542 5 2 W BT K # F RALHSHER) Vol. 42, No. 2
2012 4F 3 A Journal of Zhejiang University ( Humanities and Social Sciences) Mar. 2012

FTEHE. ERALEE ALBREEHFAFIELEIE DOI: 10.3785/j. issn. 1008-942X. 2012. 01. 211

2!

E Sy
A=

P B B AR B AL f A TR B 1Y

ke EHE
BT — 8 P M S K2 40 B T A 28 JE o 4 A 2 B, BTV 40 BC T 07102 - 1801)

[H ZE] RES—RESNAZET 19 b 50, i e 5 25t Pudty sk, — B e iom ok . 58
TR A AR AR N AR PO B 2007 AFE BB ZHT I S 24 SV - ORI K R B R,
SR, 22 5% b B8 KO AR AU, & Bl G Xk 3585 4 57 9 TR A4 ) 2 B0 0 A L X 2 K B0 1) i 9 200 A B0 A
SRUTUR AT P . 35 [ P U BE 4 IoF BT 7 A 114 I 880 LA R BB o 7 ) 3R 478 45 it A B 1 A i Jre b Y v [ 4R 43
AR

[R@IA] KM, el ST K; 427 F,; BUTIRE, BORER

Two Gilded Ages in the United States and Transformation of Governance
Yahong Zhang Qiushi Wang
(School of Public Af fairs and Administration, Rutgers, The State University of
New Jersey — Newark, Newark 07102 —1801, U. S. A.)

Abstract: The first Gilded Age of the United States was the late 19th century, right after the
American Civil War, and the second Gilded Age refers to the period from Reagan administration
to 2007 when the financial crisis occurred. Both Gilded Ages witnessed rapid economic growth.
However, rapid economic growth was not necessarily cost-free. It might have been achieved at
the expenses of the interest of disadvantaged labor class and of long-term public interests, and by
the abuse of natural resources. This article focuses on the problems of the Gilded Ages and the
policy solutions provided by the American government. The lessons left by the two Gilded Ages
might be of value to policy makers in China whose economy is experiencing rapid growth.
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TR AR A R AEON B A BA S R SR RS . /NGRS s e T Y
B At 2 B0 S L AATTASE G FH << B 4 BT AR 7 3 A 1) ok A DA b iR 4 (1861—1865) 45 A H] 19 4 K
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PP R Y 8 U G 5 AR B At S 0P JE AR DT AR
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H B At RUR 3 T 25 B A R Tl L AR IR S AN TR S S T R R e, X —
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BN T 800 T3 HIRIMIARAT A I INZE T — A5, BE A mHCE Bt TRA L B R kA
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FE WA R B A 7 AR 25 4, e A AT 5 T BOE AR R ARG FA T 22 B AR W4 i [l 4, T ek
8 LA R TR S T I e Z T A T I 1 58 T AR L 8 B 0 A I AT T A IR B
2, BRI T 28 TN A g 0TI A i e A B4 T IR T 28 BN NI R A2 i R R A RE I A R
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VE I P 57 9 06 FR L A0 A N BB ST A T 1 57 AR B U AR R K JE TN AR 2 A4 A
A, G40, 1902 4F, SEEET TG 2 & S TN RS T, g 3ok it e R ORHEE B L 51 & T — 2
Eapl, WRZ « B SSEE 8T M5 TAHTE A B R, 55 B0 I8 Z W 8 TAERR A
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IR, PREE OR 3 28 i 0 7E — L8 b J7 BORF b 45 BB 10 B, e dn, 1894 4FE 25 £ LA 5
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Je L 20V I T R PR B U 4 T R Ak DL R 4 b g 2 Uk A I W, R 36 1 R 45 R 4
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FDURBIE) (2 R4 e A EREAE A EEAR G ) (3 ZRUEFR IR A 7] (AIG, MBIA,AMBAC) X 3
KIFHMAY B3 AR AER /R HE) . A 1990 4F 5 2008 4F, 2 AR AT A9 E0E M 15 000 FIF /D 5|
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32 5] 4 Rl 77 B B 4 e AR Y B ™ B )R WA RS T DL R i B R i 2R U R B
136 20 4228 30 AR R AT BRI 1940 4R 5] 1980 4FE /Y 40 4F ], 32 LB 32 SCE2 ), BURF
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i FER BN T 7 2 (B /N 52 BRSP4k . 20 TEAD 80 AR AR 1Y it
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AEE SR HBTE 2007 SRR R T ORMUBL R G R AE AL — g 2007 4F 3 AR IT IR — 2L R R A L 2y
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FlFEHL A A A 1 7R

WA 53 T B A A L 4 RS TG A B 2007 ARk A Y 22 B FE ML 51 1 R A) Y R BB UG
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99%7, WIRRE A K 1R & 1l 2 B0t 2 W s, BN B I AT 8O B R R 99 %6 A 1 A A
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W, ELHRNBREREF —RUAE2ER
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A Al — i B 58 Cop MR —— P 5 32 B0 1 A S 8 BSOS i 1] = SR8 S AR GE 9 Al BE AR S
1 16] T /NBUR AR BE R 5 B 32 58 55 A P BESCBOR 8 35 108 #4523 B, 32 5K SBORF IO 39 T A0 4 £ — 6 521
T kA B At 2 8 A REIR X BLIRATE e — T T B B i X 56 [ 1 BOR L L DL T A P A
M2 7 JE R ok IF BB SE TR — 28 T RERY BUOR E 1]
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BRI, . 2550 11 345 4423 vh 22l A5 ) 5% [H O i it AR A 4 T 24 AR . X — PR il 4k 25 X5
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WoF TR S AT 55 18 FE R 0 . AR 5 1 DU B A A 19+ g S £t 55 4 0 8 L 78 BLAR FRBL Y 8 4RI
] B, [ K i 55 AN 2 1 A2 R eHil Tt 5 2. 85 43T, 4k AR Z J5 )8 [ o 2L F e 1 32 11 1
SNGETETE VEI 1 i A5 SR B FRRE SEAT I B BOR L ABAE R I 55 FI AR R 0 T L I AR5 A 1]
B T2 58 45l i 102 2 Bp TR B AR B E A

A 2 O T A R G B R B — Rt E B E s, X R TR T . AR,
AREAR G R L 28 T IR IR B R B A O TEAE S TN RO EcE RA RS . b 1993
AT LA TR MR B XTI A B 19 1. 2% & AL B AT AR BRI 28 % M =
36% 1 36. 9% s [ B REAR — T 0@ AR W A ZEBE 1 i 45 B 3 LA K 90 Yo 1 /N Ais ol 1) i 45 B 3%
T AR Y Al AT O R B SR AR TR AR TR, . BTN Y B A B D P D SR
20 T PR AT I, 56 RIS R SE B T W BB A, D3 A S MR ZEAR b e gR T B TS A
REBEYT ORI H A5 Y B 7 B8 07 58, IR AN a8 4% g i i L 1B DR AE 2 O, B 6E R < 1) 7 B 1 51
P R I NI S I LB

ZJE W/ AT S GE TR S AR B T B SR 2R TR BTG T 05— BB R . A A A 9B B
FALHE WA 57 75 (2001 4F 48 3% B K 5 8B M #  %€ ) (Economic Growth and Tax Relief
Reconciliation Act of 2001) & (2003 4F 3t b A1 28 5 #85 1< sk B 98 A1 ¥ % ) (Jobs and Growth Tax
Relief Reconciliation Act of 2003) ., J& # 1F J 1l & M9 5 I FUES 78 . P03 A7 RO #ER A 2010 4F 5 L M
FE [ 23 Ji I A] PR g A SE A DB AT R L A A ISR V2 SR PR Sy 36 [ g s RS e O ) DR 2
B R A N AT 5 AW 85 B R G iR e b e R 5 B A A L S A BT AR B R UL E T
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I. The First Gilded Age in America

In 1873, Mark Twain and his coauthor Charles Dudley Warner published their novel The Gilded
Age— A Tule of Today , in which they satirized the greed and political corruption of the western
speculating investors. eastern entrepreneurs, and public officials in the post-Civil War America. The
novel depicted the reality of that time so vividly that since then people refer to that period in American
history as the "Gilded Age.” The most striking feature of the first Gilded Age is the coexistence of the
rapidly growing economy and increasingly severe social conflicts.

The end of Civil War paved the way for the development of capitalism in the United States.
Expansion of US territory, waves of immigrants, and newly-found mines in the West caused the US
economy to grow very rapidly. By the beginning of the twentieth century, the United States had become
the number one industrial power in the world. However, advances in economy didn’t come without a
price. In general, we can summarize the major economic and social problems in the Gilded Age as
follows:

First, economic resources were highly concentrated and many industries were monopolized by a few
capital powers. In 1901, about 1% of the companies produced about 44 % of the total industrial products
in the United States. As Rutherford B. Hayes, the 19th US President, once put it in his diary:"This is
a government of the people, by the people, and for the people no longer. It is a government of
corporations, by corporations, and for corporations.” Second, linked to the economic monopoly was the
problem of social stratification. In the Gilded Age, the economic prosperity was not distributed equally
among all social strata. By 1900, the wealthiest 1% of US population possessed about 87% of total

wealth, whereas 1/8 of the total population lived in extreme poverty. During the same period, conflicts
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between workers and capitalists became more frequent, intense, and lasting. Third, there were serious
deficiencies in public administration and governmental regulations, jeopardizing natural environment and
food security. In a free market economy lacking governmental regulations, firms tended to merely
maximize their own profits and disregard the externalities. As a consequence, increasing pollution,
deteriorating environment, and rising fatality rate took place. Finally, corruptions occurred more
frequently and on a larger scale at all government levels, and defects in the political system became more
and more obvious. Both the federal and state governments adopted the spoil system, a practice where a
political party, after winning the election, gives government jobs to its voters as a reward without regard

to their qualification. The spoil system made governments inefficient and corrupt in the Gilded Age.

I[I. The Governance Transition during and after the Gilded Age

As early as in the 1870s, the call for reforms had begun to rise in the United States. But it was not
until the 1890s before the idea of "progressivism” was gradually accepted by the middle class and finally
evolved into a large-scale political and social Progressive Movement. As summarized by some scholars,
the progressivism reform restructured the social consciousness and pubic management in five major ways:
reinterpreting capitalism, especially the overly liberal and totally uncontrolled capitalism; building social
responsibility and accountability; redefining the role and function of government; re-understanding the
meaning of " democracy”; and emphasizing on "efficiency” and ”scientific methods.” In line with these
ideological changes provoked by the heated social conflicts in the Gilded Age, the progressives managed
to carry out many far-reaching reforms:

First, the reform in government employment system. The United States passed a federal law "The
Pendleton Civil Service Reform Act,” which stipulated that government jobs should be awarded on the
basis of merit, rather than of ties to politicians or political affiliation. The Pendleton Act reduced the
partisanship, improved efficiency, and curbed corruption. Second, the municipal reform. Before the end
of the 19th century, almost all American cities adopted a governing structure that was similar to that of
federal and state— strong mayor and spoil system. The reform weakened the mayor’s power, eliminated
the spoil system, and promoted the use of professional city mangers. Third, exposing corruption.
Muckraking became popular at the beginning of the 20th century. The journalists exposed waste,
corruption, and scandals in the highly influential Medias of national magazines, such as Collier’s Weekly ,
Munsey’s Magazine, and McClure’s Magazine. They called the public attention to the problems and
forced the governments to change. Fourth, adjustment on economic policies and the labor-capitalist
relationship. The polarization in income brought about social turmoil in the Gilded Age; and the
progressives were committed to rebuilding social stability by limiting monopoly power and establishing
new employment standards to improve the living condition for the working class. Fifth, environment
protection. Laws and regulations such as "Rivers and Harbors Act” of 1899 were passed at federal, state,
and municipal levels to protect the environment and reduce waste. Finally, food security. "Pure Food and
Drug Act” and "Meat Inspection Act” were passed by the Congress; and the amendments to these acts
finally led to the establishment of today’s Food and Drug Administration (FDA).

In short, the rapid economic growth in the Gilded Age produced many social and political problems.
The government had to slow down the growth in order to deal with these problems. This was not an

easy task of course, which took America about twenty years to complete the process.
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[ll. The New Gilded Age

The period between 1981 and 2007 is so-called Reagan Era, or the New Gilded Age. The
most prominent feature of this era was the fast economic growth propelled by new industry,
particularly the information technology. as well as a series of economic policies. The growth,
however, came at the cost of polarization in wealth distribution, and the monopoly and corruption
of the financial sector. According to the data from Bureau of Economic Analysis and the
Department of Commerce, from 1981 to 2007, US GDP grew at 6. 2% per year, or 3.1% on a
real dollar basis. In the same period, the polarization in wealth redistribution also accelerated
significantly. In 2005, the wealthiest 5% of the households controlled 37. 2% of the total wealth,
representing a 14. 2% increase from 1980. In the New Gilded Age, more and more social wealth
fell in the hand of financial oligarchies such as the biggest investment banks, financial groups.
and insurance companies. By 2007, the financial sector counted for 20% of the total economy
while the production sector only counted for 12%.

One of the biggest problems in the Reagan Era was the lack of supervision over the financial
institutions. In order to maximize their profits, these financial institutions, investment banks in
particular, took advantage of the dot-com bubble in the early 2000s, and the proliferation of
financial derivatives since the late 1990s. They reaped huge profits at the expenses of millions of
small investors. When the subprime mortgages inevitably caused the most severe financial crisis
in 2007, none of the high-level managers of the investment banks got punished for their
mistakes—they got fat bonuses from the government bailout money instead. In September 2011,
the Occupy Wall Street began from New York, and swiftly spread to many other cities and
countries. The protests are against social and economic inequality, high unemployment, greed and
corrupt financial sector and their undue influence on government. The protesters’ slogan "We are the
99%" refers to the growing wealth inequality in the U. S. between the wealthiest 1% and the rest of the
population. Although it is still too early to make any judgment, the Occupy Wall Street movement

clearly shows people’s disappointment about the New Gilded Age and their desire for reforms.

IV. The Transition of US Policies in the New Gilded Age

Republican presidents were in office for the most part of the two times of Gilded Age. In the first
Gilded Age, Republican and Democratic parties both adopted liberal economic policies without much
discrepancy. During the second Gilded Age, however, the two parties differed significantly in policies—
the Republican Presidents (Reagan, Bush, and Bush) advocated the traditional liberalism, favoring small
government, and low taxes, whereas the Democratic President (Clinton) emphasized redistribution of
social wealth through taxation and was inclined to increase budget to help the disadvantaged social
groups.

Once Ronald Reagan took office, he promptly switched from the Keynesian economics to the
supply-side economics. Reagan administration reduced the governmental intervention in the market,
loosened the regulation on the financial sector, lowered tax rate and simplified tax code, and cut

government’s spending. Reagan hoped to encourage private investment and control the inflation through
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the new economic policies. He favorably protected the welfare of the wealthy while neglecting the poor.
He also took an intransigent attitude towards unions and workers’ strikes. One consequence of Reagan’s
policies was that the national debt rocketed from less than 1 trillion to 2. 85 trillions during his terms.
Some scholars view Clinton’s administration as the beginning of new progressive era, which might be too
optimistic. Clinton increased the marginal tax rate for people in the top bracket, lowered taxes for small
enterprises. These policies quickly led to the decrease in poverty and balanced budget. Clinton also
pushed hard on the healthcare reform, but his effort failed due to the formidable cost of his plan.

George W. Bush’s administration took advantage of Clinton’s legacy and started a new round of tax
cut—about 3 —5% cut for every tax bracket. This was done primarily in hopes to stimulate the stagnant
economy. However, in reality, it increased poverty rate and lowered the median household income in real
terms. The huge expenditure in anti-terrorist wars, together with the tax cut, caused the US public debt
to reach over ten billions by the end of Bush’'s administration. After the New Gilded Age, the United
States has been trapped deeply in the quagmire of fiscal crisis. President Obama seeks to reform the
taxation policy and healthcare system. Nevertheless, the overarching tasks such as increasing job
opportunities and stimulating economy have prevented him from making substantial moves in that
direction. Regarding the problems with the Wall Street, Obama has not taken any significant measures to
date.

In reviewing the history for the past few decades in the US, we propose that the key to the success
of future reforms is that government should properly intervene in the market and regulate the financial
sector so that it can create an environment, in which the market can operate smoothly and efficiently. In
the next few years, the US governments may take the following actions: (1) changing the current tax
policy to make it more suitable for the needs of economic growth and to make it fairer to the poor;
(2) adopting new rules and laws to regulate the financial market, so that it functions with less fraud and
loopholes; and(3) investing more capital in research and development projects to explore new technology
and new energy. In addition, government spending should be overhauled so as to curb the fast debt

growth and also to reduce waste.

V. Lessons from the Two Gilded Ages in the United States

The two Gilded Ages in the United States both featured the high speed economic growth and great
leap in living standard. However, both periods created huge social problems and conflicts, including
unfair redistribution of wealth, monopoly, corruption, and social turmoil. The lessons learnt from the
Gilded Ages inspired us to rethink the relationship between economic growth and development. It is our
hope that such rethinking of the US case could provide useful clues for the future development of China.

First, economic growth is a means, not an end; the economic growth should ultimately serve the
purpose of achieving a balanced progress in both wealth and culture. On the wealth progress, a
government may take advantage of the increased purchasing power and advances in new technology
brought about by the economic growth to gradually improve the living standard and comfort level of the
citizens. On the cultural progress, the ideal model is that the general public’s feelings about safety,
satisfaction, and social accountability are fulfilled better and better along with the economic growth. If a
government makes economic growth (GDP growth rate, for example) the sole and overarching goal and

pursue it at all costs, the severe conflicts between economic growth and balanced social development will
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take place, and conflicts between different interest groups will inevitably occur.

Second, even from the perspective of pure material progress, economic growth should not be
thought of as the faster the better. On the one hand, economic growth should benefit the majority of the
society, not just a few privileged citizens. The economic growth and the fairness in social wealth
redistribution must be achieved simultaneously for the economic growth to be meaningful. On the other
hand, the improvement in wealth progress should also be sustainable. It cannot be achieved at the price
of future generations’ welfare. Once the environment is polluted, it may never be able to get recovered.
Therefore, a wise policy is to achieve a moderate economic growth while taking steps to phase out highly
polluting industries and protect the environment,

Third, neither the market nor the government is omnipotent. The two should each do what it does
best and function as supplement one to another. The market is the essential mechanism in allocating
resources, and can maximize individual interests while increasing the total social wealth if used properly.
However, the market can do little in providing and distributing public goods and services. Therefore,
governments should take on this responsibility and make laws and rules to regulate the market so that it
can operate properly and to the best interest of the majority of the society. It is an American tradition
that people believe in free market and small government. But the history has proved that such belief and
practice could lead to excessive concentration of industry and monopoly, unfair redistribution of wealth,
and ultimately stagnant economy. In contrast, if the government grows too large, the government itself
will be turned into a big player in the market place. In other words, it will serve as both the player and
the judge at the same game. Under such situation, the state-owned-and-operated monopoly will emerge
and corruption will become rampant. This will also strangle the economy and obstruct social advances.

Finally, considering the relationship between market and government, performance measurement of
public servants should be revisited. Public performance should not be measured solely based on economic
indicators; instead, it should be done by using indicators that measure how well they provide public
services to the citizens. It is also essential to fight against corruption in the time of rapid economic
growth. The muckraking movement, an approach used in the first Gilded Age, might be copied to
another country with fast economic growth. In the meantime, transparency and due process of

government can provide institutional foundation to prevent government officials from corruption.
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