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The Rich History of Nationalization
in the United States

Climate change is an unprecedented global social, political, and economic
crisis. Without drastic action, the United States will likely experience rising sea
levels that will regularly flood major cities, more intense weather patterns that
will destroy homes and businesses, longer and deeper droughts that will dis-
rupt agricultural production, and an increase in disease that will put stress on
the healthcare system. Domestic and international climate refugees will have
to be resettled and the effects of increasing global strife contained. In both
human and economic terms, the costs will be unlike anything the country has
previously faced. Moreover, the economy is facing a significant

problem of stranded assets—specifically fossil fuel reserves
and infrastructure, the full value of which simply cannot be

realized if the world is to avoid the most catastrophic ef-

The United States has a fects of global warming.
long and rich tradition

of nationalizing private In order to navigate these intersecting ecological and
enterprise, especially
during times of economic
and social crisis.
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economic crises within the necessary (and shorten-
ing) time frames, we will likely need to take over and

decommission the large fossil fuel extraction corpora-

tions that are both one of the leading causes of climate
change and one of the primary institutional impediments
to addressing it. On its face, this seems absurdly radical and
improbable in the type of capitalist system that exists in the

United States. However, the United States actually has a long and rich

tradition of nationalizing private enterprise, especially during times of econom-
ic and social crisis. Importantly, this approach has often been deployed when
private companies are hindering national efforts to address a crisis (either
through obstruction, incompetence, or incapacity). This history of nationaliza-
tion, along with other robust government economic interventions, suggests
that far from being a non-starter, a public takeover of the fossil fuel industry
should be considered an eminently plausible and viable policy option for deal-
ing with the forthcoming climate crisis.




As does all countries around the world, the United States government regularly
plays a variety of active roles in the functioning of the economy, including di-
rect interventions on behalf of certain firms and sectors. For instance, the fossil
fuel industry itself receives around $26 billion a year in government subsidies.?
The government also routinely provides financial assistance to strategically
important companies that are experiencing financial difficulties. What makes
these types of more regular economic interventions different from national-
ization is the question of ownership and control. Nationalization is the process
of bringing previously privately controlled assets (businesses, land, real estate,
services, natural resources, etc.) under public authority. While a shift in con-
trol is often associated with a transfer of ownership, as will be documented in
this paper, this is not always the case. In some instances, the government has
taken legal and operational control of an enterprise or asset without taking an
official ownership position. This results in some blurred lines when it comes to
determining when a government intervention does and does not amount to na-
tionalization. In what follows, | have attempted to only include examples where
there is a clear shift in either ownership or control (or both).

| have also endeavored to only include examples of nationaliza-

tions at the federal government level. This is because, perhaps
paradoxically, government seizure of private assets at the

state and local is ubiquitous in American history and con-

temporary experience. Through the process of eminent . . . .
P v exp d P Nationalization is the

process of bringing
land and other assets for a variety of purposes every previously privately

day. For instance, recently it was announced that the controlled assets under
public authority.

J)

domain, state and local governments take over private

city government in Washington D.C. plans to acquire
(and then knock down) a Wendy’s fast food restaurant
in order to conduct some much-needed traffic improve-
ments.? It would be simply impossible to document the
millions (if not tens of millions) of instances of public takeover
of private property in American history. Lastly, what follows is
intended to be merely an illustrative history of nationalization in the US
with a focus on the mechanisms and processes by which it was effectuated.

3



While | do not pretend that | am not generally sympathetic to public owner-
ship, by and large this paper attempts to avoid judgements on the merits for or

against nationalization in each case, or its successes or failures.

World War |

While there are examples of the federal government nationalizing businesses
and assets throughout American history (during the Civil War, for instance,

the Union, under the auspices of the Railways and Telegraph Act of 1862, took
over captured Confederate trains and railroads and merged them into its own
federally owned United States Military Railroads system that was created in
February 1862 by the War Department), this review begins with one of the first
major crises of the 20th Century, World War 1.4

By the time the United States entered the war in April 1917, railroads were

a critical cornerstone of the United States economy. Two million American
workers were employed in what was at that point one of the nation’s largest
industries, comprising around one twelfth of the whole economy.®> However,
under private ownership, the rail system was falling into disarray. The multitude
of competing companies were in financial distress but continued to prioritize
returns for their shareholders over investment in tracks, trains, and stations.
This led to coordination problems as well as crumbling infrastructure and

poor service.

The private owners were also incredibly hostile to efforts by their workers

to organize collectively for better wages and working conditions. In 1877, for
instance, more than 100,000 workers participated in the Great Railroad Strike,
and more than 100 people were killed when the strike was broken by railroad
owners in conjunction with state governments.® In March 1917, the Supreme
Court upheld the constitutionality of the Adamson Act, which gave railroad
workers an 8-hour workday.” This further exacerbated the financial prob-

lems the companies faced given that their profit model was based on low
wage labor.




Railroads were crucial to moving war materials and soldiers, and when the war
began the government created the Railway War Board to attempt some degree
of coordination. In some cases, however, the companies refused to work with
this new entity and with the possibility of a strike by workers looming, the crisis
deepened. In December 1917, President Woodrow Wilson signed an executive
order taking control of all railroads (except local, city lines) under the authority
given to him by the Army Appropriations Act of 1916 (although such an action
was probably also legal under the Commerce Clause of the Constitution). A few
months later, Congress passed legislation affirming the nationalization and set-
ting out how the railroads would be operated, and their former private owners
compensated. The legislation also allowed for the railroads to remain under fed-
eral control for up to 21 months after a peace treaty was signed, but ultimately
put the transfer back to private ownership at the discretion of the president.®

Despite expectations that the private railroad owners would be extremely
hostile to nationalization and challenge it in the courts, this did not happen.
This was due, at least in part, to the relatively high amounts of compensation
the government provided (equal to the “average net operating income during
the three years ending June 30, 1917”). “Most railroads regarded [this amount]

Railroad yard in Washington, DC,
1917 (Photo: Library of Congress)




as a fair and even generous return since railroads and their shareholders had
generated high profits during those prosperous years, despite chronic financial
problems,” Samford University law professor William Ross recalls.® While such
compensation was derided by socialists and others given the poor shape of the
railroads, it did ensure that corporate opposition to nationalization was muted.

Under government control, the rail network was integrated, badly needed re-
pairs were made to tracks and stations, and thousands of new cars and engines
were ordered. Moreover, wages were increased for workers, ensuring that orga-
nized labor fully backed the effort. However, the underlying assets technically
remained owned by the private companies during the period of government
control. At the time many observers, especially those with progressive or so-
cialist leanings, assumed that the railroads would be moved into full public
ownership after the war, especially given the amount of government invest-

ment that had been made.

After the war, railroad unions endorsed a plan (the Plumb Plan) to purchase

all the railroads outright and run them through a multistakeholder board with
equal representation from workers, officials, and the public (an early attempt at
industrial democracy). The plan was vehemently opposed by business interests
and their allies in the nation’s press, whose main line of attack was that it would
be too costly. On the other side, a former South Dakota senator argued that
nationalization should be made without compensation due to the tremendous
sums of public money that were spent building the railroads in the first place.
The Plumb Plan failed in Congress and the railroads were fully returned to pri-
vate ownership through the Transportation Act of 1920.°

At around the same time as the railroads, the Wilson government also nation-
alized the telegraph and telephone networks, and specifically the operations
of Western Union and AT&T respectively. Public ownership of the telegraph,
and later telephone, system had been widely debated both inside and out-
side of government since the technologies were invented. President Ulysses
Grant supported nationalizing the telegraph system, as did several Postmaster
Generals, the Greenback Party, and the Union Labor Party." Proponents of the
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nationalization argued that both telephone and telegraph communication was
a logical outgrowth of the postal service, and that because the Constitution
specifically granted Congress the right to run post offices, it also allowed pub-
lic ownership of the telecommunications industry. Prior to the war, Congress
had extensively debated whether or not to “postalize” (i.e. nationalize) the
telephone and telegraph system, yet with companies like AT&T lobbying heavily

against such actions, these proposals were not successful.”?

By the start of World War |, both industries were considered critical for enabling
war-related communications. In early 1918, telegraph operators at Western Union
were threatening to strike due to anger at the company laying off employees
who joined the Commercial Telegraphers’ Union (in testimony before the Senate,
Western Union’s President Newcomb Carlton actually stated that he would pre-
fer nationalization over unionization). In July 1918, after much debate, Congress
passed a resolution allowing President Wilson to take over the telegraph and
telephone systems if and when he deemed “it necessary for the national securi-
ty or defense.” A mere six days after signing the resolution, Wilson nationalized
both industries.® A few days before the war ended, the government also took
control of international cables owned by the companies.

Unprepared to run national communications networks and lacking clear di-
rection from Congress, the Post Office (which assumed responsibility for the
industries at the end of July 1918) initially set up a Wire Control Board and
made few operational changes. Technically, the government forced the tele-
communications companies to sign contracts with the government giving the
latter operational and revenue control. “Thus,” Michael Janson and Christopher
Yoo write, “the takeover was more akin to a change in management, rather
than a change in ownership.”* However, significant structural changes to the
industry were made during the period of government control. Most important-
ly, rival operations in both industries were consolidated (either physically or

through regulation) to form truly national communications systems.

As with the railroads, the telecommunication companies welcomed the nation-

alization assuming that it would provide a windfall for shareholders. However,
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unlike the railroads, the Postmaster General, Albert Burleson (a Southern Dem-
ocrat who was both pro-segregation and anti-union generally), took a hard

line with workers, suppressing wages and opposing collective bargaining. This
led to deteriorating customer service, a strike, and ultimately organized labor
turning against continued public ownership. Moreover, service quality was poor,
a fact opponents of nationalization blamed on mismanagement and supporters
on a dramatic rise in demand at a time when network expansion was limited
due to war-related constraints.”® Despite having legislation authorizing per-
manent nationalization after the war ready to go, the government abandoned
its plans and returned the telecommunication networks to private owner-

ship in 1919.

A third industry nationalized during World War | was radio. A relatively new
technology at the outbreak of the war (the first radio broadcast was made in
1906 and the first radio factory opened in 1912), radio was nonetheless consid-
ered to be of great military importance, especially to the Navy.'® In 1916, before
the war commenced, legislation was introduced (but failed) to give the Navy
total control of the radio industry. On the day the Senate ratified the declara-
tion of war on Germany, President Wilson exercised a provision of the Radio
Act of 1912 that enabled nationalization during a war.”

Unlike the railroad and telecommunications industry nationalizations, the Navy
physically acquired radio companies, consolidated them, and broke patents to
stimulate innovation.”® It also took over around 50 commercial radio stations
and closed down all the rest (along with all amateur radio operators).”® In 1918,
it purchased facilities (such as radio installations), patents, and other assets
from two major companies—Federal Telegraph and American Marconi.?° After
the war ended, legislation was introduced (supported by both President Wilson
and the Secretary of the Navy, Josephus Daniels) that would have made the
nationalization permanent. However, the Navy argued with other branches of
the government that also wanted to control the industry (including the Army)
as well as Republicans who were angered by the acquisition of private compa-
nies. The bill failed, and after another attempt in 1919 also failed, the Navy gave
up. It did, however, refuse to return the industry to its previous owners (due
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to foreign connections), and instead gave it over to a new American company
with close ties to General Electric: Radio Company of America (RCA).”

Yet another company nationalized during World War | was the arms manu-
facturer Smith & Wesson. The company, which had a large contract with the
government, was in conflict with its workers and the National War Labor Board
(NWLB) over the reinstatement of workers fired for violating yellow-dog con-
tracts (contracts that prohibited workers from joining a union).?? President
Wilson ordered the War Department to seize the company, which it did in
September 1918. The company’s factory was subsequently run by the Ordnance
Department until early 1919 through a National Operating Corporation that was
owned by the federal government and organized under the laws of Delaware.?®
While technically Smith & Wesson remained a private company, it was limited
to just $1 profit, was financed by federal funds, signed over to the government
title on all property, and gave up control of basically all operational decisions.
“It was a dummy corporation in every sense of the word,” John Ohly (who au-
thored a definitive government study on nationalization during World War 1)
writes, “a device adopted in lieu of direct government operation in order to free
the employees from Civil Service restrictions and to avoid the complications of
financing a direct government operation.”?* After reprivatization, Smith & Wes-
son was awarded compensation amounting to just 30 percent of their claim.

(They did not appeal.)?®

Three other World War | nationalizations were The Federal Enameling and
Stamping Company of McKees Rocks, Pennsylvania; Liberty Ordnance Com-
pany of Bridgeport, Connecticut; and Mosler Safe Company of Hamilton,
Ohio.?® In the case of Federal Enameling, the fuse-making company informed
the government it was about to close down due to financial problems. The
government then nationalized the company and turned it over to the National
Operating Corporation to run. In the Liberty Ordnance and Mosler Safe cases,
the companies were unwilling (or unable) to produce required war materials at
a reasonable price and the government stepped in and seized the companies.
Both were then operated by other private companies under contract, with the

government providing any necessary capital.?’

9



Lastly, the government nationalized the US subsidiaries of several German
companies. Under the auspices of the 1917 Trading with the Enemy Act, the
government seized private property from German-affiliated individuals and
companies alike and sold it off to pay for the war effort. The most well-known
was Merck & Co., a subsidiary of the German pharmaceutical corporation E.
Merck.?® In 1919, after the war ended, the company was purchased at auction
by a consortium led by its former owners on the condition that they fully sepa-
rated from their German parent company. For this reason, to this day, there are
two companies operating under the Merck name around the world.?® Another
pharmaceutical company that was nationalized and then later sold was the US
subsidiary of Bayer.3°

Before moving on, it is worth pausing for a minute to highlight the quite extraor-
dinary fact that during this crisis, the government did not hesitate to take over
what was then one of the largest industries in the United States. As previously
mentioned, William Ross suggests that when nationalized, the railroads account-
ed for around 1/12th of the entire US economy. By contrast, taking over the 25
largest publicly traded fossil fuel companies in the United States as well as all the
remaining coal companies (at current, inflated, valuations of around $1.5 trillion

total) would be approximately 1/14th of the present-day US economy.”

The New Deal and World War Il

In 1929, the United States experienced a financial meltdown leading to one of
the worst economic crises in the nation’s history, the Great Depression. Some-
what surprisingly given what had occurred during World War | (and what

was about to occur during World War 1) the government did not respond to
the Great Depression with a widespread nationalization program of existing
companies and industries, although it did set up several new federally owned
enterprises that displaced some of the activities previously provided by the
private sector. One of these was the Reconstruction Finance Corporation, a
government corporation established in 1932 with bipartisan support during the
Hoover Administration. The RFC lent to banks, railroads, other businesses, and
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state and local governments throughout the depression and World War [1.32
Another was the Federal National Mortgage Association (Fannie Mae), which
was formed in 1938 to stimulate home ownership and construction during the
Depression.?®> And a third was the Export-Import Bank, a government corpora-
tion set up in 1934 to finance international trade, and specifically to make loans
to the Soviet Union.**

Behind Fannie Mae, perhaps one of the most well-known new government en-
terprises set up during the New Deal was the Tennessee Valley Authority (TVA).
Designed to provide electricity, economic development, river management, and
other services to a desperately poor area of the country, the federally-owned
TVA, which was formed in 1933, has endured to this day as one of the nation’s
largest publicly owned enterprises.>® Through the creation of the TVA, the
federal government did, however, nationalize an existing privately owned cor-
poration. The Tennessee Electric Power Company (TEPCO) was the largest
privately owned power monopoly in the state, having been formed through a
series of mergers and acquisitions of smaller companies.?® TEPCO opposed the
creation of the TVA, and especially its ability to use eminent domain to seize
privately owned hydroelectric dams in the area. It sued the TVA, but ultimately
lost when the Supreme Court refused to hear the case in 1939.37 Subsequently,
the TVA bought most of TEPCO’s power generation facilities (for some $78 mil-
lion), while smaller cooperatives and cities bought its transmission systems.3®
The company ceased independent operations as an energy company on Au-
gust 15, 1939.%°

Another New Deal nationalization concerned gold. The Roosevelt Administra-
tion realized that in order to escape the Depression, it needed to devalue the
US dollar and spark some inflation.*® This was difficult to accomplish because
the dollar was linked to gold at the value of $20.67 per ounce (set by the Gold
Act of 1900).4 Through an executive order (6102) and then the Gold Reserve
Act of 1934, the federal government essentially nationalized the nation’s gold
reserves.*? All gold owned by individuals and institutions (including the Federal
Reserve) had to be handed over to the Treasury Department at an exchange
rate of $35 (which devalued the currency) and the president was given the
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authority to establish the gold to dollar conversion rate. The Treasury Depart-
ment was also prohibited from redeeming paper money for gold and heavy
restrictions were placed on the buying, selling, transporting, and import/export
of gold.** Using profits from the nationalization, the Treasury Department set
up a $2 billion Exchange Stabilization Fund (ESF), which was used to buy and
sell gold, foreign currency, and other financial instruments to change the value
of the dollar (essentially taking monetary policy out of the hands of the Federal
Reserve, which was controlled by private bankers, until 1951). The ESF was also
used during World War Il to transfer funds to US allies.** In August 1934, Roo-
sevelt issued another executive order (6814)—based on authority given to him
by the Silver Purchase Act of 1934)—ordering the nationalization of all silver
(with several exceptions, including coins) in the continental United States.*®

When war broke out in Europe in 1939, the government was forced to rapidly
ramp up production of war materials in anticipation of the US eventually be-
coming involved (and to supply US allies). Just as during World War |, a key
concern of the government was ensuring that labor conflicts did not threaten
production. In May 1941, with war looming, Roosevelt declared an “unlimited
national emergency,” stating “this Government is determined to use all of its
power to express the will of its people, and to prevent interference with the
production of materials essential to our Nation’s security.”#® Within a month,
this resolve was tested when a labor dispute and strike began at North Ameri-
can Aviation Inc., a California-based producer of military airplanes. In June 1941
Roosevelt issued an executive order (8773) authorizing the Secretary of War to
nationalize the facility, citing the May emergency declaration.#

In early 1942, President Roosevelt resurrected the National War Labor Board
(NWLB) as an arbiter of management-labor conflicts.*® The NWLB was imme-
diately tested when a Massachusetts-based arms manufacturer (S.A. Woods
Machine Company) refused to accept the board’s order approving the rec-
ommendations of a management-labor arbitration process.*® The case was
referred to President Roosevelt, who issued an executive order (9225) nation-
alizing the company’s facilities.>® Early in the war, there was some confusion as

to the exact legal authority enabling such nationalizations. There was a general
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assumption that the wartime powers accorded to the president by the Consti-
tution were sufficient; however, there was also discussion about the relevance
of Section 120 of the National Defense Act and Section 9 of the Selective Train-
ing and Service Act.®> Because of this confusion, several bills and amendments
were considered in 1941 and 1942, leading to Congress passing the War Labor
Disputes Act (over the veto of President Roosevelt) in June 1943.52 The Act
gave the government authority to nationalize any facilities that could be used
for war production. Although the Act is often remembered as being anti-labor
(although it applied to strikes by both labor and ownership/management), one
of the benefits, Ohly writes, is that it “put plant seizures beyond the probability
of successful legal attack.”>3

One of the events that precipitated passage of the War Labor Disputes Act was
labor conflict in the nation’s bituminous coal mines. In the Spring of 1943, con-
tract negotiations began between coal mine companies and the United Mine
Workers (UMW). The workers were seeking regular work hours, a pay increase,
and pay for the time they spent traveling from the surface to the underground
pits.>* The companies refused and around 500,000 miners went on strike.
Because coal was so important to the war effort, on May 1, 1943 President Roo-
sevelt signed an executive order (9340) placing any mine that had experienced
a strike or work stoppage under government control.>® In his order announcing
the takeovers of around 3,300 mines, Secretary of the Interior Harold Ickes
wrote that he would hereby “take possession of each such mine including any
and all real and personal property, franchises, rights, facilities, funds, and other
assets used in connection with the operation of such mine and the distribution
and sale of its products, for operation by the United States in furtherance of
the prosecution of the war.”*®

The day after the nationalizations, President Roosevelt addressed the miners
and stated, “I believe now, as | have all my life, in the right of workers to join
unions and to protect their unions. | want to make it absolutely clear that this
Government is not going to do anything now to weaken those rights in the
coal fields.”® However, less than a month later the NWLB rejected most of the
UMW’s demands, and strikes resumed (despite legislation passed on May 6
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prohibiting strikes in government-run mines). In November 1943, Roosevelt
again ordered the nationalization of certain mines (many of which had been
returned to private ownership by late October) to deal with the strikes (EO
9393). However, a provisional agreement was soon signed in all the mines un-
der government control and it was ratified by the NWLB in May 1944.58 In May
1945, President Truman, Roosevelt’s successor, conducted further nationaliza-
tions in the industry, seizing anthracite mines (EO 9548) during another labor
dispute, and a year later (after the war had ended) bituminous mines (EO 9728
and EO 9758).%°

For similar reasons, the United States government also nationalized elements
of the Montgomery Ward department store chain, one of the largest retailers

in the country. The company’s anti-labor, free-marketeer chairman, Sewell L.
Avery, refused to abide by contracts negotiated with unions and orders to do
so from the NWLB and was personally leading a crusade against the author-
ity of the NWLB.®° In April 1944, President Roosevelt ordered (EO 9438) the
Commerce Department to seize the company’s main factory in Chicago, and
federal troops forcibly removed Avery from his office.®' [See the photograph

on the cover for this remarkable historical moment.] The initial takeover was
quickly reversed when an NLRB-backed union election was held at the Chicago
facility. However, Sewell continued to defy the NWLB’s authority and in May,
Roosevelt ordered the nationalization of a Montgomery Ward facility (the Hum-
mer Manufacturing Division) in Springfield, Illlinois (EO 9443).52 By December,
NWLB orders were being defied at several Montgomery Ward facilities and the
government stepped in to nationalize (EO 9508) Montgomery Ward'’s proper-
ty and facilities in several states.®®> Sewell sued the government, but lost at the
appellate court level (by the time the case reached the Supreme Court, the war
had ended and the company had been reprivatized, leading the Court to dis-
miss the case).®* In announcing the nationalization in December 1944, President
Roosevelt stated “strikes in wartime cannot be condoned, whether they are
strikes by workers against their employers or strikes by employers against their
Government.”®® In 1945, the department store chain was returned to private
ownership by President Truman.®®
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Roosevelt also very briefly nationalized the railroads during a labor conflict in
late 1943.5” With the possibility of a strike being called on December 30, FDR
personally mediated between labor and management, and then ordered a
government takeover (EO 9412).%8 “Unlike the World War | situation in which
the government seized and operated the railroads,” Roger Daniels writes, “the
current seizure was planned to be temporary.” Existing railroad presidents were
commissioned as colonels and then put in charge of seven different regions.
Two union representatives were also brought in as consultants. Wages were
increased and everything else remained relatively the same. With the threat of
a strike averted, on January 18, 1944 the railroads were handed back to their
private owners (after just 19 days of government control).%®

Another brief nationalization in the transportation sector concerned the Phil-
adelphia transit system. The privately-owned Philadelphia Transportation
Company operated train, subway, tram, and bus networks in the city. It had
around 11,000 employees and moved as many as 1.5 million people around the
city each day.”° The company was racially segregated, with black employees
consigned only to shop work.” In 1943, the Fair Employment Practices Commit-
tee (FEPC)—which had been established to implement President Roosevelt’s
1941 order (8802) prohibiting racial and ethnic discrimination in the defense in-
dustry and government (an action demanded by A. Philip Randolph and other
civil rights leaders)—ordered the company to stop discriminating against black
workers and applicants.”? The company refused to adhere to the order until
1944 when the War Manpower Commission (which allocated workers during
the war) threatened to cut off any company that was in noncompliance with a
FEPC order on discrimination. The company capitulated, but the independent
Philadelphia Rapid Transit Employees Union (PRT), which was in conflict with
the ClO-affiliated Transport Workers Union for control of the company’s bar-
gaining unit, began agitating white workers against desegregation.”

On August 1, 1944, when the first black operators were scheduled to begin
work, many of the white workers went on strike.” Over the course of the day,
the strike spread to war plants and downtown office buildings. With trans-
portation at a standstill, war production halted, and growing fears of a white
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supremist race riot, local leaders and the NWLB tried to mediate the dispute.
But the white workers announced their intention to continue the strike, and
efforts by the CIO to get the transit system working again failed. On August 2,
the NWLB referred the matter to President Roosevelt and an order was drafted
for the War Department to nationalize the company (EO 9459, signed August
3,1944).7° This, however, failed to solve the underlying issue and strikes con-
tinued for several days. The impasse was broken through the deployment of
federal troops, the threat of firing striking workers (and prevention from place-
ment elsewhere through the War Manpower Commission), and the arrest of the
striking union’s leaders under the War Labor Disputes Act.”® The deployment of
trained federal transportation troops and requisitioned buses from outside the
city also helped end the conflict.

Under government operation, desegregation of the system
was resumed through the training of black operators.

11 The ClO-affiliated union was strengthened through a

Under government quick, worker supported contract negotiation (under

operation, desegregation the supervision of an NWLB mediator), and the com-

of the system was pany was forced to undertake a number of reforms
resumed through
the training of black
operators.

LE

(including modernization of the system facilities).””
Satisfied that the crisis was over, the War Department
returned the system to private ownership on August

17 (where it remained until 1968 when it was taken into
public ownership by the state of Pennsylvania via pur-
chase by the Southeastern Pennsylvania Transportation
Authority—SEPTA).”®

The full scale of government nationalization during World War Il is often under-
appreciated (and underreported). According to Ohly, “seizing plants developed
into a major government business...In the three months before V-J Day the
government was taking over approximately one plant a week, and in a score of
other situations seizures were averted only at the last minute or because the

war ended.””®
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Table 1: List of World War |l Nationalizations®®

Date |Department

Company/Facility Location

North American Aviation (A 1941 War Department

Air Associates NJ, IL, TX, MO, CA 1941 War Department

Federal Shipbuilding and Drydock Co. N 1941 Navy

Three ships N/A 1941 Maritime Commission

S.A. Woods Machine Co. MA 1942 War Department

Fairport, Painesville, and Eastern Railroad OH 1942 War Department

Brewster Aeronautical Corp. NY, NJ, PA 1942 Navy

General Cable Corp. NJ 1942 Navy

Triumph Explosives MD, DE 1942 Navy

Toledo, Peoria, and Western Railroad Co. IL 1942 Office of Defense Transportation
13 leather manufacturing facilities MA 1943 War Department

3,300 coal mines Various 1943 [nterior Department
American Railroad Company of Puerto Rico Puerto Rico 1943 Office of Defense Transportation
Howarth Pivoted Bearings Co. PA 1943 Navy

Los Angeles Shipbuilding and Drydock Corp. (A 1943 Navy

Remington Rand NY 1943 Navy

Atlantic Basin Iron Works NY 1943 War Shipping Administration
Western Electric Co. MD 1943-1944 | War Department

565 railroads Various 1943-1944 | War Department
Montgomery Ward and Co. L 1944 Commerce Department
Seven Textile Mills MA 1944 War Department
Department of Water and Power of the City of Los Angeles (A 1944 War Department

Ken-Rad Tube and Lamp Corp. KY, IN 1944 War Department

Midwest Motor Carrier Systems Various 1944 Office of Defense Transportation
Mines and Collieries of Philadelphia and Reading Coal and Iron Co. PA 1944 [nterior Department

Coal mines Various 1944 [nterior Department
Hummer Manufacturing Div., Montgomery Ward and Co. L 1944-1945 | War Department
Philadelphia Transportation Corp. PA 1944 War Department

York Safe and Lock Co. PA 1944 Navy

San Francisco machine shops (A 1944 Navy

International Nickel Co. WV 1944 War Department

(leveland Graphite Bronze Co. OH 1944 War Department

Jenkins Brothers (T 1944 Navy

Lord Manufacturing Co. PA 1944 Navy

Hughes Tool Co. X 1944-1945 | War Department

Twentieth Century Brass Co. MN 1944-1945 | War Department
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Farrell-Cheek Steel Co. OH 1944-1945 | War Department

E;’?PSt Ac)og:f;;;gles involved in the Mechanics Educational Society of America OH 1944 War Department

Cudahy Brothers Co. WI 1944-1945 | War Department

Montgomery Ward and Co. IL, MI, OR, CO, NY, CA, MN 1944-1945 | War Department

(leveland Electric lluminating Co. OH 1945 War Department

Bingham and Garfield Railway Co. ut 1945 War Department

American Enka Corp. NC 1945 War Department

Cocker Machine and Foundry Co. NC 1945 War Department

Gaffney Manufacturing Co. e 1945 War Department

Mary-Leila Cotton Mills GA 1945 War Department

Diamond Alkali Co. OH 1945 War Department

Springfield Plywood Corp. OR 1945 War Department

U.S. Rubber Co. M 1945 War Department

(artage Exchange of Chicago IL 1945 Office of Defense Transportation
Scranton Transit Co. PA 1945 Office of Defense Transportation
Bituminous coal mines Various 1945 Interior Department

Anthracite coal mines Various 1945 Interior Department

United Engineering Co. (A 1945 Navy

Goodyear Tire and Rubber Co. OH 1945 Navy

Cities Service Refining Co. LA 1945 Petroleum Administration for War
Humble Oil and Refining Co. X 1945 Petroleum Administration for War
Pure 0il Co. (Cabin Creek Oil Field) WV 1945 Petroleum Administration for War
Sinclair Rubber X 1945 Petroleum Administration for War
Texas Co. X 1945 Petroleum Administration for War
Illinois Central Railroad IL 1945 Office of Defense Transportation
Capital Transit Co. DC 1945 Office of Defense Transportation
Great Lakes Towing Co. OH 1945 Office of Defense Transportation
0il companies Various 1945 Navy

As had happened during World War |, the government also moved to nationalize the American
subsidiaries of German and Japanese companies. The Office of the Alien Property Custodian
(APC) was reestablished in March 1942 (EO 9095) and subsequently took effective control of

17 companies worth around $195 million (around $3 billion in today’s currency).®




Table 2: Subsidiaries of Foreign Companies
Nationalized During World War 182

Company Product Ownership Date Disposed of by Govt
Percentage
American Bemberg/ N.A. Rayon Rayon (manufactured fiber) 62% December 1948
American Bosch (ar magnetos 11% July 1948
American Felsol Asthma remedies 49% December 1954
American Potash Industrial chemicals 91% March 1946
American Wine (hampagne 52% February 1944
Buffalo Electro-Chemical Hydrogen Peroxide 51% June 1951
Central American Plantations Quinine 53% June 1943
General Aniline & Film Chemicals 98% March 1965
General Dyestuff Dyes 100% October 1953
Harvard Brewing Beer 61% April 1956
Hugo Stinnes Corp. (oal and Real Estate 54% June 1957
Luscombe Airplane Aircraft 100% June 1944
Pilot Reinsurance Reinsurance 94% June 1946
Rohm & Haas Plexiglas 3% January 1949
Schering Drugs 100% March 1952
Yamanaka & Co. Art 100% January 1946
(arl Zeiss, Inc. Eyeglasses 100% September 1960

Workers engaged in war production at
Goodyear Tire and Rubber in Ak

ron, OH,
nationalized in 1945 (Photo: Library of Congress) I




In all but two of the companies, the government took a majority ownership
position (more than 50% of the shares). In the two exceptions (American Fel-
sol, 49% and Rohm & Haas, 35%) the government share was still substantial.
Moreover, the government owned and operated many of these companies for
significant lengths of time after the conclusion of the war. For instance, Carl
Zeiss, Inc. wasn’t reprivatized until 1960 and General Aniline & Film until 1965.

(The median government ownership length was seven years.)

Beyond the duration, the nationalization of these subsidiary companies during

and after World War Il is interesting for another reason. Even using conventional,
financial measurements, these companies by and large performed quite well under
government ownership. Moreover, this was despite relatively strong interventions
by the government into the management structure (many of the companies had
the majority of their boards replaced and five had their president replaced).®?

Surprisingly, the nationalization of plants and other facilities continued after the
conclusion of the war. The takeovers of lllinois Central Railroad, Capital Transit
Company, Great Lakes Towing, and various oil companies all occurred after V-J
Day.84 In 1946, President Truman authorized the nationalization of meatpacking
and transportation facilities (EO 9685 and EO 9690), various transportation
and towing facilities in New York harbor (EO 9693), a number of coal mines
(EO 9728 and EO 9758), and the Monongahela Railroad Company (EO 9736).8°
Moreover, as will be discussed below, in addition to individual railroads (such as
lllinois Central and Monongahela) President Truman nationalized hundreds of
railroads three times during his presidency (1946, 1948, and 1950).

Truman and Eisenhower

No sooner had the United States emerged from the twin crises of the Great
Depression and World War I, it was confronted with another. The Korean War,
which raged from 1950 to 1953, was one of the first flashpoints in the larger
conflict between the US and the Soviet Union now called the Cold War. It also
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gave occasion to perhaps what is one of the best studied attempted national-
izations in 20th century US history.

When North Korean troops pushed into South Korea in June 1950 in an at-
tempt to reunify the peninsula (which had been partitioned following World
War II), President Truman took the then quite unusual (but now conventional)
approach of committing US forces without a formal declaration of war from
Congress (instead, he assembled a combined United Nations force under the
leadership of US General Douglas MacArthur).8®

Initially, Truman tried to mobilize resources for this “police action” through the
National Security Resources Board (NSRB), which had been created by the
1947 National Security Act (which had, among other things, also created the
Central Intelligence Agency, the National Security Council, and the Department
of Defense).®” The NSRB implemented wage and price controls in an attempt to
stop rising prices and also stockpiled raw materials. However, it was insufficient,
prompting Congress to pass the Defense Production Act (DPA) in September
1950. Much like in World War | and |l, the DPA gave the President broad author-
ity to intervene in the domestic economy to further the war effort.88 The DPA
has since been reauthorized by Congress more than 50 times and remains in
force to this day (the next renewal vote will be around September 2025). Spe-
cifically, the DPA states that “the security of the United States is dependent on
the ability of the domestic industrial base to supply materials and services for
the national defense and to prepare for and respond to military conflicts, natu-
ral or man-caused disasters, or acts of terrorism within the United States.”®° In
recent years, the Trump Administration has raised the possibility of using the
DPA to bailout and prop up ailing coal and nuclear facilities.®®

Even prior to the DPA, however, Truman conducted the first large-scale na-
tionalization of the crisis. By August 1950, conflict between rail unions and
management had escalated despite the appointment of an emergency board
to mediate. With a strike on the horizon, Truman issued an executive or-

der seizing 195 railroads and putting them under the jurisdiction of the US
Army—which lasted until 1952.9" This was, actually, the third time Truman had
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nationalized large numbers of railroads during his time in office. In 1946, he
nationalized 337 railroad companies and put them under the control of the Of-
fice of Defense Transportation (EO 9727).°2 And in 1948, he again nationalized
railroads in the midst of labor conflicts (EO 9957).%%

In October 1950, China unexpectedly entered the war on the side of North Ko-
rea, leading to concern from the public and government officials alike that the
beginning of World War Ill was near. On December 16, 1950, Truman declared

a national emergency and created the Office of Defense Mobilization (ODM).%4
Headed by Charles Wilson, president of General Electric, ODM continued with
wage and price controls, but also de facto nationalized all of the nation’s raw
materials and rationed them to the private sector.®®> Amid general labor discon-
tent on a number of issues, Truman reestablished the Wage Stabilization Board
(WSB) as part of the new Economic Stabilization Agency, and gave it expand-
ed powers to rule on labor disputes.®®

The steel industry was of critical importance to the war effort, with Truman
stating in 1951 that “steel is a key material in our entire defense effort.”?” The
industry was turning record profits in the early days of the war. In the fall of
1951, contract negotiations began between the United Steelworkers of America,
the CIO, and the major steel companies (with existing contracts set to expire in
December).”® However, the companies were extremely hostile to many of the
union’s demands, with U.S. Steel Company President Benjamin Fairless stating
“whether our workers are to get a raise, and how much it will be if they do, is

a matter which probably cannot be determined by collective bargaining, and
will apparently have to be decided finally in Washington.”®® The companies
were unwilling to give the workers any raise unless they had assurances from
the Truman Administration that they could also raise prices accordingly. Such
assurances were not forthcoming (with the Administration demanding that a
wage agreement had to be struck before price controls could be discussed),
and the negotiations went nowhere. With workers threatening to strike, the
matter was referred to the Wage Stabilization Board (and workers postponed
their strike action after personal appeals from Truman).!°®
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In March 1952, after much debate (and a massive anti-union public relations
campaign by the steel companies), the WSB released a recommendation that
was largely favorable to the unions (although not completely). The steel in-
dustry (as well as Republicans in Congress, who subsequently launched an
investigation of the WSB) was incensed and demanded large increases in
steel prices to offset the wage increases.”’ On the basis of the WSB ruling,
negotiations between the steelworkers and the companies resumed, but soon
collapsed again. At the beginning of April, the steelworkers informed the com-
panies that they planned to strike, and on April 8 President Truman addressed
the nation and announced he would be ordering Secretary of the Commerce
Charles Sawyer to nationalize the steel mills (EO 10340).1°? In the speech,
Truman laid the blame for the conflict squarely at the feet of the companies,
stating “these [stabilization] rules have been applied in this steel case. They
have been applied to the union, and they have been applied to the companies.
The union has accepted these rules. The companies have not accepted them.”'03

The steel companies were furious, and immediately sued to prevent the seizure.
Unlike in World War | and World War Il, much of the nation’s media and Congress
also opposed the nationalization. This was partly due to the nature of the conflict.
Given that war had never been officially declared, the seizure technically took
place during peacetime without any explicit congressional legislation authorizing
it However, it was also due to the intense, coordinated lobbying and public re-
lations efforts of the steel companies and Truman’s relative political weakness at
the time (including political fallout from the firing of General Douglas MacArthur
in April 1951).1°% In court, government attorneys suggested that during an emer-
gency the president could act in such a manner unilaterally and that such actions
were not subject to judicial oversight. That argument was immediately rejected
by the District Court, which ruled in favor of the steel companies.

However, with the unions again threatening an imminent strike, the Appeals
Court stayed the lower court ruling and the companies remained under govern-
ment control as the court case continued. The Supreme Court agreed to hear
the case (Youngstown Sheet & Tube v. Sawyer) on an expedited basis and on
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June 2, 1952 ruled (6-3) that the seizure was unconstitutional. Two of the six
justices in the majority (Black and Douglas) stated that the seizing of private
property required congressional authorization (under its lawmaking respon-
sibilities) and as such Truman’s action was a violation of the separation of
powers.'°® The other four did not go so far, and believed that such presidential
action could be permissible in certain circumstances, but the facts of the case
and the current emergency that Truman had declared did not reach the neces-
sary standard.’””

Truman was displeased but observed the Court’s ruling and returned the
companies to private ownership. Still with no contract in place, 600,000 steel-
workers went on strike for the next seven weeks. As the strike wore on, some
smaller companies began settling with their workers. Moreover, Truman be-
gan contemplating a second attempt at nationalization using Section 18 of the
Selective Service Act (which likely would have given him the Congressional
authorization necessary to make the nationalizations legal).’°® These factors,
combined with Truman’s direct intervention and the escalating economic
impacts of the strike, led to an agreement being signed. Workers received
essentially the same pay rise and benefit package as had been suggested by
the WSB.!°® Moreover, they were allowed to form a union shop (which had been
fervently opposed by the companies). The unions considered the strike to be
a major victory. For their part, the companies received a hefty price increase
(which outraged Truman)."®

The important lesson from Truman’s attempt to take control of the steel mills
isn’t that nationalization is illegal or unconstitutional; far from it. Rather, it’s that
there are restrictions on the president’s right to nationalize private property

or companies unilaterally. The declaration of a national emergency does not,

by itself, negate the need to work with Congress (although depending on the
severity of the crisis, this could change). The relatively short duration of the Ko-
rean War (an armistice was signed a little more than a year after the Supreme
Court decision) and the containment of the crisis ensured that the “severity” of
the emergency wasn’t truly tested, and further nationalization attempts were
not necessary.
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Following the war, Truman’s successor, President Eisenhower, made the con-
struction of an interstate highway system a central part of his domestic agenda.
During his military service, Eisenhower had experienced both the poor state of
US roads and the military advantages of Germany’s highway system." Worried
about the need to move military equipment and people quickly in the event of
a war with the Soviet Union, in 1956 Congress passed, and Eisenhower signed,
the Federal-Aid Highway Act, which set the goal of 41,000 miles of interstate
highway construction.™

The construction process required state transportation officials to seize mas-
sive amounts of private property (homes, farms, businesses, etc.) through
eminent domain. Eminent domain is the primary way in which the government,
at all levels, takes control of private property for public purpose. Its use goes
back to the founding of the nation, and specifically the Fifth Amendment to
the Constitution, which states “nor shall private property be taken for public
use, without just compensation.”™ The Supreme Court has repeatedly upheld
the legality of eminent domain for various purposes.™ During World War I, the
federal government alone took over more than 20 million acres of land, includ-
ing warehouses and other buildings owned by private companies, to construct
military and civilian facilities." Construction of the interstate highway system in
the 1950s and 1960s involved around 750,000 uses of eminent domain by vari-
ous government entities under the auspices of the federal program.®

Railroads (again) and Chrysler

By the early 1970s, the US political economic landscape had change dra-
matically. Labor unions, which had been purged of most of their communist
and socialist members and had their power radically constrained by the 1947
Taft-Hartley Act, were beginning their slow decline.” The AFL-CIO (which was
formed out of the merger of the AFL and the more radical ClIO in 1955), took a
decidedly anti-Communist line under the leadership of George Meany, leading
it to largely support the US war effort in Vietham and prevent the type of major
labor disruptions that had led to nationalizations during past wars."™
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There was also growing relationships between big business (and specifically
corporations) and the government. This was especially true with the develop-
ment of the military-industrial complex that President Eisenhower had warned
about during his 1961 farewell address."™ The large defense contractors that sup-
ported US efforts in Vietnam were intricately interwoven with government and
were heavily reliant on government contracts, research and development, and
subsidies. As John Kenneth Galbraith wrote in a 1969 article advocating for full
nationalization of this sector, “by no known definition of private enterprise can
these specialized firms or subsidiaries be classified as private corporations.”'?°

In 1971, the financial difficulties of one of these defense contractors, Lockheed—
along with Federal Reserve support of major banks the preceding year when Penn
Central Railroad went bankrupt—launched what could be termed the “bailout

era” of modern government economic intervention.” Lockheed argued that if it
did not receive additional government support (it had already received one sub-
stantial bailout from the Defense Department to reimburse the company for cost
overruns) and had to face bankruptcy, there would be a negative impact on jobs
and production.””? The company’s arguments were supported by labor unions and
major banks, both of which had an interest in the company’s financial success.
Despite significant controversy and debate, the government eventually authorized
a bailout package consisting of nearly $250 million in loan guarantees.?®

These initial bailouts opened the floodgates, so to speak. William Simon
lamented that during his time as Treasury Secretary in the mid-1970s, “I|
watched with incredulity as businessmen ran to the government in every crisis,
whining for handouts or protection from the very competition that has made
this system so productive.... And always, such gentlemen proclaimed

their devotion to free enterprise and their opposition to the
arbitrary intervention into our economic life by the state.

unique and which was justified by their immense concern In 1971. the financial

Except, of course, for their own case, which was always

for the public interest.”™?* Additional prominent bailouts difficulties of one of
during the decade included Franklin National Bank in these defense contractors

1974 and Chrysler in 1979-80 (discussed further later). launched what _COUId be
termed the ‘bailout era’

26 of modern government
economic intervention.
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However, even during this era of bailouts, nationalizations continued to occur
when necessary. In the 1970s, this once again concerned the nation’s railways.
Unlike many other countries that had permanently nationalized their railroads,
US railroads had mostly been operated by private companies that, in many cas-
es, offered both passenger and freight rail services (except during periods of
temporary nationalization, as previously discussed). By the late 1960s, however,
the private railroads were once again in disarray, with many facing bankruptcy.
Among other factors, the creation of the interstate highway system and the
emergence of air travel had reduced passenger numbers: from around 20,000
passenger trains in 1929, there were only about 500 left (with many slated for

discontinuation).?®

In 1970, Penn Central Railroad, one of the largest corporations in the coun-

try at the time with over 100,000 employees, collapsed.”® According to Philip
Longman “Penn Central’s feuding top managers disagreed on just about every-
thing except one point: they wanted in the worst way to get out of the railroad
business. So they neglected maintenance of track and equipment, cooked the
company’s books, and used what capital they could raise trying to become a
modish, 1970s-style conglomerate.”’?”

Following the collapse of Penn Central, Congress passed the National Railroad
Passenger Service Act (signed by President Nixon), which formed the National
Railroad Passenger Corporation (now known as Amtrak). The publicly owned
corporation began operation on May 1, 1971.1?¢ Privately owned railroads were
given the option to transfer their passenger service to Amtrak or not (essential-
ly, a voluntary nationalization). If they chose to do so, they would pay Amtrak
certain amounts in either cash, rolling stock, or infrastructure in exchange for
common stock in Amtrak if they wanted it or a tax deduction—as well as the
right to discontinue their passenger rail service (which for almost all the rail-
roads was a monetary drain). If railroads chose not to transfer their service,
they would be required to continue operating basic passenger service until
1974.2° Out of the 26 eligible railroads, 20 voluntarily chose to transfer their
service to Amtrak.
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Table 3. Railroads Transferring Assets
and Services to Amtrak's°

Railroad Value of contribution

Penn Central $52,382,109
Burlington Northern $33,447191
Santa Fe $21,053,173
Union Pacific $18,770,738
Seaboard Coast Line $16,091,306
Southern Pacific $9,259,225
Illinois Central $8,666,420
Louisville & Nashville $5,975,176
Milwaukee Road $5,943,074
Norfolk & Western 95,825,348
Chesapeake & Ohio $4,652,651
Baltimore & Ohio $4,840,061
Missouri Pacific $2,492,471
Gulf, Mobile & Ohio $2,243.750
Grand Trunk Western $2,084,564
Richmond, Frederickshurg & Potomac $1,689,674
(entral of Georgia $1,194,026
Delaware & Hudson $325,064
Chicago & North Western $126,638
Northwestern Pacific $31,896




Of these, four railroads chose to receive common stock in Amtrak: Burlington
Northern, Grand Trunk Western, Chicago, Milwaukee Road, and Penn Central.®
Given the severely degraded state of the rail infrastructure Amtrak inherited—old
locomotives and cars and crumbling stations—together with waning ridership
numbers, most observers at the time, including politicians, saw the creation of
Amtrak as a temporary experiment that would be quickly phased out along with
passenger rail service altogether. However, as Amtrak upgraded infrastructure,
addressed deferred maintenance issues, and centralized operations, ridership
and popularity increased and it is now a critical part of the transportation sys-
tem, especially in the well-traveled “Northeast Corridor” between Washington,
D.C. and Boston, Massachusetts.”?

The nationalization of passenger rail service, however, only solved one part of
the problem. Some of the railroads, especially in the northeast, were still not
financially viable as private entities. In 1974, Congress passed the Regional
Rail Reorganization Act that, among other things, created the Consolidated
Rail Corporation (Conrail) as a government-owned corporation. The Act
authorized the United States Railway Association (another new

government enterprise) to establish a “final system plan” to
decide which lines and other assets Conrail should acquire

11

from the bankrupt private railroads (other lines were sold
Most observers at the time,

including politicians, saw
the creation of Amtrak as a
ulatory Reform Act, and Conrail began operations the temporary experiment that
same year across the Northeast and Midwest.’s would be quickly phased
out along with passenger
rail service altogether.
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to Amtrak and state and local governments).”*®* That plan
was adopted by Congress in 1976 as part of the Reg-

By the mid-1980s, Conrail had repaired the terrible state
of the infrastructure and rolling stock it inherited from the

private corporations, freed itself from price controls and
other regulations, and streamlined its operations and man-
agement.® In 1986-87, the profitable and efficient company was
privatized by the Reagan administration in what was then the largest IPO
(initial public offering) in US history. In 1998, Conrail was purchased jointly by
Norfolk Southern Corporation and CSX Corporation, which split up its assets.!s®
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Table 4. Companies Transferring Assets
and Services to Conrail™’

Railroad
Allentown Terminal Railroad Company

Bankruptcy Estate
(entral Railroad of New Jersey

Real Property conveyed
Yes

American Contract Company Penn Central No
Ann Arbor Railroad Company Ann Arbor Railroad Yes
Baltimore & Eastern Railroad Company Penn Central Yes
Bay Shore Connecting Railroad Company Central Railroad of New Jersey/ Lehigh Valley Railroad Yes
Beech Creek Railroad Company Penn Central Yes
Central Indiana Railway Company Central Railroad of New Jersey Yes
Central Railroad Company of New Jersey Central Railroad of New Jersey Yes
Central Railroad Company of Pennsylvania | Central Railroad of New Jersey No
ﬁg}f&g&&ﬁgg?o and Saginaw Penn Central Yes
ﬁg:ffo%%%%‘llﬁ:)ggg Indiana Penn Central Yes
(leveland & Pittshurgh Railroad Company | Penn Central Yes
(Rlael\llsllgygo[(rllgggcatl Chicago & St. Louis | po - cantral Yes
Communipaw Central Land Company Central Railroad of New Jersey Yes
Connecting Railway Company Penn Central Yes
Consolidated Real Estate Company Lehigh Valley Railroad Yes
Dayton Union Railway Company Penn Central Yes
Delaware & Bound Brook Railroad Company | Reading Company Yes
Delaware Railroad Company Penn Central Yes
Despatch Shops, Inc. Penn Central Yes
Detroit Manufacturers’ Railroad Penn Central Yes
Dover and Rockaway Railroad Company Central Railroad of New Jersey Yes
Eastern Real Estate Company Reading Company (Y
East Pennsylvania Railroad Company Reading Company (Y
Erie & Kalamazoo Railroad Company Penn Central Yes
Erie & Pittshurgh Railroad Company Penn Central (Y
Erie Lackawanna Railway Company Erie Lackawanna Railway Yes
Erie and Improvement Company Erie Lackawanna Railway (Y
Erie Land and Improvement Company of Erie Lackawanna Railway Yes

Pennsylvania
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Fort Wayne & Jackson Railroad Company | Penn Central Yes
Hoboken Ferry Company Erie Lackawanna Railway Yes
Holyoke & Westfield Railroad Company Penn Central Yes
Hudson Realty Company Erie Lackawanna Railway Yes
Hudson River Bridge Company at Albany Penn Central Yes
Indianapolis Union Railway Company Penn Central Yes
Ironton Railroad Company Lehigh Valley Railroad Yes
Joliet & Northern Indiana Railroad Company | Penn Central Yes
gg:ﬂ'g:é%%ﬁ:ﬁ?" & Grand Rapids Penn Central Yes
Iﬁ:ﬁhggg%g?n%%y yoming Valley Erie Lackawanna Railway Yes
Lawroy Land Company Erie Lackawanna Railway Yes
Lehigh & Hudson River Railway Company Lehigh & Huclson River Railway (Y
Lehigh & New England Railway Company | Central Railroad of New Jersey Yes
Lehigh Valley Railroad Company Lehigh Valley Railroad (Y
Little Miami Railroad Company Penn Central (S
Mahoning and Shenango Valley Company | Penn Central (Y
Mahoning Coal Railroad Company Penn Central Yes
Manor Real Estate Company Penn Central (Y
Michigan Central Railroad Company Penn Central Yes
Mount Hope Mineral Railroad Company Central Railroad of New Jersey (Y
New York & Long Branch Railroad Company | Penn Central/Central Railroad of New Jersey (Y
New York Central Development Corporation | Penn Central (Y
New York Connecting Railroad Company Penn Central Yes
Niagra Junction Railway Company Erie Lackawanna Railway/Lehigh Valley Railroad Yes
North Brookfield Railroad Company Penn Central Yes
Northern Central Railway Company Penn Central Yes
North Pennsylvania Railroad Company Reading Company Yes
Norwich & Worcester Railroad Company Penn Central Yes
Penn Central Transportation Company Penn Central Yes
Penndel Company Penn Central Yes
Penndiana Improvement Corporation Penn Central Yes
Pennsylvania & Atlantic Railroad Company | Penn Central (Y
Pennsylvania-Reding Seashore Lines Penn Central/Reading Company (Y
Pennsylvania Tunnel and Terminal i Rl Yes

Railroad Company
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Peoria & Eastern Railway Company Penn Central Yes
Philadelphia & Trenton Rail Road Company | Penn Central Yes
Philadelphia, Baltimore & Washington

Railroad Company Penn Central Yes
Philadelphia, Germantown & Norristown -

Railroad Company Reading Company Yes
Pittsburgh, Fort Wayne & Chicago

Railway Company Penn Central Yes
Pittsburgh, Youngstown & Ashtabula

Railway Company Penn Central Yes
Plymouth Railroad Company Reading Company Yes
Port Reading Railroad Company Reading Company (Y
Providence Produce Warehouse Company | Penn Central (Y
Reading Company Reading Company Yes
Rochester & Genesee Valley Railroad Erie Lackawanna Railway Yes
Shamokin Valley & Pottsville

Railroad Company Penn Central Yes
South Manchester Railroad Company Penn Central (Y
Trenton-Princeton Railroad Company Reading Company (Y
Troy & Greenbush Railroad Association Penn Central (Y
Union Depot Company Penn Central (Y
Union Railroad Company of Baltimore Penn Central Yes
United New Jersey Railroad and

Canal Company Penn Central Yes
United Real Estate Company Lehigh Valley Railroad Yes
Wayneshurg Southern Railroad Company | Penn Central Yes
Wayneshurg & Washington

Railroad Company Penn Central Yes
West Jersey & Seashore Railroad Company | Penn Central/Reading Company Yes
Wharton & Northern Railroad Company Central Railroad of New Jersey Yes
Wilmington & Northern Railroad Company | Reading Company Yes
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Around the same time that Conrail was established, the US automaker Chrysler
was also experiencing financial difficulty. The company, which was at that point
the 10th largest manufacturing business in the United States with 134,000 em-
ployees, had been unable to keep up with both its domestic (Ford and GM) and
international rivals and was under pressure from rising energy prices and new
environmental regulations.”®® Facing massive losses, the company appealed to
the government for a bailout, warning of large-scale job losses if aid was not
provided. In response, Congress passed the Chrysler Corporation Loan Guaran-
tee Act of 1979 (signed into law in January 1980).

The Act established the Chrysler Corporation Loan Guarantee Board, which
guaranteed $1.2 billion in loans to the company. In exchange Chrysler provided
the government with warrants to purchase 14.4 million of the company’s shares
at $13 per share. This represented around a 12 percent ownership stake had the
warrants been exercised.® By 1983, Chrysler’s performance had improved (due,
in part, to government-imposed “voluntary” import quotas on Japanese cars)

and with a share price at around $30, the government auctioned off the war-

rants (Chrysler ended up re-purchasing them) for a profit to the government of




$311 million.*° What makes the government’s intervention in the Chrysler case
more than just a bailout (and verging on a nationalization) was that the Chrys-
ler Corporation Loan Guarantee Act also required that Chrysler relinquish some
operational control of the company to the government in exchange for the loan
guarantees (the Act also required the company to set up an Employee Stock
Ownership Plan to give workers an ownership stake in the company). The Loan
Guarantee Board was given the authority to inspect all of the company’s books,
accounts, documents, and correspondence as well as “extensive oversight au-
thority,” including final approval on the sale of assets over $5 million and labor
contracts worth more than $10 million.*

Continental Illinois and the S&L Crisis

In the 1970s and 1980s, the United States’ economy was becoming increasingly
financialized. One of the banking darlings of this time was Continental lllinois
National Bank and Trust Company, which had become the nation’s seventh
largest bank through aggressive (and at times risky) commercial and industri-
al lending.*? By 1984, however, the bank was in severe financial difficulty and
depositors around the world began to withdraw their money. Worried about
contagion that could bring down the banking system, the Federal Reserve
and the Federal Deposit Insurance Corporation (FDIC) attempted to bailout
Continental lllinois by providing a $2 billion assistance package, promising to
meet the bank’s liquidity needs, and trying to engineer a merger with another
bank.“3 Bailouts of this kind had been tried or contemplated before, notably
with Bank of the Commonwealth in 1972, Franklin National Bank in 1974, First
Pennsylvania Bank in 1980, and Seafirst Bank in 1983.144

However, these efforts were insufficient with Continental lllinois, and in July
1984 a more radical solution was introduced. “The Bank would,” former FDIC
Chairman Irvine Sprague recalled in 1986, “have to be, in effect, nationalized.”™®
The FDIC—which was created by the 1933 Banking Act to deal with bank fail-
ures—assumed $4.5 billion of bad loans (minus a $1 billion dollar charge-off, but
plus a $1 billion capital infusion) from the bank in exchange for an 80 percent
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ownership stake (given the bank’s depressed share value).*® As part of the
nationalization, the company’s top management and board of directors were all
replaced.”” Over the next several years, the FDIC slowly sold off its ownership
stake in the bank, which was fully reprivatized in 1991. However, the government
took a loss of $1.8 billion on the total amount of their investment in the privat-
ization process.*® In 1994, Continental lllinois was bought by Bank of America.

It is worth pointing out that the government actually takes temporary control
of failing banks all the time through the operations of the FDIC. When a bank is
in imminent danger of failure, the FDIC is informed and initiates the resolution
process. In most cases this involves selling the assets (along with some of the
liabilities) of the failed bank to a healthy bank—a so-called purchase

and assumption transaction. However, in order to facilitate this
transaction, the FDIC reviews all of the bank’s financial infor-

(11

mation, develops a marketing plan, solicits bids from other

companies, approves a buyer and, crucially, acts as the . -
It is worth pointing out

that the government
and liabilities to the new buyer. According to the FDIC, actually takes temporary
the first action it takes as receiver is to “take custody of control of failing banks
all the time through the
operations of the FDIC.

failed bank’s receiver in order to transfer various assets

the failed institution’s premises and all its records.”™?

In the second half of the 1980s, the financial sector was

LE

rocked again by what is now known as the “S&L crisis.”

In the United States, savings and loan associations (S&Ls)
were essentially small banks that incentivized savings and
home mortgages (among other things) for their members. By 1980,

there were around 4,000 of these institutions operating across the country.’°
They were traditionally considered a safe and conservative part of the banking
ecosystem. However, economic conditions in the late 1970s and early 1980s
caused many S&Ls to experience financial difficulty. The government, then
under President Reagan, responded by recklessly deregulating the S&L sector
through a series of acts—allowing them to make consumer and commercial
loans and offer depository accounts and credit cards.”™ This led many S&Ls to
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take on riskier projects and incentivized rampant fraud among S&L managers.’*?
The S&L sector responded to deregulation by growing at breakneck pace, but
increasing numbers of failures began to put pressure on the sector’s insurance
fund (the Federal Savings and Loan Corporation—FSLIC). By 1987, FSLIC was
bankrupt, and the sector was in crisis.”?

Congress responded by passing the Financial Institutions Reform, Recovery
and Enforcement Act of 1989 (FIRREA). Among other things (such as a raft

of new regulations), the Act established a new government entity, the Reso-
lution Trust Corporation (RTC), to take over and close insolvent S&Ls and sell
off their assets. RTC was, in turn, financed by another new government-backed
enterprise, the Resolution Funding Corporation. In all, the RTC took over and
shut down 747 failed financial institutions that had assets of more than $400
billion.™ The RTC’s mission was to “contain, manage, and sell failed savings
institutions and recover taxpayer funds through the management and sale of
the institutions’ assets.”™ “The RTC became,” Julia Kagan writes, “a massive
property-management company, cleaning up what was, at the time, the larg-
est collapse of US financial institutions since the Great Depression.”™® Over the
next several years, the RTC slowly sold off these assets before shutting down in
1995. The total cost of the crisis is estimated at around $160 billion, with $132
billion of that shouldered by taxpayers.™™

Airlines and Airport Security

In the wake of the 2001 terrorist attacks on New York City and Washington,
D.C.,, the government made two large-scale interventions into the airline in-
dustry. The first was a bailout of the major airlines. In addition to providing $5
billion in direct, “no-strings-attached” aid to recompense airlines for their losses
during the shutdown of air traffic following the attacks (as well as insurance
subsidies), the Air Transportation Safety and System Stabilization Act (ATSS-
SA) created the Air Transportation Stabilization Board to distribute up to $10

billion in direct loans and loan guarantees to economically distressed airlines.”
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A condition of the loan guarantees—due to an amendment authored by Sen-
ators Jon Corzine (D-N.J.) and Peter Fitzgerald (R-Ill.)—was that the Air
Transportation Stabilization Board (ATSB) had to negotiate warrants allowing
the government to purchase company stock at a certain price (just like during
the Chrysler bailout in 1980).1°° US Airways received the biggest slice of the
bailout fund, a $900 million guarantee on a $1 billion loan. In exchange, US Air-
ways gave the government warrants to buy 7.64 million shares. America West
Airlines gave the ATSB warrants to buy 18.75 million shares, around one-third
of the company’s entire common stock. Others included Frontier Airlines (3.45
million shares), American TransAir (1.47 million shares), and World Airways
(2.38 million shares).'®° |t is estimated that the government made around $130
million from subsequently reselling warrants in America West, Frontier, and
World Airways.!®

Writing at the time of the bank bailouts seven years later (discussed further lat-
er), Fitzgerald stated “if the taxpayers are taking the risk, then they should be
able to participate in the upside when the bank returns to health.”"®? Unlike the
Chrysler bailout 20 years earlier, however, the government by and large did not
exercise any direct control over the airlines to go along with their ownership
options. Therefore, this episode is more of a classic bailout (rather than nation-
alization), although with the option for ownership.’®®* One exception was when
US Airways declared bankruptcy in 2004. Given the financial support the gov-
ernment had given to the airline, it took a more assertive stance. Steven Truxal
writes that “the [ATSB] became more intensely involved in the airline’s restruc-
turing and with the bankruptcy court to ‘ensure that the taxpayers’ interests
[were] protected.”®4

Around the same time, a more straightforward nationalization occurred with
regards to airport security. Before 2001, airport security had been handled
by private security companies. These companies, many of which were for-
eign-owned, utilized low-cost (often immigrant) labor, had incredibly high
turnover rates, and often had numerous regulatory violations.'®> After the 9/11
attacks, when hijackers seemingly breezed through lax security checkpoints,
there was bipartisan agreement that the government needed to play a more
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active role in airport security. There were two options on the table. Democrats
and some moderate Republicans favored outright nationalization of the in-
dustry. More conservative Republicans, who were mostly concerned about the
prospect of tens of thousands of new, unionized federal employees, suggested
keeping private companies but dramatically increasing federal government

oversight and regulations.'®®

In November 2001, President George W. Bush signed the Aviation and Trans-
portation Security Act which nationalized airport security by creating the
Transportation Security Agency. That agency was then moved to the new
Department of Homeland Security and became the Transportation Security
Administration (TSA). Under pressure to have the new nationalized system up
and running as soon as possible, TSA recruited and trained around 60,000 em-
ployees within its first year of operation. This, TSA historian Michael P. C. Smith
writes, was “the largest mobilization of the federal government since WW!I1.”¢7
Originally, those employees were prevented from unionizing, but after a lawsuit
by the American Federation of Government Employees (AFGE) this changed as
part of the Homeland Security Act. Still, however, TSA employees do not have
the same labor rights and protections as other government employees.'®® Some
of the private companies that were affected by the nationalization of airport
security included Huntleigh USA, Globe Aviation, and Argenbright Holdings.'®®

2008-2009 Financial Crisis

It is perhaps ironic that the presidency of Republican George W. Bush was
bookmarked by two large-scale government interventions into the economy.
In 2008, shortly before he was due to leave office, the bursting of a housing
bubble caused the United States’ overly financialized, deregulated, and in-
terconnected financial system to collapse. Speaking in December 2008 after
he helped engineer an unprecedented government rescue of the banks, Bush
remarked “I'm a free market guy. But I’'m not gonna let this economy crater in

order to preserve the free market system.”"7©
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It is often forgotten that the government intervention to save the financial
sector (and by extension the entire capitalist economic system) in 2008 and
2009 actually took various forms, including both bailouts and nationalizations.
On the first, the government provided large amounts of capital to hundreds of
banks without demanding much in return (leading it to be termed a “bailout”
by almost every media outlet, commentator, and expert). For instance, through
the Capital Purchase Program (CPP)—part of the Troubled Asset Relief Pro-
gram (TARP)—707 banks received capital injections. In return, the government
(through the Treasury Department) received preferred securities (a hybrid of
stocks and bonds that confer an ownership share, but often have no
voting rights) with a dividend rate of five percent for five years
and nine percent after five years, as well as warrants to buy

(11

common stock equal to just 15 percent of the value of the
It is often forgotten government’s investment.”" Outside of unusual circum-
that the government

intervention to save the
financial sector in 2008 government could not appoint directors unless an in-

and 2009 actually took stitution missed six dividend payments (and then only

various forms, including two), and half the warrants could be cancelled if they
both bailouts and

nationalizations.

stances, the preferred securities were nonvoting, the

were redeemed by the companies before December
31, 2009.72

J)

However, more extensive action that reaches the threshold
of nationalization was taken in several cases. In early Sep-
tember 2008, before the collapse of Lehman Brothers, the Bush
administration nationalized the giant mortgage companies Freddie Mac
(the Federal Home Loan Mortgage Corporation) and Fannie Mae. Freddie and
Fannie, as they are colloquially known, were quasi-public entities known as gov-
ernment sponsored enterprises created to purchase and securitize mortgages
(thus allowing banks and other lenders to offer better terms to customers).
They were privately organized and listed on the stock market (Fannie Mae
starting in 1968 and Freddie Mac starting in 1989)."7° By 2008, they owned or
guaranteed around 40 percent of all mortgages in the United States and were
heavily exposed to the collapse of the real estate bubble.” As the crisis began
to unfold, both were on the verge of collapse, and the government stepped in.
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However, for various reasons, the government chose an unusual (and legally
guestionable) method to take control of these companies. It received a warrant
to purchase 80 percent of their common stock and put the companies into
conservatorship (giving the government control). Despite not exercising the
warrant, the government has been taking any profits generated by the compa-
ny ever since.”® “The reasons were political,” Steven Davidoff Solomon explains.
“The government did not want to look as if it owned these two entities, and na-
tionalizing Fannie and Freddie would also have added trillions of dollars in debt
to the government’s balance sheet, blowing up the national debt ceiling.”"7®
However, most observers, including the Congressional Budget Office, acknowl-
edge that the government is “the effective owner” of both companies.””

Over the next several months, the government took a 77.9 percent share of
insurance giant AlG, a 36 percent stake in Citigroup, one of Wall Street’s largest
financial institutions, and a 73.8 percent ownership interest in GMAC (the for-
mer financing affiliate of General Motors).””® In the AIG case, the government’s
77.9 percent ownership stake came in the form of preferred securities (con-
vertible to common stock) that were placed into an irrevocable trust (with the
Treasury Department as beneficiary) administered by three trustees recruited
from private sector finance appointed by the Federal Reserve. “The trust instru-
ment provided the trustees with complete power to vote and dispose of the

government’s shares,” Davidoff Solomon reveals.”®

In the case of Citigroup, the government decided to contractually limit its
ownership rights, agreeing to “vote its shares in proportion to all other shares
cast except for certain designated matters.”’®© One of these was the election
or removal of directors, but even here the government never exercised its
rights by nominating or demanding the removal of a director. With GMAC, the
government was entitled to appoint six of the company’s 11 directors. How-
ever, as Davidoff Solomon explains, “the true control rights the government
asserted over GMAC are unknown and the Congressional Oversight Panel
(COP) has been particularly critical of the Treasury Department’s manage-
ment of this investment.”®
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In late 2008, the automakers General Motors (GM) and Chrysler also sought
assistance from the government. They suggested that absent this support, the
companies would fail, triggering a domino effect among suppliers that could
cost as many as a million jobs. While GM’s CEO Rick Wagoner blamed the
financial crisis for the company’s problems, many observers identified lon-
ger-term structural problems. The company’s accounting, data management,
and strategic planning mechanisms were in shambles and its upper manage-
ment (secluded by an “antique, closed corporate culture”) were in a complete
state of denial.’®2 Not only did they refuse to make any contingency plans for
bankruptcy as they were hemorrhaging money, but their presentations to gov-
ernment officials contained no historical or comparative data. It was, as bailout
architect Steven Rattner recalls, as “if there were no such thing as Ford, Honda,
or Toyota.”™®3

After being rejected in their first attempt to secure bailout funds when they
arrived in Washington D.C. on separate private jets, the automakers’ CEOs tried
again in December 2008.%4 After frantic negotiations between the administra-
tion, Congress, the automakers, and the United Autoworkers union (UAW), the
Bush administration agreed to provide $13.4 billion of TARP funding to GM and
$4 billion to Chrysler (in exchange for warrants to buy company stock as in
the earlier Chrysler bailout and the airline bailouts).”®® However, this was insuf-
ficient and with GM and Chrysler continuing to hemorrhage money and ask

for additional assistance the Obama administration (which replaced the Bush
administration in January 2009) was forced to come up with a new plan. In
late March 2009, the Obama administration announced that it would be pro-
viding GM and Chrysler financial and technical assistance to restructure their
businesses—and that a condition of this support was the resignation of GM
Chairman Rick Wagoner.'#®

The centerpiece of the Obama administration’s plan to save GM and Chrysler
was nationalization via the bankruptcy court. On June 1, 2009, General Mo-
tors—one of the largest and most historically iconic manufacturing companies
in the United States—filed for bankruptcy in New York (and was subsequent-
ly delisted from the New York Stock Exchange). The Treasury Department
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provided $30.1 billion in “debtor-in-procession financing” to fund the company
as it went through the bankruptcy process (in order to avoid a complete lig-
uidation of its assets).®” As part of this process, the government established

a new company (NGMCO, Inc. or New GM colloquially) that was 60.8 percent
owned by the US federal government, 11.7 percent owned by the governments
of Canada and Ontario, and 17.5 percent owned by the UAW through their
retiree healthcare fund (VEBA). Old GM (Motors Liquidation Company) then
transferred various assets to New GM via a “363 sale” (an asset sale under
section 363 of the bankruptcy code) while others were sold off, and New GM
assumed the name (and trademark) of General Motors Company—thus com-
pleting the transfer to government ownership.’®® In 2010, new GM conducted
an IPO that reduced the government’s ownership stake to 33 percent and by
the end of 2013 the government had sold off the remainder of its shares.”®?
Given that the government took an overall loss of around $10 billion-$11 billion
on the auto bailout, there was criticism that it was too hasty to sell its shares
in GM, and should have held on to them for longer in order to fully recoup
public funds.’®©

A similar, but slightly modified, plan was developed for Chrysler. On April 30,
2009 the company declared bankruptcy. A new company (Chrysler Group LLC)
was formed with the Italian automaker Fiat owning 20 percent of it shares,

the UAW'’s VEBA owning 67 percent, and the US and Canadian governments
13 percent.® The US government provided $1.9 billion in debtor-in-possession
financing and up to $6.6 billion in working capital funding for the new compa-
ny.®? Although the US government was only a minority shareholder in the new
Chrysler, by almost every measure it was the entity in control of the transition
process—without the direct involvement of the Obama administration’s Auto
Task Force in everything from negotiating the deal with Fiat to providing fund-
ing, Chrysler would not exist today. Over the next several years, Fiat slowly
increased its ownership stake in the new company (Fiat Chrysler Auto Compa-
ny after an IPO in 2014), buying the last of its shares back from the UAW in late
2014 and early 2015.193
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Conclusion

More than 10 years on, and in the midst of one of the longest periods of eco-
nomic expansion in the nation’s modern history, it is sometimes difficult to
remember how serious the 2008-09 financial crisis was. Pundits and politicians
alike openly speculated as to whether or not the end of capitalism was at hand
(and without massive and decisive government intervention, including nation-
alizations, it would have been). Similarly, we forget how wars in first half of the
20th century promised death and destruction for tens of millions of people and
threatened to wipe entire nation states off the map; and how in the latter half
of the century, the threat of mutually assured nuclear destruction hung over

every military and economic conflict.

In such times of political and economic crisis, policymakers of all ideological
persuasions in the United States have never been hesitant to use one of the
most powerful tools at their disposal: nationalization of private enterprises and
assets. This included the Democrat Woodrow Wilson, who nationalized rail-
roads, and the telephone, telegraph, and radio industries (among

others), and the Republican Ronald Reagan, who nationalized
a major national bank; the Democrat Franklin D. Roosevelt,
who nationalized dozens of mining and manufacturing €€

facilities, and the Republican George W. Bush, who na- . .
Fossil fuel corporations
are one of the primary
institutions; the Democrat Barack Obama, who nation- political and economic
alized auto manufacturers, and the Republican Richard impediments to
adequately addressing
the climate crisis.

LE

tionalized airport security and various major financial

Nixon, who nationalized all passenger rail service.

As the climate crisis continues to escalate, and the time
frames for avoiding catastrophic economic, social, and
ecological effects shrink, it is worth remembering President
Roosevelt’s famous injunction in the Montgomery Ward case:
in times of crisis, strikes by employers against their government

cannot be tolerated. Fossil fuel corporations are one of the primary political
and economic impediments to adequately addressing the climate crisis. Any
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government that takes this crisis seriously will at some point have to reckon
with the reality that the actions of these companies (and their mere existence)
fatally undermine any possibility of mitigating the crisis. When that happens,
nationalizing and decommissioning the fossil fuel industry is likely to increas-
ingly become a viable and popular policy option. Fortunately, US history
provides ample evidence of the ways in which this could be accomplished.
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