An Interview with Hugh Rockoff

Hugh Rockoff is Professor of Economics at Rutgers University-New Brunswick.  He has served on the board of editors for the Journal of Economic History and Explorations in Economic History.  He is also author, with Gary Walton, of History of the American Economy, a popular textbook among many teachers of undergraduate US economic history courses.  I first became aware of Hugh’s work, not unexpectedly, in Eugene White’s US economic history seminar at Rutgers University in 1988, when we read and discussed Hugh’s much cited, 1974 JMCB article on free banking.  I came to know Hugh the academic while participating in the regular Monday afternoon Money, History, and Finance seminar at Rutgers and while pestering him as I struggled with my thesis.  Although Eugene was my principal advisor and taskmaster, Hugh was always generous with his time, insights, and advice.  I was happy to have the opportunity to interview Hugh for this issue of the Newsletter so that others could share in his unique perspectives on the past, present, and future of economic and financial history.  This interview was conducted by Howard Bodenhorn (Lafayette College) via e-mail in March and April 2003.

You attended Earlham College in Richmond, Indiana as an undergraduate.  Is that where you developed an interest in economics and/or history?

Yes, I was an economics major. Gil Klose and Bob Puth, both of whom taught in the economics department at Earlham, were the major influences.  They have a strong interest in economic history and were superb teachers.  Doug Steeples, who was in the history department, also has a strong interest in economic history.  And then several Chicago professors visited campus.  George Stigler gave a college lecture, Milton Friedman came down for a day to lecture on his trip to the Soviet Union and to argue with students about capitalism, and Bob Fogel came down for a day to talk about the railroads.  In fact, I was the student designated to drive Bob back to the airport after his talk.  He made his flight with only a few minutes to spare, so I suppose I would have applied elsewhere if he had missed his plane. But that near disaster aside, I decided by my senior year that I would study economic history at Chicago.  Of course, Professor Lyndon B. Johnson, who was running a study abroad program in Vietnam, also had a lot to do with my decision to go to graduate school at that time.

From Earlham College you went to graduate school at the University of Chicago, receiving your Ph.D. in 1972.  That put you right in the middle of one of the most prolific, influential, and storied economics programs of the 20th century.  Did you understand at the time what was happening there?

Yes and no.  It was an incredibly stimulating environment.  And, it was obvious that people like George Stigler, Milton Friedman, Robert Fogel, Harry Johnson, and Robert Mundell were extraordinary intellects.  But I didn't know how much the world would move in their direction.  For example, I thought that flexible exchange rates were just some far out idea that Milton discussed to illustrate the potential advantages of markets. I didn't know that a year or two after finishing graduate school the world would move to floating rates.  I should add that, in some ways, being around such powerful intellects could be discouraging.  After all, each of these scholars had an enormous research agenda: overturn the prevailing paradigm in their field.  It wasn't obvious what an average graduate student was supposed to do.

It must have been a heady place for a young economic historian.  Robert Fogel and Don McCloskey were your thesis advisors, and Claudia Goldin and Mike Bordo, among others, were classmates.  We all know that the cliometric revolution was well underway by then.  How did it influence the teaching of economic history at Chicago?

The assumption in economic history, as well as in other fields at Chicago, was that you had to attack whatever question you were interested in on a broad front.  First, you had to learn what earlier scholars had to say about the question.  In those days, by the way, this might mean going back to 19th-century writers and even to Adam Smith.  Then you brought the best modern tools to bear – theory, econometrics, and so on. Cliometrics just meant attacking problems in economic history in the same way you would attack problems in any other area of economics.

McCloskey’s 1992 reflections on the Chicago economic history seminar border on hagiography.  Were they really that good?  Who participated, and what was the format?

Bob and Deirdre were the mainstays, and a number of other members of the faculty would come depending on the topic.  Zvi Grilliches, for example, would come occasionally and analyze the econometric problems in a paper.  Theodore Schultz might come if the paper was on agriculture.  Arcadius Kahan also came regularly.  And, as you mentioned, there were a number of sharp graduate students, such as Claudia and Mike, who attended regularly.  I don't remember any special format.  Someone would start presenting their paper, and then the questions would start.  The economic history seminar, by the way, was mild mannered compared to most of the others at Chicago.  Bob and Deirdre wouldn't hesitate to criticize anything they thought was wrong, but they were also very warm and encouraging, especially with younger scholars.  I also remember a very egalitarian environment.  Only the ideas mattered, not who was presenting them.
You are probably best known for your work on banking history, so let’s begin there.  Your published dissertation and the long journal article that summarizes it reinvigorated the study of lightly regulated banking systems.  Between the publication of Bray Hammond’s book and your article, relatively little was written on free banking.  Afterwards, there was a veritable explosion.  Do you want to take credit for the renewed interest, or was it an idea whose time had come?

Of course, it was the times that were a changing.  Markets were in vogue once more.  Economists were willing to question the value of economic regulation.  A pamphlet that Hayek wrote also drew a lot of attention to free banking, but I like to think that my work also helped to open up this area of study.  People could see that they might contribute to an important policy debate by looking at economic history.

What was your principal contribution to the debate?  Has your thinking on the subject changed?

The conventional view was that a lightly regulated banking system had produced all sorts of terrible problems during the period between the demise of the Second Bank of the United States and the Civil War.  I suppose my principle finding was that in most cases free banking worked well and that all of the bad banking that happened under the free banking laws wasn't that costly to the economy as a whole.  In writing about the free banking era, I followed what I imagined was a Fogelian strategy: concede every plausible case of bad banking under free banking and then show that even so it wasn't all that bad; make sure you have an upper bound.  What surprised me was that most of my critics have been on my political right, trying to show that free banking worked even better than Rockoff said.  On the whole, I think the subsequent literature has reinforced my basic picture of free banking as a successful banking system.
In your response to Rolnick and Weber, you argued that a real understanding of free banking had to go beyond the mechanics of note issue and the incentive effects of sometimes perverse regulations and consider more informal institutional factors.  What sorts of institutional preconditions are necessary for free banking to succeed?

One of the things that was worrying me at the time that I wrote those papers was that there seemed to be what we would now call a transition problem.  Most of the problems occurred in the frontier states, where there was a lack of financial sophistication, not just among the people setting up and using the banks, but also among the people writing the banking laws.  I am an advocate of allowing banks a great deal of freedom, but I do believe that we need to think more about the possible transition problems, especially when recommending this sort of reform to developing countries.

I have three final questions on free banking before we move on.  Are there productive avenues for further research into free banking?  Second, do you think free banking has any practical implications?  And third, could some variant work in a developing country?

I have come to realize that there is always more to do.  You remember that when you were talking about working on this period I was worried, because I knew that Gary Gorton and Charles Calomiris had started working on banking during the same period.  I was afraid they would squeeze all of the remaining juice out of the orange.  But even though Gary and Charles did a lot of good work, you were able to say more about the free banking era as well, as has Jane Knodell and others.  So, on the basis of that experience, I would have to say that someone will come along and find a new source of data or a new angle from which to view the period.  But having said that, I think that we do have a tendency in economic history to look at standard questions and not move on to something new.  Almost every period has interesting problems that are worth studying.  Right now we may be entering a period of deflation.  If so, then the last third of the 19th century may have a lot to tell us.  How did banks and their borrowers cope with chronic deflation?  The answer would be worth knowing.

Your work on banking hasn’t been confined solely to the US or to the early 19th century.  You have been a coauthor on two articles comparing Canadian and US banking.  What lessons can we learn from this comparison? 

Our work reinforced a conclusion that others have arrived at as well: a lot of America's banking and financial problems flowed from the inability of banks to branch across state lines.  In the United States, rural banks were on their own, as were banks in the big cities, whereas in Canada they were all branches of a national system.  A downturn in agricultural prices or a panic in the eastern financial centers, therefore, was far more serious for the American banks and their depositors.  If only an "s" had been added to the word “office” in reference to the bank's office in the National Banking Act, the United States would not have had a fragmented banking system, the downturn of 1929 would not have produced a series of banking panics, we would not have had the Great Depression, World War II could have been avoided, etc., etc.

Do you think more comparative work would enhance our understanding of the operation of financial markets?

Yes, but comparative financial history is hard to do, because it requires a lot of detailed institutional knowledge.  With e-mail, it is a lot easier to work with colleagues at a distance, so I am hopeful that the new communication technologies will produce more comparative financial history.  

What was your inspiration for looking at The Wizard of Oz as monetary allegory?  Were you reading it to your children and a little light bulb lit up?

No, I had been interested in the Populists and Bryan since college, probably because of Doug Steeples's course, and I had wanted to write a paper defending Bryan's monetary ideas.  Bryan made some logical mistakes, but the idea of expanding the money supply during a period of falling prices and high unemployment wasn't crazy.  The Utopian/Populist interpretation of The Wizard of Oz was mentioned in historical literature, so I included it in my paper.  The truth is that almost no one was interested in Bryan and his monetary ideas, but lots of people were interested in The Wizard of Oz.  So as I talked about the paper with colleagues and went from draft to draft, the Wizard took over.

I hate to admit this, but your book on wage and price controls sat on my shelf for several years, and I only pulled it out to prepare for this interview.  Having now read it, I regret not having done so before.  It is a fascinating book.  Anyway, there is a general sense among economists that the costs of price controls (misallocation, evasion, and enforcement costs) nearly always exceed the benefits.  What light did your work shed on this issue?

Economists are often in the minority on issues like this.  There is frequently a lot of sentiment for more intervention among the general public and among some economists as well.  And the debate usually turns on what history has to say.  So it is important to go back and see just what the lessons of history really are.  How did controls really work in practice?  Did the things that economists worry about really happen?  One issue that my work on controls highlights is the short run versus the long run.  Initially, the costs of controls are likely to be relatively small simply because distortions are small at first and accumulate over time.  And, there may be short run gains from imposing controls if there is a "price panic" going on and controls help to calm things down.  People often felt a sense of relief when controls were first imposed, because they felt someone was in charge and was going to protect their real income.  So, it is important to keep the time frame in mind and not debate controls as if terrible things will necessarily follow immediately.  A second point is the importance of monetary policy.  If you have imposed controls, then an expansionary monetary policy will begin to show up in shortages; black markets; the elimination of low-price, low-quality merchandise; and so on.  Looking at the history of controls and comparing different episodes heightens awareness of the role of monetary policy in a controlled economy. 

Are there a set of general conditions that need to be met for the benefits to exceed the costs?

I think of the positive case for controls in an inflationary emergency as similar to the case for intervention by a lender of last resort in a banking panic.  Hopefully, with good macroeconomic policies we will never get to the point where economists are taking seriously the idea of imposing controls.

It was during the Korean War that the politics of price controls nearly undermined the system by getting relative prices severely out of alignment.  Wouldn’t this arise in nearly every instance?

I think so.  Moving the entire price structure into the political arena is bound to create severe price misalignments.

Early in your book, you address usury laws, about which you have recently written.  They are a form of price control and seem to be more about equity than efficiency.  They have been around for a long time.  For the most part, do they do more harm or good?

I have been looking mainly at the liberalization of the usury laws in the 19th century, so I shouldn't start discussing current policy on that basis.  But I think what history has shown is that usury laws that interfere with a substantial number of commercial transactions are clearly going to have a bad effect.  On the other hand, providing protection for the small number of people who lack the financial sophistication to know what they are getting into is another story.  There is a widespread view that usury laws never had any adverse consequences, even when they were quite strictly worded, because they were easily evaded.  But I have become increasingly skeptical of that view as I have become more familiar with usury laws.  Usury laws are so ubiquitous that it is hard to imagine a democratic society going for a long time without them.  I suspect that economists’ time is better spent thinking about how to protect the unwary without having regulations that interfere with the capital markets as a whole, rather than in denouncing all forms of usury regulation.

Your work on the WW II era seems consistent with the newfound interest in the “greatest generation.”  To date, you have written papers on the growth of the federal government, the postwar peace dividend, and the market for Spanish wolfram among others.  What sort of big picture emerges from your work on the 1940s?

One of the main things that I have learned is that the principles of economics apply even in wartime.  People still maximize; incentives still matter. Somewhere Schumpeter says something like, "economics would be a poor science indeed if its principles did not apply during wars."  I think he is right.  My immersion in the American experience with wartime economies tends to convince me that we economists are on to something.
The 20th century is now history, and economic historians are increasingly turning their attention to the study of it.  Contemporary economists, certainly from the 1950s on, generated millions of pages of commentary and published hundreds of thousands of regressions in trying to understand it.  Given that, what can economic historians bring that will be original?

When you go back to the 19th century or earlier, I think we economic historians made our contribution through the economics, which means using theory and econometrics to test ideas in the historical literature.  For the postwar period, it may be our historical and expository skills that are more important.  When you look at the colonial period or the 19th century, the themes and periodization are well established, but for the postwar period, they are much less clear.  Gary Walton and I have faced this problem in writing our textbook; the hardest part to write is the postwar era.  There is a lot of work out there by economists, but the hard part is choosing what is important and placing it in an understandable historical context.

I believe that you were one of the original members of the Development of the American Economic (DAE) group at the National Bureau of Economic Research.  What benefits, personal and professional, have you received from your affiliation with and participation in the group?

For me, the main function of the DAE group has been the chance it has given me to present my work to an extremely able and challenging group of scholars.  It may sound somewhat fanciful, but I think there is a tradition at the Bureau that goes all the way back to Wesley C. Mitchell and that comes through in the DAE meetings: focus on important questions and the data that can be used to address them.
You are at one of the few major US research universities with three world class economic historians in a single department.  First, how did you ever slip that one past the rest of the economists?  Second, how well are the three of you treated by your colleagues?  And third, do you find much of a demand for economic history among the undergraduate and graduate students at Rutgers?

Rutgers has been receptive to economic history for a long time.  Broadus Mitchell was here for many years, and when I came to Rutgers, there were a number of people on the faculty with strong interests in economic history.  Robert Alexander, for example, who has written prolifically about Latin American history and politics, was a mainstay for years.  Not only did they want one economic historian, but they were open to the suggestion that we add more.  Today, we are well-treated by our colleagues.  The graduate students, by the way, are required to take a course in economic history.  The undergraduates at Rutgers love economic history, and the graduate students are interested but worry that they are not utilizing their time efficiently.  But, of course, Rutgers isn't typical.  In general, there is a problem in getting economics departments to hire economic historians.  I think that economists, especially in money-macro, see economic history as something useful.  They might want to write a paper on the gold standard, or the Depression, or whatever.  The problem is that most economists assume that economic history is easy, so they don't see why students need a course in it or why they need a colleague who is an expert.  If they want to work on some old data, they can just download some from the Internet.  The ironic thing about cliometrics is that, to some extent, it contributed to this view and undermined the case for viewing economic history as a unique area with its own set of ideas that needed to be communicated to students.  Since cliometricians used the standard toolbox, it wasn't obvious that they had something unique to teach.  They had some interesting empirical findings but not a set of ideas.  Somehow we have to persuade our colleagues in economics not only that economic history is worth doing but also that people need to be trained in how to do it.  Our task is easier than that of our colleagues in the history of economic thought, where they have the job to begin with of convincing their colleagues that it is relevant.  But to reiterate, I have never had this problem at Rutgers, so I am not an expert on how to persuade colleagues to invest in economic history.
As I look at your vita, I notice that you have published more than two dozen book reviews. How do you approach a book review?  What benefit do you receive from writing a review? 

As scholars, I think we have an obligation to review books.  It's an important avenue for communicating new research.  But the truth is, I review books mostly because I enjoy reading economic history.  In fact, I also enjoy reading long esoteric footnotes.  So writing reviews is really an excuse to take my time reading books.  I wouldn't particularly recommend book reviewing as a way of getting ahead in our field.

You have served on the board of editors for both the Journal of Economic History and Exploration in Economic History, which means that you have refereed more than your fair share of papers.  Is there anything that you’ve learned from your years of experience that you would like to pass along to those without a lot of refereeing experience?

Your question reminds me that I have a number of papers to read for journals.
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