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The Republican Party was es-
tablished in the 19th century as a
party of big government and eco-
nomic intervention. Its reputation
as a party of limited government is
of more recent vintage. And the
retirements of Phil Gramm from the
Senate and Dick Armey from the
House – both conservative econo-
mists – mark the continuing regres-
sion toward its roots.

The Republican Party that
emerged in the 1850s was a hybrid
with many parents. One founding
group came from the Free Soil Party,
which advocated free land and other
subsidies for farmers. In contrast, Democrats
of the era wanted to sell off the vast public
lands of the Midwest and Great Plains in
order finance government without high tar-
iffs or deficit spending.

Supporters of the Know Nothing Party
also joined the nascent Republican Party.
They were motivated by resentment of immi-

grants – and, more specifically, resentment of
the competitive pressure the new arrivals put
on wages. Not surprisingly, the Know
Nothings favored immigration restrictions,
along with protective tariffs to bolster returns
to unskilled labor. So here, too, the contrast
with the position of the Democratic Party of
the time, which supported both immigration
and free trade, was stark.

Also joining the Republican ranks were
Prohibitionists (who wished to bar slavery in
the West) and Abolitionists. Members of the
Republican Party generally shared an opposi-

with Jeff Frankel (Milken Institute

Review, 1st Quarter 2003) that the “Republicans have become the party of fiscal irre-

sponsibility, trade restriction, big government and failing-grade microeconomics.”

However, we would argue that there is less mystery to this exchange of economic plat-

forms with the Democrats than meets the eye.
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Almost overn
ight, the

Bush administration threw away a long-sought

and hard-fought budget balance. The Congressional Budget

Office now projects federal deficits lasting well into the future – con-

trary to what was forecast by the White House when it successfully pressed

for tax cuts in 2001. The CBO’s expected cumulative ten-year surplus has been

slashed by more than half, and that surplus morphs into a huge projected deficit

when more realistic assumptions are plugged in.

How did this happen? When it comes to economic policy, Republican and

Democratic administrations have switched places since the 1960s. The Republicans,

who were so long identified with free markets and less-is-more government, have

become the party of fiscal profligacy and market intervention. Democratic presidents

have (by comparison) become the agents of fiscal responsibility and arms-length

microeconomic policies.

Note, for starters, the aforementioned tendency for budget deficits to rise during

Republican administrations. There is no mistaking the link between the Reagan and

Bush tax cuts legislated in 1981 and 2001 respectively, and the dramatic shift in the

long-term budget outlook. By contrast, declining deficits and then record surpluses

were achieved during the Clinton years. While a variety of factors, some of which are

only indirectly influenced by Executive policy, drive deficit arithmetic, two very delib-
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erate steps were key to the success of the

1990s: (1) President Clinton’s 1993 budg-

et package, which changed trends on

both the spending and tax revenue sides

of the equation, and (2) the 1998 “Save

Social Security First” strategy, which

parried Congressional Republicans’

efforts to cut taxes and Congression-

al Democrats’ efforts to raise spen-

ding as surpluses appeared.

The trading-places syndrome

does not end with fiscal policy.

Republicans are expected to care

more about inflation. But as Bob

Woodward noted in his book,

Maestro: Greenspan’s Fed

and the American Boom,

it was Presidents Rea-

gan and Bush I who

pressured the Fed to

ease monetary policy. Indeed,

such was the level of White

House meddling that Paul Volcker

decided the chairmanship was no longer

worth having in 1987. By contrast, Clinton let Alan Greenspan do

his job without backseat driving.

Republicans are supposed to support small government, but

federal employment rose under Presidents Reagan and Bush I,

and shrank under Clinton. Note, too, that Republican presidents

have been big on free trade rhetoric, but their deeds have leaned 
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tion to slavery, advocating policies of contain-
ment, emigration or emancipation. The
Democrats, for their part, generally support-
ed states’ rights, limited federal government
and economic prudence. They typically
backed slavery in the South and legal segrega-
tion in the North.

The ambitious economic agenda of the
young Republican Party had ideological roots
in the ideas of Federalist icon Alexander
Hamilton and Whig leader Henry Clay. They
favored protective tariffs for manufacturers, a
national bank, and plenty of public works
and patronage. The flurry of laws, regulations
and bureaucracies created by Abraham
Lincoln and the Republican Party during the
early 1860s is similar to that of Franklin D.
Roosevelt’s “New Deal” for their volume,
scope and questionable constitutionality. In
fact, the term “New Deal” was coined in 1865
by Daniel Elazar, a newspaper editor in
Raleigh, North Carolina, with the objective of
putting Lincoln and the Republican Party
platform in a favorable light and persuading
North Carolinians to rejoin the Union.

Protectionism was Job One for the early
Republicans. They passed the Morrill Tariff,
which raised levies on manufactured imports
to extremely high levels. The policies of the
early Republicans, like those of their present-
day counterparts, yielded large budget
deficits. Pre-Civil War Democrats, by con-
trast, worked effectively to eliminate the
national debt.

Favoritism for big business has always
been a hallmark of the Republican Party.
Then and now, they tend to support subsi-
dies, public works projects and regulations

that are in the interest of incumbent busi-
nesses. Indeed, the biggest public works pro-
ject in the nation’s history was building the
intercontinental railroads, an initiative that
truly galvanized the membership of the Re-
publican Party. Republicans also created the
Interstate Commerce Commission, with the
nominal task of regulating rail monopolies.

In fact, the ICC pre-empted far more ambi-
tious pro-farmer efforts by the states to regu-
late rail tariffs.

The Republicans started out as a party
with a mercantilist agenda – what today
would be called “rent-seeking” – inviting
interest groups to lobby government for spe-
cial privileges ranging from monopolies to
trade protection to government pork barrel
contracts. It is no coincidence that the party’s
ascendance triggered a plague of government
corruption.

How, then, did the Republican Party gain
the reputation as a free-market, limited-gov-
ernment party? In part, because Democrats
upped the ante with the anti-market policies
of Roosevelt’s New Deal. Another reason is
that historians confused Republican support
for the cowboy capitalism of the 19th-centu-
ry robber barons with pro-market policies.
But allowing a free market in government
favors is hardly the sort of laissez-faire poli-
cies favored by free-market economists or lib-
ertarians.

In fact, all of the modern policy issues dis-
cussed by Jeff Frankel were very much in play
during the early days of the Republican Party.
The Republicans have not mysteriously
switched positions with Democrats, but have
simply switched back to the policies that built
the party in the first place.
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Protectionism was Job One for the early Republicans.


