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Abstract
This paper provides a reconstruction of the intellectual cross-fertilization between Adolf Berle

and John Kenneth Galbraith to account for their institutionalist challenge against “conventional
economics” so as to bring political economy back to life. To do so, I go back to the genesis of
Modern Corporation and Private Property before analyzing Berle and Galbraith’s answers to a set of
fundamentals questions. What is the nature of modern competition ? What is the nature of the
modern corporation ? What is the role of the State ? Lastly, how should American liberalism be
reinvented to cope with the social issues of an affluent society ? Their answers to these questions
reveal the deep affinities between the theoretical and political dimensions of their works, so that
this work lies at the crossroads of the history of economic thought and the history of American
liberalism in the postwar period.
Résumé

Cet article propose une reconstruction de la fertilisation intellectuelle réciproque entre Adolf
Berle et John Kenneth Galbraith, afin de rendre compte de leur critique commune envers
«I’économie conventionnelle » et de leur volonté de revivifier une perspective en termes
d’économie politique. Pour ce faire, je reviens sur la genese de Modern Corporation and Private Property
pour ensuite analyser les réponses de Berle et Galbraith a un ensemble de questions fondamentales.
Quelle est la nature de la concurrence ? Quelle est la nature de la société anonyme ? Quel est le
tole de Etat dans ’économie ? Enfin, comment le libéralisme américain doit-il étre réinventé afin
de faire face aux questions sociales qui caractérisent les sociétés opulentes ? Leurs réponses révelent
des affinités profondes entre les dimensions théorique et politique de leurs travaux, de telle sorte
que ce travail est une contribution a la croisée de l'histoire de la pensée économique et de I'histoire

du libéralisme américain.

Keywords: institutionalism - managerialism - liberalism - political economy.
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Introduction

On April 29", 1971, John Kenneth Galbraith (1908-2006) wrote a letter of condolence to
Beatrice Betle, widow of Adolf Berle Jr. (1895-1971).> Galbraith lamented the “absence of
emphasis on Adolf’s economic work” in tributes after his death. “Because Adolf was a lawyer and
not an economist he never had the recognition in the economics profession that was accorded to
others.” By “others”, Galbraith was referring to none other than John Maynard Keynes on the one
hand and Edward Chamberlin and Joan Robinson on the other. This letter to Beatrice Berle, like
other writings by Galbraith, set out an original interpretation of the dynamics of economics in the
interwar period. Galbraith considered that economics underwent three revolutions during the
1930s: the Keynesian revolution, the monopolistic and imperfect competition revolution, and Berle
and Means’s revolution. Three years earlier, to mark the 35" anniversary of the publication of
Modern Corporation and Private Property (1932), Galbraith had paid an enthusiastic tribute to Berle and
Means’s “assault on established belief”. He already believed that unlike Keynes they “have not
received credit for the revolution that they initiated” and reasserted this judgement in The New
Palgrave Dictionary of Economics (Galbraith 2008).

This paper provides the rationale behind this repeated judgment. Berle exerted at least as much
influence as Keynes or any other economist over Galbraith’s project to construct an integral
economics (Chirat 2021). By “integral economics”, I refer to Galbraith’s theoretical project,
thought of as an alternative to “conventional economics”, which proposed integrated “pattern

models™*

of the functioning of the economic system of postwar American industrial society.
Galbraith used the label of “conventional economics” to amalgamate highly diverse economic
analyses, which nonetheless shared three core postulates. There are the hypotheses of (1) consumer
soverezgnty, (1) citizen sovereignty, and (iii) profit maximization (Galbraith 1973a, 5). These postulates led
to the exclusion of power from economic theory, one of the typical features of the move from
“political economy” toward “economics™. It was against these three postulates that Galbraith
composed his trilogy of American Capitalism (1952), The Affluent Society (1958), and The New Industrial
State (1967). And in doing this, Berle and Means’s (1932) seminal contribution, Berle’s own postwar

trilogy, composed of The Twentieth Century Capitalist Revolution (1954), Power without Property (1959),
and The American Economic Republic (1963), as well as his magnum opus on Power (1969), proved to

2 John Kenneth Galbraith Personal Papers (JKGPP), JFK Presidential Library, Boston (MA), Series 3, Box 77.

3 The Antitrust Bulletin, August 21, 1968, p. 1526-1528, in JKGPP, Series 9, Box 942.

4 A “pattern model” is a holistic, systemic, and evolutionary model. The term characterizes the institutionalist
methodology (Wilber and Harrison 1978, 71).

5> On this evolution, see Backhouse and Medema (2009).



be critical resources. This is not surprising. In front of the postwar transformation of economics,
Berle shared Galbraith’s will to bring power back into economic theory.

Berle’s influence on Galbraith was mediated by his post-war published works but also by
constant relationship among liberal networks as well as a close friendship. Both were involved in
the activities of the Twentieth Century Fund, one of the main liberal think tanks. In 1953 Galbraith
participated in a collective project, promoted by Betle, on the allocation of power in America.’ In
1960, as Chairman of the Board of Trustees of the Twentieth Century Fund for almost a decade,
Berle asked Galbraith to become a trustee to give “greater vitality and realism to the study and
eventual practice of twentieth century economics”’. Biographers of Betle (Schwartz 1987) and
Galbraith (Parker 2005) both mentioned the impact of the elder on the younger. This filiation is
always recognized in the literature on the so-called managerial revolution®. The New Industrial State
(1967) has been thought of as an updating of both the argument expounded in Modern Corporation
and Private Property (Betle and Means 1932) and Absentee Ownership and Business Enterprise in Recent
Times (Veblen 1923)°. Berle’s influence on Galbraith has, however, never been documented even
though Galbraith’s personal papers are very informative in this regard. This shortcoming explains
another one. It has not been recognized that, in return, Galbraith also had a deep impact on Adolf
Berle’s evolving view of the workings of American capitalism. Consequently the study of their
intellectual relationship is a study of cross-fertilization between two intellectuals sharing a common
goal. They tried to build an institutionalist alternative to the dominating neoclassical synthesis.

This cross-fertilization between Berle and Galbraith also hinges on a common worldview.
Characterizing it is not an easy task. Three labels prove useful provided they are clarified. Berle and
Galbraith’s convergent worldviews are rooted in managerialism, institutionalism, and liberalism.
Berle and Means’s (1932) contribution is a point of departure for the analysis in terms of the
managerial revolution. Its main claim is that the economic system of modern societies experienced
a qualitative change. It was increasingly ruled by managers of private and public organizations who

had taken over from the owners of the corporations (Burnham 1941). In “The apologetics of

6 After his appointment as the Chairman of the Board of Trustees, Berle asked the organization to “support the work
of political theorist Franz Neumann in writing a book on the nature of power and political institutions” (Schwartz
1987). Galbraith was missioned to write a memorandum on political power and the interrelation of the “three pillars”
of the economy, namely big business, labor, and agticulture. This memo served as a support for a collective report on
“The relationship of economic and political power in the United States” notably prepared by Galbraith, Hofstadter,
and Neumann.

7 Letter from Betle to Galbraith, July 25%, 1960. JKGPP, Series 3, Box 59. On Betle’s involvement in this think tank,
see Schwartz (1987, 361-372). The Twentieth Century Fund was created by progressive industrialists, including Henry
Dennison. Galbraith had work with him in 1936 (Dennison and Galbraith 1938).

8 The term “revolution”, commonly used since Burnham (1941), is quite misleading, because of the gradual character
of this evolutionary process.

? There is a controversy over the nature of the filiation from Veblen to Galbraith between Evans and Leathers (1973,
1980) and Rutherford (1980, 1981, 1992). As an intermediary step in the analysis of the historical process between
Veblen’s “New Order” and Galbraith’s “New Industrial State”, Berle and Means’s arguments are also at issue.



managerialism”, Edward Mason (1958) depicted Berle and Galbraith, as well as Burnham and
Means, among the principal promoters of the view that American capitalism experienced such a
change of nature'. But the term managerialism has also a more precise meaning (Machlup 1967). It
refers to the managerial theories of the firm built as an alternative to the neoclassical theory hinging
on the hypothesis of profit maximization. Betle (1959a) and Galbraith (1957, 1967) were two of
the leading representatives of this research agenda - alongside Baumol (1959), Marris (1964), and
Williamson (1964). But the particularity of their theory of the firm is that contrary to the three
others’ one, they are not compatible with marginalism.

The second useful label to characterize Berle and Galbraith’s worldview, especially their
economic analysis, is institutionalism. I accounted elsewhere for Galbraith’s participation in original
institutional economics from intellectual, theoretical, and epistemological points of view (Chirat
2021). In doing so, I highlighted that Adolf Berle, John Maurice Clark, John Kenneth Galbraith,
and Gardiner Means belonged to its Veblenian tradition - alongside (but without deep relationship
with) Clarence Ayres and his followers from the Universities of Texas and Colorado'". First, Berle
and Galbraith both pursued Veblen’s ambition, as summed up by Walton Hamilton in his
institutionalist manifesto, to provide “a generalized description of the economic order” as a
“unified whole which is in process of development” (Hamilton 1919, 311-315). Second, both put
the corporation at the heart of their pattern models. Third, both aimed at challenging the worldview
of neoclassical economics because of its incapacity to account for the “managerial revolution”.
Berle explicitly associated himself with the “institutionalist school” (Berle 1964, 571, 573). At the
institutional level, he was a member of Columbia University, one of the main bastions of the
institutionalist movement in the interwar period (Rutherford 2004, 2011). This context explains
why he had been in touch with many participants in the movement, such as R. A Gordon
(1939,1945), and considered as one of them, or at least a “first cousin” (Tilman 1974).

The fact that the works of Berle and Galbraith took their roots in Veblen’s work, however,
should not be misleading. Malcolm Rutherford (2015b) has shown that after 1945, Ayres, as “a
charismatic teacher”, was the main representative of the Veblenian tradition. His specific
petspective on Veblen’s work based on the instrumental/ceremonial dichotomy, which has created
many dissensus among post-war institutionalists, bears little relation to those of Berle and

Galbraith. Moreover, they were not inserted in institutionalist academic networks, although

10 Burnham (1941) made explicit references to Betle and Means (1932). In his trilogy, Galbraith initially did not mention
Burnham’s work, before paying him a tribute in the revised edition of The New Industrial State. See also Galbraith’s
letters to Burnham from August 6™ and 25, 1971. JKGPP, Series 3, Box 77.

11 It is common to distinguish the Veblenian tradition from two others, namely the Wisconsin school (behind Ely and
Commons) and the quantitative tradition (behind Mitchell and A.F. Burns) at the NBER (Yonay 1999; Rutherford
2011). On the fate of these traditions after 1945, see Rutherford (2015b).



Galbraith supported the AFEE following requests by Gambs, Gruchy and Forest Hill'>. As
Rutherford sums up, Galbraith could be considered “the highest profile institutionalist of the post-
1945 period” but “he was a lone figure at Harvard and did not produce many academic followers”
(2015b, 99-101). As for Berle, he does not appear to have had any notable relationships with
institutionalist economists after 1945, with the exception of Galbraith.

The third label helping to characterize Berle and Galbraith’s worldview is liberalism, in its
american meaning. Its affinities as a political ideology with institutionalism as a paradigm in
economics are well known (Tilman 1987, 2008; Kloppenberg 1986, 1998)". Indeed the mutations
of the institutionalist movement in America can be divided into three generations and understood
through the prism of the evolution of American liberalism, respectively prior to World War One,
in the interwar period, and in the post-World War Two era (Chirat 2021). This label of liberalism
is, however, even more equivocal than the previous two. In a recent controversy over the meaning
of “cold-war liberalism”, Brenes and Steinmetz-Jenkins (2021) and Mattson (2021) recognized that
the idea of a “liberal consensus” in the post-war period is “mythical”. For this reason, the
clarification of the political dimension of Berle and Galbraith’s works, among the diverse lines of
thought amalgamated under the label of “cold-war liberalism” is required.

Because of his inclusion in Franklin D. Roosevelt’s brain trust, Betle was one of the main
figures of the New-Deal era and a transitory protagonist between interwar and post-war
liberalism'*. Belonging to the next generation, Galbraith was one of the main figures of post-war
liberalism and a transitory figure regarding the emergence of the New Left. Galbraith’s intellectual
relationship with the New Left emerging at the end of the 1960s was, however, ambivalent. His
criticism of neoclassical economics converged with the political economy of many radicals
(Lindbeck 1972). But he was criticized by them, as Berle had been, for being a representative of
“corporate liberalism”. In a letter to Galbraith of May 8", 1969, Berle explicitly dismissed that
categorization”. Berle and Galbraith were considered as “corporate liberals” by American radicals
and some liberals since both emphasized the economic success of America under the reign of great

corporations concentrated in oligopoly markets'’. Following the dichotomy between the

12 Letter from Gambs to Galbraith, March 26%, 1964. JKGPP, Series 3, Box 35. Letter from Gruchy to Galbraith ,
March 18%, 1968. JKGPP, Seties 3, Box 68. Letter from Forest Hill to Galbraith, September 231, 1968. JKGPP,
Series 3, Box 68.

13 On the specific affinities between Dewey and some institutionalists, see Bazzoli and Dutraive (2013). On the specific
affinities between Lippman and certain institutionalists, see Goodwin (2013).

4 On Berle’s role in the Roosevelt administration, see Schlesinger (1956, 434-437) and Betle’s published paper (Betle
and Jacob 1973). Between 1938 and 1943, as an active member of the State Department, Berle was one of Keynes’s
main American correspondents on the international monetary reform that would eventually take shape at Bretton
Woods (Thompson 2019).

15 JKGPP, Series 3, Box 76.

16 Like the works of Berle, Clark, Galbraith, and Schumpeter, Daniel Bell (1960, 81) had shown that Fortune magazine
was the mouthpiece at that time for the efficiency of large companies and their role in economic dynamics. Berle



Jeffersonian and Hamiltonian traditions proposed by Michaél Lind in Land of Promise, both Betle
and Galbraith were Hamiltonian rather than Jeffersonian liberals'”. However, we shall see that their
defense of big corporations was anything but unconditional, so that the label corporate liberalism,
used by radicals as a semantic tool in their political struggle against liberals, proves misleading. My
claim is that they are rather representative of “qualitative liberalism” (Mattson 2000).

The paper assumes that the worldview held by Berle and Galbraith was epochal. Many liberals,
conservatives, and radicals felt the need to clarify their position by discussing their writings. Many
works on American liberalism during the 1950s and 1960s, either written at the time or in later
decades, also argue in favor of such an assumption'®. The importance of Berle and Galbraith’s
writings could be explained by the diffusion strategy of their works. In order to challenge
conventional economics from a declining institutionalist perspective in academia, they purposely
short-circuited academic journals to write book targeting a wider audience, so that they were often
recognized as public intellectuals only. To account for Berle and Galbraith’s cross-fertilization to
bring political economy back to life, I propose to study their respective answers to a set of
fundamental questions. This method assumes the emphasis falls on their economic analysis rather
than their political activities”. It provides a description of the connections between their
understanding of the managerial revolution, their institutionalist challenge to ‘“conventional
economics”, and their interpretation of the dynamics of American capitalism.

My reconstruction, based on archival work, involves five steps. First, I go back to the genesis
of Modern Corporation and Private Property and the influence the book exercised on Galbraith (Section
1). Then I analyze Betle and Galbraith’s intellectual cross-fertilization through the lens of their
answers to the aforementioned set of fundamentals questions. What is the nature of modern
competition (Section 2) ? What is the nature of the modern corporation (Section 3)? What is the
role of the State (Section 4) ? How should American liberalism be reinvented to cope with the new
social issues raised by the transformation of American capitalism in the post-war era (Section 5)?
In doing so, I aim at providing a specific contribution at the crossroads of the history of economic

thought and the history of American liberalism in the post-war period.

contributed to Forfune and Galbraith was an editor of the magazine between 1943 and 1947. This also explains why
they were associated with the ideology of corporate capitalism.

17 The Hamiltonian tradition “identifies the wealth of nations not with small enterprises in lightly regulated markets,
but with large-scale industrial production based on scientific and engineering breakthroughs that have usually originated
directly or indirectly in government sponsored research” (Lind 2012, 12-17).

18 See for instance Grimes (1962), Sternsher (1962), and Beck (1987). Surprisingly, Galbraith and Betle are absent from
Dorothy Ross’s recent work on liberal social thought in the fifties (2021a, 2021b).

19 If political issues are not excluded, I emphasize their thinking rather than their political involvement with the
Democratic politicians they supported, since that involvement tells us less about their political economy and more
about the contingent political struggles. I also leave aside their analysis of foreign relations, which would require a
paper in itself.



Section 1: Modern Corporation and Private Property as a revolution.

In Theory of Business Enterprise (1904), Veblen argued that owner-directors controlled modern
business enterprise. In Absentee Ownership and Business Enterprise in Recent Times, he argued that their
discretionary power of control, because of a process of bureaucratization in financial management,
had gradually passed into the hands of financial administrators of corporations, especially large-
scale banks (Rutherford 1992, 270-271). By “absentee ownership”, he highlighted that the control
had passed into the hands of men who were not involved in the productive activities of the
enterprise. Veblen thus put forward a divergence of interests between the shareholders and
financial administrators, embodying the business dimension of an enterprise as a going concern,
and the engineers and workers of the enterprise, embodying its industrial dimension. With Modern
Corporation and Private Property (1932), Berle and Means emphasized another separation, that between
(absentee) ownership and control. Thus, Berle and Means, contrary to Veblen, considered the
corporation to be a “managerial organization” in which the control of its activities fell to the

directors and managers at the expense of owners (Hill 1967, 282)*

. That is the main reason why
Modern Corporation and Private Property appeared to some as a revolution in interwar economics.
Because of its influence on American economics in general and Galbraith’s integral economics
in particular, a word on the genesis of Betle and Means’s seminal contribution is of worth. Two
facts should be recalled. First, Berle began his academic career the decade before. In his biography,
Schwartz (1987) evocatively titled one of his chapters “Berle Without Means”. Second, five years
before the publication of Modern Corporation and Private Property, William Ripley, a specialist in the
study of corporations and trusts at Harvard, and a figure close to the American institutionalist
movement, published Main Street or Wall Street (1927). He already gave an audience to the argument
that it is the managers and not the absentee owners who concentrate the decision-making power
inside corporations. He had developed this argument synthetically the previous year in a paper
published for the Academy of Political Science. It is far from anecdotal that Ripley and Berle’s

works became largely disseminated outside the economists’ community. Both argued the

corporation should be viewed as a political institution.

20 Rutherford (1980) showed how the terms “manager” and “owner” did not mean the same thing for Veblen, Betle
and Means, and Galbraith. He rightly considered the term manager in Galbraith referred to the employees who
managed the firm, whereas in Veblen, the term management refers to the owner-managers, that is to say individual
main shareholders who exercised managerial functions (Rutherford 1992). These differences in meaning were mainly
due to the fact that they described corporations of different epochs. On the evolution of institutionalist theory of the
corporation, see Jo (2019).



Although Berle and Means acknowledged an intellectual debt to Ripley’s work, Main Street or
Wall Street was already based on papers published by Berle between 1923 and 1927%. Betle had
been trained as a jurist and was a corporate lawyer as well as an academic. His papers published
during the roaring twenties dealt with very specific topics related to the financial practices of
corporations, focusing on legal aspects and their economic consequences. In particular, Berle
studied new practices such as the issuance of stocks with a different par value than the original one
(1923, 1925), the issuance of non-voting stocks (1926a), the segmentation of stocks into different
classes giving different rights (1926b), the issuance of stock-options (1927), and the issuance of
stocks reserved for bankers and promoters in the event of mergers (1929). All these changes in
financial institutions contributed to reducing the control of outsiders (absentee shareholders) and
to reinforcing that of insiders (directors, managers, and main financial partners). Those latter held
privileged information. The moral disempowerment of shareholders toward the company, as a
corollary of their loss of power, reinforced speculative movements that finally led to the 1929 crash.

At that time, Berle was already arguing that the new financial designs developed in the US
during the 1920s contributed to the emergence of a “corporate oligarchy”, which subverted all
ideals of public responsibility and whose venality he feared. In 1931, in a letter to Ripley, Berle
stated that he was looking for economists who would work “on the project of making the stock
exchange more like a savings bank and less like a roulette wheel” (Schwartz 1987, 57). After
attending Harvard and winning a Rockefeller Foundation fellowship to study corporations, Betle
moved to Columbia in 1927. The fellowship indicated that the project required the collaboration
of an economist. He turned to Gardiner Means, who had just received a master’s degree in
economics from Harvard®. There is a notable continuity between Berle’s earlier work and that
done in collaboration with Means (1930, 1932). Means’ main contribution was the use of statistics
on the importance of large firms in the economy and on the structure of ownership in the US.

The years 1929 to 1931 were very productive for the two collaborators. Sixty days after the
financial crash of 1929, Betle presented a paper co-authored with Means at the December 1929
meeting of the American Economic Association®. They set out the broad outline of their research
agenda. While Berle’s early works had been published in law journals, he now directly addressed at
economists. Berle and Means argued that the joint-stock company, as a legal fiction, had two

functions. Its productive function was to facilitate the management of the company. It was the

2l Betle was in contact with Ripley when he taught at the Harvard Business School in the mid-1920s. On their
relationship, see Kirkendall (1961), Schwartz (1987, 52-57), and Rutherford (2011, 245).

22 Berle taught at Columbia from 1927 to 1964, in the law department. Means taught there from 1927 to 1935, before
moving to Harvard where he had begun his studies under Ripley (Rutherford 2011, 225, 244). The relationship between
Berle and Means dated from the First Wotld War. They had met at a military camp designed to prepatre young men for
command and formed a friendship there (Schwartz 1987, 19).

23 At the end of the paper, we read that it was written by “Adolph A. Betle, Jr, assisted by Gardiner C. Means”.



work of managers. Its distributive function was to facilitate the collection and distribution of
capital. The issue was to determine which agents had the power to distribute capital and,
incidentally, incomes. Berle and Means’ contention was that this power, formerly in the hands of
owners of capital, had largely fallen to management, for the reasons mentioned above. Managers
had “confiscatory power” over profits as well as the power to control the activities of the enterprise,
unimpeded by the meeting of shareholders whose influence, exercised in the name of property
rights, was waning. Hence their claim, already stated by Marx, that the corporation led to the
suppression of individual property (Betle and Means 1930, 58-64)*".

Berle and Means identified four factors that partially limited managerial discretion. These were
external capital requirements; jurisprudence which considered shareholders to be the agents of
managers; state control with respect to consumer protection; and public opinion, since popular
beliefs established tacit rules that could guide managers’ behavior. Their presentation ended with
two major conclusions. The changes they discussed were not simply a “change in business” but “a
major movement in civilization”. Like Veblen (1923) and Burnham (1941), they diagnosed the rise
of a new cultural complex. Corporations were political as well as economic institutions, so that “a
Machiavelli writing today would have little interest in princes, and every interest in the Standard
Oil Company of Indiana” (Berle and Means 1930, 65-71).

On his own, Gardiner Means published three articles in the Quarterly Journal of Economics and
one in the Awmerican Economic Review based on statistical studies (1930, 1931b, 1931c, 1931a). He first
noted the strong diffusion of stock ownership during the First World War and then over the period
1921-1926. Non-voting shares, voting collusions, and holding company now allowed minorities of
shareholders or director-managers to control the corporation. Hence the argument of the
separation between ownership and control (Means 1930). He also presented statistics on the
importance of large-scale enterprise in the American system. He noted that 23% of corporations
listed on the New York Stock Exchange controlled 80% of total assets. In the area of non-financial
corporations, the 200 largest controlled 44% of industrial production. Those figures and the fact
that 26 of the 200 largest companies merged or were taken over by companies of that top 200
between 1922 and 1929, led him to conclude that concentration was increasing. He also found that

the earnings of the largest corporations grew two to three times faster than those of the others.

24 Berle once told his wife that he wanted to be “the American Karl Marx”, namely a social “prophet”. Schwartz
explained that Berle “wanted to arrest the flow of history and redirect it through his writings”, especially to “redirect
the flow of power from corporate managers and financiers in Wall Street toward popular control in Washington”
(Schwartz 1987, 62-63). Berle had an admiration for Marx and his “flaming eloquence” (Berle 1950, 43).



Insofar as their profits were greater, retained earnings gradually became the main source for
financing companies’ growth (1931a, 12, 16, 26, 28)>.

Gardiner Means drew two conclusions from his studies. First, at the theoretical level,
Marshall’s “representative firm” had “ceased to be a useful tool” of economic analysis insofar as
competition had “changed its character”. Second, the managers of the 200 large corporations
exerted “a tremendous force which can harm or benefit a multitude of individuals” and “bring ruin
to one community and prosperity to another”. That’s why they were no longer “private enterprises”
but “social institutions” (1931a, 36-37). Reaffirming the argument of the separation of ownership
and management, M