsewhere or dispose
of his crop in the most advantageous menner. Through use of his wmonopoly
power, the merchant was able to insist that the farmer concentrate on
the production. of cotton at the sacrifice of food for home consumption,
thereby forcing the farmer to buy his provisioms from the merchant. The
credit prices charged for these supplies were exorbitent, reflecting
not only the loecal merchant's inefficiency, but his expleitative powers
as sole sgource of rural credit.

Fred Shannon has summarized the effects of this combination of
tenancy and credit moncpoly in a characteristically vivid indictment
of the entire structure of Southern Agriculture:

The gbuses to which this system could lead were plentiful
end scmetimes ingenious. It grew worse as landlord and merchant
ultimately and almost universally became the same individual.

The weighting of prices, coupled with intricate bookkeeping,

could show a debt to the store at the close of each year, if
the lsborer were industrious enough that a continuation of his



services was desired. Again the books could be made to

halance exactly for the more shiftless cropper who was

to be asked to move on. The workers were often perplexed

at this magic, but were generally not sufficiently quick

at ciphering to keep pace with the nimble-tongued book-

keeper. Begides this, the person who persisted in de-

manding too close a check could easily be branded a

troublemaker and neighborhood nuisance, and run out of

the county by an obliging deputy sheriff ([59], p. 92-93)

Such a story is oversimplified, and perhaps exaggerates the
tenant's plight. However, it does bring out some of the major factors
which lie behind the backwardness of Southern Agriculture. The present
paper 1s an attempt to untangle some of the issues which have become
intermingled in this traditional view of the Southern farmer's difficulty.
We begin with the hypothesis that the major economic explanation for
Southern backwardness was the failure to develop an efficient capital
market., While we can not as yet substantiate a claim that tenancy and
small farms did not impair sgricultural efficiency, we present an

argument in Section I that, in the absence of problems of credit, the

emergence of small tenant farms need not have been an impediment to

efficient agricultural production.

I
There is little question that the introduction of temancy into
Southern farming after 1865 represented a sharp deviation from past
trends. Before the Civil War most Southern farms were operated by
cvmers or their managers., The scarcity of references to renting or

sharecropping before the War has generally been used as evidence of

>
€%

| S

C



1k

their absence.3 The only direct evidence has been developed by Owsley
([44], [45]) and others ([13], [1L4], [8T7]) who have used the original
manuscripts of the Population Census to recover data on real-estate
ownership which can be used to estimate the percentage of agricultural
femilies who owned real estate. Despite several imperfections which
produce an underestimaste of owner-operated farms, the statistics presented
by these suthors are uniformly high; generally in the neighborhood of
eighty pe‘.f‘tr:e‘;\.'r:ft.l{L In contrast, barely half of all farms in 1880 were
operated by their owners, and betier than a quarter of the farms employed
a new form of tenure: sharecropping.

Table T displays the distribution of farms by the form of tenure
in the eleven former Confederate states from 1880 through 1910. The
Table also presents the same data for the five major cotton producing
states (South Carolina, Georgia, Alabama, Mississippi, and Louisiana).

As can be seen, sharecropping was more common in 1880 than renting, and
these two forms of tenancy combined to account for nearly half the farms
in the deep South. This proportion increased steadily over the next

several decades to the point where 63 percent of the farms in 1910 were

operated by tenants.

3ror example, Gray [25], pp. 646-6LT.

LLOwaley [LL], Chepter 5; Owsley and Owsley [U45]; Weaver [87],
pp. 63-67; Coles [13]; and Clark [1k], p. 28, For an extensive discussion
of the imperfections in the approach followed by thege authors, see Linden
[38]. Note that the biases inherent in the procedure which Linden discusses
tend to underestimate the percentage of owner-~operated farms.
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It is commonplace to regard the rise of tenancy as a primary
cause of the agricultural backwardness in the South. While the
arguments vary, historians have largely agreed that tenancy =-- partic-
ularly sharecropping ~-~ introduced substantial inefficiencies into the
production of cotton. The sharecropper, it is argued, will not work as
diligently as an owner-operator, since he would receive only a fraction
of the product from his additional increments of effort. It has also
been suggested that the insecurity of tenure for sharecropper and renter
alike discouraged investment and led to a form of intensive cultivation
which exhasusted the soll.

On the other hand, if tenancy were clearly less efficient than
owner-operation, it is difficult to explain why it should have spread
so0 rapidly, unless one can demonsirate the landowner and laborer were
both somehow forced into an inefficient arrangement. This possibility
is undermined by the fact that different forms of tenure existed side
by side for many years.5 Moreover, the contemporary literature reveals

that the superiority of various tenure arrangements was hotly debated,

20f the 493 counties in 1880 which reported over 20 percent of
their tilled land in cotton, all but one —- Issaguena County, Mississippi,
which reported no sharecropping -- reported all three forms of tenure.
Only eleven had less than five percent of its farms in sharecropping.
These statistics were computed from data in the 1880 Census of Agriculture
[71], pp. 30-101.
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and that no general agreement was ever reached.6 This diversity of
both opinion and practice suggests that there were no gignificant
differences between tenure arrangements.

There exists an extensive theoretical literature on the relative
efficiency of sharecropping, cash renting, and owner—operation.? While
this debate in the literature has not yet reached a definite conclusion,
we find the arguments presented by Johnson [35] that sharecropping need
not result in an inefficient allocation of rescurces appealing when
applied to the cotton South.8 Johnson demonstrates that the traditional
argument for the inefficiency of sharecropping rests on the assumption
that the landowner is willing to allow the tenant to determine the

allocation of resources, In particular, if the tenant is free to specify

SFor example, & survey of "experienced and intelligent agricul-
turalists" taken in 18Tl in Georgias indicated that 66 percent favored
wage payments, 23 percent favored sharecropping, and 11 percent favored
renting. The same men reported that they were actually farming in the
ratio: 21 percent wages, L9 percent sharecropping, and 30 percent
renting (Janes [34], pp. 87-88). Both & survey conducted by Loring and
Atkinson in 1869 [3%9], and one conducted by the Census Office in 1880
[31] also produced numerous conflicting opinions. Some farmers reported
using several systems simultaneously.

TPerhaps the best study is that of Johnson [35]. The analysis
dates back to Adam Smith and Alfred Marshall. Other important contributions
are contained in Heady [29] and Cheung [12]. See the references in Johnson
and Cheung for a more extensive bibliography.

81t is an interesting fact that despite the extensive theoretical
debate on the efficiency of sharecropping, there are very few empirical
studies on the subject. There appears to be only one such study based
on Southern data prior to the mechanization of cotton farming. This is
the 1913 paper on the Yazoo-Mississippi Delta Region by Boeger and
Goldenweiser [6]. They concluded that although sharecropping appeared
to be less productive than leasing for fixed rents, the differences were
associated with variations in the quality of lend.
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the land-lebor ratio, he has an incentive to combine more and more land
with labor to the point where the marginal productivity of land becomes
zero, Johnson points out that the landlord is unlikely to agree to
such an arrangement. He would restrict the amount of land to each tenant
family in order to prevent a wasteful use of land., Johnson further
suggests that the prevalence of the annual lease in sharecropping
arrangements gives the landlord an effective means of controlling the
labor input of the tenant. The tenant is aware that the landliord has
the option of leasing for a fixed rent and that unless the landlord's
return under the sharecropping arrangement approximates that which he
could receive under a fixed lease, the tenant will be unsble to renew
his contract in the future. BSuch a mechanism guarantees that share-
cropping will be roughly ag efficient as renting.9
While these arguments are only suggestive that tenancy might
have been efficient, they are sufficiently convincing to cause us to
look for other factors to explain the relative backwardness of Southern
agriculture.

The increased use of tenancy in the South coincided with s sharp

reduction in the average size of farms., Table 8 illustrates the extent

9 ohnson [35] aelso presents an alternative model which has been
recently explored more fully by Cheung in which the tenant and landlord
can achieve an optimal allocation of resources through negotiation of
the terms of the sharecropping lease =— including the rental percentage
received by the landlord. Johnson rejects this model —-- correctly, we
believe -~ on the basis that there is no evidence that the rental per-
centage was ever a subject of negotiation in the American South.



19

Table 8. Average size of farms: 1860-1910

Region 1860 1870 1880 1890 1900 1910
Five State Average® 413.8 Ph8.0 159.1 129.8 96.1 80.2
Nine State Average’ 401.2  218.8 150.0 129.2  98.8  84.7T
Eleven State Average® 327.4 225.9 156.8 1bk2.L  139.9 116.2

Notes:
®Includes South Carolina, Georgla, Alabama, Mississippi, and Loulsiana.

bIncludes the five states listed in note & as well as Virginia, North
Carolina, Tennessee, and Arkansas.

CIncludes the nine states listed in notes a and b as well as Florida
and Texas.

Source: United Stetes Census Office, Thivteenth Census cof the United
States, Volume V, [75], pp. TO-T1.



20

of this shift and Table 9 further explores the nature of the change by
presenting the number of small and large farms in 1860 and 1870. It
ig clear that this decline in farm size was a result of the subdivision
of large plantations inbo many smaller tenant farms and that it was not
confined to the years immedistely after the War. Table 10 supports
this interpretation by indicating that, in 1880, eighty-seven percent
of the farms 100 acres or less were either rented or sharecropped.
Moreover, seventy-nine percent of the farms under 50 acres were operated
bty tenants.

Did this reduction in farm size cause a fall in agricultural
efficiency? The answer 1s at best unclear, and aggregate data cannot
be employed to unravel the mystery, since an obgerved fall in efficiency
could have resulted from any of the multitude of changes which occurred
after 1865, We know of no evidence which has been analyzed for the post-
war era. The efficiency of the ante-bellum cotton plantation, however,
has been an issue of some debate. Out of this debate we have been
impregsed by the recent gquantitative work which has suggested that there
were constant returns to scale in the production of cotton. The most
comprehensive study is the work of Gavin Wright, who concludes that it
does not ". . . appear that the large plantations achieved their size
by virtue of more efficient methods, managerial skills, or capital-

10
intensive technology" ([89], p. 231).

lOOther gtudies supporting Wright's conclusion appear in the
volume edited by William Parker [LE]. sSee especially the essays by
Gallmen [23] and Battilio and Kagel [5].
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The local merchant emerged in the postwar South as the primary
retaller supplying the agricultural community. Small dry-goods stores
and itinerant peddlers were, of course, present in the South before the
War. Their retailing services were & minor adjunct to the major group
of commercial facilities centered in the great cotton centers and linked
through the factorage system to the production of staples. Large
plantations, specializing in a cash crop, had little need for local
retailing establishments., As recent studies have shown, the plantation

el Any needs beyond this

tended to be self-sufficient in foodstuffs.
were likely to be met by dealing through cotton factors or directly with
sources of supply in the North.,

Large planters encountered no difficulty in obtaining seasonal
credit from the cotton factors to whom they sold their crop. These
agents were willing to supply such financing on reasonable terms. The
loan was backed by the planter's holdings of slaves and land. The
factor was more than willing to act as an intermedisry in order to
obtain the purchase option on the growing crop, and he in turn was able
to obtain credit from commercial banks in New York, England, and other
commercial centers.

The changes which followed in the wake of the War hindered the

re—establishment of this system of financial intermediation. Not only

did the farmer no longer have slaves which he could offer as collateral

2lsee particularly, Gellmsn [23] and Battalio and Kagel [5]
for support of the self-sufficiency argument,
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on small banks —- indeed smaller on the average than Southern banks --
they had over five times as many serving a population of about 1.5 times
as large as the South. The result was that despite its small banks,
the West generated a per capita level of depesits far greater

than the South. While the West, with forty-one percent of the popula-
tion held twenty-four percent of the deposits, the South, with twenty-
gix percent of the population, held only six percent of the deposits.
Moreover, it is clear that the West was able to rely on small private
banks to a far greater degree than the South. This class of banks
provided about twemty-three percent of all deposits in the West; the
comparable figure for the Southern private banks was fourteen percent.
Predictably, the deterent to deposit banking was greatest in the cotton
states, where deposits per capita were barely one-sixth the level in
the West and substantially below the Upper South. As had been the

case before the War, the financial assets of Southern banking were con-
centrated in Wew Orleans. Nearly cne-third of all deposits in the
South were held in that city.

The institutional constraints such as the provisions of the
National Banking Act, and the nature of credit demands from small
Southern farmers combined to create an enviromment which stifled the
development of a viable banking snd commercial network outside the
major port cities. As a result, the majority of Southerners had to

look to other financisl intermediaries in their search for credit.
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Notes

aRegions are defined as follows:

EAST: Maine, Vermont, New Hampshire, Massachusetts, Rhode Island,

Connecticut, New York, New Jersey, Pennsylvania, Delaware,
and Maryland.

WEST: Ohio, Indiana, Illinois, Michigan, Wisconsin, Iowa, Minnesota,
Missouri, Kansas, Nebraska, and Kentucky.

SOUTH: Virginia, West Virginia, North Carolina, Tennessee, Georgia,
Alabama, Louisiana, South Carolina, and Arkansas.

COTTON SOUTH: Alabama, Georgia, Mississippi, South Carolina, and
Louisiana excluding New Orleans.

bSavings bank data is not available for the Cotton Scuth,
Source: U. S. Comptroller of the Currency, Report, 1880, [T79], p.

LXXVI, U. S. Comptroller of the Currency, Report, 1881, [80],
pp. CXXXVIII-CXXXIX,
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While these restrictive provisions applied only to National
Banks, state banks also faced barriers to entry. In order to discourage
state banks, Congress in 1865 passed a ten-percent tax on the note issue
of all Non-National banks [57]. This measure virtually eliminated state
bank note issue throughout the country.lg

State or private banks could avoid the stringent requirements
of the National Banking System and the tax on note issue by relying
on deposit banking. Conditions in the South after 1865 were less
favorable to the introduction and spread of deposit banking than any
other region. Low literacy rates made it difficult to convince farmers
to employ the new and relatively complex form of money. Moreover,
the sparseness of population in the rural South increased the trans-
action costs of sccepting and clearing checks and made bank notes a
more convenient means of effecting payment.

The differences in the development of deposit banking between
the Western States and the South can be used to illustrate the extent
to which Southern banking was hindered by these obstacles. Table 15
presents data on a number of banks, size of banks, and deposits of banks
for several regions of the United States in 1880.20 The absence of

deposit banks in the South is strikingly apparent. While the West relied

Drhe estimated circulation of state notes fell from $143 million
in 1865 to $20 million in 1866 and to less than $1 million by 1879. See
Annual Report of the Sgeretary of the Treasury, 1928 [85], p. 552.

20pgple 12 presents the situation before the War. Although the
West also lagged in the development of deposit banking before the War,
as Table 1L demonstrates, she expanded her banking system using deposits
in the post-war era far more extensively than the South,



forty-two percent, and as low as thirty-six percent in thé cotton States.ls

Though the share of loans approached its prewar level for National Banks

by 1890, the South still lagged far behind., Réports from 23 state banks |

in Georgia and South Carolina made in 1880 indicated that their holdings

of loans was also quite low; the ratic of loans to total assets was

sbout 0.L45 compared to 0.66 in the Hast and 0.60 in the West, L0
Commercial banks were more willing to supply long-term credit

on mortgages than they were crop liens to small farmers., However, even

here the risk and high transaction costs involved in dealing with

numerous small farmers and the illigquidity of mortgage debt served to

linit the extent to which banks were willing to extend such credit,

According to the data for 1890 presented in Table 16, Southern state

and private commercial banks held less than three percent of their

agsets in loans backed by real estate., Savings Banks —— which were a

major source of mortgage money in the West —— held only eleven percent

of their assets in loans on real estate in the South. By contrast,

western commercial banks held fifteen percent of their assets in such

loans; savings institutions held thirty percent. The same problems

which limited mortgage loans contributed to the failure of the South

lSThis change may reflect the requirement that government bonds
back note issue of National Banks. In 1855-60 the ratio of bonds and
stocks to total assets was .06~.09; in 1869 the figure for National
Banks was .28, For all reporting state banks in 1869, it was about .12.

16Data from Report of the Comptroller of the Currency [79], 1880,
pp. CXL-CXLV.
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changes were often severe, and yields fluctuated considerably due to
weather or insect demage. The smaell farmer usually had no other assets
to offer as collateral; more often than not he did not even own the
land he was working. The inherent uncertainty of agricultural produc-
tion made such unsecured loans highly risky.

The attractiveness of this form of short-term debt was further
reduced by the high transaction costs involved when dealing with many
small farmers. Any reasonably sized commercial bank attempting to
supply this market would find itself dealing in a large wolume of notes
of small denomination. Each one of these notes would involve a consi-
derable transaction cost. Not only would there be the difficulty of
drawing up the note ~- often complicated by the fact that a& large pro-
portion of farmers were illiterate —- but the bank had to obtain
information on the credit-worthiness of the farmer and incur the cost
of collection and enforcement in the event of non-payment. It is not
surprising that commercial banks at no time held any considerable pro-
portion of the outstanding crop l:i.ens.lLL

However, the banking system before 1860 held a large share of

its portfolio in the form of loans. Table 12 shows that between sixty-
five and seventy percent of all assets were loans. After the war this

percentage fell drastically; the 1869 figure for National Banks was

lhIn his study of ante-bellum banking in Louisiana, Greene found
that large banks before 1860 similarly stayed away from rural mortgages
and notes (CGreene [26]),
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The data if Tablqsll through 13 suggest that the South experi-
enced serious problems in rebuilding her banking and financial network
after 1864, To understand the difficulties faced by a Southern bank
attempting to provide agricultural credit during this pericd, it is
important fo understand the nature of credit demands in the South.
Essentially there were two very distinct types of credit needs. The
first arose from the seasonal nature of agricultural production. The
Southern farmer reguired financing throughout the planting and growing
season. In the case of cotton, the season begins typically in January
and the crop is not picked until November or December. During the

t'P]iPrv‘JHﬁem switr S aanll a{.am\m%—)
year-long growing season, the cotton farmer (bis—er—smald) required

A
food and other supplies for himself and his family, feed for his animals,
seed, fertilizer and other inputs, as well as money to pay wages and
board to any workers he might emplcy. To finance these expenditures
the farmer desired short-term credit which, if his crop were successful,
he would be able to repay at picking time.

A different type of credit demand stemmed from the desire for
long=term capital investment. During the nineteenth century, the
agricultural sector absorbed most of the investment capital generated
by the Southern Economy. The expansion of tilled acreage, the increase
in the number of livestock, the comstruction of farm buildings, and the
purchase of farm equipment constituted the largest elements in this
demand for capital.

In the post-war environment, commercial banks were not particular-

ly well adapted to supply either of these two credit needs. Short-term

loans, secured only by the growing crop, would be highly illiquid. Price
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The modest increasge in banks evident in Table 11 masks important
changes in the size and neture of Southern banks after 1865. Table 12
presents data from the aggregate balance sheet of banks reporting to
the Secretary of the Treasury in 1855 and 1860, and Table 13 présents
similar data for National Banks in 1869, 1880, and 1890.

The Gouth was always a region characterized by relatively few
banks. Before the Civil War, however, Southern banks were guite large.
In the cotton states, banks reported nearly twice the capital and value
of assets per bank as that estimated for the country as a whole. While
it is true that (outside of Wew Orleans) Southern banks relied much
less on deposit banking than the East, there is litile to indicate that
the Southern financial network was "backward". Indeed, if any region
seemed to have inadequate banking before the War, it was the West, not
the South.,

Judging by the data for National Bankg*in Tgble 13 this situation
changed dramatically after 1865. In 1869 Southern banks were markedly
smaller than those in the rest of the country, with the cotton states
experiencing the most drastic decline in bénk size. This effect appears
to be general; and not confined to the National Banks. Data for 1880
indicate a substantial difference in bank size for private and state

banks as Well.l3

lSSee the data of Table 15 below. The absolute fall in the size
of Southern banks is probably considerably higher than that indicated by
Tables 12 and 13. The ante—bellum capital estimates were defined less
inclusively than those after 1865. The effect this incompatibility would
have on the relative size of Southern banks is ambiguocus, since it would
also affect the totals for the United States,
Qo p rthag i

« S:holwn t:!»vh s Nt pwadable -C., stale ov
@oeowde- Lawlks  aft e W,
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Notes:
8The regions are defined as follows:

Cotton South: Alsbama, Georgis, Mississippi, South Carolina, Arkansas,
and Louisiana excluding New Orleans.

Upper South: Virginia, West Virginia, North Carolina, and Tennessee.

South: Includes those states listed above plus New Orleans.

Sources: Data computed from state totals given in:

1869: U.S. Secretary of the Treasury, Report 1869, [8L].
1880: U.S. Comptroller of the Currency, Report 1880, [T9].
1890: U.S. Comptroller of the Currency, Report 1890, [81].
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Notes:
9The regions are defined as follows:
East: Maine, New Hampshire, Vermont, Massachusetts, Rhode Island,
Connecticut, New York, New Jersey, Pennsylvania, Delaware,

and Maryland.

West: Illinois, Indiansa, Ohio, Michigan, Wisconsin, Minnesota,
Kansas, and Nebraska Territory.

The Cotton South: Alabama, Georgia, Mississippi, and Scuth Carolina.
The Upper South: North Carolina, Tennessee, and Virginia,

The South: TIncludes those states in both the Cotton South and the
Upper South plus Louisiana.

Source: U.S. Secretary of the Treasury, Report ... 1863, [83], Tables
10 and 12, pp. 210-1k4.
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bource: Number of National Banks: Irom the December call reports of
the previous year (with the exception of 1866, which is based
on the October 1865 call reports, and 1869, which is based on
the September 1869 call reports) to the Comptroller of the
Currency. [84]. Secretary of Treasury, Annual Report 1869
[84], p. L1; Comptrolier's Report 1874 [77], p. x1; Comptroller's
Report 1877 [78], pp. 28-37; Comptroller's Report 1880 [79],
pp. 166-1T75.

Number of State and Private Banks: For 1866 the data was obtained
by counting the banks listed in Homan's, Bankers Ailmanac, L866
[32]. The 1list is dated December, 1865. For 1869 the data
was obtained by counting the number of state and private banks
listed in Homan's, Bankers Almanac, 1869 [33], pp. 47-78. The
list is dated December 1868. For 1874 the number of banks was
obteined from Homen's, Bankers Almanac, 1874 [33al, p. 3-132.
The list is dated December 1873. For 1877 and 1880 the data
comes from Barnett [4], Tables I and II, facing page 248; and
Table ITI, facing page 250, except for the nmumber of state banks
in Tennessee in 1877 which was obtained from Homan's, Bankers'
Magazine Volume 31, p. 898. In all years the total state banks
for the United States includes a small number of trust companies
of which there were none in the South.
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Table 11. The number of banks in nine Southern States; 1866-1880
o o %
= =] + ul G W
e o 2 oz
g & B £ @ SR s =gt
¢« & 8 B 3 S5 & £ & +HE woogaw
Year and g % ;ﬂl@ 5 E = g g ﬁ -c—;{g ,—:g ,qﬁ%
Type of Bank CR o 2 @ £ 58 F & 38 S5 BgH
4d &5 8§ €& 8 3 & &£ 88 85 845
1866:
National o o 1 1 1 2 0 T 10 22 1,517 1.5
State c 0 O0o T © 0 0 5 0 12 277 L.3
Private 18 3 15 19 b 6 9 218 23 115 966 11.9
Total 18 3 16 27T 5 8 9 30 33 1ko 2,760 5.4
1869:
National 2 2 T 2 0 6 3 13 1T 52 1,628 3.2
State 2 0 0 10 2 0 0o 1 3 18 259 7.0
Private 29 3 30 23 11 16 18 32 32 194 (p.a.) (n.s.
Total 33 5 37 35 13 22 21 46 52 264 (n.a.) (n.a.
187kL:
National 9 2 13 8 0 10 12 24 22 100 1,975 5.1
State T 025 8 9 7 6 13 40 115 (n.a.) (n.a.
Private 28 10 48 17 1k 10 24 17 35 203 (n.a.) (n.a.
Total Ly 12 86 33 23 27 42 sh 97 418 (m.a.) (n.a.
1877:
National 10 2 12 T 0 15 12 25 19 102 2,083 L.¢9
State 6 1 27 9 T 3 L 18 Lo 115 838 13.7
Private 17 12 39 7 21 _9 19 10 30 16k 2,32 6.7
Total 35 15 78 23 28 27 35 53 89 381 5,353 7.1
1880:
National 10 2 13 T 0 15 12 24 17 100 2,025 L.9
State 7T 3 26 10 6 5 4 17 44 122 846 1Lk
Private 23 9 40 8 25 9 18 1k 33 179 2,573 7.0
Total ho 14 79 25 31 29 34 55 94 Lol 5,kkh T.L
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pace with the rest of the country in the development of banking institu-

tions.

Bardelng, deve] opmenia-—teonw

Table 11 shows the number of National Banks, state chartered
banks, and private unchartered banks for the United States and nine
Southern states between 1866 and 1880. We can be reasonably confident
that all but the smallest of the commercial banks have been counted.
The figures illustrate the disfuption of Southern Banking right after
the War. In 1866, the South had only one and a half percent of all
National Banks, and most of these were located in the two states of
Virginia and Tennessee, Four-fifths of the Southern banks were un-
chartered pfivate banks. Though the number of banks jumped substantially
by 18Tk, there was little growth thereafter, and in 1880 the South still

had only seven percent of all banks and fewer than five percent of the

National Banks. Nkt Cemsus ok Pér"\"r'l'“" N that a’*’f"
eperted  That o Same  Nime Fooduew shwlty, hnd twenhy ko
!p-cv«:m{- ol YA Nkt ?o'&ufu-('!.au.

bulk of the commercial banking business came under the control of the
Comptroller of the Currency. National Banks were required by the Act

to report quarterly to the Comptroller. The annual reports of the
Comptroller contain complete balance sheet data for every National Bank.
The Comptroller's Report also provides summary statistics for non-National
Banks who reported on a voluntary basis. These series become reasonably
complete after 18T76-T7 for state-chartered banks in response to a request
from Congress for better information. The coverage of private banks was
never fully adequate partly because of the difficulty of specifying
precisely what commercial activities constituted banking. Some check

on the extent of the coverage of the Comptroller’s Report can be made

by comparing the number of State and Private Banks reporting to the
Comptroller with the list of banks published in Homan's Bankers' Almanac,
Bankers' Magazine, and various miscellaneous publications. A4 careful
examination of this material has convinced us that by 1880 all but the
smallest of commercial banks are included in the official statistics.
Particularly useful summaries of available banking data for this period
can be found in the reports of the National Monetary Commission; see A.
Piatt Andrew [2], George E. Barnett [L], and Davis R. Dewey and Robert

E. Chaddock [1T].
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conclusion that the rise of the small tenant farmer, by itself, did not
imply a loss in efficiency. Again we are inclined to search elsewhere
for the source of Southern sgricultural inefficiency.

The hypothesis which this paper explores can be summarized in
Lovr
Hheas broad statements:

1) That because of the readjustments in agriculture and the
difficulties in forming new banks under the Banking laws, the South
was unable to re-establish a viable network of commercial banks Lo
serve her agricultural economy.

2) That as a result of this failure to develop banks, the role

) T local Mesthmyt

of supplying credit fell to the local merchant, e because of his

N

small size and the limited extent of his market, introduced inefficiencies

and monopoly distortion into the capital markets.
That the local merchant by exercising this monopoly power

2
Qow Serpued Lrowsy?
1 )

interfered with the efficient production of agricultural commodities.

s I

While comprehensive data on the banking system of the United
States between the passage of the National Banking Act in 1864 and the
establishment of the Wational Monetary Commission at the turn of the
century is not available, it is nevertheless possible to develop =
reasonably accurate picture based upon the reports of the Comptroller
of the Currency and the retrospective studies of the National Monetary

Commission.12 This picture reveals that the South was unable tc keep

12) pter the passage of the National Banking Act in 186L the
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An examination of the traditional arguments provided supporting
the presence of economies of scale in the ante-bellum period suggest
that they were associated with slavery, and hence not applicable to
" the postwar situation.ll This is not to deny, of course, that sub-
stantial financial advantages to scale might have existed. The large
farmer was better sble to obtain credit in the market; able to bargain
more advantageously for supplies; able to obtain lower rates for
transportation, and higher prices for output. Wright concludes that
these factors were the likely explanation for the existence of large
plantations ([90], pp. 147-148). Unfortunately, very little evidence
has been uncovered which would indicate the magnitude of such gaiuns.
To the extent that they represent a substantial effect, they might
provide part of the explanation for the continued dominance of large
landholdings in the South after the War., The large landholder could
continue to obtain these marketing advantages by acting as agent for
his tenants despite the fragmentation of production. BSuch advantages
would be closely linked to the development of credit and marketing
institutions. They would not, however, rule out the possibility of
having small, efficient units of produection.

The arguments outlined above are admittedly only suggestive.

However we find them persuasive enough that we tentatively accept the

11, good summary of the traditional argument favoring economies

of scale is in Gray [25], pp. 478-80. A detailed discussion of the
entire debate surrounding the efficiency and scale-effects of plantation
slavery can be found in Ransom and Sutch [50].
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Table 10. The distribution of farms by size and tenure of farm operator
in 1880 in the South.

Five States

Nine States

Eleven States

Size and Tenure Class Number Number Number
Under 50 Acres
Owners 46,037 120,040 140,489
Renters 61,807 90,469 101,751
Sharecroppers 108,898 187,731 231,509
Total 216,742 398,240 473,749
50 to 100 Acres
Owners 56,245 148,490 173,329
Renters 12,970 22,134 24,089
Sharecroppers 21,717 40,837 L7,967
Total 93,932 211,461 2h5,381
100 to 500 Acres
Owners 149,851 330,766 400,338
Renters 11,102 23,270 25,383
Sharecroppers 15,195 30,310 44,008
Total 176,148 392,346 LEG,T29
Over 500 Acres
Owners 28,678 46,632 56,690
Renters 1,6L9 2,873 3,160
Sharecroppers 1,269 3,075 3,540
Total 31,596 52,580 63,390
All Sizes
Owners 283,811 645,928 770,842
Renters 87,528 138,746 154,383
Sharecroppers 147,079 269,953 327,024
Total 518,418 1,054,627 1,252,249

Note: The regions are defined as in Table 8.

Source: United States Census, Productions of Agriculture ...

pp. 28-29,

1880, [711,
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for a loan, but the rise of tenancy and the fragmentation of farming
operations meant that the factor would have to face the same problems
in supplying agricultural credit for many small farmers that faced
the commercial banks. Moreover, the cotton factor's position as the
primary agent in the marketing of cotton was being eroded by improve-
ments in transportation and communicastions, These allowed the large
planter or local merchant to deal directly with the mills,Z22

While the prewar merchant was the source of supply and credit
only to the small farmer on the periphery of economic activity, his
postwar counterpart became the major financial intermediary and retail
agent in the South. The interruption of the war and the breakdown of
the factorage system made provisions in 1865-66 very expensive.
Northern merchants, discharged soldiers and other entrepreneurs swelled
the ranks of existing merchants.23

This large influx of entrants did not disappear after the war-

time scarcity subsided. They were able to find a ready market arising

22
For a discussion of the improvements in the marketing of

cotton resulting from better communication and the development of futures
nmarkets, see Woodman [88], pp. 289-9L. Switzler [65] gives a detailed
account of the transportation improvements in the South from the War to

1886.

®38ce the remarks of Reid [52], pp. 4B1-482; Somers [61], pp. TO,
214-2k43: and Clark [15]. The impressions of travelers are in this case
supported by data from the census, which show a marked rise in merchants
and related trades in the occupations for Southern states in 1870 and
1880 (U.s. Census [70], [72], [731).
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from the newly created family farms produced by the widespread adoption
of tenancy. In dealing with this clientele, the local merchant offered
an important service; he had an established relationship with the
Northern credit market. The wholesagle suppliers in the North were
willing to send goods on commission, allowing him in turn, to grant
credit to the local farmers.

From this description, it appears as though retail trade in
the South should have produced a competitive market structure. High
returns to furnishing supplies to SBouthern farmers lured entry into
merchandising, and rivalry beiween entrants should have encouraged
competitive behavior. Moreover, entry was apparently stimulated by
the Northern wholesalers, who sent their own agents South and adver-
tised heavily in the newspapers of border cities such as Louisville,

St. Louis, and Cincinnati. For the interested entrepreneur, the
opportunity was clearly available.

Yet, by the 1880's, the market structure of Southern retailing
was universally attacked as being highly monopolistic. These views are
supported, furthermore, by more substantial evidence than the multitude
of complaints by individual farmers against merchant practices. Most
damning is the allegation that merchants gained higher returns than others --
as evidenced by their substantial accumulations of wealth. Writing in
1894, Charles Otken noted that: "everywhere are men engaged in the
furnishing business whose [original] capital ranged from $500 to $5,000.
In a period of twenty-five years, when southern planters were struggling

with poverty, debts, and the labor system, they managed to accumulate



L5

handsome fortunes, varying from $10,000 to $200,000"([43], p. 80).
Grady [24] makes a similar observation, and Harry Hammond, in a careful
survey of retailing and commerce in South Carolina in 1882 likéwise
notes the relative prosperity of storekeepers [62].

A second indication of monopoly power i1s the exorbitant
charges which the merchant leviéd against his customers for the provision
of supplies on credit. Such goods were sold to the farmer at "credit
prices" which were substantially above the "cash prices". The method
of charging interest through price differentials makesg the determination
of asctual rates of interest very imprecisze. A careful study by Hammond
of merchant charges in Louisiana and Georgia found effective rates of
interest ranging from 50 to 110 percent 24 ([28]1, p. 153). While part
of the explanation for these high credit charges is clearly sttributable
to inefficiencies and high risks associated with rural retailing, there
can be but little doubt that these factors fail to completely explain
the abnormally high levels of interest charged to farmers throughout
the South. A substantial element of monopoly power must have been
present.

It is not difficult to see why the local merchant replaced the

cotton factor as the principal intermediary in cotton after 1865. The

2LLI‘Ia:cmm:.u:td based these estimates on surveys of credit conditions
taken by the Georgia Department of Agriculture over the period 1880 to
1890 and by the Louisiane Commissioner of Agricultural between 1886 and
1896. A similar survey taken in 1887 in North Carolina [36] produced
the same results. Evidence abounds that these conditions existed
throughout the South (Otken [L43], Chapter 11; Harry Hammond [27], p. 517).
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factor no longer enjoyed g marketing advantage once communications and
transportation brought agents from the northern mills to the Bouth; and
neither the factor or the commercisl banks were willing to extend credit
to small farmers with no solid collateral. What is less obvious is how
the merchant was able to acguire and maintain an economic stranglehold
on the sources of credit to small farmers for the next 40 years.

The basic explanation behind the merchant's monopoly was the
essentially local nature of his business and the high costs of entry
to those who wished to penetrate his protected market. The most
important factor limiting the size of merchant operations was the need
for detailed informetion on the individuals to whom he was extending
credit. As we noted in our discussion of commercial banks, a personal
knowledge of the borrower's skills and trustworthiness was essential
to the lender of funds to small farmers. Such Information was usually
only gained through experience with the borrower over a period of time.
Certainly the loecal merchant who had painstakingly collected a "book"
on all of the nearby farm operators would be loathe to supply this
information to a competitor. The would-be entrant thus would have to
acquire the necessary knowledge thrcocugh the costly trial and error
procedure used by the existing merchant. Tt does not appear as though
the existing merchant could gain economies of scale by enlarging the
number of their clientele at the expense of a neighboring merchant,
since a merchant's operation entailed constant surveillance of each
farmer's performance. Expanding the number of customers would either
increase the risk of default or increase the cost of maintaining ade-

guate information. Limited transportation facilities available to small

farmers further prevenfed a merchant from attracting customers located a
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substantial distance from his store.

Because of the high entry costs, the potential gains from invad-
ing & merchant's market either by new entry or through expansion of a
competitor were small. Although we cited evidence to suggest that the
merchant made monopoly returns, it would still be a mistake to suppose
that the veolume of his profits were so large as to attract the serious
interest of a prospective entrant facing high entry costs. Despite hisg
high mark-up and substantial credilt charges, the volume of business of
the country merchant was invariably small. An 1882 survey of retailing
in South Carclina shows this dramatically. In the major cotton produc-
ing areas of the state, there was an average of one store for every 25
farms. The average wealth of these storekeepers was under $6,000 —-
substantially less than the average capital invested in the private

2
banks included in Tsable 15. 2

Not only were there relatively few farms
per store; the amount of supplies demanded by each farmer was also likely
to be fairly small. The needs of a fifty acre farm would surely not
exceed $100 per year in most cases.26 Even if the farmer asked for a
gregter sum, it is unlikely that the storekeeper would wish to bear
the risk of allowing & small operator to get that far into debt. Ac-
cordingly, the merchant's volume of business was small, with little
opportunity for substantial expansion.

Nevertheless, as long as he kept his market small, the merchant

could both hedge against risk of failure and prevent intrusion into his

market by binding the farmer to one source of supply and one outlet for

25The data are from H. Hammond [62], as reported in Switzler [65].
A total of 71,000 farms and 2,909 stores were included in the cotton
counties selected.

26The figure is rather crudely estimated on the needs of a farm
from the 1880 manuscript census data regarding implements, fertilizer, and
livestock feed, combined with the requirements of the family on the farm.
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his farm products. This was accomplished by the use of the crop lien.
We have already emphasized the inability of the small tenant farmer to
offer collateral of a sort which could secure a loan at a commercial
bvank. The merchant thus accepted a lien on the only available asset --
the forthcoming crop. Such a practice was fostered -- indeed made
possible -— by the enactment of crop lien laws which permitted the
merchant to legally enforce such contracts. Though passed to alleviate
the problem of securing credit for the small farmer, the effect of these
lien laws was to bind the farmer to a single merchant.zT The lien gave
the merchant legal title to the crop, effectively preventing farmers
from pitting one merchant against another. Once his crop was pledged,
the farmer had no further collateral, and he was committed to deal with
the lien-holder until all debts —— past and present —— were fully
repaid.

Other forces tended to further reduce the opportunity of farmers
to shop around for goods. The high illiteracy rates cited earlier meant
that the debtor could not readily check on the storekeeper's books.28
Nor was an illiterate farmer easily reached by advertising from some

nearby competitor or supply house outside of the region. Illiteracy

2T0n the early passage of lien laws, see Zeichner [91]; Banks (31,
Chapter III; Hammond [28], Chapter V; end Brooks [8], Chapter III. There
can be but little doubt that the lien system was widespread. See the
remarks by Hemphill [30] regarding South Carolinsaj by Janes [3L4] regarding
Georgia; and by Hammon [28], Chapter V; and "Southerner" [63] regarding
the South in general.

28Fred Shannon related a tale which illustrates this point very
well. Assured that the books exactly balanced, the Black cropper inquired:
"tihen what's I gonna do with them two bales I ain't done hauled in yet?'
'Tut, tut! Just look at that! Here's two pages stuck together. I'll
have to add this whole account up again.'" (Shannon [59], p. 93)
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unquestionably increased the costs of dissemination of information on
prices and goods for sale.29

If he were Black, the racist attitudes of Whites further prevented
the farm opersator from switching storekeepers. Denled voting rights
and participation in the law enforcement, the Freedmen were effectively
barred from redressing any grievances which he might have against the
merchant.

The small market of the merchsunt was, therefore, relatively
gsecure from competitive pressures. To be sure, if he reaped inordinately
large profits some enterprising entrepreneur might be tempted into the
market in spite of the high entry costs. And, occasionally, a farmer
might become sufficiently fed up with a merchant's monopoly prices
to move elsewhere. Yet neithér threat was likely to be significant.

The natural limits to the market tended to discourage entry by either
local rivals or northern merchants. The latter were content to supply
goods on comission to the Southerner and let him cope with the problenms
of rural credit to farmers. For the farmer to leave the region involved
g major expense under conditions of considerable risk. Once resettled
the likelihood remained that he would again encounter the same monopoly
practices he had left behind. Not until a completely new alternative

appeared —— migration to the urban areas of the North -- did the threat

29Thus it was only after literacy incressed markedly that a
serious external rival could develop to challenge the local merchant.
This was the mail-order house. The most famous of these was Sears
and Roebuck, founded in 1886,
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of moving become very real.30

There remains one puzzle in the development of credit insti-
tutions in the South: Why was the landowner willing to allow the
exploitation of his tenants by the merchant? Landlords presumably had
both the power (i.e. collateral in the form of land) and the incentive
(inefficient use of land) to challenge the merchant's monopoly power.
One explanation for this lack of action is the commonly held view that
the merchant and landlord were one and the same person. Such a merger
of interests would, of course, further enhance moncpoly power by combining
a monopoly of credit and land. Though it is generally accepted that this
union took place, the actual rise of a class of merchant landlords has
never been comprehensively demonstrated.31 Historians have cited scattered
instances of landlords becoming merchants and merchants becoming land-
lords (c.f. Woodman [88],p.311). An additional factor might have been
a preoccupation on the part of landowners with status rather than
monetary returns. Content with the relatively risk-free returns from
their lands, they might have been uninterested in the business of
merchants. But whatever the reason, our arguments and the evidence we

have presented indicate that the merchant's monopoly remained unchallenged

until the end of the century.

3OThis is not to say there was no migration in the South prior to
the exodus North in the twentieth century. In fact, substantial numbers
of White and Colored migrants moved within the South throughout the
Reconstruction period. However, the motives for these moves appear to
have resulted from the higher returns from better soil in the West, not
an attempt to escape monopoly in the native region.

3lBy 1900 the large number of "tenant plantations' is consistent
with the rise of a landlord-merchant class at a later date.
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The Southern retail merchant was a monopolist in s limited,
lecal market. Transportetion probléms, and the costs of transacting
buginess on credit effectively prevented an expansion of his business
through attracting s greater number of customers. Apparently, the
merchant was able to increase his volume of business and simultantously
strengthen his monopoly position by requiring his customers to concentrate
on the production of cotton or some other cash crop and purchase their
food from him. By virtué of his local monopoly he could refuse to
supply credit on any crop other than cotton. Certainly there is evidence
to support the contention that the merchant preferred a lien on a cotton
crop to one con corn or cother food crops.32 Not only did he see the lack
of self-gufficiency as an increase in his business, his particular
preference for cotton was based upon its lower risk, lower handling costs,
and greater marketability relative to food crops. The highly developed

internationsl market for cotton, coupled with cotton's lack of perish-
ability, staebilized the merchant's market from year to year price
fluctuations and the vicissitudes of local conditions in contrast with
perishable food crops. Moreover, cotton's resistance to crop failure

and the small farmer's familiarity with its production further reduced

320ropulien contracts were not infrequently drawn up specifying
that cotton be grown in sufficient quantity to cover all charges made
during the year. For example, see the crop-lien contract reproduced
in "Southerner" [63], p. 338. Bull disputes the prevalence of the one-
crop lien, and it is true that almost all liens extended to any crop
the farmer produced. However, such provisions served merely to give
added security to the debt in the case of a failure of the cotton crop
(Bull [11], pp. Li-h2),
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the risk of a cotton lien in the view of the merchant,
Contemporaries frequently voiced the complaint that the
merchants would refuse to deal on any other basis than a cotton lien.

A survey of both landlords and tenants teken by the North Carolina

Department of Labor Statistics in 1887 produced these typical reposponses:

The landlord and merchamts who furnish supplies on time won't
let [the tenants] sow much grain -- they want cotton: and
having to buy on time, they have to do as the merchant or
landlord says, and the result is, they do not often pay out,
and when they do they have nothing left (Jones [36], pp. 88-89).

+ « «we shall soon be swallowed up by the commission merchants
and gueno men. It is cotton! cotton! cotton! Buy everything
and make cotton to pay for it (Jones [36], p. 92).

We are obliged to buy on time and pay 50 or more percent, hence
are compelled to make money crops mostly to pay with: often-
times then otherwise fail to pay out (Jones [36], p. 129).
The merchant's insistence on cotton and his monopoly of credit
may have prevented the smaller farmers from diversifying even if it
was in thelr own interest to do so., Certainly the agriculturalists of
the time felt that the lact of diversification was one of the chief

3k

barriers to economic growth in the South. The argument was that the

33Fer similar contemporary opinions, see Otkin [43], pp. 54-6k;
and Smith [60], pp. 62-63, 156, Also see Hammond [28], pp. 150-152,
That these practices of the merchants continued into the mid-nineties
is supported by frequent testimony before the Senate Commission on
Agriculture [86].

3hThe classic statement of this position can be found in Grady:
"The first reform, however, that must be made is in the system of farming.
The South must prepare to raise her own provisions, compost her own
fertilizers, cure her own hay, and breed her own stock. Leaving credit
and usury out of the guestion, no man can pay seventy-five cents a bushel
for corn, thirty dollars a ton for hay, twenty dollars a barrel for pork,
sixty cents for oats, end raise cotton for eight cents a pound” [2L], p.
T723. Also see Jones [36], pp. 76-TT.



small farmer was "locked-in" to the production of staple crops by the
merchants. The resulting low productivity of agriculturé kept the
small farmer perpetually in debt, preventing him from escaping the
system. The advice which was constantly offered was for each farm to
become self-gufficient in the production of food.

Despite thisg advice, there is considerable evidence that after
the Civil War, the South ceased to be sélf~sufficient.35 Table 16
presents the per capita level of corn production and the stock of hogs
per capita in five Southern states at each census from 1850 to 1890.
The table clearly indicates a marked decline after 1860 and that the
per capita levels of these two basic foodstuffs had barely approached
one-half of the prewar level of production as late as 1890.36

It appears that the Southern agricultural sector became dependent
upon outside sources for its supply of food. All contemporary reports
agree that the small farmer purchased rather than raised z considerable
portion of his basic food requirements. Date presented by Hammond for
the sbate of Georgia indicabe that about 30 percent of the farmer's

requirements of corn, bacon, and hay were purchased rather than produced

35Rebert Gallmen has argued that ante~bellum Southern agriculture
was largely self-sufficient in the provision of foodstuffs (Gallmen [23]).
This conclusion upset the traditional view that slave plantationg spec=—
ialized in cotton producticn to the exelusion of food crops (see North
[b1]). This view was challenged by Albert Fishlow [21] and defended by
Robert Fogel [22]. Also see the rejoinders by Fishlow and Fogel and the
comments of the editor in Andreano [l], part IIT,

36This decline cannot be explained by a shift toward production
of other foodstuffs. While the Census data are incomplete. on the producticn
of miscellaneous crops, the data in [68] indicate & decline in the per
capita production of wheat, cats, barley, rice, buckwheat and rye. This
decline in per capita production represented more than just a failure of
Southern agriculture to keep pace with the population growth. The same
decline in food production is noted when computed on a rural population base.
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Table 16. Per capita production of corn and the stock of hogs for the
states of South Carolina, Georgia, Alabama, Mississippi, and
Louisisna, 1850-1890.

State 1850 1860 1870 1880 1860

A. Per Capita Production of Coran {(bushels)

South Carolina 24.3 21.k 10.8 11.8 11.9
Georgia 33.2 29.1 i4.9 15.0 15.9
Alebams 37.3 3.5 17.0 20.2 19.9
Mississippi 3.0 36.7 18.9 18.8 20.3
Louisians 19.8 23.8 10.5 10.5 11.7

Average, five Cotton
States 31.1 29.6 1b.7 15.6 16.3

B. Per Capita Stock of Swine (number)

South Carolina 159 Y 0.56 0.63 0.43
Georgia 2.39 1.93 0.83 0.95 0.75
Alabams, 2.47 1,81 0.72 0.99 0.9k
Mississippi 2.61 1.9L4 0.98 1.02 0.90
Louisiana 1:15 0,90 0.46 0.67 0.51

Average, five Cotton
States 2,11 1.6k 0.73 0.88 0.83

Source: Computed from data in United States Census Compendium of the
Eleventh Congress, [68], Table 9.
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et home ([28], p. 153). The survey of cotton planters taken in 1880
in connection with the Census indicates that this situation was common
throughout the South (Hilgard [311]).

To investigate this issue, we found that we required data on
tenure, race, and agricultural preduction which were not immediately
available from published sources. These data are contained in the
manuscript schedules of the Tenth Census of Population and Agriculture,
teken in 1880. These manuscripts list separately every individual and
every farm enumerated in thé censug. By combining the information on
the farm operator and his family from the populstion schedules with the
characteristics of each farm from the agricultural schedules, we were
able to obtain a cross section of Southern agriculture.3T The results
presented below are based on a sampling of a number of counties drawn
from the cotton growing region of the South as typical of the area in
which they are located. Trom each of the counties selected, we drew
3 random sample of at least ten percent of the farms enumerated by the

38

census .

371t was decided not to attempt an extensive analysis of the
1870 returns for two reasons. First, that Census suffered from a number
of deficiencies, particularly affecting the Southern states and the
Negro population., A second disadvantage of that Census from our point
of view, was the failure of the Agricultural Census to record the tenure
of the farm operator. The manuscript reports of population have been
retained by the National Archives. For details see Davidson and Ashby
[16]. The manuscript schedules for agriculture for fifteen Southern
states are available from the University of North Carolina. For details
of this collection, see Boone [7].

38F0r a discussion of the sampling procedure, see Ransom, Sutch,
and Boutin [51]:; and Ransom and Sutch [L9].
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The 1880 sample allows us to more carefully examine the fall in
per capita production of foodstuffs indicated in Teble 16. In Table b
ve present estimates of the total grain output per capita (expressed in
corn equivalents) in twélvé of the larger counties in our sample where a
detailed breakdown by farm size and tenure was possible.39 The data show
rather clearly that the small farms suffered a fall in per capita grain
outputs. In most cases the 1880 figure is below the low 1860 figure for
small farms; only three observations exceed the high 1860 figures.ho

The fact that farms after the War produced less grain per capita
does not prove that they were unable to meet their food requirements
through home production. Such a conclusion must rest on evidence of
& gap between production and consumption of food crops on the farm.
We have therefore constructed estimates of the residual grain surpluses
produced by farms in our 1880 sample. Our procedure parallels that of
Gaellman's study of ante-bellum Southern self-sufficiency [23]. The
total food output of each farm is computed in corn equivalents and matched
against the estimated requirements for feeding farm animals and seeding
crops. Our calculations differ from Gallman's in two important respects.

First, Gallman was testing the proposition that Southern farms were self-

39Following Gallman, we converted grains to corn equivalents by
multiplying grain output by the following factors: barley and buckwheat,
-TTl; oats, .51L4; rye, .85; wheat, 1.125; cowpeas and beans, 1.285
(Gallman [23], p. 7).

0The apparent rise in per capita grain outputs of larger farms
in 1880 is misleading since slaves were included in Callman's large farm
estimate as part of the population, while free labor after the War was
not included unless it actually lived on the farm. Other things equal,
& per capita figure should be substantially higher in 1880 when computed
on this smaller farm population.
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Table 17. Crain output expressed as corn equivalents, per capita by size
of farm and tenure of operator, regions of the South, 1879.

‘Tenants . ' - Qwnersg
Under 50 Under 50
50 or more 50. or more
Aeres Acres Acres Acres
in in in in
Crops Crops Crops Crops
(Bu.) fou.) © (bul) ' {bu.)
South Atlantic
Nash, N.C. 25.0 29.7 30.9 99.9
(74) () (97) (31)
Barnwell, S.C. 26.8 50,1 375 78.6
(57) (16) (41) (4k)
Twiggs, Georgia 22,8 35.0 k3,2 80.6
(36) (1k) (12) (16)
Piedmont Plateau
Taylor, Georgia 237 33.2 33.6 85.4
(16) (6) (25) (26)
Cowetta, Georgia 33.1 60,4 43.6 135
(75) (23) (40) (50)
Union, S.C. 21.0 100.9 31.2 87.5
(128) (21) (42) (L0)
Black Belt of
Alabame~Mississippi
Russell, Alsbama 16.1 5546 15.9 81.2
(139) (43) (36) (3k4)
Lowndes, Alabama 30.2 90.0 32.5 137.9
(229) (h2) (40) (21)
Rankin, Mississippi oL, 2 L8.7 27.6 100.6
(81) (11) (79) (32)
Pike, Alabama 21.8 41.6 34,5 Th.0
(75) (19) (82) (54
Alluvial Bagin
Tunica, Mississippi 22.6 157.5 22.5 433.0
(b1) (9) (6 (11)
Yalobusha, Mississippi 22,1 Yo 7 50,8 109.2
(781 (12) (72) (32)
Estimated grain per 30=41 51-61

capita in 1860
(Gallman)®
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Note:

The numbers in parentheses are the number of farms in the sample with
the given characteristic.

8Gallman [23], p. 7. The estimates are not given by tenure for 1860
and are thus entered in the "owners" columns. The figures represent
the range of Gallman's estimates in the size classes.

Source: Computed from data in the manuscript schedules of The Census of
Agriculture, 1880,
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gufficient. Accordingly, he chose estimates of consumption which were
deliberately upward biased. Bince we are testing for the absence of
self-sufficiency, we have employed lower-bound estimates of requirements.,
Second, Gallman estimated the consumption needs of both people and
animals on the farm, We have chosen to estimate the residual grain

per capita left for human consumptlon. A zero residual or even a

small surplus under our calculations could therefore imply a need for
added food purchased off the farm.

The most seriocus obstacle in egtimating self-sufficiency is the
absence of accurate data on Southern feeding and seeding practices
around 1880, The earliest reliable data are thoge developed for 1909
by the U.S. Department of Agriculture [83]. These are the figures employed
for the meost part by Gallman. However, they surely overstate minimum
requirements in 1880. To obtain lower bounds, we have reduced the USDA-
Gallman estimates to approximate what we feel would be minimal levels

. ; ; ;
of feeding. ~ Tor the seed requirements, we have relied on Seaman's

thhe figures employed in our egtimates, and those of Gallman
([23], pp. 10-11) are:

Animal Gallman Ransom—-Sutch
Horses 38.11 15.0
Mules 38,11 10.0
Oxen 38.11 15.0
Cows - 8.99 L.0
Other Cattle 2,60 1.0
Sheep 0.6 0.0
Swine s T.5

The requirements for horges, mules, and oxen-are adjusted in accordance
with observations by Battalio and Kagel ([5], p. 30) that feed requirements
ranged from 11.7 to 33.3 bushels for horses and oxen, and two-thirds that
amount for mules, The feed reguirements for swine were judged from the
evidence by Seaman ([58], p. 275, 353) that it took seven bushels of corn
to grow one hundred pounds of live pork, and the U.S.D.A. estimate ([82],
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1852 figures.hg Despité thé roughnegs of these éstimates, - find it
highly unlikely that food requiréménts for the Southern farm would be any
less. If, using these consumption réquirements, théré is zéro residual re-
maining for the farm family, it is unlikely that thé farm was sélf-sufficient.
Table 18 presents our éstimated grain residuals by farm size and
tenure of operator, aldng with the percentage in each class which produced
no surplus grains. In the Black Belt and South Atlantic areas the proportion
of small fanns.with no residual was seldom less than twenty percent and
frequently above thirty-five percent. If one considers the need for human
consumption (about 15 bushels of corn per year for an adult), the only
county with self-sufficient small farmsg was Cowetta, Georgia, On the other
hand, large farms in all of the counties of Table 18 appear to have produced
residuals large enough to amply supply their needs. These residuals ignore
the stocks of swine which might serve as food. Nonetheless, the estimated
surplus grain residuals seem so small in most cases that, unless they wished
to slaughter their entire stock of swine in a single year, most farms would

have to buy additional food.h3

pp. 120-126) that ten bushels were necessary for one hundred pounds of
pork in 1909, (See the discussion by Gallman [23], p. 13.)

l+2Seed requirements, all from Seaman [58], are as follows: Corn,
1/50th (p. 275); vheat, rye, and barley, 1/10th (p. 625); oats, buckwheat,
peas and beans, 1/12th (p. 453 and 625). These are the lowest estimates
which Seaman cited for these various crops.

l}3Es't;:Lmazrtr—:s were computed assuming no corn was fed to hogs.
Though the proportion of non-self-sufficient farms fell sharply, the per
capita grain residuals were still barely enough to support an adult in
all but Barnwell and Cowetta Counties, And, of course, no food would
remain to feed swine,
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Teble 18. Evidence of self-sufficiency by size of farm and tenure of
operator; regions of the South, 1879

‘Tensnts Owners
Under 50 Under 50
50 or more 50 or more
Acres Acres Acres Acres
in in in in
Crops Crops Crops Crops

' ; a
I. Estimated grain surpluses per capita in bushels of corn equivalents:

South Atlantic

Nash, N.C. 10.6 (32.5) 3.k 4i.0
Barnwell, S.C. 11.2 2k.2 13.2 B5.1
Twiggs, Georgia 9.6 17.6 6.8 42,0
Piedmont Platesu
Taylor, Georgia 0.k (12.8) 1.39 36.9
Cowetts, CGeorgia 19.7 43,5 18.6 92,2
Union, S.C. 13.1 6h, 13.9 62.1
Black Belt of
Alebama-Mississippl
Russell, Alsbama L, 2 33.8 -0.96 35.9
Lowndes, Alabams 16.2 61.5 8.8 89.5
Rankin, Mississippi 2,2 E3.1 -11.8 230
Pike, Alsabams 7.0 20.9 2.8 35.2
AlJuvial Basin
Tunica, Mississippi 7.8 84,2 (-57.8) 100.8
Yalobusha, Mississippi 5.5 27.1 18.9 67.7
IT. Percentage of farms with grain residents of zeroc or less:
South Atlantic
Nash, N.C. 21.6 {0) 45.3 12.9
Barnwell, S.C. 19.3 6.3 17.1 13.6
Twiggs, Georgia 25,0 14.3 L1.7 6.3
Piedmont Plateau
Taylor, Georgia 50.0 (16.7) Lh.o 23.1
Cowetta, Ceorgia 8.3 0 15.0 6.0
Union, Georgia 10.2 4.8 11.9 2.5
Black Belt of
Alabama~-Mississippi
Russell, Alabama 33.8 9.3 55.6 1L.8
Lowndes, Alabama 17.9 9.5 350 19,1
Rankin, Mississippi k3,2 36.4 3.4 18.8
Pike, Alabama 21.3 31.6 47.6 9.3
‘Alluvial Basin
Tunica, Mississippi 29.3 11.1  (50.0) 36.L
Yalobusha, Mississippi 35.9 25.0 k.7 9.4
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Note:

The nunmbers in parentheses indicate estimates based on fewer than
seven farms in a cell.

SFor explanation of estimating procedure, see text.

Source: Computed from data in the manuscript schedules of The Census
of Agriculture, 1880,
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If a leck~in effect is the explanation for the disappesarance of
self-sufficiency sand the increased emphasis on & cash crop, we would
expect ﬁhat it would be the small tensnt farmer who was most susceptible
to this form of exploitation by the merchant. The large owner would
be able to resist control by the merchant because of his access to
alternative sources of credit. Accordingly, we examined the acreage
planted in cotton as & percentage of the total acreage reported in
crops, comparing small tenant farms with large owner—operated farms.

Table 18 presents the results for nine gample counties gelected
from the Southeastern states as typical of the agriculture of the
Atlantic Coastal Plain and the Piedmont Plateau. In every county of
the Table, small tenants cultivate a higher percentage of their tilled
land in cotton than do the large owners. ith the exception of Twiggs
County, Georgia, the differential is too large to be dismissed. Table
20 extends the analysis to the Alabama-Mississippi Black Belt and the
Lower Coastal Plain of Mississippi. In these two regions the pattern
is repeated without exception. Only when we turn to Table 21, which
presents data from four counties in the Mississippi Alluvial Bagin, do
we find a departure from the pattern. Perhaps the alluvial soil stands
as an exception because it is unusually suited to cotton culture, The
merchant would not need to force the farmer to plant cotton if it proved
already economically advantageous to speciglize in cotton to the exclusion
of food crops. Wright has noted that self-sufficiency béfore the War did
not extend to the fertile Alluvial Regions (Wright [89], p. 231), it is

hardly surprising that after the War the Alluvial Region continued to
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Table 19, Percentage of total reported acreage planted in cotton
comparing small tenants with large owners, the 01d South, 1879.

Tenants with Owners with
under fifty fifty or more
reported reported
County acres in acres in
crops crops
Atlantic Coastal Plain
Nash County, North Carolina 49.3 37.%
(71) (33)
Worth County, Georgisa 8.1 31.8
(18) (13)
Barnwell County, South Carolina he .k L4o.2
(65) (57)
Terrell County, Georgia W 0.7
(12) (28)
Twiggs County, Georgia 56.8 53.0
(36 (17)
Piedmont Plateau
Chesterfield County, South Carolins 37.9 29.3
(53) (9)
Taylor County, Georgisa 47.8 38.2
(15) (27)
Cowetta County, Georgisa ST.M T
(85) (58)
Union County, South Carolina 56,5 45.6
(136 (L5

Note:

The numbers in parentheses are the number of farms in the sample with
the given characteristic.

Source: Computed from deta in the manuscript schedules of The Census of
Agriculture, 1880.



O
WA

Table 20. Percentage of total reported acreage planted in cotton
compering smell tenants with large owners in the Central
Cotton Belt, 1879.

Tenants with Owners with
under Tifty fifty or more
reported reported
acres in scres in
Crops crops
Alabama-Missisgippi Black Belt
Russell County, Alabams 67.6 53.4
(152) (37)
Dallas County, Alabama T4.2 64.9
(ki) (26)
Lowndes County, Alabama 69.7 57.9
(248) (25)
Perry County, Alabama £6.0 51.k
(115) (60)
Clay County, Mississippl 59.7 h7.1
(82) (36)
Lower Coastal Plain of Mississippl

Pike County, Alsbama 5%.3 L6.3
(79) (53)
Lincoln County, Mississippi uB.6 L0.6
(54) (16)

Pike County, Mississippi 50.4 k2.5
(45) (28)
Rankin County, Mississippl 62.0 k9.1
(60) (34
Attals County, Mississippi 55.4 48.0
(67) (Lk)

Jefferson County, Mississippl 71.0 58.L
(107 (14)

Note:
The numbers in parentheses are the number of farms in the sample with
the given characteristic.

Source: Computed from data in the manuscript schedules of The Census of
Agriculture, 1880.
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Table 21. Percentage of total reported acreage planted in cotton
comparing small tenants with large owners in Mississippi

Alluvial Basin, 1879.

Tenants with

Owners with

under Tifty fifty or more

reported reported

acres in acres in
CTops Crops
Avoyelles Parish, Louisiana 52.0 Lo,7
(58) (16)
Tunica County, Mississippi T 73.9
(45) (12)
Washington County, Mississippi 73.8 78.9
' (17) (25)
Yalobushe County, Mississippi 54.3 50.6
(83) (32)

Note:

The numbers in parentheses are the number of farms in the sample with

the given characteristics.

Source: Computed from data in the manuscript schedules of the Census of

Agriculture, 1880
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exhibit a pattern of cotton specialization.

The small tensnt's emphasis on cotton (outsidé of the alluvial
region) was more than a simple scale effect. An éxamination of the
percentage of land planted in cotton by small ocwrmers in each of our
sample counties reveals no significant differences from the percentages
edopted by the large owners. Apparently, the small owner was able to
offer his land in mortgage to secure credit and thereby avoid a crop
lien and the resulting pressure to specialize in cotton.

In addition to the difference we find between small tenants
and large owners, we would expect the illiterate farm operator to be
more susceptible to exploitation by the merchant than the farmer who
could read and write, Table 22 presents the percentage of land devoted
to cotton by small tenants comparing literate with illiterate farm
operators in the Black Belt of Alabama and Mississippi: an area where
Table 20 indicates that the lock-in effect was particularly pronounced.
The sample data does exhibit the expected tendency, however the effect
is not as pronounced as that between tenant and owner.

It is difficult to explain the trends illustrated Ly these tables
without reccurse to some sort of lock-in mechanism, We would expect
that the incentives towards self-sufficiency, in the absence of a credit
monopoly, would be greater for the small farm than for the large. Through
volume buying, the large farmer could obtain quantity discounts on the

purchase of gupplies, and was also able to obtain a better price for his

thote that the two alluvial counties in Table 18, have grain
residuals below 10 bushels in 1879,



Table 22. Percentage of total reported acres planted in cotton
comparing illiterate with literate tenants; Alabama-
Mississippi Black Belt, 1879.

Tlliterate Literate
Tenants Tenants
with under with under
fifty fifty
reported reported
acres in acres in
crops crops
Russell County, Alabama €8.9 6.3
(104) (Lk)
Dallas County, Alabama T4.0 72.6
(115) (26)
Lowndes County, Alabama 71.3 67.0
(138) (98
Perry County, Alabama 66.8 65.1
(77) (37)
Clay County, Mississippi 62.2 55.6
(51) (31)

Note: The numbers in parentheses are the number of farms in the sample
with the given characteristiecs.

Course: Computed from data in the manuscript schedules of The Census
of Agriculture, 1880.
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cash crop from the purchasing agent. Small farmérs moréover tradi-
tionallyhaVE'beén ablé to incréase théir sécurity through home production.
Self-sgufficiency freés them from dependence from an cutsidé source of
supply at an uncertain price.

The results from the zample data cannot be éxplainéd as an
inherent biazs produced by the different forms of fenure. The sharing
of risk inherent in share tenancy would favor the production of high-
risk crops relative to owner-operated or rented fa.:r'ms..hi5 Since there
is ample evidence that cotton production in the post-bellum Scuth was
less risky than the production of food crops,l‘*6 we should expect to note
higher proportions of corn grown on sharecropped farms than either owner-
operated farms or farmg leased for a fixed rent. When the data from
tenant farms is disaggregated to separate out the sharecroppers, how-—
ever, exactly the opposite effect is found.

It has been alleged by historians of the slave econcmy that
there existed surplus labor in the South throughout the year except at
the time of the cotton harvest.hT Under these circumstances, the marginal
labor cost in producing corn was guite low. Because of the flexibility

inherent in the cultivation of corn, a corn crop could be planted and

h5This point has also been noted by Chueng [12], Chapter IV,

LL6Our sample of farms illustrates this fact for 1879. In each
of the counties sampled the proportional variance in the physical yields
per acre for corn were always higher than for cotton. Moreover, through-
out the period, farm gate prices of corn fluctuasted more sharply than did
cotton prices.

l‘T-C'rra:,r [25], p. 7023 Phillips [48], p. 125; and Gallmen [23].
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harvested without seriously interfering with the harvesting of the cotton
crop. Since the labor supply was capitalized, any return over the marginal
costs of the non-labor input was a contribution towards the fixed costs

of labor. In other words, the ante-bellum South was gelf-gufficient
primarily because of the capitalization of labor supply.

With emancipation, it might be argued, this mechanism would
disappear. The farmer could hire additional labor at harvest season to
aid in the picking and operate with a reduced force during the slack
season. The released lsbor could either find alﬁernaﬁive employment
during this period or remain idle, as might ﬁa%e been particulsrly the
case with women. The disappearance of self-sufficienty then, might be
attributed to the abolition of slavery.

The difficulty which we see with this argument is that it
overlooks the fact that with the rise of small family-operated farms,
the fixed cost effect would still bé felt by the family units. The
labor of women and children were a resource of the family farm. If
the returns to corn production during slack seasons were sufficiently
high the family farm would have no incentive to allow these resources
to remain idle. We would expect the small farms to devote a greater
relative effort toward the production of corn, if this fixed argument
were valid. In fact, we see exactly the opposite: small tenant farms
grow relatively less corn than their 1argér neighbors,

Another argument which might be made to éﬁplain the shift toward

cotton production would involve increased scarcity of labor relative to
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land after the War, If cotton production wére more land-intensive
than corn production, thén thig relative scarciby would produce an
incentive to increase the acreage devoted to cotton. Such a shifit,
would be a rational response to an increasé in the price of lsbor
relative to 1and.h9
Despité the appeal of such an argument, it remains almost
entirely conjectural. There is little evidence that cotton production
was more land-intensive than corn production. In fact, the reverse
may be more likely, for cotton regquired substantial labor imputs and
corn could be rather casually cultivated. There was, however, a greater
possibility of substituting land for labor in cotton than in corn. This
would be accomplished by a less intensive harvesting technique. Instead
of picking each field three or four times, & one or two pass system would
economize on labor. Yields per acre would fall, but yilelds pér hand

>0

would rise.

h8Under slavery Blacks were compelled to work and could not
consider any of their time az their own. Once free, they chose to consume
a portion of their time in leisure. Women and children, who before the
War were used as labor in the fields, opted to remain at home. The men
who offered their lsbor for wages alsc expressed a preference for leisure
which exhibited itself in an unwillingness to work on Sundays and
occasionally Saturdays as well, along with a desire for shorter hours
than was customary under slavery. See Loring and Atkinson [39] partic-
ularly pp. 8-9, 13, 15, 20, 22-23, and 110; "Southerner" -[62], pp. 330
and 333-335; Somers [61], p. 59; and Peter [47], pp. 9 and 21.

hgﬁn extreme form of this argument would be the presence of a
"Rybezynski Effect". Rybezynski argued that, in a two-good, two-factor
world, an increase in one factor would produce an absolute expansion of
the good employing relatively more of the other factor. In the case above,
the relative expansion of land would induce cotton expansion at the
expense of corn (Rybezynski [54], p. 337).

5014 ig interesting to note that, over the last part of the
nineteenth century, yields per acre in corn did rise relative to those
in cotton.
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Nevertheless, it rémains puzzling why a shift in factor prices
would have a greater impsct on small ténant farms than on owner-operated
ones. We find the préaence of & "lock-in efféct" to be & plausible
explanation for the disappearance of self-gufficieney and the concentration

on cotton by small tenant farms.

This paper has explored in some detail the question of how
problems in the development of credit markets in the South after 1865
retarded economic growth in that region for the last part of the nine-
teenth century. We offered three specific hypotheses to explain why
inadequacies in financial institutions developed, and how the resulting
inefficiencies in the supply of credit distorted agricultural production.

Our first point, that banks and financial intermediasries were
unable to develop in the South, has been recognized for many years. We
noted that this failure to develop credit institutions is hardly
surprising in view of both the barriers to entry in banking and the
nature of credit demands from the agricultural sector of the South.

Our second point, that the merchant-banker gained monopoly
power over the supply of credit to Southern farmers is also well known.
We find that this aquisition of monopoly power is readily explainable
in terms of the high entry costs into rural retailing. Protected by
a tight natural monopoly, the merchant was able to gradually develop

a monopoly not only of credit, but of provisions and supplies as well.
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Our third, and perhaps most sgignificant finding, was that theré
exists & broad basis for support of the viéw that the merchant was-able
to coerce his customers into éﬁcessivé production of a staplé ¢rop in
order to reap the profits of selling foodstuffs to the farmer., This
"lock-in effect", by fostering a dependence on outside sources of food,
seriously altered the composition of output in Southérn agriculture.

Of course, credit problems alone can not fully explain the
economic backwardness of the South throughout this period. Investment
in education, farm reorganization, and race relations all contributed
&8 perceptible influence on the course of Southern economic development.
Yet, on the basis of our arguments in this paper, we insist that the
inability to develop an efficient supply of credit to small farmers
was the dominating factor retarding economic growth in the postwar
South. Any explanation of economic trends in the South after 1865 must
begin by dealing with this problem. Such a beginning was the purpose

of the present paper,
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