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Introduction


In response to calls for the reincorporation of culture and ideas into analyses of welfare states, there has been a recent proliferation of scholarship examining the impact of cultural categories and policy ideas on welfare policy outcomes. However, while recent studies have shed light on the relationship between policy ideas and policy outcomes, they tend to leave unexplained the specific causal processes that shape the emergence and evolution of the ideas themselves. This paper begins to fill this gap by examining the role of the Russell Sage Foundation (RSF)—a public-interest research and advocacy organization—in developing policy recommendations and advocating reforms that redirected small loan policy and practices in the early twentieth century. 


The primary purpose of the paper is to show how institutional conditions, political pressures, and new information gained though scientific analysis and practical experience shaped the evolution of RSF’s small loan policy ideas over time. In recounting this history, this paper also provides an empirical example illustrating the mutually constitutive relationship between political actors’ policy ideas and political interests. In doing so, the paper suggests an alternative to the notion that ideas must be analytically isolated from interests in order to “prove” that they do indeed matter in shaping political action and policy outcomes. Finally, while the paper does not argue RSF’s policy ideas caused small loan reform—historical evidence suggests that similar reforms may have come about even without RSF’s influence—it does shed light on why the Foundation’s policy recommendations were widely adopted in spite of their lack of resonance with cultural norms and existing policy provisions against usury. The finding that RSF’s policy proposals met with widespread success despite these barriers has implications for institutionalist theory, which emphasizes the importance of policy feedback—or the degree of “fit” between policy proposals and existing political and cultural institutions—in determining the success of new policy ideas.


This paper is based on a content analysis of 1,977 historical documents preserved at the Russell Sage Foundation archive at the Library of Congress. The documents include letters, internal memos, personal notes, research reports, statistical analyses, transcripts of speeches and legislative testimonies, newspaper stories, educational materials, campaign pamphlets, and journal articles. Together, these materials allow both a back-stage and front-stage glimpse of the birth and evolution of RSF staff’s policy ideas during the thirty-year period in which the Foundation was involved in the nation-wide campaign for small loan reform.

Background


The Russell Sage Foundation was among the most respected and influential American social policy research and advocacy organizations active during the Progressive Era and beyond (Smith 1991). As such, the Foundation was part of an explosion of social-scientific research being conducted within universities, government agencies and non-governmental organizations during the late nineteenth and early twentieth centuries (O’Connor 2001). The type of policy analysis that RSF engaged in, and the modern social sciences more generally, developed alongside industrialized western states’ early efforts to craft policies and programs aimed at redressing the social problems brought on by industrial capitalism. As modern states developed their managerial capacities and expanded the scope of their ambitions toward actively promoting economic productivity and social welfare, a new demand for usable social information arose (Katznelson 1996, Scott 1998). Policy experts and social scientists provided the social information and advice which governments needed to pursue policy goals as diverse as economic growth, poverty reduction, public health, and child welfare. Particularly in an era in which American politics were dominated by patronage and interest group politics, policy experts like those at RSF commanded high credibility and influence based on their claims to non-partisan, “objective,” rational social-scientific knowledge (Skocpol and Rueschemeyer 1996, O’Connor 2001). 

 The Russell Sage Foundation was established in 1907 by Margaret Olivia Sage, widow of the financier and railroad tycoon Russell Sage, for "the improvement of social and living conditions in the United States." In addition to its early projects in low-income housing, urban planning, and social work, RSF was actively involved in small loan reform between 1909 and 1941. The major impetus for these reform efforts was the pervasive problem of predatory lending, which by the beginning of the twentieth century was ubiquitous across America’s major cities.  Offering quick and easy loans to cover the cost of medical bills, unemployment, or durable goods purchases, these lenders—or “loan sharks” as they were popularly called—charged interest rates as high as 400 percent a year and roped low-income workers into cycles of debt that were difficult for many to escape (Robinson and Nugent 1935). Usury laws, which in most states restricted interest rates to between 6 and 8 percent per annum, made predatory lending illegal, but the practice persisted anyway because these laws were rarely enforced and because the low wages of many urban workers created overwhelming demand for credit, even at very high rates (Robinson and Nugent 1935).


In the three decades during which RSF was involved in small loan policy reform, the specific policy ideas advocated by the Foundation’s staff of policy experts underwent a number of significant changes. RSF staff’s earliest efforts focused on promoting the development of remedial loan societies—semi-charitable loan agencies that charged low interest rates and restricted the dividends paid out to shareholders—because they believed that these societies would provide enough competition to drive loan sharks out of business or force them to lower their interest rates. When experience proved that there were never enough remedial loan societies to satisfy the demand for small loans and fully drive out predatory lenders, RSF shifted its tactics toward promoting legislation designed to regulate commercial lenders. Thus, the major policy idea that RSF ended up promoting most forcefully throughout the rest of its campaign for small loan reform was the Uniform Small Loan Law (USLL). 


Briefly, the USLL was a model law drafted by RSF staff and passed in 34 states between 1914 and 1943. In addition to stipulating increased regulation of the small loan business by the state banking department or other similar authority, the law raised the legal interest rate on loans of $300 or less to around 3 percent per month, or 36 percent a year. The rationale behind this interest rate increase was that it was needed to attract “legitimate” lenders into the risky small loan business. However, the specific provisions of the law—particularly the maximum interest rate that it allowed—underwent numerous additional changes as Foundation staff continued to learn from experience, responded to institutional and political pressures and sought to improve their chances for political success.


Small loan reform is a helpful empirical case for building on the scholarly literature on welfare states, particularly in light of recent interventions in this area. These interventions have sought to broaden the object of empirical analysis beyond the traditional focus on state-sponsored social provision programs to include precisely the sort of market-based interventions represented by small loan regulation. Some welfare state researchers have expanded their focus from welfare states to ‘welfare regimes,’ or the system of social provision and services provided not just through the state, but through the market (such as private child care services or health insurance) and the family, as well (Esping-Andersen 1999; O’Connor, Orloff and Shaver 1999). Jacob Hacker (2002), for instance, has argued that students of the welfare state must include employer-provided benefits such as health insurance and pension plans in their analyses, especially since these private provisions account for more than one-third of total welfare expenditures in the United States. Similarly, Christopher Howard (1997) has examined how American tax policy has created a “hidden” welfare state through programs such as the Earned Income Tax Credit and home mortgage tax deductions. When one includes these types of tax-based provisions, he argues, America’s total welfare spending is actually on par with that of other modern welfare states. 


The expansion of what is traditionally meant by “welfare policy” through interventions such as these by Hacker (2002) and Howard (1997) opens the door for including other types of provisions and regulations under the “welfare regime” rubric, as well. Unlike most other Progressive Era and New Deal anti-poverty reforms, the remedial loan society movement and the Uniform Small Loan Law attempted to help poor people through market intervention and regulation, rather than through the expansion of social welfare benefits programs (Carruthers, Guinnane and Lee 2005). Market regulations such as the Uniform Small Loan Law can have significant social welfare effects by helping to protect disadvantaged people from exploitation in the market and thereby mitigating the consequences of income inequality; hence, such types of market regulations can also be conceptualized as belonging to a nation’s welfare regime.  

Institutionalist Explanations of Social Policy Development


Historical institutionalism has come to dominate the sociological analysis of economic and social welfare policy development in recent decades. In response to approaches that explained policymaking primarily in terms of the interest-maximizing behavior by political elites and interest groups, institutionalist scholars point to the constraining (and in some cases, empowering) effects of state and social institutions on political action. According these scholars, interest groups and other political actors operate within an institutional context that limits, and at times enables, their ability to access and affect policymaking (Skocpol 1985, Thelen and Steinmo 1992, Immergut 1998). In this vein, institutionalist scholars argue that the likelihood that a policy proposal will meet with success depends on the degree to which it “fits” with already-existing policies and institutional configurations (Skocpol and Weir 1985; Hall 1989; Skocpol 1992). Furthermore, they maintain that the feedback effects of extant policies create path dependencies and political constituencies that further constrain innovation (Skocpol 1992; Pierson 1993). As several critics have pointed out (Blyth 2002; Lieberman 2002), this emphasis on “fit” makes historical institutionalism more effective at explaining policy stasis and incremental change, and less capable of accounting for more radical and sudden policy transformations.   


Institutional conditions were quite important in structuring the Russell Sage Foundation’s involvement in small loan reform and in shaping the evolution of RSF’s policy ideas. In particular, the institutionalization of interest group politics that accompanied Progressive Era reforms (Clemens 1997) meant that the Foundation’s political success in promoting small loan legislation depended in large part on its ability to form alliances with local and national interest group organizations. These alliances empowered the Foundation by reducing political opposition to its proposals and by granting it access to state-level politics to a degree that would otherwise have been impossible. However, as I show later in the paper, these alliances hampered the Foundation’s independence by requiring it to make several significant modifications to its policy ideas in order to appease its political friends and secure its political viability.


Though institutional conditions clearly had both an empowering and a constraining effect on RSF’s political involvement, arguments stressing policy feedback and institutional “fit” as requirements for policy success belie historical fact in this case. The Uniform Small Loan Law, which sought to octuple the legal interest rate on small loans, contradicted existing cultural values and policy traditions in a way that many people initially found outrageous. Institutionalist theory, with its emphasis on stasis and incremental change, fails to explain how a policy as radical and contentious as the USLL eventually passed in no less than 34 states. In other words, institutionalist theory offers little insight into why policy proposals with little institutional precedent or cultural resonance can sometimes succeed in creating significant and sudden policy change. This puzzle has been examined more effectively in recent work on the role of ideas in social policy development. 

Recent Work on Ideas and Social Policy


Since “national culture” explanations of welfare state variation were roundly rejected as overly simplistic and incapable of accounting for the timing, content and political fate of particular welfare policy initiatives (Skocpol 1992), dominant theories of welfare policy development have tended to treat ideas as epiphenomenal dependent variables that are ultimately determined by more “fundamental” structural conditions (Berman 1998; Steinmetz 1999). However, there has been a growing insistence that certain policy outcomes cannot be understood without taking ideas into account. In response, scholars coming out of the historical institutionalist school have begun to re-explore ways in which cultural ideologies, like institutions, provide “resources for and constraints on collective action and state policy” (Orloff 1999; see also Dobbin 1993; Skocpol and Rueschemeyer 1996; Adams and Padamsee 2002; Steensland forthcoming). In addition, they have begun to examine how and under what conditions particular policy-relevant ideas affect policy outcomes (Hall 1989; Berman 1998; Campbell 1998, 2004; Blyth 2002; Beland 2005; Somers & Block 2005). Furthermore, institutionalist scholars have recently begun to explore the role of ideas in shaping how political actors come to define their policy goals and political interests in the first place (Weir 1992; Goldstein and Keohane 1993; Blyth 2002).

As indicated in the previous section, several of these recent analyses have demonstrated how new ideas can stimulate policy changes that subvert existing institutional paradigms and policy traditions. For instance, Blyth (2002) argues that new programmatic ideas that do not conform to existing institutional arrangements can exert influence on policymaking, particularly during times of political crisis. By diagnosing “what has gone wrong” and by prescribing “what is to be done,” ideas enable political actors to reduce uncertainty, propose novel solutions, and construct new institutions designed to solve the problems of the past (Blyth 2002).  Thus, ideas provide roadmaps that help actors negotiate and make decisions in uncertain environments (Goldstein and Keohane 1993). Even during times of relative stability, moreover, policy entrepreneurs can propel new ideas to the forefront of political debate and can thereby produce significant policy innovations (Kingdon 1984; Minstrom 1997).


Not only do ideas influence policy outcomes by helping political actors understand problems and identify solutions, they also enable actors to define their interests and policy goals. Political actors’ interests are not naturally predetermined by their material circumstances; rather, interests are constructed ideationally in response to actors’ cognitive interpretations and normative beliefs (Weir 1992, Lieberman 2002, Clemens 1997, Blyth 2002, Berman 1998). As Dimaggio and Powell (1991) argue, ideas “establish approved means and define desired outcomes” (28). Interests emerge and are refined through action: as political actors mobilize, interact with one another and negotiate state and social institutions, their interpretations evolve and their political goals change accordingly (Orloff 1999). However, even though scholars have come to recognize that interests are constructed by ideas, current scholarship has a tendency to treat ideas as distinct from interests, as though the way to prove that ideas matter in politics is to show that political action can sometimes be motivated “purely” by ideas (see, for example, Biernacki 1997; Campbell 1998, 2005; Berman 1998). In this paper, I take the position that ideas and interests cannot be disentangled. Rather, they are mutually constitutive of one another: just as ideas construct interests, interests shape what ideas political actors choose to promote and come to believe are true.

Political Learning


The notion that ideas construct interests and influence policy outcomes is gaining broad acceptance in sociology and in political science. What is more, theories explaining this causal connection have become more sophisticated in recent years. Several recent studies have responded directly to Campbell’s (2002) call for the identification of specific causal mechanisms that connect culture and ideas with policy outcomes (Somers & Block 2005; Steensland forthcoming). Steensland (forthcoming) identifies three mechanisms through which cultural beliefs exert influence on policy debates and outcomes: by constraining and constituting political actors’ cognitive and normative presuppositions, by being strategically deployed in policy debates and public discourse, and by becoming institutionalized in particular policies and programs. Other scholars point to institutionalization as a mechanism through which ideas constrain and constitute political behavior, as well (Berman 1998, Campbell 2005). As Berman (1998) argues, ideas that have become institutionalized in policies, programs or organizations “take on a life of their own,” changing the perceptions and motivations of political actors and shaping their future decision-making (27).


Although studies such as Steensland’s (forthcoming), Campbell’s (2005) and Berman’s (1998) have made significant strides in theorizing the causal processes through which culture and ideas affect policy outcomes, less is known about the processes that explain the emergence of particular policy ideas in the first place, or the processes that shape the evolution of these ideas over time. The most influential work in the area is now over twenty years old (Heclo 1974, Kingdon 1984). In his study of social policy development in the Great Britain and Sweden, for example, Heclo argues: “Politics finds its sources not only in power but also in uncertainty—men collectively wondering what to do… Governments not only ‘power’…they also puzzle. Policy-making is a form of collective puzzlement on society’s behalf” (305). Heclo calls this process of collective puzzlement over policy ideas “political learning.” As useful as this concept is, it remains underdeveloped in Heclo’s analysis, and the specific processes through which ideas fit into the policymaking process and evolve over time remain unclear. Furthermore, Heclo’s conceptualization of the political learning process is unnecessarily state-centric; as others have pointed out, the collective puzzlement he describes takes place among political actors operating outside the state, as well (Hall 1993; King & Hansen 1999). 


Building on Heclo’s theory of political learning, Hall (1993) has developed a framework for categorizing the types of changes that policy ideas go through as their proponents negotiate the policy process. Hall conceives of changes in policy ideas as occurring at three levels. The first level involves shifts in ideas regarding the specific instruments used to accomplish broader policy goals. According to Hall, first-order policy changes occur quite frequently in “normal policymaking” as practitioners learn from their mistakes or are confronted with new external conditions that require modifications in their approaches. Second-order shifts involve changes in the basic techniques used to attain broader policy goals. According to Hall, second-order changes are also part of “normal policy-making” but are less frequent than first-order changes because they involve significant revisions of strategy and reallocations of resources. Finally, third-order changes involve shifts in policy paradigms, which Hall defines as fundamental beliefs about what the broader goals of policy should be. Third-order changes involving wholesale paradigm shifts occur but rarely and usually happen in response to significant past policy failures.


Although Hall’s framework is useful for conceptualizing and categorizing the different types of change that policy ideas undergo, his analysis of why and under what conditions these changes occur is incomplete. Hall suggests that first and second-order policy changes occur as policymakers and government officials learn through experience: when instruments and techniques fail to accomplish the desired outcomes, he argues, policymakers take note and change their tactics accordingly. This characterization is too simple, in that it treats “learning” as a cognitive process of correcting prior mistakes that is untainted by political pressures and organizational interests. This paper seeks to develop our understanding of policy learning by showing how political interests and institutional conditions, in addition to experiential learning, shaped and directed the Russell Sage Foundation’s ideas with regard to small loan reform over the course of three decades. 


Ideas are not “disembodied entities floating around in a polity” (Berman 1998: 22); rather, they exist inside the minds of specific political actors. For this reason, actors—particularly the directors of the RSF Department of Remedial Loans—are at the center of my analysis. The first of these directors, Arthur Ham, held a master’s degree in economics from Columbia University. After he wrote his master’s thesis on the small loans problem in New York, he was hired by the Foundation to start up the remedial loans department in 1909. Ham drafted the small loans bill which the Foundation continued to refine and promote for the next three decades. Ham left the Foundation in 1919; his successor, Walter Hilborn, was a New York lawyer who had experience prosecuting predatory lenders as a private attorney and as the Deputy Assistant Attorney General of New York. In 1925, the directorship was taken over by Leon Henderson, an economist who had taught at the University of Pennsylvania and had served as deputy secretary of the Commonwealth of Pennsylvania. When Henderson left RSF in 1934, he was succeeded by his assistant Rolf Nugent. Nugent, an Amherst graduate with a PhD in economics, published several articles and books on consumer credit and directed the remedial loans department until 1941.


The archival data I use provide an excellent opportunity to “get inside the heads” of these policy experts and offer a valuable “backstage” glimpse into the political learning undertaken by these actors. In the sections that follow, I first explain where RSF staff’s small loan policy ideas initially came from. As I will show, their policy ideas did not emerge from thin air; rather, each component of the Foundation’s policy recommendations had precedent in existing reform movements. Second, I discuss the institutional and political environment in which RSF was operating, and I identify the key actors with which RSF made alliances in its quest for small loan reform. Third, I demonstrate how the political pressures created by some of these alliances, in addition to new information gained through experience, contributed to RSF staff’s political learning and caused the Foundation’s policy ideas to change over time. Finally, I offer some speculative explanations for why the Uniform Small Loan Law succeeded in being passed in 34 states in spite of its lack of “fit” with existing usury policy.

The Emergence of RSF’s Small Loan Reform Ideas


In developing its ideas and recommendations with regard to small loan reform, Russell Sage staff drew upon the values and goals of new liberalism. From its inception in 1907, the Foundation was part of a broad transformation in thinking among policy experts about the causes and nature of social problems. During the reform era of the early twentieth century, research undertaken by social welfare organizations, university intellectuals, and foundations like RSF often identified the basic causes of problems like poverty and crime as being social, rather than individual, in nature (Smith 1991). This new liberal ideology adopted by many Progressive Era social reformers and policy intellectuals enabled them to turn their beliefs about the structural causes of poverty into concrete policy recommendations. Unlike classic liberalism, in which the state was seen as having very minimal obligations to citizens in terms of market regulation and social insurance, new liberalism endorsed market interventions and welfare programs that aimed at creating a basis for individuals to achieve financial independence and compete successfully in the market (Orloff 1993). Examples of contemporaneous policy reforms that exemplified the new liberal worldview were the mothers’ pensions established in forty states by 1920 (Skocpol 1992) and the establishment of a graduated Federal income tax in 1913.


New liberalism was a powerful ideological frame that RSF could use to interpret the small loan problem and present it to others. Through a process similar to frame extension (Snow et Al. 1986), RSF staff took the new liberal arguments that already existed in many areas of social welfare policy reform and applied them to the issue of small loans. They argued—and sincerely believed—that workers sought loans not because of personal failings such as lack of thrift or laziness, but because of structural economic conditions and personal emergencies that were beyond their control. Furthermore, RSF staff recognized that even when they were working, many laborers simply did not earn enough money to support a basic standard of living, especially during times of crisis such as a family illness. Therefore, RSF staff maintained that it was the responsibility of the state to protect workers’ access to credit at fair rates of interest so that they could get through periods of economic hardship without facing financial ruin. For example, in 1911, Arthur Ham, director of the Department of Remedial Loans, wrote an essay in support of an early draft of the Uniform Small Loan Law, which included the following statement:

The average annual wage of the American workingman… falls far short of the minimum expenditure upon which it is estimated that a normal standard of living can be maintained. Enforced idleness, unexpected illness and similar emergencies necessitate the borrowing of money… The small loan evil has reached far greater proportions in the United States than in foreign countries, not because of the prevalent American unthrift about which we hear so much… but because our country has been backward in enacting social legislation and in recognizing the duty of the community toward its marginal laborer.

This basic new liberal rationale prevailed at RSF throughout the time that it was involved in small loan reform. An essay written by an RSF representative in 1943 echoes several of the arguments Ham had made thirty years earlier:

The need for wage earners and others of small means to borrow money is largely the result of the Industrial Revolution… As an agricultural society gave way to an industrial society, the average person had no assets whatever except his job. When that ceased, as it often did, he had no means. It was necessary for him to get credit until he could find another job.
 

Evidently, RSF’s staff’s commitment to new liberal ideals remained constant over time: in 1943, as in 1911, they identified unemployment and poverty brought on by structural economic conditions, rather than personal failings, as the underlying cause of borrowing, and used this insight to legitimate their demands for consumer credit regulation in order to protect small borrowers from exploitation in the market.


Just as RSF’s new liberal arguments were borrowed from elsewhere, so were its specific policy ideas. The two main ideas that RSF promoted most vigorously were the remedial loan societies and the Uniform Small Loan Law. RSF did not invent remedial loan societies: these had already been in existence for fifty years when RSF first became involved in small loan reform.
 The Provident Loan Society of New York was organized in 1895, and when the National Federation of Remedial Loan Societies came into existence in 1909 it had eleven founding members, mostly in industrial cities in the Northeast and Midwest (Robinson and Nugent 1935).


RSF’s legislative ideas also had precedent in existing legislation or policy proposals that had already been passed or considered in several states. At the time RSF began advocating for small loan legislation, most states were operating under usury laws that restricted yearly interest rates for all lenders, banks and small loan companies alike, to between 6 and 8 percent a year (Robinson and Nugent 1935). New York, however, was an important exception. The New York Chattel Mortgage Loan Law of 1895, which was intended primarily as an enabling act for the Provident Loan Society, allowed remedial loan societies to charge an interest rate of 3 percent monthly for two months and two percent a month thereafter on loans of $200 or less (Robinson & Nugent 1935). This law was drafted and advocated by a committee of the Charity Organization Society of Buffalo, chaired by Ansley Wilcox, a prominent Buffalo attorney who, some fifteen years later, became one of Ham’s closest allies in promoting further small loan reforms in New York.
 In 1910 and 1911, the legislative thinking regarding the proper rate for small loans began to change in other states, as well. That winter, bills designed to regulate the small loan industry were introduced in twenty-two states, and as Ham wrote in his quarterly report in spring 1911, the majority of those bills prohibited the charging of fees and prescribed an interest rate of 2 percent a month, “which experience has proved is equitable to both borrower and lender.”
 Furthermore, in that year, Massachusetts established a state supervisor of loan agencies who was appointed by the governor and would have the responsibility to set the maximum interest rate (up to 3 percent a month), to issue licenses to lenders, and to audit lenders to ensure their compliance with the law.
 

It was on the wings of this nation-wide push that Ham first proposed to his boss, John Glenn, to develop a “model bill that will meet the requirements of all states” and that would be “actively supported by the Uniform Laws Commission.”
 This goal of legislative uniformity across states was also not new: the National Conference of Commissioners on Uniform State Laws, the organization to which Ham was referring, had been established in 1892 to draft and promote uniform legislation in areas as diverse as commercial law, marriage and divorce, and the creation of a uniform system of weights and measures (Armstrong 1991). In March 1911, following several months of close communication and collaboration with Ansley Wilcox, the author of the 1985 New York act, Ham outlined some of the key aspects he wanted to include in the model small loan law: 

My own idea is that pawnbroking, chattel mortgage loans
 and loans secured by assignments of wages
 ought to be placed under the supervision of a bureau of the state banking department and a maximum rate of interest of 3 percent per month allowed, inclusive of fees and charges of all kinds. The law should include a compulsory license feature with a heavy penalty for doing business without a license, or for violation of other parts of the act.

Thus, while RSF was the first group to make uniform nation-wide small loan regulation its goal, the specific ideas pertaining to regulation and the maximum interest rate contained in preliminary drafts of the USLL found precedent in legislation that had already been drafted in New York, Massachusetts and other states. This finding suggests that policy ideas, like cognitive schemas, are transposable: they generally do not spring fully formed from the minds of their proponents, but are borrowed from elsewhere and extended to apply to new contexts and goals (Sewell 1992).

RSF’s Institutional Context and Political Alliances


Before launching into a detailed analysis of the evolution of Sage Foundation staff’s policy ideas, a portrait of the political and institutional landscape in which RSF was operating is needed. The Foundation’s main policy proposal—a uniform law which raised interest rates on small loans—was, in many states, met with vehement resistance and moral outrage. For instance, when the USLL was proposed in Minnesota in 1927, newspaper headlines proclaimed, “Money Lenders Seek to Legalize Usury by Special Legislation.”
 Similar opposition was expressed in Colorado in 1919, where the headlines read, “Wall Street Warns Colorado She Must Triple Interest Rate: Rockefeller and Sage Foundation Send Envoy.”
 In Georgia, a 1932 editorial entitled “Legalized Loan Sharks Are Raising Huge Slush Fund” accused the Russell Sage Foundation, “that malodorous organization which is responsible for legislation enslaving thousands,” of bribing legislators in exchange for their support for the USLL.

Some of the opposition to the USLL was fomented by high-rate lenders who wanted to turn the public and state legislators against reforms they knew would cut into their profits. In some states, high-rate lenders exerting hidden influence on legislators were repeatedly successful in defeating small loan legislation. For example, in New York in 1912, loan sharks were known to be “fighting under cover” a bill that would put the small loan industry under the supervision of the state banking department.
 Similarly, in 1911 Arthur Ham complained that small loan legislation to raise interest rates and increase supervision in the District of Columbia was repeatedly defeated because a “powerful lobby… of money-lenders having their headquarters in Washington has been at work to prevent the passage of the bill.”
 By the 1930s, high-rate lenders had apparently organized across states: a 1930 article in the Columbus, Ohio newspaper warned that “loan sharks the country over are pooling their finances to fight legislation designed to put them out of business.” According to the article, these lenders had raised $100,000 for the purpose of defeating the USLL in various states.

Much of the opposition, however, came from legislators and members of the public who honestly could not understand why poor people should pay a yearly rate of 36 or 48 percent in interest, while wealthy borrowers and businesses paid far less for larger loans (Robinson and Nugent 1935). To them, such high rates smacked of usury, a crime that offended the public conscience and violated Christian teachings. They also flew in the face of the legal precedent set by “sacrosanct” usury laws,
 which had been in operation in most states since the mid-1800’s and which typically set the maximum rate at between 6 and 8 percent a year (Robinson and Nugent 1935).

Given the high interest rate the Foundation was supporting and the reputation of its namesake, who was himself known for his ruthless lending practices—“one of the most unscrupulous, disreputable loan sharks that ever lived,” as Representative LaGuardia of New York once put it—RSF’s political viability depended on convincing suspicious policy-makers and the press that it was not covertly representing the interests of the small loan industry. Accusations that RSF was in league with the money-lenders were widespread. One of the most outspoken of RSF’s opponents, LaGuardia made a career of attacking the Foundation (Sealander 1997), In 1930 he called the USLL an “inhuman, unconscionable, thieving proposition” at a House hearing at which Leon Henderson presented testimony,
 and later he wrote: 

The guilty consciences of those engaged in a miserable and low line of business [money-lending] prompt the demand for clothing themselves… with an air of respectability… For that purpose the Russell Sage Foundation is generally called into action. This Foundation is always ready and willing to make a “research”… to recommend legislation legalizing forty-two per cent interest on small loans… All in the name of philanthropy!”

To counteract these suspicions, RSF repeatedly stressed that because it was not itself in the business of making small loans, it had no financial interest in the Uniform Small Loan Law, and its recommendations were therefore based on rigorous non-partisan investigation rather than on material self-interest.
 RSF’s emphasis on scientific objectivity was as much a political strategy as it was a statement of zweckrational values. For instance, in speech he gave before the National Association of Legal Aid Organizations, Ham’s successor Walter Hilborn stressed that RSF “is not in any way financially interested in the field which we have been discussing. The sole interest of the Russell Sage Foundation in the matter is the welfare of the public.”
 Similarly, in a 1919 letter to the governor Pennsylvania, Hilborn wrote that the 3.5 percent interest rate authorized by the USLL “is the scientific rate and is recommended by all persons who have made a special study of the small loan situation.”
 That same year, he wrote to John M. Brooks, a Connecticut state senator, to assure him that the interest rate was not arbitrarily fixed, but had been set “as a result of years of study by the Division of Remedial Loans.”
 Undoubtedly, the Foundation’s prestigious reputation and its promotion of “scientific” legislation did help to assuage skepticism regarding the Uniform Small Loan Law.


But RSF’s political opponents included more than just greedy loans sharks and honest citizens who resisted on principle rates they perceived as usuriously high. In the early years of its campaign on behalf of the Uniform Small Loan Law, RSF also faced significant opposition from a group of “legitimate” small loan lenders called the American Association of Personal Finance Companies. This group endorsed small loan regulations because it wanted the industry to be legalized, but based on their own experiences in the business, most of its members thought that the 3 percent monthly interest rate that RSF was promoting at the time was too low (Robinson and Nugent 1935). Opposition from these lenders sometimes put the Foundation in politically awkward situations. For example, in 1915 Arthur Ham found himself forced to endorse a Pennsylvania bill drafted by the American Association that put the monthly interest rate at three percent but allowed the charging of additional service fees, which Ham vehemently opposed. In a private letter to W.N. Finley, the chairman of the semi-charitable National Federation of Remedial Loan Societies, Ham explained that he was supporting the bill because of pressure from C.H. Watts, the American Association chairman. As Ham wrote to Finley, “It is a bad situation. Watts knows how important it is to the Remedial Loan Company of Philadelphia to get a bill passed. He is undoubtedly in a position to block any bills that we might introduce at this late day. He… can therefore demand from us terms which he knows we would ordinarily not consider for a moment.”

Given that it was among RSF’s most powerful political opponents, and given that it was in fact sympathetic to the goal of small loan regulation, it was strategically important that RSF get the American Association on its side in order to prevent further defeats such as the one that occurred in Pennsylvania in 1915. With this goal in mind, in March 1916 Ham attended meetings with the American Association to begin hammering out a legislative plan of action to which both could subscribe (Robinson and Nugent 1935). In November, they met again to jointly craft a model small loan bill that became officially known as the Uniform Small Loan Law.
 From 1916 on, the American Association, the National Federation, and the Russell Sage Foundation were firm allies working on behalf of the USLL in many states.
 As we have seen, the close alliance between the American Association and RSF sometimes proved to be a double-edged sword, since RSF’s collaboration with the money-lenders caused some lawmakers such as LaGuardia to question the credibility of the Foundation’s motives. In general, however, the alliance proved fruitful for both parties. Whereas RSF succeeded in co-opting a powerful political foe, RSF’s stamp of approval granted legitimacy to the American Association by allowing it to portray its policy demands as rooted in science and social welfare, rather than pure self-interest. For instance, lobbying materials produced by the American Association and its members stressed that the legislation it was promoting was “drafted and endorsed by the Russell Sage Foundation,”
 a “social service organization not operated for profit,”
 whose Uniform Small Loan Law was based on “fact-finding studies.”

The American Association and the National Federation were not the only, or even the most important, of RSF’s political allies. Various state and local interest groups figured prominently, as well. Early twentieth century American politics were dominated by the institutionalization of interest group pressures (Schweber 1996, Clemens 1997). These pressures included not only formal organizations such as labor unions and business groups, but also non-partisan citizens’ groups formed to lobby for specific policies designed to redress particular problems and grievances (Clemens 1997). Because policymakers responded to interest group pressures and tailored their platforms to meet the demands of powerful organized constituencies, it became increasingly necessary for those who wished to influence policy to form alliances with organized interest groups in order to be heard. For example, Schweber’s (1996) analysis of Progressive Era reformers in the United States and Britain suggests that, unlike the British, American reformers’ access to politics depended on their ability to form coalitions with interest groups such as organized labor and business organizations. 

In this environment, it was crucial that RSF make alliances with state and local interest groups in order to secure greater legitimacy and access to policymakers in far-flung places where most people had never heard of the Russell Sage Foundation and where outsiders were sometimes regarded with suspicion. To this end, RSF courted the support and active cooperation of local labor unions, employers’ and business associations, welfare organizations and citizens’ groups. Figure 1 illustrates the key actors and institutions with which RSF crafted alliances as it worked on behalf of the USLL:

Figure 1: RSF’s Institutional Environment and Political Allies








In many states, these groups were vital in leading the on-the-ground fight on behalf of the small loan law. In Michigan, for example, the Detroit Community Union, together with the Detroit chapter of the American Red Cross and a non-profit research organization called the Detroit Bureau of Governmental Research, led a successful campaign on behalf of the USLL in 1921.
 In 1927, a group of citizens organized the Minnesota State Committee to Promote Small Loan Legislation, and, with RSF’s Leon Henderson serving at its secretary, spearheaded a USLL campaign in that state.
 In 1933, the St. Louis and Kansas City Better Business Bureaus were actively involved in lobbying the Missouri legislature to reinstate certain sections of the USLL pertaining the assignment of wages.
 In addition, legal aid societies and Better Business Bureaus in various cities, including Atlanta,
 Cincinnati
 and Chicago,
 were instrumental in efforts to root out and prosecute loan sharks and represent their victims in court. Organized labor was less active, but the American Federation of Labor did formally endorse the USLL in 1928.
 Finally, “activist” banking commissioners worked to investigate small loan conditions and promote small loan legislation in a few states. For instance, in 1934, the Indiana Department of Financial Institutions conducted an investigation that led to the adoption of a graduated interest rate, a change that was in keeping with the sixth draft of the USLL.
  


In spite of the suspicions RSF had to contend with throughout its campaign on behalf of the USLL, the Foundation was for the most part quite successful in establishing for itself a reputation as the foremost expert authority on the small loans issue in the United States. Initially, the Foundation’s profile and reputation was probably attributable to the status and social connections of its founder, Mrs. Sage,
 and the Foundation’s president, Robert De Forest.
 Though connections may have opened up some doors for Arthur Ham early on (he was, for example, able to hold a number of personal audiences with the governor of New York and get his friend and colleague, Walter Hilborn, appointed Deputy Assistant Attorney General of New York in 1913),
 his success ultimately depended on convincing lawmakers that he knew what he was talking about. This, apparently, he was able to do quite well. In 1916, for instance, a Massachusetts state senator told Ham that the small loans issue “is an extremely technical one and very confusing to the committee. There is one thing, however, that all the members of the committee are convinced of and that is that you have completely mastered the subject and have in your head all of the phases of it.”
 

As the Foundation became involved in states’ efforts to develop remedial loan legislation, its reputation grew, and by the late teens the Department of Remedial Loans was receiving frequent letters and telegrams from legislators and welfare activists from around the country seeking information, legislative advice and strategic assistance. Ham and his successors, Leon Henderson and Rolf Nugent, frequently spoke before charity conferences and meetings of local Better Business Bureaus and the American Association of Personal Finance Companies.
 In newspaper articles on the small loan subject, RSF was frequently cited as having studied the matter rigorously for years and as being the preeminent expert in the field.
 But as I will discuss further below, RSF’s recommendations, particularly with regard to the maximum interest rate for small loans, were actually based less on scientific expertise than on political compromise and practical experience. 

Political Learning: Changes in RSF’s Policy Ideas Over Three Decades

While the initial impetus to “do something about the loan sharks” seems to have come from a directive from Margaret Olivia Sage and her advisors, the small loan issue quickly became an established part of RSF’s mission with the hiring of Arthur Ham and the creation of the Department of Remedial Loans (Robinson and Nugent 1935). In Peter Hall’s terms, ideas about the specific instruments and basic techniques used to accomplish this goal underwent a number of first- and second-order changes over the three decades during which RSF was actively involved in the small loans issue. The first RSF-sponsored work in the small loans field occurred in 1907, when the Foundation offered two research fellowships to Arthur Ham and his fellow Columbia graduate student, Clarence Wassam, to conduct a project on a subject of their choosing. Both chose to study the small loan industry.
 After finding that the loan shark problem was pervasive and that it was the cause of much poverty and distress among the low income population, Ham and Wassam both concluded that: (1) the demand for small loans was high; (2) usury laws, which restricted interest rates six percent annually, made it impossible for legitimate small loan lenders to operate at a profit; (3) the industry was therefore dominated by illegal lenders who charged extortionist rates; (4) the solutions to the problem involved creating remedial loan societies, educating the public and crafting new legislation (Robinson and Nugent 1935). 
In light of these findings, RSF’s earliest efforts against loan sharking focused on promoting remedial loan societies, semi-charitable loan agencies that placed restrictions on their annual dividends and charged low interest rates.
 RSF began promoting the development of remedial loan societies because it believed that they would “provide such competition as would result in an improvement of the methods commonly employed by money-lenders and to afford an object lesson that would attract reputable capital into the business.”
 When the National Federation of Remedial Loan Societies was founded in 1909, Ham became its unofficial executive secretary (Robinson and Nugent 1935). In 1911, RSF invested $100,000 in the Chattel Loan Society, a new remedial loan agency in New York City (Robinson and Nugent 1935). By 1913, the National Federation had a membership of 33 remedial loan societies operating in large and mid-sized cities across the country.
 However, experience proved that there were never enough remedial loan agencies to fully meet the demand for small loans and to provide sufficient competition against high-rate lenders.

As sharks continued to dominate the industry and exact extremely high rates—often as high as 400 percent annually or higher—Ham’s focus shifted to enacting legislation that would regulate the small loan business and attract “legitimate” commercial lenders into the field. This, he recognized, could only happen if usury laws were changed to allow commercial lenders to charge a higher rate of interest. As Ham wrote in a letter to a New Jersey state senator in 1913:

We have learned by long experience that the only way the business can be regulated is to allow a rate of interest sufficient to provide a reasonable profit in order that honest capital may be attracted to the business, to furnish the necessary competition that is necessary to keep profits within reasonable limits.
 

The rationale justifying high rates on small loans was as follows: because small borrowers were typically poor people with unstable incomes, small loans were extremely risky and the likelihood of default was high. Furthermore, unlike banks, small loan companies did not accept deposits and therefore had little capital to fall back on in case of default. Finally, the costs of lending were fixed regardless of their size, meaning that the smallest loans were almost always a money-losing enterprise. For these reasons, commercial lenders found the six percent yearly cap on interest rates far too low to maintain profitability, and the industry was dominated almost exclusively by criminals who took advantage of lax law enforcement to gouge borrowers mercilessly.

By 1913 the specific policy proposal that RSF ended up advocating most forcefully was a small loan bill, which eventually became known as the Uniform Small Loan Law in 1916.
 Over the approximately thirty years that RSF spent actively promoting the USLL, the aspect of the law that was most vehemently opposed by legislators and other political actors (including some labor unions and welfare organizations) was the interest rate. The policy legacy of the old usury laws prohibiting interest rates above 6 percent was strong, and many legislators did not or would not understand why RSF thought the rate for small loans needed to be so high.
 The onus was on RSF and its allies, the National Federation of Remedial Loan Societies and the American Association of Personal Finance Companies, to convince these skeptics that the rate contained in the USLL was empirically justified. To this end, RSF and members of the National Federation and the American Association produced copious educational and legislative lobbying materials that they distributed at statehouses and community meetings in order to educate people about the benefits of higher interests rates for small loans.

However, even though RSF staff often referred to the rate figure as “scientific” and based on “thorough study,”
 a closer look reveals that it was based more on practical experience and political compromises than on any type of formal scientific analysis. Indeed, opinions about what the rate should be was a matter of contention and confusion, even within RSF. In 1912, Arthur Ham actually looked favorably on legislation that put the rate at 2 percent;
 when it came time to draft the 1914 New Jersey legislation, however, consultation with members of the National Federation of Remedial Loan Societies prompted him to endorse a 3 percent rate.
 The recommended rate climbed even higher, to 3.5 percent, in 1916 when the first official draft of the USLL was crafted in consultation with members of the American Association. After three days of debate between RSF and the American Association, the lenders convinced Ham that a rate less than 3.5 percent would be too low to sustain profitability in medium-sized and smaller cities.
 Thus, RSF’s early recommendations with regard to the interest rate were based less on scientific analysis than on political compromises based on the practical knowledge and financial interests of small loan lenders. 

In 1928, a crisis occurred in New Jersey that underscored the USLL’s vulnerability due to the lack of scientific evidence supporting the 3.5 percent interest rate. New Jersey had long been hailed by the Foundation as its flagship state: in 1914, it was the first state to pass the USLL, and it was widely considered to have one of the best-regulated small loans industries in the country. Then, in 1928, the New Jersey legislature set up a joint legislative commission, headed by New Jersey State Senator Francis Davis, to investigate the small loan situation and the interest rate in that state. In March 1929, the Davis Commission issued a report, which, based on an audit of 37 loan companies, recommended that the maximum monthly interest rate on small loans be cut in half.
 To justify the recommended cut, the report emphasized testimony from the Newark Provident Loan Society, a member of the National Federation of Remedial Loan Societies, which claimed to be operating at a monthly interest rate of just one and a half percent.
 

RSF and its allies from the American Association of Personal Finance Companies vigorously opposed this move, arguing that the report was based on faulty accounting and bad information. Leon Henderson, director of the RSF Department of Remedial Loans at the time, protested at legislative hearings, in letters to lawmakers and in the press that it was bad policy to base the maximum legal rate on the experiences of a semi-philanthropic organization that was able to operate at costs considerably lower than the average commercial loan company.
 Henderson also attempted to convince lawmakers that they should allow the three percent rate to stand by presenting them with anecdotal information. For example, he solicited letters from all the members of the National Federation of Remedial Loan Societies, asking their opinion as to whether a one and a half percent rate was adequate; thirteen members wrote back immediately to say that it was not.
 Further, Henderson argued that he had “examined every figure that has ever been published relating to profits of these small loan companies in every state” and that “not even the most efficient company in the country could operate at the 1 1/2 percent rate.”
 Although Henderson was personally familiar with the statistics pertaining to profit margins of small loan companies, RSF had no published report or study to back up its claim that the interest rate had to be at least three or 3.5 percent. While Henderson made a strong case against the rate cut, he was ultimately unsuccessful and the cut went into effect in February 1930.

Henderson spent the next several years lobbying the New Jersey state legislature to repeal the interest rate reduction; again, however, his arguments were based on anecdotal facts and personal knowledge rather than on any formal RSF-sponsored interest rate study. For instance, in a January 1930 letter to a New Jersey newspaper editor, Henderson cited the experience of West Virginia, which cut its rate from 3.5 to 2 percent in June 1929. Through personal conversations with West Virginia state legislators and regulators,
 Henderson said he found that only six months after the rate cut, “legitimate small loan companies have practically gone out of existence” and “high rate lenders have replaced them with their 20 percent per month rates.”

Meanwhile, at the behest of the New Jersey Industrial Lenders’ Association, a private accounting firm and a researcher at the American Statistical Association issued their own studies of the financial statements of New Jersey small loans companies.
 As both reports were unanimous in condemning the rate reduction,
 RSF supported them publicly. Privately, however, RSF staff was uneasy, since analyses of the reports by RSF’s own statisticians revealed that they were of questionable reliability.
 In April 1930, R. G. Hurlin of the RSF statistical department sent RSF General Director John Glenn a memo in which he wrote, “There is a dearth of reliable information on such important points as the profits of the business under varying rates of interest… I, personally, wish that the Foundation might undertake… further research which could produce information of unquestionable scientific value on these points. It seems to me that this would strengthen the Foundation’s position before the public in promoting small loan legislation, since it would give a firmer basis for legislation than is now available.”
 Apparently, Leon Henderson had already made a similar argument to his boss, since Glenn forwarded Hurlin’s memo to him along with a hand-scrawled note that read, “I don’t know whether the attached suggestions by R.G.H. were inspired by L.H. or are the result of psychic sympathy. They seem to be in line with some of your thoughts. We can consider them… when we come to discussing future plans.”

The New Jersey interest cut crisis was a watershed moment for RSF, when the need to produce real scientific analysis to retroactively justify the provisions of the USLL became suddenly clear. The situation was politically tricky, however, since RSF would be put in a rather embarrassing position if its own studies proved that the 3.5 percent rate was too high. Perhaps not surprisingly, then, interest rate studies conducted in the early 1930s seemed to confirm the validity of the USLL’s recommended rate. For instance, in 1933, Henderson wrote:

We have made an extensive study of all the statistical data relating to costs, earnings and average size of loans made by licensed lenders. This survey indicates that loans under $300 are made best in those states having the 3 and 3 1/2 per cent maximum rates; that attempts to serve the borrower by lowering the rate of interest have uniformly resulted in withdrawal of loan companies from the field.


A significant shift in thinking about maximum interest rates occurred when Rolf Nugent, Henderson’s former assistant, became director of the RSF Remedial Loans Department in 1934. Whereas prior directors, including Ham, Hilborn and Henderson, were strongly wedded to the 3 or 3.5 percent rate, Nugent was willing to consider other options. A study Nugent completed in 1935 for the Iowa Department of Banking, for example, concluded that the best maximum rate for that state would be a graduated rate that charged 3.5 percent on the first $100 and 2 percent on everything beyond that.
 This conclusion represented a significant change in thinking at RSF, where fifteen years earlier Walter Hilborn had decried graduated rates as being “unscientific and pernicious.”
 In addition to RSF’s investigations, a few state banking departments also began conducting their own interest rate studies, leading to shifts toward a graduated interest rate in other states.
 For instance, based on an investigation and analysis of small loan companies’ annual reports, the Indiana Department of Financial Institutions in 1934 issued an order that the interest rate be changed from a flat 3.5 percent rate to a graduated rate with two break points.
 In July 1934, Nugent visited Indiana to gather data for a cost accounting formula he was working on, and reported being very impressed with the Department’s analysis and conclusions.

Once studies such as the ones in Iowa and Indiana were carried out, RSF staff seem to have come to recognize that the one-size-fits-all 3.5 percent interest rate was not the optimal solution, given the varying costs associated with loans of different sizes and the particular economic conditions in different states. Accordingly, in 1935 RSF began encouraging state baking commissioners to conduct their own fact-finding studies to determine what their state’s maximum interest rate should be.
 The sixth draft of the USLL, drafted in 1935, for the first time authorized a graduated interest rate depending on the size of the loan. In a letter to the small loan examiner of Massachusetts in 1937, Nugent explained the rationale behind the shift toward state-specific and graduated rates as follows:

Although we recommended a flat 3 1/2 per cent rate as a maximum for many years, we are convinced that a rate as high as this is neither necessary nor desirable. Our current maximum recommendation is 3 1/2 per cent on the first $100 and 2 1/2 per cent thereafter, but this is for an initial rate only and we concede that many states, perhaps all of them, could do with a lower rate than the initial maximum after a period of experience… we are hesitant to propose specific rates… because the opinion of the local supervisory authorities should be more valid than ours.

This statement, which basically undercuts the all-knowing expert image that the Sage Foundation had cultivated for three decades, represents a significant shift in RSF’s identity and thinking. It suggests that new and better information about the variability of costs of making small loans of different sizes and in different states, coupled with a change in leadership, caused RSF to place greater credence in state-level small loan regulators and their “local knowledge” (what James Scott (1998) has termed metis, after the classical Greek word denoting knowledge that can only be gained through practical experience). By 1939, RSF had largely pulled out of actively advocating for small loans legislation altogether, since “we believe that the experience with regulatory small loan laws is now so elaborate and so well documented that it is within the power of any state to determine for itself what type of regulation it wants.”

Table 1 summarizes the nature and reasons for each of the major idea changes that RSF went through during this period. 

Table 1: Summary of Changes in RSF Staff’s Ideas, 1913-1937

	Year of shift
	Nature of shift
	Order of change
	Reason for shift

	1913
	From remedial loan societies to small loan legislation
	2nd order
	5 years’ practical experience proved that the societies were not numerous enough to drive out loan sharks

	1914
	From 2 percent to 3 percent interest rate
	1st order
	Consultation with National Federation of Remedial Loan Societies

	1916
	From 3 percent to 3.5 percent interest rate
	1st order
	Negotiations with American Association of Personal Finance Companies caused by need for interest group allies

	1935
	From 3.5 percent to a graduated rate based on size of loan
	1st order
	Scientific studies in Iowa and Indiana originally inspired by the need to retroactively justify rate recommendations due to political crisis in New Jersey

	1937
	From recommending specific rates to encouraging state banking commissioners to set their own rates 
	2nd order
	Recognition, based on the Iowa and Indiana studies, that local conditions vary and that experienced local actors are better equipped to determine the best rate



Although RSF did eventually begin to evaluate the impact of different interest rates in order to “scientifically” determine what the maximum rate should be, it never conducted a systematic evaluation to assess the overall social impact of the Uniform Small Loan Law. Instead, it relied on anecdotal evidence to “prove” that the law was working—for instance, by citing general trends in the number of loan shark offices that existed in major cities before and after the law’s enactment in various states.
 The question of whether borrowers were, in fact, being better served as a result of the law was never subjected to rigorous investigation. The fact that RSF only began thoroughly examining the interest rate question after the New Jersey rate cut offers some possible clues as to why the Foundation never evaluated the effects of the USLL. The New Jersey rate cut was not (at least in theory) ideologically or politically motivated; rather, it was based on apparently neutral, “scientific” evidence produced by a state-sponsored audit and endorsed by a reputable practitioner, the Newark Provident Loan Society. This type of evidence-based challenge required RSF to respond accordingly, by producing data that were even more thorough and reliable than those cited by its opponents. In this situation, counter-arguments based on anecdotal evidence or passionate rhetoric proved ineffective. In contrast, the USLL as a whole never experienced any opposition from groups basing their claims on scientific investigation and analysis. The law’s opponents typically based their opposition on emotional and indignant rhetoric that could easily be dismissed as evidence of either ignorance or collusion with the high-rate lenders. Therefore, a rigorous evaluation of the USLL’s effects on borrowers and the small loan industry never became politically necessary.

Policy Outcomes: USLL Passage in 34 States


Between 1914 and 1943, the Uniform Small Loan Law or similar regulatory law was passed in 34 states.
 Because historical evidence indicates that changes in small loan interest rates and oversight were already taking place in several states by the time RSF became involved, it would be a stretch to argue that RSF’s policy ideas caused small loan reform. It is likely that reforms would have continued even without the Foundation’s involvement. However, if the Foundation had not come along, small loan reforms would undoubtedly have lacked the consistency across states that the Uniform Small Loan Law produced. Indeed, in many cases, legislators simply voted to enact laws that were basically identical to RSF’s model law in form and in substance.
 


The extent of high rate lending in most major cities made it apparent to many that existing usury laws, with their strict interest rate caps, had failed to solve the loan shark problem. In casting about for a better solution, reformers found that the USLL offered a clear, tried-and-true line of action, endorsed by the experts at the Russell Sage Foundation and tested in other states. In most states, local civic leaders and politicians seeking a solution to the loan shark problem initiated the first contacts with RSF, not the other way around. Individuals wrote the Foundation to express their interest in the USLL and to request a copy of the law and information about it, and in some cases, to invite RSF representatives to visit their state and directly lobby on behalf of the measure. A few examples serve to illustrate RSF’s role and the typical sequence of events leading to the passage of the USLL. These examples suggest that many state and local reformers used the Uniform Small Loan Law like a roadmap to guide them in addressing the small loan issue in their state. The existence of a model law to emulate created a concrete, codified, neatly packaged policy idea that greatly reduced uncertainty in how to proceed.

· Massachusetts: In January 1916, representatives from the Associated Charities of Boston and the Boston Legal Aid Society wrote Arthur Ham to ask for his advice and cooperation in an anti-loan shark campaign they had initiated in Massachusetts.
 Ham responded by helping the groups draft a bill that resembled the New Jersey law that he had written in 1914.
 Ham also presented testimony before the Massachusetts state legislature,
 and penned editorials endorsing the proposed law.
 A slightly altered version of Ham’s bill was signed into law by the Governor on May 17, 1916.

· Michigan: In 1914, a group of attorneys in Detroit drafted a small loan bill and sent it to Arthur Ham for comment.
 Ham found their draft unacceptable, and sent them a copy of the New Jersey law to emulate.
 Four years later, the Detroit Provident Loan Society began a campaign on behalf of the USLL, and its manager wrote Ham to request the Foundation’s support.
 RSF representatives actively lobbied for the USLL during the next several years, and testified on behalf of the bill at legislative hearings in 1919 and 1921.
 Following the formation of a USLL lobbying committee composed of representatives from several social service organizations January 1921,
 the USLL was passed in Michigan later that year (Hubachek 1938).

· Nevada: In January 1943, the Nevada Superintendent of Banks wrote Rolf Nugent to inform him that a copy of the Seventh Draft of the USLL was being introduced in Nevada, and to request a synopsis of the Foundation’s research on the matter.
 He wrote again in October to say that some changes to the USLL had been proposed, and included a copy of the suggested changes for Nugent’s comment.
 Nugent wrote a lengthy reply explaining why most of the changes were unacceptable, and included a copy of the USLL in his response.
 The USLL was signed into law in Nevada later that year.


How was it possible that a measure as controversial as the USLL, which both violated cultural norms against usury and overturned the institutionalized policy precedents set by 19th century usury laws, eventually became so successful? Perhaps most importantly, the USLL was what Stryker (1990) calls “class-disorganizing,” rather than “class-organizing,” legislation. Margaret Weir (1992) has suggested that new ideas propagated by experts create coalitions that would not normally be possible otherwise. This was precisely what happened in the case of the USLL: rallying under a policy proposal that was framed as good for business and workers alike, proponents of the legislation included an odd alliance of both business groups and labor unions. The only consistently strong and organized opposition to the law came from high rate lenders themselves; more mainstream business organizations such as local Better Business Bureaus and Chambers of Commerce, in addition to the American Association of Personal Finance Companies, came out in favor of the law and even lobbied actively on its behalf. Thus, significant portions of the capitalist class found itself on labor’s side in opposition to the loan shark lobby. The argument that the USLL’s success can be attributed in large part to the lack of organized class-based opposition is supported by the fact that in Kentucky, the one state in which labor unions actively opposed the law, the bill was defeated at least eight times before finally passing in 1934.


Furthermore, as already mentioned, the alliances created between RSF and state and national interest groups were also instrumental in securing the law’s success. On the basis of their connections and reputation, state and local interest groups were able to gain access to politics in a way that RSF never could have done alone. With trusted social service organizations coming out in favor of the USLL, it became easier for the Foundation to convince legislators of the sincerity of its motives and of the law’s value. For example, a pamphlet produced by RSF and distributed to the Georgia legislature in 1920 included letters of endorsement from the Atlanta Young Men’s Christian Association, the Atlanta Salvation Army, the Associated Charities of Atlanta, and the Georgia Children’s House Society. Local business groups also expressed their support for the law.
 That year, Georgia became one of the few southern states ever to pass the USLL (Hubachek 1938).


Finally, although the USLL conflicted with existing policy in that it overturned the principles embodied in 19th century interest rate laws, in terms of implementation it was actually quite compatible with existing institutional arrangements.  The USLL was not expensive to implement. It required some additional data collection and oversight of small loan companies, but these responsibilities could be easily incorporated into the day-to-day workload of state banking commissioners and their staff.

Conclusions
Historical institutionalism, which has come to dominate analyses of welfare policy development, has oft been criticized for its failure to account for significant and sudden institutional change. In response to this shortcoming, scholars have pointed to the role of ideas in guiding policymakers out of political crises and in creating roadmaps for major policy transformation. However, even though the welfare state literature has begun to explore the impact of ideas on policy outcomes, recent studies have not examined in detail the specific processes through which policy ideas themselves arise and evolve over time. The foregoing analysis has begun to fill this gap by illuminating the process through which RSF staff developed their initial ideas regarding the small loan problem and continuously refined their recommendations for how it should be solved. 

Sage Foundation actors’ small loan policy ideas did not emerge from thin air. Rather, through a process of frame extension and schematic transposition, Sage Foundation actors borrowed both their paradigmatic and programmatic ideas from various other already-existing political and social reforms and applied them to the small loans issue. The philosophical arguments which RSF staff deployed on behalf of small loan reform found precedent in the new liberal ideology that underlay progressivism more generally. In addition, the specific programmatic ideas which RSF furthered were borrowed from the remedial loan society movement that began in 1857 with the formation of the Collateral Loan Company of Boston, small loan interest rate and oversight reforms already taking place in states like Massachusetts and New York, and the push for uniformity of state legislation initiated in 1892 by the National Conference of Commissioners on Uniform State Laws. 

Clearly, ideas matter in politics, but politics also matters in determining which ideas experts are likely to promote and come to accept as true. While the new liberal ideology that RSF staff embraced remained in place throughout their 30-year fight against loan sharking in America, their more specific programmatic ideas about how best to solve the small loan problem underwent several significant first- and second-order changes during this period. These idea changes were, in large part, the result of politics. Because early twentieth century American political scene was characterized by the increasing institutionalization of interest group politics, RSF’s success in promoting the USLL depended on its ability to form alliances with non-profit and for-profit lenders’ groups. These alliances required political compromises on the specific policy ideas embodied in the USLL, particularly with regard to the maximum interest rate that the law would allow. Thus, the 3.5 percent rate contained in the first draft of the Uniform Law in 1916 was adopted primarily on the basis of compromises with politically powerful lenders’ groups—not on the basis of “objective” scientific research, as RSF often claimed. 

The foregoing analysis offers insight into the relationship between ideas and interests in policy-making. Many scholars have pointed out the fact that that ideas and ideologies allow actors to construct their interests and express them in socially meaningful ways, while interests influence which ideas actors are likely to embrace and pursue. Nonetheless, current scholarship has a tendency to treat ideas as distinct from interests, as though the way to prove that ideas matter in politics is to show that political action can sometimes be motivated “purely” by ideas. 

The story of the Russell Sage Foundation and small loan reform suggests that ideas and interests cannot be analytically disentangled in this way. This is especially true in the case of policy experts who are, after all, in the business of marketing ideas. Because RSF staff were “interested” in being politically successful and in expanding the influence of the Foundation, they were not immune to political pressures and were therefore willing to make strategic compromises on their specific policy recommendations in order to appease their political allies and maintain their political viability. In engaging in such compromises, however, RSF had to be careful not to yield too much—both because this would undermine the integrity of its ideas and because it could damage RSF’s professional reputation. The balance RSF maintained between political effectiveness and scientific integrity reveals how policy experts’ interests and ideas are inextricably bound up with one another, and how policy innovations can be both interest-driven and idea-driven at the same time.

Finally, my analysis lends support to the critique that policy ideas need not always “fit” so closely with existing policy in order to be successful. With its proposal that maximum interest rates on small loans for poor people be raised eight-fold, the USLL posed a significant challenge to the cultural and legal traditions of the 18th Century usury laws. In most states, the USLL was met with vehement resistance and outrage. Nevertheless, by developing a neatly articulated, easy-to-implement roadmap for change, by forming cross-class coalitions, and by building alliances with national, state and local interest groups, RSF succeeded in passing the USLL in 34 states in spite of its apparent violation of cultural norms and policy legacies.
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