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Commercial non-intercourse was greeted as the strongest weapon of coer-
cion, but proved to be a useless one . . . it was used as an adjunct to mili-
tary operations, and in so far as it was effective—in the case of the South,
whether as a result of the Federal blockade or of Confederate legislation—
it weakened the country for waging war effectively by shutting off foreign
supplies. (Schwab 1969, p. 265)

here is no shortage of theories to explain the victory of the Union gov-

ernment over the Confederate government,! but most explanations

rest on the conclusion that the North defeated the South because it
was larger in terms of labor and capital.2 Corollary views are that the
Confederacy was underdeveloped in terms of national identity and govern-
ment structure or that slavery and free trade made the South deficient in
industrial capital and free labor to arm and fill the ranks of its army.3 In con-
trast, the economic analysis of war is not based primarily on the quantity of
resources, but on the ability to use those resources efficiently for both mili-
tary and civilian purposes.*
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10n the continuing interest in this question, see especially Boritt (1992) and
Gallagher (1997).

2For examples of the “Traditional View,” see Jones (1909), Beringer, et al. (1986), and
Current (1960, p. 22), who argued that the differences in resources was too great for the
South to win and that “God was on the side of the heaviest battalions.”

3See, for example, Owsley (1925) for the prominent view that “states’ rights” prevent-
ed the Confederate government from obtaining necessary supplies and soldiers.

#This view, as adopted within the Austrian School, is expressed in Mises (1949).
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Some historians have come to believe that the South had sufficient
resources to achieve independence, but they blame its defeat on the incom-
petence of Confederate leaders. These historians claim that the Confederacy
should have pursued a more aggressive interventionist economic policy with
the goal of creating a powerful central government capable of transferring
more resources from the economy to the military®> Louise Hill (1936)
described the Confederacy as “the most successful demonstration of State
Socialism to be found up to the time in modern civilization,” suggesting that
the Confederacy lost because it failed to adopt socialism and, in particular,
failed to nationalize international trade in a timely manner.

Given that the smaller and poorly equipped armies of the Confederacy
regularly defeated or fought to a stalemate the larger and better-equipped
armies from the North, it is apparent that some additional economic factors
determined the ultimate outcome of the Civil War. It is here that the Union
blockade of the Confederacy takes center stage. Blockades are notoriously dif-
ficult and costly to enforce, and at the outbreak of hostilities the Confederacy
had a distinct naval advantage with its extremely long coastline offering
numerous established ports and deep-water harbors. The Union did have
more ships and sailors than the Confederacy at the beginning of the war, and
the overall number of ships and sailors ensured that it would only be a
“paper” blockade.6

As the war progressed, the Union expanded its navy, blockade fleets, and
bases of operation on the Southern coast. International trade with the South
fell dramatically when the war began, and private trade was nearly extin-
guished by the end of the war. A large number of writers have found the
decrease in international trade to be a significant contributing factor in the eco-
nomic and military collapse of the Confederacy.” As a cornerstone of Union war

SPresident Jefferson Davis has been often criticized for his leadership. The complaints
directed toward him usually center on the failure or delay in obtaining the traditional
resources for war, such as nationalization of transportation (railroads), heavy taxation,
blockade regulations, and the conscripting of slaves. Note that this explanation becomes,
in effect, a “states’rights” argument because all of these failures rested on Davis’s reluc-
tance to infringe on the sovereignty of the states, impinge on private property, or to vio-
late international law.

6At the beginning of the Civil War, the Union could only launch three steamers and
lost nearly three hundred naval officers because of allegiance to the Confederacy. The
South had more than three thousand miles of coastline, with Bermuda, Nassau, Havana,
and Mexico within short distance of its borders.

"Bern Anderson (1962), E. Merton Coulter (1950), Mary Elizabeth Massey (1952,
1965), Charles Roland (1960), and James Soley (1883). No one to our knowledge claims
that the blockade did not play a role in the Union victory. Noted historians Frank Owsley
(1931) and Frank Vandiver (ed., 1947) found the Union blockade to be ineffective, as did
many high officials in the Confederate government (Beringer, et al., pp. 58-59). However,
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strategy, the blockade would have appeared to be the first and most important
blow struck by the Union.8 The blockade not only directly thwarted the
Southern economy but also contributed to the demoralization of the Southern
people by encouraging the importation of luxury goods during the war.® Civil
War scholar John Schwab described the blockade as the “most powerful tool
at the command of the Federal government in its effort to subdue the South.”
Schwab concluded:

[Wle lean to ascribing to the navy the larger share in undermining the
power of resistance on the part of the South. It was the blockade rather
than the ravages of the army that sapped the industrial strength of the
Confederacy. (1969, p. 236)

However, while the presence of the blockade fleet was certainly a neces-
sary condition to shutting down international trade, it was not sufficient. The
blockade fleet made it more costly to transport goods, but the percentage of
blockade-runners that were actually captured by the Union blockade fleet was
small.10 Important research has now shown that the Union blockaders posed
little threat to the blockade-runners. The blockade fleet did have an econom-
ic incentive to capture blockade-runners because the “prize” would be divid-
ed between the officers and crew. However, those same incentives meant that
the blockaders did not want to harm the blockade-running ships for fear of
destroying valuable prizes, particularly the outgoing vessels that were loaded
with cotton. International law protected captured members of the crew, who
were typically released in port and available for more blockade running. The
risk of death or injury faced by blockade-running crews was significantly less
than those faced by Confederate soldiers (Neely 1986).

We show that Southern trade and the Southern economy were primarily
harmed by the Confederate government’s economic and military policies. The
Union blockade fleet and coastal bases were a necessary condition, but it was the

these conclusions are based on the fact that the government was capable of getting most
of its supplies across the blockade, but ignores the fact that the government was able to do
so only by crowding out private trade with extreme measures and at high cost.

8General Winfield Scott, commander of the Union army at the beginning of the con-
flict, devised the “Anaconda Plan” that consisted of four main elements: (1) conducting a
naval blockade of the Southern coast; (2) opening the Mississippi River, thereby severing
the South into two parts; (3) applying military pressure and controlling territory along the
land border, and ultimately invading the center of the South; and (4) capturing the
Confederate capital. Scott’s planning foreshadowed both the course and length of the con-
tlict.

9Ekelund and Thornton (1992) show that blockade-runners resorted to shipping more
“luxury” goods (goods with high value relative to size and weight) in response to a tight-
ening blockade, a response to economic incentives dubbed the “Rhett Butler effect.”

10As described in the data provided by Price (1948, 1951, 1955). Lebergott (1981) esti-
mates the probability of capture at 16.5 percent.
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policies of the Confederate government that made the closure of international
trade and the destruction of the Southern economy possible. These misguid-
ed policies, more than any other factor, explain the unusual and unexpected
effectiveness of the blockade in reducing trade and, ultimately in the defeat of
the Confederacy, a result we label the “Confederate blockade of the South.”!!
This conclusion extends Stromberg’s (1979) thesis that the Confederacy died
of over-centralization, a position more fully elaborated by Hummel (1996).

SOUTHERN ECONOMY AND CONFEDERATE POLICY

Prior to the Civil War, resources in the South were allocated almost exclu-
sively on the basis of comparative advantage and free trade. As a result, the
South grew rapidly and developed a thriving agricultural economy with a
comparative advantage in cotton. Cotton was the fuel of the Industrial
Revolution, and the South was the largest producer and exporter of raw cot-
ton. It also produced other export crops, such as rice, sugar, tobacco, and
large amounts of meat and grain. However, it only produced limited amounts
of manufactured goods.

According to Lerner’s estimates, the value of Southern manufacturing in
1860 was $155.5 million. The bulk of this manufacturing was based on agri-
culture or locational cost advantages. The number of manufacturing firms in
the South represented 14.7 percent of the national total in 1860, but Southern
products represented only 8.2 percent of the total manufacturing value, indi-
cating that Southern manufacturing, on average, was based on a smaller scale
of production than manufacturing in the North. The gross farm income of the
South in 1859 was $575.5 million ($277.6 million in cotton alone), or almost
four times that of manufacturing. The comparative advantage of the antebellum
Southern economy was clearly in agriculture (Lerner 1959, pp. 93 and 102).

While the Northern economy was relatively diversified, the Southern
economy was highly specialized in the production of export crops. The
Confederate government could have adopted a strategy that exploited their
comparative advantage in international trade, but instead adopted a de facto
strategy of ersatz!? where a nation abandons international trade in favor of

HThis result is consistent with Lebergott (1981), who estimated that the overall rate
of ex ante profit, adjusting for costs and risks, was about the same as the rate of profit of
new capital employed in England during the war. In other words, markets worked and
blockade-runners were rational. In addition, Lebergott found that many successful block-
ade-runners only made one round trip through the blockade. He suggests that the risks
and lack of profit deterred the successful runners from additional trips and limited the
extent of the cotton trade. We agree, and suggest it was the “Confederate” blockade that
was the reason for these insufficient profits, an explanation that is implicit in Lebergott
(1981, see esp. pp. 868 and 877).

L2Ersatz refers to substitution, usually an artificial and inferior substitute or imita-
tion, when the preferred good is not available. See Massey (1952) for a description of
ersatz measures taken in the South during the Civil War.
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domestic production and the use of inferior substitutes for goods that it can-
not produce. The Confederacy’s “King Cotton” philosophy led to the adoption
of policies such as protectionism and the cotton embargo that discouraged the
production and export of cotton. In addition, the Confederate government
impressed merchant ships and acquired naval vessels, not for the purpose of
breaking the blockade and enhancing international trade, but only to protect
cities and the industrial plants that they contained. By the end of the war, the
Confederate and state governments were involved in the domestic manufac-
ture of every element of military hardware and weaponry, and they controlled
large sections of the economy, including railroads and international trade.
Germany followed this type of ersatz policy during both the world wars and
suffered greatly, even though it was a relatively large and diverse economy. The
economic suffering from a policy of ersatz would be expected to be relatively
more severe in the highly specialized economy of the South.13

KING COTTON AND THE COTTON EMBARGO

Before the war, David Christy argued in Cotton is King that cotton produced
on Southern plantations fueled the Industrial Revolution and was therefore a
powerful economic tool in international affairs. According to this view, “King
Cotton” controlled textile manufacturing both in the North and in England
where as many as five million workers were employed. Advocates of this the-
sis thought that in the event of an invasion or blockade by the North, an
embargo would cause a shortage of cotton in Europe, devastate the European
and Northern textile industries, and force England and France to break the
blockade.!* According to Owsley (1931, pp. 15-17), “King Cotton became a
cardinal principle upon which the men who were to lead the South out of the
Union and to guide its destiny through the Civil War were almost unani-
mously agreed.”

In the early days of the Confederacy, advocates of King Cotton petitioned
Congress for cotton embargo legislation. While they were unsuccessful in
obtaining this legislation, Jefferson Davis and his administration lent “tacit
approval” to the embargo (Wise 1988, p. 28). More direct success was
achieved at state and local levels, where state laws were passed and citizen

BMises (1949, p. 829) points out that the American Civil War was really the first war
where the problems of the international division of labor played a decisive role.

4This boycott concept does have some grounding in American experience. It was
used somewhat successfully at the beginning of the American Revolution, although it was
unsuccessful when Jefferson employed it against the British during the Napoleonic Wars.
Britain would probably have succumbed to the cotton embargo if not for contrary inter-
ests, such as their demand for Northern wheat and munitions sales.
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committees applied extralegal pressure against cotton export (Schwab 1969,
pp- 250-01). As a result, a de facto embargo on the export of cotton was estab-
lished in the early years of the war. According to Civil War historians Randall
and Donald, “The extraordinary difficulty of getting cotton out of Southern
ports in 1861 justified the Southern representations abroad that an ‘air-tight
embargo’ on the export of cotton had been put into effect.”1> At the same time
the threat posed by an effective blockade was virtually ignored (Wise 1988, p. 25).

The failure of the Confederate government to act decisively, one way or the
other, had a negative effect on its overall foreign policy by creating the impres-
sion in Europe that King Cotton was nothing but a paper monarch because
cotton was readily available. Europeans, anticipating a disruption in the sup-
ply of cotton, established large inventories prior to the actual beginning of the
war.l6 Concurrently, the embargo helped provide evidence that Lincoln’s
“paper” blockade was legal because the importation of Southern cotton into
Europe was greatly diminished. In other words, the South would have been
better off had the Confederacy either strictly enforced a comprehensive
embargo or aggressively stimulated the export of cotton. On the one hand, a
comprehensive and binding embargo might have threatened European textile
interests by changing market expectations and driving the price of cotton in
Europe to extremely high levels. On the other, a policy of aggressive exports
would have provided clear evidence that the Union had imposed an illegal
“paper” blockade and permitted European intervention to end the blockade.
Either policy would have increased the possibility of European intervention
early in the war, and most experts agree that an end to the blockade would
have meant an end to the war.

IMPRESSMENT POLICY AND BLOCKADE-RUNNING

The Confederate policy of impressing goods for military use at below-market
prices created bitter feelings toward the government on the part of those who

15Randall and Donald (1969, p. 501). In the first year of the war, exports of cotton
declined by more than 99 percent. “During the season 1860-1 New Orleans exported one
and a half million bales of cotton; during the following season the amount fell to 11,000.
The total exports of Southern cotton during the same time fell from two millions of bales
to 13,000.” Production of cotton remained high early in the war, with almost four million
bales produced in 1861 (Schwab 1969, pp. 238, 279). These wartime numbers are “official”
tigures that are probably much less than the actual exports due to the chaotic conditions,
evasion of the cotton tax, and other restrictions.

16In addition to being able to draw down its inventory of cotton, England faced a drop
in demand for its cotton products, and was suffering from a shortfall in wheat production
(which it imported from the Union). As the war progressed, labor shifted from cotton tex-
tiles to munitions and war goods. The increase in the price of cotton resulted in new
sources of supply, from such faraway places as Egypt and India (see Surdam 1998).
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were adversely affected.l7 It also resulted in an overall decrease in the supply
of provisions, hoarding by civilians and the military alike, general waste, and
in some areas the policy deteriorated into mere robbery (Schwab 1969, pp.
202-07). And yet when historians turn their attention to the impressment of
ships as a naval procurement policy, it is often viewed as necessary and a gen-
erally beneficial aspect of the war effort. In reality, the impressments of ships
had the same predictable effects and helped increase the effectiveness of the
blockade.

According to economic theory, obtaining ships via impressments will
decrease the total supply of ships available for either naval or commercial pur-
poses, because below-market prices discourage future production and supply.
Combined with the faulty cotton embargo, the impressments of ships in
Southern ports greatly curtailed the South’s international trade at a time when
the blockade was ineffective and when European goods such as marine
engines, railroad machinery, rifled cannons, and repeating rifles could have
been imported at costs much lower than later in the war. Between 1860 and
1864, the cost of transporting goods through the blockade increased by 5,000
percent.18

After ships of foreign ownership had departed Southern harbors in 1861,
there were only ten oceangoing steamers in the Confederacy. Several of these
steamers were immediately seized or impressed by the government, and all of
them would “eventually be taken over by the Confederate Navy” (Lebergott
1983, p. 26). The ships that could have been used to help defeat the paper
blockade of 1861 were seized by the Confederate and state governments. This
not only prevented their use for profitable purposes, but it established a prece-
dent that threatened potential suppliers of steamers and thus curtailed the
availability of a crucial resource to run or break the blockade.

Impressments typically result in wasted resources because government
officials are able to consume resources at below-market prices; therefore, it is
not surprising that the impressed ships of the South were not very effective
military instruments for the Confederacy.l® Two of the largest and newest

17See for example, Lebergott (1983, pp. 70-73). He argues for the traditional view that
the North won because of its size advantage and because the South was overly concerned
with laissez-faire philosophy, but his evidence on impressments policy actually supports the
view that Confederate policy distorted production and reduced economic output.

18See Lebergott (1983) for details of the rapid increase in transportation charges. He
estimates that the specie cost of transport increased by almost 5,000 percent from 1860
to January 1864.

19The waste generally occurs because officials remove too many resources from the
economy at the below-market prices and allocate them to lowered value uses. In many
cases, impressed ships were quickly and unnecessarily destroyed, captured, or put to
unproductive purposes.
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steamers were seized by the navy of Virginia and turned over to the
Confederate States Navy. The Jamestown, renamed the Thomas Jefferson, was
sunk as an obstruction in the James River, while the Yorktown, built in 1859,
became the home of the Confederate Naval Academy. The largest available
steamer, the Nashville, was seized at the start of the war for the Confederate
navy, but only contributed to the war effort after it was sold to private inter-
ests in 1862 (Lebergott 1983, pp. 26 and 230).

A policy of obtaining goods via impressments means that suppliers are
forced to give up their production in return for prices below those that would
be set in the market and thus they are not being compensated for the true eco-
nomic costs and risks they face. When production is not profitable, suppliers
are unwilling to produce, and market prices rise even higher. Confederate
impressments clearly made Southerners less willing to supply vital goods such
as corn. Although unrecognized by historians, the policy of impressing ships
likewise diminished the supply of ships. For example, the Confederacy found
foreign producers reluctant to provide ships. Also, domestic shipbuilders often
demanded lucrative terms in their contracts with the Confederate govern-
ment. The Confederacy was thus forced into high-cost government-run pro-
duction in order to obtain the desired number of ships. These well-known
problems were due, at least in part, to poorly devised Confederate policy.

NAVAL POLICY AND SHIPBUILDING

Confederate Secretary of the Navy Stephen Mallory stated (in retrospect) that,
given their limited resources and the overwhelming resources of their oppo-
nent, the Confederate States Navy “accomplished more than could have been
looked or hoped for; and if I have ever felt any surprise connected with its
operations, it was that we accomplished so much.” However, even he had to
admit that only one in a thousand Southerners appreciated the navy’s contri-
bution to the war effort (Mallory 1867). The principal historians of the
Confederate States Navy emphasize the tremendous difficulties it faced, the
successes it achieved, and its inventive spirit. Their ingenuity resulted in the
introduction of ironclad ships, torpedo boats, mines, and even the submarine.
However, all of these historians clearly agree that the Confederate States Navy,
in the end, was a failure because it did not lift the blockade and relatively few
of its ships were ever put into effective action.20

One of the most significant economic failures of the Confederate States
Navy was its often-cited success: the ironclad. Initially the Confederacy
planned to purchase its sea-going navy abroad and build numerous small

20See still (1985, 1987), Luraghi (1996), and Soley (1883, p. 24) who considered the
activities of the Confederate navy to be “little less than phenomenal.”
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wooden gunboats for the defense of harbors and rivers.2! This made econom-
ic sense because Southern shipyards were capable of making small wooden
gunboats but were at a comparative disadvantage to Europe in the construc-
tion of effective war ships. However, the success of the Virginia and the Atlanta
convinced Secretary Mallory and the Confederate government officials that an
all out effort should be placed on building a fleet of fifty ironclad ships. This
fleet would patrol and defend the coastal and river cities and destroy the
Union blockade.22 The South simply did not have the shipyards, raw materi-
als, mechanical inputs, skilled labor, and, most important, the time to build
this fleet (Still 1987). As a result, the Confederate ironclad-building program
was not successful and even more significantly, the ships that were built were
built at a high opportunity cost, especially in terms of iron. Construction was
begun on approximately fifty ironclads, but only twenty-two were completed,;
most of these were captured or destroyed shortly after being commissioned.
Some of the ironclads had longer but less eventful careers in harbor defense.
Ironically, several ironclads had more productive careers in the Union navy
after being captured.

Lost within the calculations for the ironclad-building program was the
opportunity cost of local material acquisition and construction to the
Southern economy and war effort.23 The South was iron-poor and was forced

21The steam-powered wooden gunboats would be of light draft and sit low in the
water so as to be difficult to hit. There would be no crew accommodations of any kind,
and storage would be limited to coal and munitions. The gunboats had the advantages of
being “easily” constructed throughout the South and requiring a small crew. The gunboats
could also have served in support of the land forces, enhanced communication, and
served in reconnaissance. Originally designed to carry two rifled pivot guns, the design
could have been adapted for carrying a large rifled cannon, mortar, ram, torpedo, floating
mines, fire boats, and signal rockets. The gunboats might have been further protected by
installing more powerful engines or some cotton or iron cladding as experience or cir-
cumstances dictated.

22We note that a policy of protecting the cities rather than opening the blockade had
a negative impact on privateering. We also note that a more successful privateer effort by
the Confederacy would also have reduced the effectiveness of the blockade by diverting
blockaders toward the protection of commercial shipping. Privateering was stymied early
in the war by Lincoln’s efforts to hang privateers, and later in the war by the lack of open
ports (either Confederate or European) in which the privateers could claim and sell their
prizes.

23We do not argue that the Confederacy did not need any ironclads. A successful har-
bor defense would require ironclads of the floating battery type as a supplement to harbor
mines, underwater obstructions, and forts with powerful rifled cannons capable of sink-
ing ironclads at a distance. Floating batteries were slow-moving or anchored ships, near-
ly impregnable to shot or ram. They could block ship channels to an invading armada with
a small number of guns, if supplemented with mines, obstructions, and forts. (The bat-
teries did not necessarily have to stop ironclads, only to stop or prevent wooden ships and
troop carriers from passing.) Seagoing ironclads to lift the blockade would have been best
procured in Europe or built in New Orleans, had the city not been lost so early in the war.
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to defend its only major ironworks in Richmond “at all costs.” Confederate
and state governments engaged in costly efforts to stimulate iron production,
but these efforts diverted precious labor away from its comparative advantage
and resulted in little additional iron supply. The high cost of iron was revealed
in the cannibalization and depreciation of the South’s railroad system. The
Confederate government used the prewar supply of replacement rails and the
iron rails of existing lines to build and clad ships. The dismantling of railroads,
the inability to build new rail connections, and the depreciation of the remain-
ing rail system was an important factor in the defeat of the Confederacy.2*

The Confederate States Navy plan to build ironclads instead of building
gunboats and purchasing blockade busters abroad was a major economic mis-
take.25 This plan did not protect the Southern economy or open the blockade
and contributed directly to military defeat by diverting essential resources
into iron production and shipbuilding. The redeployment of iron rails and
engineers away from the railroad system to the ironclad-building program
undermined the South’s military advantage of interior lines of transportation
by which soldiers and materials could be quickly moved from one point of
attack to another.26

PROTECTIONISM

Broadly speaking, the South had a tradition of classical liberalism that sup-
ported free trade and a free-market economy, while Northern economic phi-
losophy was more interventionist. The North supported funding the federal
government via tariffs that protected their manufacturing industries, while the
South opposed high tariffs because it meant higher prices for the goods they
purchased and a lower return on their exports. The tariff revenue, however,
made up the bulk of federal funds, most of which was spent in the Northern
states. In fact, the ongoing dispute in Congress over tariffs was a primary rea-
son for the secession of the Southern states. The Morrill Tariff, subsequently,
became the impetus for Lincoln’s call to arms.2” Indeed, Republican government
both during and after the war maintained what economist Frank Taussig

24See especially, Turner (1953) and Johnston (1959). According to Ransom (1989, pp.
194-95), “The problem was that the transportation network of the Confederacy was not
up to the task of moving large quantities of supplies to the armies of Virginia. . . .
Eventually, the wear and tear of heavy use without adequate repairs took its toll.”

25They did plan at the beginning of the war to buy navy ships in Europe to break the
blockade, but the plans were changed. Also, late in the war, they proceeded to buy a block-
ade-running fleet, but only a few of these ships participated materially in the war effort.

26Many commentators, including General Robert E. Lee, complained that new and
existing rail connections between interior cities should have been made a priority.

27See Denson (1997), DiLorenzo (1998), and Adams (2000).
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(1888, pp. 341-42) described as “very high protective duties.” Given its prewar
stance, it is ironic that by the end of the war the Confederacy would enact
many protectionist-type policies of its own. However, these policies were
designed to increase government revenue, not to protect the domestic indus-
tries of the South.

Confederate and state governments greatly expanded their intervention-
ism during the war and transformed a largely free-market, agricultural econ-
omy into one of pervasive government intervention.28 Protectionist policies
such as regulations, taxes, and prohibitions were enacted during the war that
discouraged international trade, on which the Southern economy was so
dependent, and increased the apparent effectiveness of the Union blockade.29
Confederate and state governments also competed in the blockade-running
business, further dampening the profit expectations of blockade-runners.30

Early in the war there was a great deal of free-trade agitation.3! In fact, leg-
islation was presented to the Provisional Confederate Congress that would
have created a free-trade policy, but it was defeated. A similar bill was pre-
sented to the First Confederate Congress, and although favorably received in
the House of Representatives, the Senate did not act on it before the session
ended. After that, sentiment moved toward greater, rather than less, protec-
tionism (Schwab 1969, pp. 245-46).32

In mid-February 1861, the Provisional Confederate Congress retained the
Customs officials of the United States and the existing tariff laws, although it
did establish a “free list” for food, provisions, and army supplies, as well as
all goods purchased before the end of that month.33 At the end of February, a
tax on the export of cotton was enacted that provided for a levy of one-eighth

28See for example Hummel (1996, esp. chap. 9).

291t is worth noting that Confederate policies were often evaded, especially its taxes
on imports and exports, but this does not eliminate the cost of the policy or remove their
negative economic impacts on the incentives to produce and distribute goods.

30This dampening of expectations might have been particularly acute near the end of
the war as Confederate ports were falling into enemy hands and as new Confederate block-
ade-runners were expected to come into service. The resulting severe constraint on port
services would have made private blockade-running extremely tenuous.

31For example, the Commercial and Financial Convention in association with the
Convention of Cotton Planters recommended complete free trade during its convention of
October 14-16, 1861.

320ne private citizen who attempted to establish the volunteer navy of the Confederate
States was “hampered by the difficult export regulations” in getting his cotton sold. He was
also stymied by the blockade, which had become more effective while he was awaiting per-
mission from the Confederate Congress (Robinson 1990, p. 335).

331f this free trade window had been expanded from ten days to ten months, it could
have had a material impact on the outcome of the war by alerting Europeans of the oppor-
tunity to import goods duty free at a time when the blockade was particularly ineffective.
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of one cent per pound. Two weeks later, a 15 percent ad valorem tax was
placed on imported coal, iron, paper, and lumber. The tariff was further “elab-
orated” less than one week later. Both the import and export duties failed to
raise revenues, which is a clear indication of their negative impact on trade.34
The Confederacy also placed heavy taxes on foreign credits in an attempt to
tax the “extravagant” profits of blockade-runners (Schwab, 1969, p. 243). The
Cotton Bureau of the Confederate States of America required a permit to
export cotton. The bureau used these permits to purchase cotton from farm-
ers, and the farmers in turn sold the permits to blockade-runners. The net
effect was to double the cost of cotton purchased for export within the
Confederacy (Lebergott 1981, pp. 868-69).

Obviously, protectionism had the effect of making it more difficult to
import and export goods and materials needed by individuals, businesses,
and governments because it reduced income from international trade and
reduced the number of ships engaged in blockade-running. The protectionist
regime also created the scenario in which the implicit costs of smuggling
would rise. As Lebergott (p. 877) notes, to earn normal profits a blockade-run-
ner must not only be well run, but must also be “well connected, with few
problems readily acquiring cotton on time, and getting clearances,” require-
ments that depended on special connection and government bureaucrats, not
business efficiency. As a consequence, protectionism would force the
Southern economy to rely more heavily on the policy of ersatz.

REGULATION, PROHIBITION, AND NATIONALIZATION

As the war continued and the blockade tightened, the interventionist tide con-
tinued to swell in the South as both Confederate and state governments
entered the blockade-running business. The Confederate government operat-
ed four steamers out of Wilmington, North Carolina to run the blockade with
cotton and return with arms, munitions, and provisions. Governor Vance of
North Carolina established a state-run blockade-running operation in 1862,
while Georgia and South Carolina entered into joint ventures to reap the prof-
its of blockade-running and, in part, to exempt local firms from the onerous
Confederate requirement that blockade-runners set aside 50 percent of cargo
space for use by the Confederate government.3>

34The export duty on cotton was optimistically estimated to result in revenues of $20
million, but only brought in approximately $6,000 in specie during the war. Treasury
Secretary Memminger estimated that the tariff would bring in $25 million per year, but it
had raised only $1 million by September of 1864 (Schwab 1969, pp. 240-42).

35The case of the Little Ada is the most revealing illustration of the “partial blockade
of our own Executive,” as expressed by President Davis. Governor Brown of Georgia
refused to allow the Confederate government space on the Little Ada, and President Davis
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In response to public dissatisfaction over the import of luxury goods, leg-
islation was passed in February 1864 that forbade the import of many luxury
items, including alcohol. This prohibition, which is generally viewed by his-
torians as a policy that was “too little and too late” in regulating the blockade-
runners, had a doubly negative impact on the war effort.

First, luxury goods are high in monetary value relative to their bulk, and,
therefore they contributed greatly to profits. Many of the captains, officers, and
crew of blockade-runners were allowed to bring in a small number of goods on
their own account in order to enhance their pay and the prospects of a success-
ful voyage. They almost always imported luxury goods, which gave them the
greatest return. By outlawing luxury imports, the Confederacy was unwittingly
decreasing the supply and increasing the price of blockade-running services.

Second, the act prohibited the import of beer, spirits, and wine, which,
when combined with state prohibitions of alcoholic beverages, created an
extreme scarcity for products that traditionally had been served to sailors and
soldiers as part of their food rations. Whiskey was a practical substitute or
supplement for bread and in fact surpassed bread in terms of being a more
durable, transportable, and versatile grain product, especially under battle-
field conditions. General Joseph E. Johnston, for example, decided to use
whiskey to make up for deficiencies in the meat rations of his men. Alcohol
was a regular component of a sailor’s rations (as recommended by the
Surgeon General) and was, of course, an indispensable medical commodity.3¢

The Confederate Congress also authorized the Treasury Department in
February 1864 to regulate the export of cotton, tobacco, military and naval
stores, rice, and sugar. Shortly thereafter, the Congress required half of the
outgoing and incoming cargo space to be reserved for the Confederate gov-
ernment. This legislation had a highly negative impact on blockade-run-
ning and the economic viability of the South.37 Shortly after the passage of

refused the ship clearance to run the blockade. During the ensuing political squabble the
presence of the ship was reported to the Union blockaders who, in a surprise raid, cap-
tured the ship in port but were ironically denied their prize by the Confederates who were
blockading in the Little Ada!

36According to Robinson (1931, pp. 51-53), most states had passed prohibitory laws
during 1862 and as a result, “the price of whiskey jumped skyward.” In addition to indus-
trial uses, the War Department used “considerable amounts of whiskey” in hospitals and
to produce medicines (see also Frank 1955). The regular issue of whiskey had to be sus-
pended in 1863 because of a short supply. According to Durkin (1987, p. 329), Secretary
of the Navy Mallory even tried to establish a distillery in South Carolina to produce
whiskey for navy use.

3"Data from Price (1948, pp. 232, 236) on blockade attempts through Carolina ports
in 1863 and 1864 carry the presumption that attempted runs sharply diminished
between these two years (from 515 in 1863 to 387 in 1864). The number of runs through
the blockade at Wilmington by steam-powered ships was about the same the year before
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the legislation, Captain Roberts, one of the most successful blockade-runners,
ceased all blockade-running, saying:

The game, indeed, was fast drawing to a close. Its decline was caused in
the first instance by the impolitic behaviour of the people at Wilmington,
who, professedly acting under orders from the Confederate Government at
Richmond, pressed the blockade-runners into their service to carry out
cotton on Government account in such an arbitrary manner, that the prof-
it to their owners, who had been put to an enormous expense and risk in
sending vessels in, was so much reduced that the ventures hardly paid.
(1967, p. 51)

Another famous and successful blockade-runner was Thomas Taylor, who
made twenty-eight trips through the blockade. One of his very first recollections
in his chronicle of events was the Confederate government’s 1864 act to limit
freight on private account and its prohibition on imported luxuries. Unlike
Captain Roberts, Taylor (1971, p. 139) continued to run the blockade because
he had negotiated a secret profit arrangement with the Confederate commis-
sary-general that compensated him for the 1864 legislation. Late in the war,
despite his best efforts to the contrary, Taylor accurately predicted the downfall
of the Confederacy.3® As he put it, blockade-running should have been encour-
aged rather than discouraged by “having obstacles thrown in the way.”

I am convinced that the conditions of affairs would have been altered very
materially, and perhaps would have led to the South obtaining what it had
shed so much blood to gain, viz. its independence. (pp. 137-38, emphasis
added)3?

It seems that blockade-runners could adjust to the advances of the Union
blockade, but not to the economic constraints of Confederate legislation.*0 As
Captain Roberts (1967, p. 51) explains, “The enterprise had lost much of its
charm; for, unromantic as it may seem, much of that charm consisted in

the legislation as the year after. Given that most other ports were occupied or effectively
blockaded in 1864 and 1865 and that a number of new private and public steamers had
come on line in 1864, we would have expected blockade-running into Wilmington to have
substantially increased.

38Taylor wrote to his superiors on January 15, 1865, “I never saw things look so
gloomy, and I think spring will finish them unless they make a change for the better.” He
noted that he had successfully delivered all of the Whitworth guns to Fort Fisher and food
“enough to feed Lee’s army for a month” (pp. 137-38).

391t has been suggested that Taylor was the real-life model for Margaret Mitchell’s
character of Rhett Butler. It is interesting to note that even Rhett Butler withdrew from
blockade-running during the period after the 1864 legislation.

40Browning (1980, pp. 175-79) found that, despite a tremendous increase in the num-
ber of blockading vessels off Wilmington, the number of blockade-runners captured each
month stayed about the same.
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money-making.” Bradlee (1974, p. 62) also acknowledges that the restrictive
legislation caused a reduction in blockade-running, a reduction that caused
critical shortages and logistical bottlenecks in late 1864 and early 1865.4

CONCLUSION

In order for the Confederacy to achieve independence it had to survive long
enough for the Union government to be defeated politically.#? The South had
a military comparative advantage in defense and an economic comparative
advantage in the production and trade of cotton, but the Confederacy failed
to consistently employ these advantages and therefore contributed to its own
demise.®

Despite a prewar philosophy that emphasized free trade, the Confederate
government enacted legislation that served to suppress international trade.*+

#Prior to the war, the South produced enough meat for its population, but most of
the meat was produced in Texas and could not be transported effectively during the war
to Virginia. Therefore the blockade of the Gulf of Mexico forced Virginia to rely heavily on
meat run through the blockade at Wilmington and through enemy lines. The reduced flow
of goods through the blockade, combined with General U.S. Grant’s termination of the
meat-for-cotton trade, starved Lee’s army out of the trenches around Petersburg and
Richmond (also see Surdam 1993).

*2The election of 1864 was such an opportunity. According to Anderson and Tollison
(1991, pp. 223-24), “Lincoln sensed that his reelection was in doubt” during the summer
of 1864 and that only the votes of “loyal” troops prevented the election from going to the
peace-oriented Democratic ticket headed up by George McClellan, who had been dis-
charged by Lincoln as commander of Union forces. Of lesser note were the elections in
Ohio in 1863 where, according to Roseboom (1952, p. 44), a Peace Democrat victory could
have had “dire effects for the cause of the Union, or . . . might have hampered the states
war effort. Even more important, the peace movement all over the North would have been
immeasurably strengthened and Union morale dealt a devastating blow.” As Lincoln put
it, Ohio had saved the Union.

BIn a similar vein, David Surdam (1994a, 1994b, 1998) has demonstrated that the
underlying world demand for Southern cotton remained strong and that if the
Confederacy had continued to trade but used its price-setting power on cotton that much
of the cost of the war could have been shifted onto the consumers of cotton while at the
same time increasing manpower for the army. This would have required the Confederate
government to organize a cartel-like institution that would reduce output and increase the
price received for Southern cotton with the resulting profits used to pay for the war effort.
The combination of financial viability and an enlarged military or civilian work force
would have made the Confederacy a more formidable opponent.

+4The Southern disposition toward a Jeffersonian or libertarian-type society can be
seen in the “improvements” made in the Confederate Constitution (see DeRosa 1991 and
Holcombe 1992 for a description of the differences between the U.S. Constitution and the
Confederate Constitution). Secession was a “revolutionary experience,” but the
Confederate government adopted the tactics, if not the doctrines of state socialism (see
Thomas 1992, p. 65).
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The King Cotton embargo only added to the credibility and legality of
Lincoln’s blockade and lost the best opportunity to export cotton, establish
credit in Europe, import war materials, and achieve recognition and support
from England and France. Impressments of steam-powered ships in the
Confederacy restricted blockade-running and privateering but contributed lit-
tle to the effort for independence. Most importantly, the policy of impress-
ments had a chilling effect on the supply of ships in the Confederacy through-
out the rest of the Civil War. The Confederate States Navy ironclad-building
policy did not contribute materially to lifting of the blockade and resulted in
the rapid depreciation of the Southern railroad network.#> Finally, the
Confederate government imposed policies that greatly reduced the incentives
for international trade, including tariffs, prohibitions on luxury goods and
alcohol, trade regulations, and government cargo allotments on all private
blockade-runners. The combination of these policies, which is by no means
an exhaustive list of policies that harmed the Southern economy, created what
was, in effect, a Confederate blockade of the South.46

Ironically, these policies are the same policies that many historians have
argued would have produced victory for the Confederacy had they been pur-
sued earlier and more vigorously. This article demonstrates that the econom-
ic theory of war did apply to the American Civil War and supports the over-
centralization thesis of Stromberg and Hummel over the “traditional view” of
Confederate defeat as merely a matter of who had the largest army.

It is important to note that the economic theory of war does not neces-
sarily displace the historical explanations that rest on such factors as internal
dissension, a failure of leadership or diplomacy, the demise of the railroads or
the economy, or some combination of these factors. Rather, economic theory,
properly applied, provides an approach in which all of these factors can be
properly understood—each the result of interventionist government policy and
each contributing to an understanding of the overall Confederate defeat.4” In

4I1f submarines such as the Hunley, which sunk the USS Housatonic off the coast of
Charleston, South Carolina could have been improved and produced in sufficient num-
bers, the blockade could have been broken or sufficiently weakened to open internation-
al trade. The submarines were small, with no engine, and did not require large amounts
of precious iron or labor. The strategy for the submarine was to break the blockade and
open trade rather than protection of domestic manufacturing.

46We believe that Confederate government policy was the most significant deterrent
to trade, but whether the Union blockade or Confederate policy had the greater effect is
not material to the argument. The South lost a lot, but it did not lose by much.

#'To put it in simple economic terms, economic theory has a comparative advantage
in the description and understanding of causes while history has the comparative advan-
tage in the description and recording of effects.
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addition, this article provides insight into how Confederate defeat might have
been avoided had policy been pursued on the basis of the free-trade philoso-
phy of the prewar South.48
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