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PROLOGUE

T HE Recovery Programme in the United States is
unique as a political phenomenon. It is of vital im-
portance to the United States, It is of interest and of
importance also to citizens of other countries. Recovery
in America will make a vast difference in economic
conditions—and perhaps also in political relations—
elsewhere. Moreover, the world is in a state of transi-
tion and the results of the experiments in the United
States may well be of more than local value.

We are a purblind race of-mortals. When a depres-
sion comes we devote all our energies to remedying
its effects; we do not exert one tithe of the same effort
to preventing its recurrence. Y et there have been few
benefactors in the world whose work would compare
with that of the man who can lay bare the secret of
the trade cycle with its booms and depressions, and
the methods by which they can be avoided. In the
United States alone, it would have saved more than
twenty millionpeoplefrommisery and hardship during
the last few years. The causes of recurrent depressions
can and ought to be discovered—and the experience
of the United States should be peculiarly helpful in
making the discovery.

The great experiment in the United States is in
reality not one but a cluster of experiments—in cur-
rency and finance—in industry—in agriculture—in
public works. Each isinteresting in itself and all were
undertaken with a 'go’ and an enthusiasm which is
infectious. The onlooker is tempted to say—as though

Xi



X THE NEW AMERICA

he were himself taking part—"Why cannot they hurry
up with this?" (the housing scheme). "W hy must they
take that step?" (in currency). "lIsit really necessary to
make a compromise instead of telling them to go to the
devil?" (the currency inflationists).

It is not easy for people in England to know what is
happening in the United States, still less to understand
the reason and the meaning of those happenings. That
is why this book has come to be written. It may also
be of interest to Americans to know how events in the
United States appear to a British citizen who has had
unusually good opportunities for studying them.

| make no apology or pretence for this book. It gives
a sketch of recent events in the United States in indus-
try, in agriculture, in finance and in politics; and aso
the personal opinions which | have formed after a
study of the facts. Where necessary, the sketch is pre-
ceded by a description of the conditions that form
the setting for the action which has been taken. Those
who are well acquainted with the course of events will
probably be able to point to some fact or feature to
which they attach importance and which has been
omitted. This is inevitable. The book is not an ex-
haustive analysis. | have had to select and to condense
from a large mass of material, and such selection is
always a matter of judgment.

Within the limit of these conditions | have endea-
voured to convey a true impression. Certainly | have
had unusually favourable opportunities for obtaining
knowledge at first hand of what was going on; of the
reasons for the different policies adopted; and for es
timating their effects. | was able to study the situation
and to talk to those best qualified to form an opinion
upon it, not only in Washington and New Y ork but
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from the Eastern seaboard westward, through Chicago,
to San Francisco, and from Minneapolisin the North,
to Texas and New Orleans in the South. For this, | am
before all things indebted to the Rockefeller Foun-
dation, on whose invitation | went to the United
States in the first instance, and whose guest | was
during a great part of my stay.. But the authorities of
the Foundation are not responsible for any opinion or
statement to which | give expression. | am also under
a peculiar obligation to members of the Brookings
Institution for the help which they so freely gave
me. | am indebted also to a host of others, both in
Washington and throughout the United States, who,
by their readiness to answer my questions and discuss
freely the subject of my enquiry, gave me an insight
into aspects of it which otherwise | could not possibly
have gained. It is impossible for me to name them
individually, but they realise my gratitude for the
more than friendly way in which they helped me.
| am aso particularly grateful to the Director and
members of the staff of the International Labour
Office at Geneva for all the help and information which
they most generously gave me.

A. S.-M.
October 1934






CHAPTER |

THE POLITICAL STAGE AND THE NATIONAL
BACKGROUND

ONE hundred and fifty years ago, the Continent of
North America, undeveloped and as yet sparsely popu-
lated, wasthe scene of apolitical revolutionwhich gave
birth to a great Republican democracy and to the first
federation of modern times. The same Continent to-day
is the scene of an attempt—no less far-reaching—to
transform the existing economic system, under which
the American nation has grown from small beginnings
to its present size and power and under which it has
scaled the heights of prosperity and sounded the depths
of depression. To what extent that attempt is the out-
come of deliberate purpose or the result of the urge and
pressure of events may be a matter for speculation. It
touches the economic life of the nation at every point
—the organisation of industry and of agriculture; the
welfare of the people; methods of finance and the stab-
ility of Government. It raises more than oncethe funda-
mental question of the relation of the State to the
individual, and in the process, many of the workings
of the capitalist system are laid bare as on the dissect-
ing table. At this time, when the capitalist system is
called in question in all countries—as political auto-
cracy and social privilege were called in question a
century and a half ago—the 'New Deal' of President
Roosevelt is of more than ordinary interest to those
who believe that capitalism, like all human systems,
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is changing under the force of changing conditions and
the deliberate purpose of man.

During the last decade and a half the world has been
prolific in political experiments. The new regime in
Americaisthe latest and generically, itisdifferent from
all the others. In all the countries of Europe in which
the form of Government has been changed, the war
which was to make the world Safe for democracy has
resulted in its destruction. From the dragons' teeth
sown by the war there has grown a monstrous crop of
dictatorships. The very wildest enthusiast for popular
government, however, cannot deny the democratic
character of the new regime in the United States.

I'n one respect, and probably in one only, that regime
resembles the new governments elsewhere. It owes its
birth to the popular discontent and misery from which
all the countries and all the peoples of the world have
suffered for nearly fiveyears. In Germany, for example,
during the first three years of the slump, the people
continued to 'bear the ills they had' rather than
'fly to others that they know not of. Not until the
fourth year did they turn from democracy under
Briining to dictatorship under Hitler. In Americathe
intensity of the misery was as great as it was in Ger-
many and the contrast with previous well-being was
much more striking. It led, as elsewhere, to a popular
upheaval against the existing regime. There, however,
the similarity ends. Germany had been governed by
a democracy and the revolt there led to a dictatorship.
In the United States the political regime under which
the débdcle took place was democratic. But it was
not the Government which for ten years previously
had been the most prominent or the most potent
factor in American life. By far the most powerful
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force had been that wielded by the highly-centralised
plutocracy, whose influence— or control —was felt
throughout the whole field of finance, of manufacture,
of transportation, and even of distribution. It was not
surprising that in the Presidential election in 1932, a
people which had suffered so severely should vote for
a candidate who not only opposed the political party
previously in office, but who challenged the business
regime which had been dominant.

The new President in his pre-election speeches in
the country had promised speedy action to meet the
depression. He was as good as his word. The problem
was attacked from a number of different sides simul-
taneously. Stimulation of industry by an increase of
purchasing power; special measures for the relief of
agriculture; a grandiose public works programme;
loans or payments out of public monies to farmers,
home-owners, industry, banks and insurance com-
panies; open market operations by the Federal Reserve
Banks; currency manipulation and dollar devalua-
tion—all these remedies were applied concurrently,
or as nearly concurrently as might be.

This diversity of treatments makes the American
experiment of absorbing interest, but it also makes it
difficult to follow the course of events and to under-
stand the reasons for the different measures that have
been taken. The difficulty is particularly great for an
Englishman and for a reason that has often been the
cause of trouble in Anglo-American relations. In
negotiating with France, Germany or Italy, we are in-
stinctively prepared for differences in conditions, in
institutions and in mentality, and we make adjust-
ments accordingly. In dealing with the United States,
however, the very identity in language and the super-

B
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ficial similarity of governmental institutions fre-
quently prevent our making the same adjustments.
The greater the likeness, the greater is the possibility
of misunderstanding, although the outlook of the
average American and that of the average Englishman
are fundamentally much more alike than that of in-
dividuals of other nations.

Emphasis upon this fact is peculiarly necessary in
a sketch of the American Recovery Programme which
is primarily intended for British readers. Unless the
nature of the national background and of the political
setting in which the Recovery drama is being played
are both appreciated, the course of the drama itself is
unintelligible. We naturally conceive of the United
States as one country, in the same sense as France or
[taly. It is nothing of the kind. It is a group of coun-
tries. It is like a Free Trade Empire of seven great
dominions, united for common purposes, but differing
greatly one from another. In mileage it is as far from
New York to San Francisco as from London to Con-
stantinople, and the difference in climate is greater.
It is essential, therefore, when forming a judgment
on events from day to day to remember that the several
great regions of the United States differ from one
another in natural conditions, in temperament and in
their economic interests as much as the different
Dominions under the British Crown. Thus it is that
when Congress meets, the laws which are passed re-
present adjustments between different and it may be
conflicting regional interests. The President, who
represents the country as a whole, is the harmonising
influence.

These characteristics have always existed in the
United States. They were a feature of the first thirteen
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States in the early days of independence. Since then,
with the cession of Louisiana, the annexation of
Texas and the settling of the Pacific Coast, the geo-
graphical scale has greatly expanded, but the funda-
mental characteristics remain the same. In another
respect, however, a change has taken place since the
United States had last to face a serious depression—
a change which profoundly affects the present prob-
lem. Until recently thelast frontier of development had
not been reached. To the West, between the Mississippi
and the mountains, cultivation could still be pushed
forward. It was not indispensable, therefore, for the
Government to make provision for unemployment in
atime of bad trade. If other help were not forthcoming,
a living, albeit a hard one, could always be made by
breaking new soil in the West. Such treks to the West
occurred as late as the depression of 1893. They not
only relieved unemployment, but aided development.
When the depression passed and business recovered in
the factories of the East, the place of the migrants gone
westwards was filled by newcomers from Europe.
Moreover, in those days Europe was continually in-
creasing her purchases of American wheat and meat.
The new farmers in the West, therefore, had an outlet
for their own products and they also swelled the
market for home manufactures and thus stimulated
the expansion of American industry. Today the whole
situation has changed. There is no new ground on
which a pioneer can settle and earn a living; agri-
cultureis contracting, not expanding. The frontiers of
development have been reached. The change is vital.
The United States has now to face the problems
which have long confronted the older countries of
Europe, and she will no longer find the old loosely-
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knit social organisation adequate for her needs. So
long as trade cycles exist and trade depressions occur,
some organised form of provision will have to be made
for the unemployed.

[tis not only in provision for unemployment that a
change has been inaugurated in the industrial system
of America. The organisation of labour and of in-
dustrial relations has entered on a new phase. Super-
ficial critics may ascribe this change to the National
Industrial Recovery Act and to the celebrated Section
7 of that Act which deas with the relations be-
tween Labour and Capital. The N.I.R.A. has indeed
created the opportunity and afforded the means for
bringing labour questions into prominence, but the
operative causes lie deeper. The whole question is dis-
cussed in the chapter on the Organisation of Industry.
At this point it is only necessary to depict—in the
broadest outline—the industrial background to the
Recovery Programme. During the first three years of
the slump in the United States, there was a period of
almost unnatural calm. Now the whole labour world
is astir. It is like the great pool below the Niagara
Rapids where the water is only broken here and there,
but the heaving of the surface betokens the unrest of
the forces beneath. This unrest is a striking instance of
a disharmony inherent in the whole of the American
system. It results from the impossibility of getting the
human part of the national mechanism to keep pace
in development with the material. New machines and
methods of operating them may be devised and per-
fected within a few months. It is very different with
the organisation of labour and of industrial relations.
The British system is far from perfect. Witness the
General Strike and the great Coal Strike of 1926.
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Eppur si muove. It works—not very well, yet not so
badly. Asitis, withits good points and its weaknesses,
it is a gradual evolution. Can such a development be
extemporised, or even artificially accelerated? Is it
practicable to institute by law rights and obligations
which, in our experience, have only gained acceptance
through a long seriesof bickerings, followed by agree-
ments based on give-and-take? These are the ques-
tions raised by the present labour situation in the
United States. A difficult timelies ahead of American
industry. Those who have had to deal with similar
problems in Great Britain can sympathise with them
in such a troublous prospect.

Another influence, almost equally important in its
effect on recovery, is that of 'Wall Street'.* In Eng-
land we grumble at the 'Big Five'. We complain that
they do not give credits as freely as they might.
Octogenarians tell us that the country banker of their
youth—now, das! like the Dodo, extinct—was a much
kindlier person. The 'Bankers' ramp’, alias 'racket’,
was heard of at the last General Election in speeches
delivered by some of the more ardent left-wing poli-
ticians, although when a prominent speaker was asked
to name a banker who ramped, and to say why he
ramped and how he ramped, no answer was forth-
coming. The methods of the 'Big Five', however,
have been very different from those of the American
banks. They do not act in concert. Competition
between them is as keen as the strife between Paul
and Barnabas. They do not issue new securities;
they do not control the railways;, they do not
dominate the insurance companies; they do not

! Individual questions dealing with the financial and banking situa-
tion are discussed in Chapter | X .
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exercise a decisive influence on large industrial con-
cerns. Yet that is in fact the case in the United
States. In another respect the difference between the
two countries is just as great. A fool and his money
are soon parted in England as elsewhere. But those
who go to a broker in London for advice know from
experience that he will do his best to prevent them
from losing their money. In New Y ork, on the other
hand, the machinery of the stock exchange is geared
up in a manner which has increased gambling and
speculation. This is not, of course, a criticism of in-
dividuals. There are men in New Y ork who give as
good and sincere advice as any in London. Again,
London had its Hatry, as New York had its Wiggin.
But thefinancial system in the United States was and
is entirely different from that in England. That it was
bound to lead to disaster is emphasised by bankers
themselves, such asthe late Mr. Trayler, the President
of a leading bank in Chicago. It was a direct and
immediate cause of the great speculative boom of
1929, and of the disaster which followed. As aresult of
all that has happened, the resentment against Wall
Street is deep and widely spread throughout the length
and breadth of the United States. This reaction is re-
flected in the Recovery Programme in a number of
ways. Measures dealing with banks and with the
stock exchanges have been introduced into Congress.
Another and most unfortunate result is that, at this
critical time, thereisabreach betweenthenationandits
natural advisers in matters of finance. Currency prob-
lems are among the most important which confront the
American Government. Y et neither the people nor the
Administration nor Congress would seek the guidance
of those who normally should be their natural ad-
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visers. The reaction of this state of affairs upon New
York is equally unfortunate. Confidence among the
leaders in finance and in industry may have a great
influence on the revival of the capital goods industries
and upon recovery generally. Yet New Y ork has been
probably the most pessimistic place in the United
States about the Recovery Programme.

In contrast with these nation-wide influences, the
working of the political system may seem of little
moment. As a matter of fact it influences events
materially. Despite a superficial similarity, the party
systems in Great Britain and -the United States
differ widely. In British politics it has become in-
creasingly rigid. Unless the supporters of a Govern-
ment are prepared to split their party permanently
they do not vote against the Government on a critical
issue. The Indian question may prove to be such an
issue. | f so, it will be one of the very rare exceptions.
Subject to such contingencies, however, a British
Cabinet, drawn from the party which has gained a
majority at an election, can effectively dominate the
House of Commons. In the United States, discipline
is much looser. Cross voting is common among both
Senators and members of the House of Representa-
tives. The Bill to increase the 'bonus' payable to the
Veterans was carried by a two-thirds majority over
the President's Veto. Normally, of course, the Presi-
dent can rely upon the support of the members of
his party, and with the prestige which he enjoys as
head of the nation as well as of the Government, he
can carry most measures on which his heart is set. But
whereas the British executive enjoys a ticket-of-leave
autocracy, tempered only by a sense of the wrath to
come when the ticket expires, the President is not
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master in his own house. For indeed the house is
not his to be master of. The Senate and the House of
Representatives form a legislature which is independ-
ent in fact aswell asin name. Chairmen of committees
in either body would resent it being considered an
appanage of the executive, and they could make their
resentment effective. , .

This comparative independence of party discipline
is due to a combination of several reasons. Broadly
speaking, political partiesin the United States are not
divided by any question of principle. Republicans, as
arule, stand for a higher tariff than Democrats. There
are more Democrats of advanced social views than
Republicans. In each case, however, the difference is
in degree, not in kind. There are indeed questions of
principle upon which men are deeply divided—for
example, the status of negroes. But these differences
are not political in the usual sense. They transcend
ordinary politics. White men throughout the South-
eastern and Southern States are less likely to be ad-
vanced in their ideas on social questions than are men
in New England. But they will vote solidly for the
Democratic ticket, while the latter will probably vote
Republican. Other divisions of opinion also cut across
party lines and may influence a Congressman on any
specific occasion to vote against his party. This tend-
ency is increased by the very mechanism of the con-
stitutional machine. It was devised as a system of
checks and balances, and the assertion of legislative
independence has become a matter of tradition and of
instinct with Congress. The individual circumstances
of a Congressman probably exert a still more potent
influence. He must have a residential qualification,
which in actual practice has come to mean that he is



1 POLITICAL STAGE & NATIONAL BACKGROUND 11

tied for life to one constituency. Defeated there, he
cannot find another seat. The British Member of Parlia-
ment is in a wholly different position. He may be re-
elected for another seat, and, with the goodwill of the
party authorities, such a seat may not be difficult to
find. The difference is vital in its effects. It is often
easier for a Congressman to disregard his party leaders
in Congress than to ignore the wishes of some sub-
stantial group of electors at home. Indeed, a vote which
causes the defeat of a proposal sponsored by the Gov-
ernment which he supports may quite possibly ensure
his own re-election. Moreover, in America a defeat of
the Government does not involve a General Election
as it does in England. When the stated time for an
election comes round, his sin will probably have been
forgotten and, unless he has been a persistent and
contumacious heretic, he will receive the blessing of
his party leaders.

Two further differences between Congress and
Parliament must be understood if the difficulties of an
American administration are to be appreciated. In
Great Britain, Cabinet Ministers and their deputy
Ministers, by the fact of their being Members of Parlia-
ment, influence other Members both by ordinary inter-
course and by informal talks in which Government
proposals can be explained and misunderstandings
removed. In the United States, Cabinet Ministers
are not members of Congress. This not only prevents
them from mixing freely with Members of Congress,
but it also impairsthe quality of the measures passed.
As a general rule, no preparation of a Bill can be so
careful and accurate or its steering through the legisla-
ture so effective, as when the same persons are re-
sponsible for both. A British administration enjoys
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another great advantage—the presence in the highest
posts in the Civil Service of permanent officials who
are familiar with the subjects dealt with in Parliament
and who know its ways. These characteristics of the
British system enhance the control which the Execu-
tive exercises over Parliament.

Each governmental esystem has its advantages and
its drawbacks. The British machine works much more
smoothly. Acts of Parliament, when they are placed
on the Statute Book, are probably far more closely
adapted to their purpose, as may be seen from a com-
parison of the recent American Securities Act with
the British Companies Act. On the other hand, it is
dangerous for a system to be so developed as to give
the Executive too autocratic an authority over elected
representatives. Thisisadanger towhich Great Britain
is becoming increasingly exposed by the present de-
velopment of Parliamentary institutionsand procedure.
Within the lifetime of a single Parliament in Great
Britain, measures dealing with matters of fundamental
importance may be passed, which are not really desired
by the people of the country, and which yet cannot
easily be repealed.

The week preceding the inauguration of the new
President had been a period of growing apprehension.
When the crisis came and the banks closed, the atmo-
sphere resembled that in England during the General
Strike. The same excitement prevailed; the same gaiety
in meeting unknown and hitherto unsuspected incon-
veniences caused by the paralysis of the usual life of
the nation; the same conviction that the crisis would
soon pass, mingled withthelingering apprehensionthat
it might not. Unexpected hardships were caused—and
in many cases were unexpectedly relieved, for class
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distinctions vanished and people helped one another
with an unaccustomed kindliness under the influence
of an emergency nation-wide, novel, puzzling, and of
which none could foresee the issue. Congress met
under the shadow of these events. The crisis was
immediate—and the President had received an over-
whelming mandate for action.. As was natural in a
time of crisis, wide powers were conferred on the
Executive, in the person of the President. These
powers were bestowed by Acts of Congress which
laid downbroad limitsof action and gavethe President
discretionary powers within those limits. In the
National Industrial Recovery Act, for instance, the
President was granted so wide a discretion that the
new form of industrial organisation could be moulded
to almost any shape which the administration wished.
It was typical of the situation, however, that the
action of Congress should be spasmodic and incal-
culable. Some Acts would be passed almost without
criticism. In one, the Agricultural Adjustment Bill,
Congress intervened, not only to criticise, but to insert
an amendment wholly foreign to the Bill, which created
wide powers of inflation. In this instance, moreover,
Congress was only persuaded with some difficulty to
make the use of these powers discretionary and not
compulsory upon the President. In 1934, when the
Second Session met, the urgency of the crisis had
passed. Political opponents thought it was safe to
criticise and Congress felt that it could occasionally
take the bit between its teeth. It did so when it over-
rode the President's Veto and replaced part of the
cuts in the Veterans' 'Bonus’, to which it had
assented a year previously. The Bankhead Cotton Bill
was also passed into law, despite the disapproval of the
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Secretary of Agriculture. And it was only by consider-
able adroitness that the President averted the passage
of other legislation more extreme than the Silver Pur-
chase Act. The system of checks and balances was
again at work, although it was dominated by the
adroitness and the prestige of the President.

It is doubtful if any Government in Great Britain
fully appreciates how favoured it is by fortune in
the comparative ease with which it transacts its
legislative business. This is particularly evident when
it isrealised that in America a Congressman is free to
propose measures involving public expenditure, and
is subject to all the pressure which such freedom in-
volves. How much better both for the Budget and for
the Member if thiswere impossible, asitisin England.
To all this must be added the legal pitfalls which may
cause a measure otherwise excellent to be declared
unconstitutional—and also the jealousy with which
the forty-eight State Governments of the Union view
any Federal action which infringes their patent or
poaches on their preserves. It is probably true to say—
as was said by a very acute and sympathetic, if
critical, observer in Washington—that "the best
President is not one who is 100 per cent an admin-
istrator, but rather a man who is 80 per cent
a first-rate diplomatist". More than diplomacy is
needed, however. The stress and strain of the whole
system is concentrated on one man—the President—
to a degree which must be difficult for any physique to
support. The present President pursues his programme
of Reform and of Recovery with a courage so abound-
ing that it is impossible, mistakes or errors notwith-
standing, not to hope that Fate will give him her
favour and grant his venture good success.



CHAPTER I
ZERO HOUR

ZERO hour! The moment of awful stillness before the
tornado burstsin all itsfury. Didthe Goddess of Chance
—or was it Fate—ever devise a stroke more dramatic
than to call a new ruler to the helm of a great country
at just such a moment? The downfall of industry, the
slow strangulation of agriculture, had been followed by
the collapse of banking, of which there had been pre-
monitions, but of whichthefinal debacle seemed the most
sudden, complete and cataclysmic blow of all. No one
knew what fresh disasters were in store.

To most thinking people in this country the closing
of the American banks came as a great shock. It re-
vealed a state of affairs which was far worse than most
people had suspected. When a country is stricken by
some 'Act of God'—earthquake or flood or fire—it is a
visitationwhich observersinother countriescanreadily
understand. The disaster is of a type of which they
have had knowledge, and its nature and extent is
readily grasped from pictures in the daily press. With
a trade depression it is different. All nations feel its
effects and know that it isworld-wide, but the inhabi-
tants of each nation are occupied with the hardships
which they themselves are suffering, and assume, how-
ever wrong the assumption may be, that because the
depression is world-wide, so the sufferings of all are
much alike. The closing of all the banks in the United
States caused British people to realise that there was

15
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something amiss with that country beyond the ills
which we were enduring here. Most people in England,
however, do not yet comprehend that the depression
in America so greatly exceeded our own as to be in
reality a different kind of malady. This fundamental
fact, together with the developments which led up to
it, indicate the situation, material and psychological,
with which the new President was faced. They must be
apprehended clearly, if only in outline, or there can be
notrueunderstanding of thenew Administrationand of
its manifold difficulties. In other words, a view of the
historical perspective is as necessary as a knowledge of
the political stage or of the national background.

In the summer of 1929, prosperity in the United
States reached levels hitherto unknown in the history
of theworld. The belief gained currency that the nation
was securely established on a new plateau of material
well-being, above anythinghitherto attained, and from
which it couldriseto still greater heights. Nor wasthis
belief merely the casual opinion of unthinking people.
It was the view expressed by responsible men of affairs
and endorsed by economists.

In 1929 production had outstripped all records. The
annual output of automobileswasnearly three millions.
For every six living souls, men, women and children,
white and black, there was a car in use. The growth
of huge office blocks and tall apartment buildings was
phenomenal; the top of the newest skyscraper was two
hundred feet nearer heaven than anything that had yet
been built. Everyone shared inthe prosperity, although
farmers grumbled because their proportion of the mess
of pottage was not so great as that of the townsfolk.
Unemployment was slight. Work was plentiful. Not
only nominal earnings but real purchasing power had
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increased. Wage rates had risen and although the cost
of some articles was very high, retail food prices were
less than 5 per cent above the 1923-1925 level* and the
general cost of living was actually below it. The
general prosperity was reflected in the business of the
department stores, whose clientele is chiefly in the
towns, and of the great mail order houses, who do a
vast busmesswnhthefarmlngcommunlty The former
showed an increase in the value of sales of 10 per cent
over the level of 1923-1925, and the latter more than
twice as much. No wonder that to most people the baro-
meter of the new prosperity seemed to point to 'set
fair'. Comparatively few were, like Mr. Paul Warburg,
weather-wise enough to see the signsof the approaching
storm and to realise that the weather was indeed too
fine to last.

It is humiliating that the human intellect and
Imagination can avail so little to penetrate even the
near future. Twenty years hence mankind will look
back on the changes which are now taking place in the
structure of industry. Inretrospect, the lines of devel op-
ment will be so obvious that it will seem strange that
we should have dealt with them in so fumbling a
fashion. So, now, looking back on the happenings of
1929, it is amazing that an outcome so obvious should
have been apprehended by so few. Some industries, not-
ably that of construction, had been declining for some
months before the crash came in the stock markets.
The writing on the wall was plain for all who willed to
read. The depression was the inevitable outcome of the
boom of that year, with its reckless finance. Great as
were the increases in American commerce and industry,
as judged by all the recognised tests, they were far
outstripped by developmentsin the area of finance. In
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England moralists and social workers deplore—and
rightly—the evil of excessive betting. To thousands
the allure of the Irish sweepstake, with its chance,
however infinitesimal, of agreat reward, and flavoured
asit iswith aspice of illegality, isirresistible. What
betting on a horse is to an Englishman, betting on the
stock exchange was tof many Americans. Indeed it was
more. In England, a man may scan the tape or buy a
newspaper to see what haswon theLincolnshireHandi-
cap or the 3.30 at Hurst Park. In America, however,
speculation on the stock exchange was universal. In
the hectic days of 1929, the bell-boy in a hotel would
impart the news that at mid-day General Motors had
risen two points or U.S. Steel was a shade easier; rooms
were provided where a constant succession of prices hot
from the stock exchange were thrown upon a screen
and where men and women would sit scanning the
changes intently; to buy stock on margin was ac-
counted an investment; and the subject of three con-
versations out of four was the latest trend of security
prices. In 1929, moreover, it seemed as if every bet
must be a winner. People believed that 'all the to-
morrows would be as to-day', only more abundant—
and they were encouraged to believe it. The public
wished to gamble and they were incited to do so.
Men who wished to borrow money found people ready
to press it upon them. New issues were multiplied
of shares, good, indifferent and bad, with scant sense
of responsibility asto their intrinsic value. They were
peddled at the doors of possible investors by 'high-
pressure salesmen’ and recommended by reputable
business houses and by banks. The bright hues of
existing prosperity were projected, with added inten-
sity, onto the future. Asthe excitement grew, prospec-
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tive values were more and more liberally anticipated.
Increasing rates for loans were paid on the stock ex-
change. The Federal Reserve Banks were unable to
control the situation. The checks which they could im-
pose were futile when rich corporations used their
resources to finance stock exchange loans, and when
men in England borrowed money at 7 per cent to lend
againin America at greatly enhanced rates. What mat-
tered the rate of interest, however high, when the in-
crease in capital value in amonth, afortnight, or even
a week, would pay for the interest charge thirty-
fold? This description is not over-coloured. The facts
speak for themselves. In 1926, new domestic issues' of
shares in companies, or 'corporations’ as they are
known in the United States, amounted to $1087
million; they increased to $1474 million in 1927,
to $2961 million in 1928; and to $5924 milhon in
1929—or nearly six-fold in three years. Despite this
huge increase in the volume of stocks, the price of pre-
ferred stocks and shares in September 1929 had risen
half ashigh again asthey werein 1926; of ordinary rail-
road stocks to 168-1 per cent of the 1926 level; of indus-
trials to 216-1 per cent; and of public utilities to 321
per cent.” Speculating on the future was carried to in-
ordinate lengths when ordinary shares fetched a price
so extravagant that at atime when interest rates were
high, they gave areturn of less than 3 per cent on the
purchase price. The end was inevitable. The cord of
credit was so stretched that it could not but snap. The
autumn of 1929 ended with a collapse in stock ex-
change values like that of the South Sea Bubble, but
on an enormously magnified scale—bringing disaster
to the vast majority of those involved.

! seTablel. 5, Appendix C. 2 SeeTableV . 1, Appendix C.
C
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Grievous as was the harm inflicted by this national
bout of speculation, it would be a parody of the truth
to say that it was the sole cause of all the troubles
which vexed the United States for the next four years.
A depression of some severity was inevitable, in any
event. Under prevailing conditions of production and
trade it seems that the world must pay a two-fold
price for the luxury of a war of great magnitude—a
depression of moderate extent at the end of the war, -
followed after a short interval by another depression
of much greater intensity. The years from 1923 to
1928 were a time of growing prosperity throughout
the whole world, with the exception of Great Britain.
But towards the end of that period there were in-
creasing signs that this prosperity had no stable basis.
Among the chief causes of this instability were the
payment of reparations and war debts and the change
of the United States from a debtor to a creditor
country. Before the war, Great Britain was a great
creditor country. She had become so, however, by
a process of slow growth, and in the course of decades
the position both of Great Britain and of the countries
of which she was the creditor had been gradually ad-
justed to the relationship. The United States became,
as it were, a creditor country overnight. It was only
natural that she should not have acquired a 'creditor
complex'—that is to say, a readiness to receive im-
ported goods. It would indeed have been very sur-
prising if she had, more especially as the change-over
involved considerable domestic difficulties. As it was,
the Americantariff wall prevented theimport of goods
in payment for exports and as interest on the debts
owing to her. She had, in consequence, an annual
surplus in the balance of trade. The situation was met
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temporarily by re-lending these surpluses abroad,
especially to Germany, and by drawing gold from
other countries. This system of loans could not go on
indefinitely, however, and its cessation cut short the
fictitious prosperity in the countries to which they
were made. In addition, the absorption of gold by
the United States, the great war creditor, and by
France, the great recipient of Reparations, led to a
shortage of monetary gold in other countries, and ac-
centuated the fall in prices. Other causes contributed
to the trouble, but they were of less importance. For
instance, the decade after the war was peculiarly
fertile in improvements in industrial processes, and
such improvements always cause dislocation. In
natural products, on the other hand, there was not so
much over-production as has been asserted—the most
notable exception being that of wheat.

The speculative boom, therefore, was only one
among the causes of the trade depression in the United
States, but it greatly accentuated the steepness of the
decline. At first, the idea that the depression could
be serious or lasting was met with incredulity. On
March 7, 1930, after a few months of the decline,
President Hoover said that "all the evidence indicates
that the worst effects of the crash and unemployment
will have passed away during the next thirty days";
and again, on May 1, "we have now passed the worst".
Two years later, in September of 1932, the Nation,
a leading American weekly journal, was at pains to
cull these and similar statements by President Hoover
in view of the coming Presidential election. It did not
emphasise, as it might have done, the fact that the
overwhelming majority of Americans had held the
same view. Nor was this view so unreasonable. Earlier
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depressions had touched America but lightly. Even
that of 1921 was only of short duration. The existence
of a frontier not yet reached, of acres yet untouched
and of resources still undeveloped, had provided a re-
course in distress—a shore upon which the waves of
adversity might spend their force harmlessly. In
1929 conditions hadrdianged. .No unexplored hinter-
land remained. It was easy, however, to overlook the
change and so fail to realise that the present depression
was likely to be different both in intensity and dura-
tion. Whatever might be the case in other countries,
in America prosperity was always waiting round the
corner. Weeping might endure for a night, but joy
was sure to come in the morning. Maintain pay-rolls,
carry on business as usual, and all would be well. But
all was not well. Itistrue that without confidence re-
covery goes haltingly. Confidence alone, however, will
not stop a decline. That is beyond the powers of M.
Coue. Once the depression started, it developed con-
tinuously. By July 1930 industrial production had
fallen by one-fifth. In July 1931 it had sunk to two-
thirds and, in the midsummer of 1932, to less than one-
half of what it had been three years previously. The
real intensity of the fall can be judged from the fact
that in England the decline in production at its worst
was less than one-fifth. Prices, employment, pay-
rolls all followed the same downward course as pro-
duction in those three years. Wholesale prices fell
by one-third; employment in factories by 40 per cent;
pay-rolls by 60 per cent. Of course the fall was not
uniform. Capital goods suffered more than consump-
tion goods, and any attempt to sustain prices resulted
as a rule in a greater degree of unemployment in the
industry concerned. In the iron and steel industry the



I ZERO HOUR 23

output of steel fell to 16 per cent, or one-sixth of
what it had been three years previously, and the em-
ployment figure fell to one half and pay-rolls to one-
quarter.

Statistics might be multiplied, filling in the bare
outline of events that has been given. An English
observer can get a better appreciation of the real
situation in the United States in June 1932 from two
comparisons—each of them striking and each strictly
accurate. 'Buy America for Five Billion Dollars.®> This
was the title of an article in the New Republic of
August 3, 1932. And it was true. Common stocks,
which in September 1929 had gone up like a rocket to
225 per cent of their value in 1926, had, in the next
three years, fallen like the stick to 34 per cent of that
value. The control of the largest American 'corpora-
tions', representing the greater part of all American
industry, was worth, at current prices, little more than
one-half the war debt owed by Great Britain. The
second comparison has no humour in it. In England
every man of sensibility has been impressed by the
plight of our two worst stricken areas—South Wales
and Durham. In America at midsummer 1932 the
plight of industry throughout the whole of the country
was as great as that of South Wales or Durham at any
time during the depression.

During this period of increasing hardship and misery
in industry the course of agriculture was different,
but no less disastrous. In America the population de-
pendent on agriculture forms so great a part of the
productive force and of the buying capacity of the
country that its fortunes affect not only the farmers
and their immediate surroundings, but the entire
nation. In the autumn of 1929 farm prices, taken as
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a whole, had been tolerably stable’ for more than
six years. The gross income of farmers during
that period had exceeded $11 billion—over £2200
million annually. When the break came, the average
value of farm products followed at first much
the same course as that of manufactured goods.
Subsequently, however, its fall was even more rapid.
In 1930, farm prices were 83 per cent of the prices of
1929, but in 1931 they fell to 57 per cent, and in 1932
to 43 per cent. In other words, the gross income of
farmers had fallen in the three years from over
$11 billion to under $5 billion—or from £2200
million to under £1000 million. In one point there
was a likeness between the misfortunes of the
farmers and those of the industrialists. The incidence
of the slump was not uniform. It bore with very un-
even severity on different crops, but producers of wheat,
cotton, corn and hogs all suffered very severely.

In other respects the plight of the farmers was very
different fromthat of thetownsmen. Thehugevolume of
internal indebtedness has added greatly to the distresses
and difficulties occasioned by the slump in the United
States. In every perplexing situation its evil influence
can be sensed, and it always indicates an aggravation
of the trouble, like some sinister motif permeating
the music in an opera. This is particularly true
of agriculture. Forty per cent of all the farms were
mortgaged. Nor are the farmers in this more blame-
worthy than other men. In the thriftiest of lands the
natural tendency of the successful farmer is to lease a
second farm into which to put his son. In the United
States, during the prosperous years when land values
were rising and borrowing was easy, a successful

1 With the exception of cotton.
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farmer would mortgage the farm which he owned in
order to purchase a second. And in those spacious days
all went well. In the lean years of slumping prices,
however, the dollars which the farmer received for his
bushels of wheat or bales of cotton were less than one-
third of what they had been—but the dollars which he
had to pay as interest on his. mortgage were un-
diminished. He was between the upper and the nether
millstone. He was worse off than the majority of the
town workers who were still in employment. Their
wages had been cut, sometimes drastically. But as
consumers, they benefited by the fall in prices, while
many farmers had little or no free income with which
to purchase clothes or household goods. On the other
hand, the farmer, unless he were evicted, could gener-
ally count upon obtaining the three prime necessities
of life—food, shelter and fuel. The worker in the town,
if unemployed, had no such standby. He might spend
his savings, if indeed speculation had left him with
any. But in the earlier stages of the depression he had
no further resources and no recourse, save to the com-
mon human kindness of his fellow-men, who would
not stand by and see him die of sheer starvation.

Such was the situation at midsummer 1932. It may
be asked: 'What had the late Government done to
help? It is not the purpose of this book to discuss the
Hoover regime. Current opinion in England, however,
has often been most unfair to the ex-President and his
policy. It has portrayed him as a Gallio, looking on
and doing nothing but wait until the ebb-tide should
be followed in the course of nature by the flow. Such
a picture is grossly unfair. At the beginning of the de-
pression, and before its enduring character was realised,
he endeavoured to get employers to anticipate future
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developments and thus to keep men in employment.
As time passed, however, public works were started,
although not on a great scale, as under the present Ad-
ministration. Agricultural [oan systemswere extended.
The Federal Reserve Banks attempted to stimulate in-
dustry by open-market policy, and expanded credit by
over abilliondollarsinfivemonths. Lastly, theR.F.C. -
—the Reconstruction Finance Corporation—of which
so much was to be heard later, was founded by him in
January 1932. It had a capital of half abillion dollars
and lending powers up to nearly four billions, with a
very wide range of objects to which loans might be
made. The combination of the open-market policy
and the work of the R.F.C. helped to steady the bank-
ing panics and to ease the situation generally. But it
was not enough to start an up-turn to recovery. Trade
in America started once again on its downward drift
in the autumn.

Meanwhile the unemployed suffered great hardship.
At the beginning of the depression there was no pro-
vision whatever, federal, state or municipal, for the
relief of the able-bodied unemployed. There was no
unemployment insurance; no 'dole’; no Poor Law save
for a few remnants of the old Elizabethan Poor Law,
brought from England, still existing here and there
throughout the States. The reason is not far to seek.
Until recently the nation had been developing so
rapidly that it couldabsorb notonly its natural increase
in population, but large numbers of immigrants. A
moderate degree of unemployment could be met by
a check on immigration. It istrue that in 1921 for a
short time there had been alarge number of unemployed,
estimated at 4,000,000. But this had not lasted long,
and the proposals then made for planning schemes of
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work-relief in advance were allowed to drop during the
prosperity of the succeeding years. The view that un-
employment should be cared for by organized charity
was hallowed by tradition and it took an unconscion-
able time in dying. Towards the end of 1929 President
Hoover called a meeting of leaders in industry, com-
merce and labour. States and municipalities were called
on to enlarge their public-work undertakings. Littleif
any impression was made, however, on the growing
volume of unemployment. The numbers of the workless
continued to grow. According to theaccepted estimates,
there were 3,216,000 unemployed at the beginning of
1930; 7,160,000 in 1931; 10,197,000 in 1932, and in Jan-
uary 1933 the total reached 12,986,000. The only agency
available to deal with the situation consisted of charit-
able organisations, which dispensed funds obtained from
private sources. These bodies did noble work in New
York, in Chicago, in Philadelphia, in San Francisco
and in many other places, expanding the number of
their workers, and often taking on fresh duties, such
as employment agencies. It is no disparagement of
their efforts to say that the task was too big for
any body of voluntary organisations to cope with
effectively on a nation-wide scale. The provision of
adequate funds constituted another difficulty. True to
tradition, reliance was first placed upon charity. After
the first winter, however, had passed and the depression
deepened, private resources became increasingly un-
able to bear the strain. They were gradually supple-
mented by grants from State funds. These, too,
failed, and a sum of $200 million was made available
under President Hoover, in July 1932, for temporary
loans to States for relief purposes.

A redeeming and surprising feature of the depression
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was the comparatively small diminution in the con-
sumption of bread and meat, and the actual increase in
the consumption of butter and cheese. This was partly
duetothefall infood pricesand partlytoprivatecharity
betweenindividuals. Nevertheless, thehardshipsexperi-
enced wereacute, andthey wereintensified by theirregu-
larity inthe supply of funds. Fromtimeto time during
1932 rumours were current in England that disorders
on a large scale were imminent. It is true that in the
farming districts of the North and the North-West
—in States like lowa—outbreaks occurred among
farmers, and foreclosures were forcibly resisted. In the
towns, however, there does not seem to have been any
foundation for these rumours. Hardships were borne
with a surprising acquiescence. Possibly this was be-
cause real privationwas not confined to any one class.
A workman might find his one-time 'boss' in the same
strait as himself. Be that as it may, the patience of
the unemployed was really amazing. Patience, how-
ever, did not connote approval of the existing Govern-
ment. There was a slight recovery in industrial prices
in the autumn of 1932, but the improvement was not
enough to be sensibly felt. Looking back, it is very
doubtful whether anyone, however courageous and
adroit, could have prevented the debacle, when once
the state of affairs which existed in 1929 had been
reached. The forces, both national and international,
which made for instability and decline were prob-
ably irresistible. Anyone in that year who tilted
against the excessive flotation of securities or specula-
tion on the stock exchange; who attempted to settle
the question of debts and reparations, or to mitigate
the general enhancement of world tariffs, would have
courted failure. No devil when full of health tolerates
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being enjoined to act like amonk. But thisdid not save
President Hoover and the Republican Party. The Pre-
sidential electionswere bound to show a strong reaction
against the existing Governmental regime. A popular
electorate may be forgetful in showing gratitude to a
Government for a return to prosperity; it is never
backwardinvisitingonitshead:theresponsibility for a
time of trouble. In the United States, where the fall
was from an unprecedented height to an equally unpre-
cedented depth, popular vengeance was bound to be
particularly savage, and it resulted in the crushing
Democraticvictory.

The months which followed constituted an un-
edifying episode in American constitutional history.
The defeated President had to deal with a newly
elected and hostile Congress that was not likely to
co-operate with him. Meanwhile the autumn spurt in
production, such as it was, faded away. Employment,
pay-rolls, prices, remained at the lowest ebb, and
January and February of the new year 1933 were per-
haps the most miserable months of a long and miser-
able series.

A new danger, moreover, of which there had long
been premonitions, now became actively menacing.
The American banking system consists of 15,000
separate banks, and is regulated by the 49 differ-
ent codes of banking laws—the Federal Law and
the laws of 48 different States. Not only is there no
inter-State spreading of risk, but within the borders
of the same State there is little branch banking, and
most of the banks, so far as risk is concerned, are so
many water-tight compartments. This makes the
whole system peculiarly vulnerablein acrisis. Failures
had been common even during the prosperous years
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of the last decade, and their frequency increased during
the depression. Over 4600 banks were closed or ab-
sorbed by other banks during the years 1930 and
1931, and the prevailing lack of confidence in the
banks was shown by the increase of hoarding by
individuals in the latter part of 1931. The state of
affairs was improved- by the formation of the Ee-
construction Finance Corporation in January 1932.
Bank failures were fewer in that year and hoarding
decreased. In the winter, however, distrust again be-
came prevalent, and in February 1933 the situation
suddenly became acute. The trouble began in Michigan
on February 14, 1933, when the Governor of the State
proclaimed a week's banking holiday on account of
banking difficulties which culminated in the failure
of two of the leading banks in Detroit. Meanwhile,
hoarding had again begun to increase largely. On
February 25, 1933, the Michigan Banks reopened, but
withdrawals of deposits were limited by law to a small
fraction of the whole. By this time the alarm had
spread, first to Maryland and Ohio, and then to other
States, which also enacted emergency statutes.

As each day passed the strain became greater.
Hoarding was now taking place on a colossal scale,
money in circulation having increased in three weeks
by over a billion dollars. The gold reserves in the same
period had decreased by 355 millions. At the end the
crisis developed so rapidly that the public were be-
wildered. The drama moved swiftly to its culmination.
On Saturday morning, March 4, 1933, Governor
Lehmann of New Y ork issued his Proclamation.

The New York banks closed.

Zero hour had struck.

At noon the new President was inaugurated.



CHAPTER 111
THE 73RD CONGRESS
1. THE HUNDRED DAYS

"THE Hundred Days!" The words recall those crowded
days from the return of Napoleon from Elba to the
final day at Waterloo. In all military history there was
never a period of more intense activity. Yet their ap-
plication to the Special Session of the 73rd Congress
in the United States is no mere hyperbole. It is doubt-
ful if ever, in time of peace, so much legislative and
administrative activity was compressed into so short
a space. Into the brief period between March 9 and
June 16, 1933, were crowded a number of adminis-
trative measures of the greatest moment. Congress
passed into law ten Acts of first-class importance, and
under those Acts discretionary powers were given to
the President, wider than had ever been conferred upon
a President of the United States within living memory.

It is not surprising that President Roosevelt is
sometimes classed with Mussolini or Stalin or Hitler,
as a dictator. He has indeed been invested by the
emergency legislation with amazingly far-reaching
authority. He can both inflate the currency and re-
duce the gold content of the dollar by one half. He can
bring about a revaluation of debts and of all fixed-
interest obligations. He can alter the whole conditions
of industry, as regards wages, hours, competition and

prices. He can impose tariffs—so far as they are neces-
31
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sary to make the Recovery Programme effective.
Indeed, he has the power largely to direct the economic
policy of thecountry inthedirection either of national -
ism or of more liberal trade relations with foreign
countries. Nor doesthis list contain all the discretion-
ary powers accorded to the President. Thisis a selection
of samples, not a catalogue. It is not the grant of wide
powers, however, which constitutesa dictatorship. Itis
the use of such powers combined with the intentionnot
to surrender them or to let their employment be sub-
jectedtotheunfetteredjudgment of apopul ar el ectorate.
Freedom of speech and of criticismis seldom tolerated
under a dictatorship. In Americathere has beenno let
or hindrance to criticism of any kind. Furthermore,
the most important part of the President's delegated
authority is subject to a time limit, or it can be re-
called by a resolution of Congress.

There is a simpler but sufficient explanation of the
grant of wide powers to the President. The country
was in a crisis. The atmosphere in which Congress
met in March 1933 was little different from that of
war time. Intime of war legislatures do not sit, debate
and criticise in the ordinary manner. The need for
speedy action is recognised. Criticism is abated in
proportion to the urgency of the need. Discretionary
powers are granted which can facilitate action and
rapid adjustments of policy while the legislatureisin
recess. The 73rd Congress acted in just such a manner.

The new Government in the United States was
confronted with acrisisin thefirst hour of its existence.
Inthe morning of Saturday, March 4, all the great New
Y ork banks had been closed. On the following evening
the President proclaimed abanking holiday tolast until
midnight on Thursday, March 9. The proclamation
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prohibited the export of gold. The Secretary to the
Treasury (who corresponds to the British Chancellor
of the Exchequer) was given power to authorise banks
to open for a minimum of necessary business, such as
withdrawals of money for the purchase of food, and
some banks opened for this purpose on the Monday
and Tuesday. On Wednesday, March 8, the Treasury
announced an issue of Federal Reserve bank-notes to
meet the emergency, and the Federal Reserve Banks
opened in order to deal with the issue. The new Con-
gress met on Thursday, March 9, and the President
asked for immediate emergency legislation. The
Emergency Banking Act was accordingly passed, un-
animously by Congress and by seventy-fiveto seven in
the Senate, and it became |law next day. ThisAct pro-
videdfor Federal authority tocontrol all banks; to open
those which were sound and to put conservators in
charge of others; for the issue of Federal Reserve bank-
notes; and for the grant to the Treasury of full power
to deal with gold and with foreign exchange trans-
actions. On Saturday, March 11, the Federal Reserve
Banks reopened for ordinary business. On the follow-
ing Monday 346 banks opened in the larger towns, and
on the next day 1000 banks in town and country.
The crisis was over. Confidence returned. Gold which
had been hoarded in the weeks preceding the crash
came out of hiding. Money flowed back into the banks
in agreat tide, no less than 630 millions of gold and
gold certificates being paid in to the Reserve banks
between March 4th and the end of themonth. No small
part of the return of confidence was due to the masterly
short speech explaining the situation which the Presi-
dent delivered to the nation over the radio on March
12. It was described—and not without justice—by an
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enthusiastic supporter as the Presidential utterance
"of the greatest value to the nation since Lincoln's
speech at Gettysburg". The Government had met its
first crisis and had surmounted it with great skill and
Success.

The first week of the new regime witnessed the
passage of another measure of importance. The
veterans' 'bonus’ had long been a scandal. It had
been outrageous three-quarters of a century previously,
and it had not become less so asthe yearshad passed.
It is common knowledge that pensions which could
not possibly be justified on aproper examinationwere
paid to veterans or to the widows of veterans of the
world war, the Philippine insurrection, the Boxer
rebellion and the Spanish American war. Pensions
are aso being paid to war widows who had, as girls,
married aged men whose service, such as it was, ended
many years before the marriage. The Pensions list
of 1933 still includes the widows of veterans from the
war of 1812—one hundred and twenty years ago. The
grossness of the system was admitted by everyone.
It was perhaps a method of relief in a time of distress
when no other system existed. But it was the worst
kind of method. It absorbed funds which otherwise
could have been used to help men whose needs and
deserts were greater. The firmness with which this
abuse was entrenched was shown by the fact that suc-
cessive Governments had tried to deal with it and had
failed. On March 10, in the middle of the banking
crisis, the President sent a Bill to Congress demanding
cuts both in the pension of veterans and the pay of
officers and employees of the Government. Some resist-
ance was made. Amendments were proposed, some of
which were accepted, but the Bill was eventually
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passed and an annual saving was effected of more than
$400 million. The measure had atwo-fold significance
beyond the actual financial saving, great as that was.
At a time when the country was full of rumours
of inflation, it showed the effort which the new Presi-
dent was prepared to make to balance the Budget.
It was also evidence of a courage which might prove
a great factor in the future. Incidentally, it formed an
interesting political parallel to what had happened in
England in 1931. Inthe autumn of that year a British
Government imposed swingeing taxation and cuts in
pay and in unemployment benefits—also to meet a
crisis—and in the ensuing elections it received over-
whelming support from the very people who had
borne the brunt of the economies. So in 1933, when
President Roosevelt attended a great gathering of
veterans soon after the Economy Act had been passed,
he was greeted by them with tumultuous applause.
How sorry was the sequel just a twelvemonth
later!

With the exception of the Unemployment Relief
Act, approved on March 31, no further measure of
importance received the President's signature until the
Agricultural Adjustment Act was passed on May 12.
Congress, however, had been busy, and from that date
until the end of the session on June 16, a continued
stream of measures found their way to the Statute
book.

The following is a list of the principal Acts of Con-
gress which were passed in the session of 1933, and of
some of the more important executive actions of the
Administration*:

1 A brief statement of the contents of these Acts and of those of

the Session of 1934 is given in Appendix A.
D



36 THE NEW AMERICA CHAP.

Proclamation of Banking Holiday . . March 5
Emergency Banking Act . . . , 5, 9
Executive Order—partial embargo on gold ex-

ports . . . . . . . , , 10
Economy Act . . . . . . " 20
Unemployment Relief Act . . . . 31

Executive Order, forbidding gold hoardlng . April 5
"Thomas" Amendment to Agricultural Ad-
justment Bill, giving President new powers

over credit and currency . ,, 20
Executive Order—embargo on gold export

made complete . . ., 20
Joint British- American statement str&ssmg

-need for stabilisation . . . 26
Agricultural Adjustment Act and Emergency

Farm Mortgage Act . . May 12
Federal Emergency Relief Act of 1933 v 12
Presidential Message to Nations of the World,

urging currency stabilisation. . . " 16
Tennessee Valley Act . . . . . . 18
Securities Act of 1933 . . .y, 27
Resolution repealing the Gold Clause . . June 5
National Employment Service Act . . " 6
Act authorising R.F.C. aid to insurance com-

panies and regulating R.F.C. loans . » 10
Home Owners Loan Act of 1933 . . . ,,13
Banking Act of 1933 . . . ., 16
National Industrial Recovery Act . . ., 16
Emergency Railroad Transportation Act . 16
Farm Credit Act of 1933 . . . . . 16

It is difficult for a casual observer to see any clear
plan or pattern running through the different Acts of
Congress and administrative measures of the Govern-
ment. Enthusiastic supporters of the regime claim that
they are "coherent and organic parts of one well-
ordered programme”; critics see in them nothing but
a jumble of inconsistencies. The truth, as usual, lies
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between the two extremes. The Government record
is full of inconsistencies. But it is far from being a
mere jumble. There are some general considerations
which, if bornein mind, simplify the complexitiesand
account for the contradictions which undoubtedly
exist. Chief among these are the different and some-
times conflicting aims of the Government, the emer-
gency nature of the Administration, and the speedwith
which action had to be taken.

The convenient phrase 'The Recovery Programme’
is generally used as summing up all the Governmental
activities of this period. But the Government aimed at
much more than recovery. Its objective was not single.
It wasfour-fold—Relief, Recovery, Reform and Recon-
struction. Surprise has been expressed at the nature of
some of the reform measures which have been intro-
duced. There may be some reason for resentment on
the part of the interests affected, but there is none for
surprise, unless it is taken as axiomatic that a poli-
tician, on attaining office, will not attempt to practise
what he has previously preached. The intention to
carry out reforms had been as clearly indicated in the
previous speeches and actions of the President as his
desire to promote recovery. The simultaneous pursuit
of such different aims, however, was bound to lead to
contradictions. The progress made was like that of a
team of 'huskies' driven by an Eskimo. Under skilful
driving they may pull the sledge along, but they are
creatures which are liable to mutual misunderstandings
and at any given moment they may do one another a
damage and may possibly overturn the sledge. So it
was with the Recovery Programme in the United
States. An Act which aims at reform, such as the
Securities Act, may prejudice recovery. The need for
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providing relief, which was as imperious a necessity as
the promotion of recovery, affected the whole nature
of the N.I.R.A., and damaged its recovery value.

The other main clue to an understanding of the
activities of the session of 1933 is a realisation of their
emergency character. They bear an essential- likeness
to those of war-time. Administrations, with all theim-
plications which are involved in such a comparison
and the points, good and bad, which are their peculiar
characteristics.

Aswasthecasein Englandin 1914, so it wasinthe
United Statesin March 1933. Washington hummedwith
life. New activitiescameinto being. Government depart-
mentswere multiplied. New offices sprang up overnight.
Recruits of all kinds were brought into Government
service—men of business, university professors, the
celebrated 'Brain Trust', and many others, both experts
and non-experts. They were as full of zeal as bees, but
full also of differing opinionswhich, fortunately for the
hive, worker bees do not possess, being too busy with
the gathering of honey. The N.R.A. in Americain 1933
was in some respects much like the Ministry of Muni-
tionsin England in 1915. Indeed, had General Johnson,
theadministrator of theN.R. A., beenan Englishcitizen,
he would undoubtedly have been seized at that time
by Mr. Lloyd George as a man after his own heart—
of just the 'push and go' he wanted. The difference
between the machinery of the British and the Ameri-
can administrations was as illuminating as were their
points of resemblance. In England, there was a much
greater stiffening of able and highly-skilled Civil Ser-
vantsthanwas possible intheUnited States. The British
Civil Service isvery like virtue in the classic descrip-
tion. We abuse it while it iswith us, but we should de-
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ploreitslossif it were not there. Its experience enables
it to foresee and warn Ministers against harmful re-
actions which might follow some seemingly attractive
course of action. It can suggest the right step to take
if there be one, and it can help in preparing the legis-
lation which may be required. The British Civil Service
helps also to harmonise divergent views or to remove
inconsistencies either in theinternal working of a great
department or as between one department and another.

Assistance of thiskind would have beeninvaluableto
the American Administration of 1933, especialyin view
of the speed withwhichaction had to be taken on the
various measures which were put through. Action, and
speedy action, was of the essence of the Government's
existence. In the bank crisis there was no question as
to the urgency of the need. The provision of ampler
grants for relief was an almost equally urgent neces-
sity. The problem of the general indebtedness of the
country was also pressing. The means for dealingwith
it had to be increased and the methods accelerated.
Hence the development of the Reconstruction Finance
Corporation. Hence also the Acts of Congress which
set up credit systems—which all had to be passed
before Congress itself adjourned. This intense activ-
ity assorted with the President's own nature and
inclination, but even if it had not done so, it would
have been thrust upon him. There were two main
reasons for the crushing defeat of the Republican
Party at the hands of the electorate: the plight towhich
the country had been brought—starvation in the
midst of plenty—and the belief that the Republican
Government had been slow and half-hearted in taking
steps to relieve the situation. A new Government came
into power with a popular mandate for action. Some
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critics might dislike the policy of the National Indus-
trial Recovery Act; others that of the Agricultural
Adjustment Act. But the country was for action and
Congress echoed their demand. Better action that was
not fully understood or approved than no action at all.

Under these conditions it was natural "that the
degree of preparedness of Government measures
should vary greatly. The principles of some measures—
such as the Agricultural Adjustment Act and some
of the relief and loan measures—had obviously been
determined beforehand. Obviously, too, there was
from the beginning a rod or rods in pickle for the
'money-changers’, the financiers and the Stock Ex-
change. The N.R.A., on the other hand, was a com-
posite growth, receiving elements from various sources
and developing as it went along. This was true also
of the currency policy of the Government. If lack of
preparation led to inconsistencies, absence of pre-
cedent was naturally a yet more predisposing cause.
Old methods had led to the present pass. Now was the
time for new methods to be tried. But pioneering in-
volves a greater liability to mistakes, especially in the
domain of economics. Accustomed roads will not lead
to Eldorado, but untried paths may prove devious
and arrive at unexpected destinations. Under these
circumstances, some inconsistencies were only to be
expected in so large a legislative output.

It is impossible to make any exact classification of
the measures according to their nature. Some of the
Acts deal exclusively with the grant or administration
of relief. Others are measures of recovery which also
providerelief. The N.I.R.A. contains all these different
elements in itself.

Directrelief isprovided by theUnemployment Relief
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Act of March 31 and the Federal Emergency Eelief
Act of May 12, generally known as the Wagner Act.
The Civilian Conservation Corps was established under
the first of these Acts. The strengthof the Corpsis about
265,000, and it consists of a number of bodies, each of
200 to 300 young men. They are selected from the un-
employed and are placed in camps under a quasi-
military discipline. They live in'tents or in hutments,
and are taught rough timber-work and road-makingin
the various State forests and reservations. The Wagner
Act provides for the grant of $500 million for relief of
the unemployed, half of this sum to be granted uncon-
ditionally on the basis of need, and half to be allocated
to States on the condition that an equivalent sum in
each case is provided by the State Government. A
Federal Administrator of Relief was appointed to
superintend the grants.

The execution of Public Works is, of course, a
measure both of relief and of recovery—of relief by
providing employment and of recovery in so far as it
increases the money in the hands of the public or
quickensitscirculation, or both.

The most prominent scheme of Public Works is
that in the Tennessee Valley. The object of this pro-
ject is to reclaim a considerable area of land on the
Tennessee River and to complete the '‘Muscle Shoals
dam and el ectricity scheme. Incidentally one may note
at least a seeming inconsistency between arelief policy
which reclaims an area of land at considerable cost,
and the agricultural policy of the Government which
restricts the cultivation of land already in use.

Emphasis has already been laid on the burden of
internal mortgages and other debts. The object of the
Home Owners Loan Act and of the Emergency Farm
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Mortgage Act is to provide the means by which these
burdens may be eased. To the owner of the mortgaged
home or farm these Acts are indeed measures of relief.
Their object is also to promote recovery. The inter-
locked indebtedness throughout the United States is
like anice-jam. Until it thaws, the streams of ordinary
commerce will not flow freely, Every action of the
R.F.C. or other loan corporation which liquefies some
frozen debt sets a fresh trickle in motion and increases
the forces of recovery. The Farm Credit Act provides
further credit through the instrumentality of a new
Production Credit organisation to assist farmers to
finance their production.

The two outstanding 'recovery measures of the 1933
session of Congress are, of course, the National In-
dustrial Recovery Act—andtheA.A.A. orAgricultural
Adjustment Act. They are not discussed here, because
later chapters are devoted to them.! Although they
are important measures, they by no means constitute
the whole of the Recovery Programme. That pro-
gramme had two main objectives. One was the pro-
motion of recovery by concentration on specific objects
—the stimulation of industry and of agriculture which
is the field of the N.I.R.A. and the A.A.A. The other
objective consisted of an attempt to raise the general
level of domestic prices by monetary methods and
thereby to lighten the burden of debts, mortgages and
similar obligations. This policy was only evolved
gradually. Without access to the secrets of the White
House, no account which is free from question can be
given of that evolution. A reasonably accurate idea,
however, may be formed from a study of Executive

! See Chapters IV and V for the N.I.R.A., and Chapter VI for the
agricultural policy and administration of the Government.
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Orders and Presidential and other addresses during this
period. Inthe early days of the present Administration
there was no indication of any intention that the
American currency would be deliberately depreciated.
As the session advanced, however, a new orientation
was given to the currency policy of the Government. A
rapid rise in internal prices became an avowed objec-
tive, andthe Administrationturnedfromtheideaof any
immediate concerted international action to a more
nationalistic policy. This subject is discussed in detail
in a later chapter under the heading of 'The Dollar'.*
Here it is sufficient to emphasise again the two sides
of the recovery policy as it emerged at the end of the
session of 1933, the one general and monetary; the
other dealing specifically withagricultureandindustry.

Measures of another kind were those in which reform
or reconstruction was the primary object. The Emer-
gency Banking Act and the Economy Act were, each
initsway, measures of reform, but the reason for their
introduction was to meet particular needs of the
moment. TheN.I.R.A.wasalso areform measure. Miss
Perkins, the Secretary of Labour (who corresponds to
theBritish Minister of Labour) and other social reform-
ers were largely responsible for the provisions in the
Act which enable child labour and sweating to be dealt
with effectively. The outstanding reform measures of
the session, however, were the Securities Act and the
Banking Act of 1933, commonly known as the Glass-
Steagall Act. The purpose of the Securities Act was
described by President Koosevelt in the following
words:

If the country is toflourish, capital must be invested
in enterprise. But those who seek to draw upon other
! Chapter VIII,
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people's money must be wholly candid regarding the facts
on which the investor's judgment is asked. To that end
this Bill requires the publicity necessary for sound invest-
ment. It is of course no insurance againgt errors of judg-
ment. That is the function of no Government. It does
give assurance, however, that within the limit of its powers,
the Federal Government will insist upon knowledge of the
facts on which aone judgment can be based.

The object of the Glass-Steagall Act as officially de-
scribed initstitleis"to provide for the safe control and
more effective use of the assets of banks, to regulate
inter-bank control, to prevent the undue diversion of
funds into speculative operations and for other pur-
poses'. Critics differ as to the merits of these measures.
In some respects they went too far; in others they were
fully justified by the events that led up to the depres-
sion. Some of these pointsare discussed at a later stage,’
when the banking situation is dealt with asawhole. In
this introductory chapter it is only necessary to note
the general nature of these measures, how they came
to find a place in what was essentially an emergency
session; and the inferences which can be drawn from
this fact about the general character of the Administra-
tion. They are essentially measures of reform. They
were not dictated by any immediate emergency. They
were not intended to stimulate recovery. Indeed they
retarded it. At a moment when confidence, which
inspires enterprise, is aprime motive force in recovery,
they created uncertainty and apprehension among |ead-
ing business men and financiers. Why, then, was not
their introduction deferred until a more prosperous
season? When improvement was well started and the
tide of business flowed strongly, measures of this kind,

! Chepter 1 X..
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it wasurged, even if severe, would not prejudice recov-
ery. The tide would then beflowingtoo strongly to be
checked. But why now? Why not delay? The answer is
clear. In the spring of 1933, there was such a flux of
opinion, such a memory of hardships barely past, that
these reform proposals, if introduced, were certain
to be carried, and once carrieji might prove a pre-
cedent for others. But if a stay were made until pros-
perity had returned, opposition would gather, and the
cry: 'Things are all right again, leave well alone' might
gain many adherents. It is difficult to believe that this
was not realised by the Administration. The President
wasbent on carrying out certain reforms. Circumstances
and inclination alike were in favour of 'action—and
action now'.

2. THE SECOND SESSION

The second session of the 73rd Congress met on Janu-
ary 3, 1934, and sat until June 18. It was altogether
less spectacular than the first session, but it was also
fertilein legislation. A number of important Acts were
passed, and they will be discussed individually in con-
nection with the subjects with which they deal. Lead-
ing measures and Presidential statements included:

Presidential Message on the Budget . . January: 4
Gold Resarve Act . . , 0
Independent Offices Act . . . . March 28
Cotton Control Act . . . . April 21
Presidential Messsge on War Debt . . June
Securities Exchange Regulation Act .
Reciprocd Tariff Act

Silver Purchase Act.

Loans to Industries Act

National Housing Act

The bare list of measures placed upon the Statute

NBBRor
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book cannot convey an adequate impression of the
nature of the second session. Its atmosphere was very
different from that of the previous year. Congress was
in a changed mood. The crisis was becoming more and
more a thing of the past. Approaching Congressional
elections cast their shadows before. Democrats were
less ready to accept without question the will of the
President. Republicans acted more freely upon the
maxim that the duty of an Oppositionisto oppose, and
both parties were ready to press forward with measures
which were mildly described as being of greater elec-
tioneering value than benefit to the public.

The Presidential message on the Budget, with its
staggering figures of expenditure, marked the opening
of the session. It was followed by the Gold Reserve
Act, which stabilised the dollar and created the Stabil-
isation Fund. The history of both these measures is
discussed in detail in later chapters. The Independent
Offices Bill, which was introduced on January 12, pro-
vided the sequel to the cuts in the veterans' 'bonus'
which had been made a year previously, and it was
responsible for the one serious rebuff which the Presi-
dent received at the hands of the 73rd Congress. This
Bill contained a provision for restoring one-third of the
reductions which had been made at the same time in
the salaries of officials. The Senate and the House of
Representatives jumped at the opportunity for restor-
ing the cutsin the veterans' 'bonus' aswell. There was
no similarity between the two payments and there was
no justification for their proposed action; but with the
elections in prospect, Congress was not to be deterred,
and restorations to the extent of $228 million were
finally passed by the necessary majorities over the
President's veto. Of the Democrats, half the Senators
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and three-quarters of the Members of the House joined
inthe vote to override a Democratic President. Of the
Republicans who so recently had been shocked by the
extravagance of the Budget, only two Members in the
House, and not a single Senator, remained faithful to
the cause of economy.

Throughout the session pressure of another kind was
constantly exerted on the President. The champions of
inflation and of the remonetisation of silver were con-
tinuously active. An amendment to the Gold Reserve
Act, requiring thepurchaseof silver onalargescale, was
narrowly defeated in the Senate. In March—a month
after the passage of this Act—the Secretary to the
Treasury, speaking before the Banking and Currency
Committee of the Senate, asked for arespite from fresh
currency legislation for a year, during which experi-
ence could be gained of the working of the measures
which had been passed. The House of Representatives
replied on March 19 by passing the Dies Bill, which
proposed to exchange agricultural products for foreign
silver. This was resisted by the Administration, and
eventually a respite was obtained by agreement upon
a compromise measure—the Silver Purchase Act.!

The middle of the session was occupied very largely
with the controversy over the Securities Exchange
Bill, which is discussed in the chapter on Wall Street.?
Two other Bills which were under discussion at the
same time are interesting. Early in April a Bill was
submitted to Congress which contained amendments
to the Agricultural Adjustment Act. Certain provisions
in the Bill empowered the Secretary to license pro-
ducers of existing crops of certain 'non-basic' or less
important agricultural commodities, and to apply

! See Chapter VIII. 2 Chapter | X .
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quota systems to some 'basic' products. This measure
was violently resisted by the more conservative mem-
bers of both parties. One Senator described such
bureaucracy and Government interference as "better
suited for Soviet Russia than for America; where we
still have, at least in theory, a written Constitution”.
The second measure—the Loans to Industries Bill—
was the result of a letter sent to the chairmen of the
Banking and Currency Committees of Congress by the
President, which pointed out the difficulties encoun-
tered by the "medium-size man in industry and com-
merce" in obtaining small sums for capital purposes.
The Act which was eventually passed to meet this
difficulty provided for advances for such purposes to
anamount exceeding $500 million, of whichthe greater
part was to be found by the R.F.C.

These two measures and their British counterparts
provide an amusing instance of the working of the
popular mind. The Agricultural Bill so violently stig-
matised as socialistic in the American Senate has its
counterpartin England, where, under a predominantly
Conservative Government, it has been enacted that no
unlicensed person may grow hops—and quotas are im-
posed on the supply of pigs for bacon. On the other
hand, here, as in America, the need for medium-term
credit has been appreciated; but it has been met in
this country by theformation of a'Credit for Industry
Corporation', which has been created by private enter-
prise, with the goodwill of the Bank of England and of
the commercial banks. The proposal to set up a Govern-
ment Department here to supply loans to the 'medium-
sizeman' would probably have raised an outcry against
the socialisation of finance.

The last days of Congress were very congested and,
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inthe end, a number of Bills were dropped. The Silver
Purchase Bill was eventually passed and approved on
June 19. The Reciprocal Tariff Bill, which was based
on the special Presidential message of March 2, granted
the President power for three years to raise or lower
existing duties by 50 per cent without reference
either to Congress or the Tariff Commission. After con-
sideration by both Houses this measure was eventually
passed and was signed by the President on June 12.
This Act is another instance of the President being
granted a discretionary power for which there was no
previous parallel. The real importance of the Act will
depend upon the degree and the manner in which the
power is exercised. It is in itself a recognition of the
fact that no modern country, however great and diver-
sified, can be wholly self-sufficient.

The most important recovery measure of the whole
Session was the National Housing Act. This long and
complicated measure is described in a later chapter.
It was introduced on May 14, 1934, and was pressed
forward by the Administrationduringthe last congested
weeks of the session. Delegates of the two Houses met
in conference onJune 16, in order to resolve their differ-
ences upon the Bill, and the meetings were continued
on June 18, while the House of Representatives, its
laboursfinished, waited to adjourn. In the Senate, on
the other hand, the Democratic leader had been kept
busy, staving off one proposal after another which
might have led to the adjournment being further post-
poned. At length the conference came to an agreement.
The National Housing Bill was findly passed in the
form which the Administration desired.

Within one hour of midnight on June 18, 1934,

! See Chapter VI 1.
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the Senate and the House of Representatives brought
their labours to an end—the Senate after a hectic
day, the House after an interlude of merry-making.
The 73rd Congress stood adjourned. It wasfitting that
the last moments of a historic Congress should witness
the passing of a measure of the first magnitude.



CHAPTER IV
THE N.I.R.A.
ORIGIN AND NATURE

OF all the activities of the new Administration,
the N.R.A.—or National Recovery Administration—
which administers the N.1.R.A., has riveted public
attentionin Americathe most powerfully. TheN.R.A.
became the leading feature in politics the moment the
Act was passed which created it, and it has been a
leading feature ever since. Outside the United States,
business or financial interests may have made the
gymnastics of the dollar a matter of poignant pre-
occupation to a certain number of business men, but
beyond thislimited class, few people know of any indi-
vidual activity of the American Government other
than the N.R.A. To most of them it represents in
a loose way the whole activities of the present Ad-
ministration. Nor is this a matter for surprise. The
N.I.R.A. is the most prominent and the most inter-
esting of all the statutes of the special session of
1933. It is an epitome of the many-sided nature of
the Administration and its distinct and differing ob-
jectives. It is a relief measure, a recovery measure, a
reform measure, and also—who knows?—a measure of
permanent reconstruction, all rolled into one and con-
ceived on a grandiose scale. It commands the attention
of the great majority of American citizens because the
industrial system which it established enters into the
51 E
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daily life of each of them, as employer, or worker, or
consumer. (How significant it is that mention of the
consumer naturally comes last!)

The present chapter deals only with that part of
the N.I.R.A. which contained the provisions under
which codes for industries were established. The
second part of the Act—Title Il—empowers the Presi-
dent to expend $3300 million on public works. It
was advocated by those who desired ‘work relief on a
large scale and also by modern monetary theorists who
support the execution of public works in time of de-
pression as a means of expanding purchasing power.
This part of the Recovery Programme is discussed in
Chapter VIII, together with the work of the Civil
Works Administration which was established at a
much later date. The two policies—of industry and
public works—were regarded as a team, harnessed
together in the joint effort of pulling the waggon of
Recovery. In the words of the President, after signing
the ActonJune 16, 1933:

Between these twin efforts, public works and industrial
re-employment, it is not too much to expect that a great
many men and women can be taken from the ranks of the
unemployed before winter comes. It isthe most important
attempt of thiskind in history. As in the great crisis of
the world war, it puts a whole people to the simple but
vital test. Must we go on in many groping disorganised
desperate units to defeat, or shall we move as one great
team to victory?

In the spring of 1933, when the new Government
came into office, Washington was filled with people
of diverse views and interests. These influences affected
the form and nature of the Bill which was then taking
shape and which was to become the N.I.R.A. Itis due
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to them that, while the Bill was primarily designed as
arecovery measure, it has aso tried to effect a number
of other objects. A description of these influences is
givenin this and in the following chapter, as without
it the nature and consequences of the Act cannot be
properly appreciated. A sketch then follows of the
provisions of the Act and of its administration; of the
institution of ‘industrial self-government’ under
‘codes of fair competition' and of the 'Blue Eagle'
campaign by means of which a temporary substitute,
the President’'s Re-employment Agreement or 'Blanket
Code' was set up while codes were in the making.

- The working of the Act raises several difficult ques-
tions. "Has it improved conditions of labour, and to
what extent?" "Can it check excessive competition and
price-cutting and at the same time protect the public
from excessive prices?' "lIsit possible by law to create
a new set of relations between labour and capital, and
what is the result of the attempt?" A brief account is
given of each of these problems and of the develop-
ments that at present appear to be most likely. Lastly,
a provisional answer is given to the main question—
"Has the N.I.R.A. been a success?'

Public men and social reformers, employers and
trade unionists, economists of many differing creeds
and persuasions—all these and many others were in
Washington in the early days of the new Administra-
tion to voice some view or to promote some interest.
One of the most powerful of these formative influences
was an opinion which has recently found an increasing
number of adherents both in Great Britain and in the
United States. It is the belief that too much emphasis’
has been laid on the part played by the producer in
industry and too little on that of the consumer. Im-



A THE NEW AMERICA CHAP.

provements in production have too often resulted in
the dismissal of men on a large scale, followed by de-
structive competition and by wage reductions. The
result has been that the consuming power of a nation
lags behind its productive power. "Increase wages and
decrease hours. Purchasing power will rise. Industry
will be stimulated and unemployment will decrease. A
way will then be found out of the depression.”" These
ideas were widely held and had already found ex-
pression in the United States in a private Bill intro-
duced by Senator Black early in the Session.

Manufacturers and trade union leaders, for different
reasons, were both ready to accept the Bill. Trade
unionists welcomed a limitation of working hours.
The Bill was aso their opportunity to obtain a 'place
inthe sun® through arecognition of trade unionswhich
received the imprimatur of the Government. They
obtained it in the now celebrated Section 7 of the Act.
Employers had little liking for a limitation of hours and
still lessfor trade union recognition. They had suffered
acutely, however, from extreme price-cutting, from
which the anti-trust laws (the Sherman and Clayton
Acts) had barred most ways of escape. If they could
obtain some form of industrial self-government and
freedom from the anti-trust laws, they were willing
to risk the possible consequences of trade union
recognition.

Social workers and reformers, among whom Miss
Perkins, the able and energetic Secretary of Labour,
was the leadingfigure, were actuated by more altruistic
considerations—the desire to stop sweating and to im-
prove theworking conditions of the peoplein other ways.
They were ready to push for a measure under which
these ends might be attained. Further, the insertion of
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provisions under which conditions of work could be
regulated gave an opportunity of securing the abolition
of child labour and of promoting similar reforms.
Lastly, therewas aninfluential body of opinion headed
by economists, who advocated measures which would
‘putabottom’intoindustry. Intheir view, competition
carried to inordinate lengths accentuated the deflation-
ary movement and increased the depression. Anything
which would peg the deflation successfully, such as a
system of minimum wages and maxi mum hours, would
be a boon and a blessing.

This catalogue does not exhaust all the different cur-
rents of thought which influenced the making of the
Bill. It opened a vista of possibilities to economic
planners of every variety, from thosewho would end, to
those who would merely mend the capitalist system.
Enough has been said, however, to show the variety of
opinions which were voiced both within and without
the Administration. It was atime of common effort in
a national crisis and the attempt was made to meet the
views of all who werewilling and ableto give valuable
co-operation, and to weld them together. The result
was a recovery measure. It was many-sided. It could
not be otherwise. The Act has as many strains in its
pedigree asthe dog in the Chantecler of Rostand, which
thus describes itself:

Jesuisun horrible mefange!
Je suisle chien total, fils de tous les passants!

The declaration of policy with which the Act opensis
proof enough of this and is aso a key to the under-
standing of many of the difficulties which have since
arisen.

It is hereby declared to be the policy of Congress to re-
to the free flow of interstate and foreign
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commerce which tend to diminish the amount thereof: and
to provide for the general welfare by promoting the organ-
isation of industry for the purpose of co-operative action
among trade groups, to induce and maintain united action
of labour and management under adequate governmental
sanctions and supervision, to eliminate unfair competitive
practices, to promote the fullest possible utilisation of the
present productive capacity of industries, to avoid undue
restriction of production (except as may be temporarily
required), to increase the consumption of industrial and
agricultural products by increasing purchasing power, to
reduce and relieve unemployment, to improve standards
of labour, and otherwise to rehabilitate industry and to
conserve natural resources.

The method by which the Act proposed to effect its
object was by enforcing on each trade or industry the
observance of fair practices and conditions. Such prac-
tices and conditions vary greatly in different industries.
The Act, therefore, contemplated the establishment
for each industry of a suitable set of regulations, which
was called a 'Code of fair Competition'. The methods
by which the codes were to be formed, the nature of
the conditions to be embodied in them, and the wide
discretionary powers granted to the President can best
be understood from a brief analysis of the provisions
of the Act itself.

Formation of Codes—The normal method contemp-
lated by the Act is for the initiative to come from
within an industry in the form of an application for a
code by a trade association, labour organisation, or a
group of individuals properly representative of the in-
dustry. If an industry refuses or neglects to make ap-
plication, the President is empowered to impose a code
upon it which will possess the same validity as a code
made in the usual way. Every code must be examined
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before it is approved and those who may be affected by
it have aright to be heard at this examination (Section
4).

Conditions—The codes must be so designed that
they do not promote monopolies or discriminate against
small undertakings. The President may impose con-
ditions for the protection of congumers, competitors or
employees or for any purpose that may seem to him
in the public interest. He may also grant exemptions
in whole or in part from the conditions in any code
(Section 3).

Enforcement.—Violation of the standards approved
in any code is to be held an unfair method of com-
petition within the meaning of the Federal Trade
Commission Act (Section 3) and is punishable by fine
or imprisonment (Section 9).

Anti-Trust Laws—Any approved code or any action
taken under it is exempted from the provisions of the
anti-trust laws (Section 5).

Recognition of Trade Unions—Employees are to
have the right to organise and bargain collectively
through representatives of their own choosing without
interference from the employer. No constraint may
be placed upon employees to join a company union or
to refrain from joining any independent union of the
workmen's own choosing (Section 7).

Supplementary powers granted to the President
are many and far-reaching. They includethe following:

(i) Agreements—The President may enter into
agreements with persons engaged in any trade or
industry or may approve agreements between such
persons (Section 4 (a)). This was the authority for
the celebrated 'Blanket Code'.!

! See Appendix B.



3 THE NEW AMERICA CHAP.

(ii) Licensing—If it is proved that there are ac-
tivities in any trade or industry which are contrary to
the policy of the Act, the President is given the power
to prescribe that no one shall carry on the trade or
industry in question except under licence (Section
4 (b)).

(ifi) Conditions of work.—The President can pre-
scribe conditions of labour, including maximum hours
and minimum wages (Section 7).

(iv) Tariffs—The President may, after investiga-
tion by the Federal Tariff Committee, forbid the
importation of any articleswhich prejudice the main-
tenance of any approved code or agreement or may
subject them to any regulation, including the imposi-
tion of quotas and tariffs (Section 3).

(v) Delegation of Powers—The President may dele-
gate any of his duties (Section 8). Under this provision,
General Johnson was appointed 'Recovery Admin-
istrator'.

(vi) Cancellation, etc—The President may at any
time cancel or modify any approval, order, licence,
rule or regulation under this part of the Act with
reference to any agreement,, code or licence (Section
10).

The far-reaching character of the measure is obvious
at a glance. The most unprecedented provision was
that which empowered the President to prohibit any
trade or industry being carried on except under licence.
Criticism of this provision was so general that it was
limited to one year only. It was never used and it has
not been renewed. The validity of the measure as a
whole is limited to two years, but its extension is al-
most certain. Far-reaching as the Act may seem on a
cursory view, it is more so when carefully examined.
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W ith one or two exceptions the use of the wide powers
granted to the President is discretionary. No definite
scheme or even policy in the ordinary sense of the
termis embodied inthe Act. The statement in the first
section isnot so much adeclaration of policy as abrief
description of Utopia, with a selection of travellers'
aids to facilitate the journey thither. Most important
of all is the fact that the latitude of action allowed to
the President under the Act is so wide that any policy
and indeed any reorganisation of industry may grow
out of it. This is a statement of facts and not by any
means a criticism. Old and trodden paths have been
deserted. Of necessity, therefore, new trails must be
blazed. Under such circumstances, mistakes may be
made by the wisest and steps may have to be retraced.
What more foolish thenthan to preclude the possibility
of so doing by having the Act drafted too tightly and
with too meticulous a precision?

The N.I.R.A. became law on June 16, 1933. The
task of carrying it into effect was assigned to a new
department, known as the National Recovery Ad-
ministration, which was created for this particular
purpose, in much the same way as the Ministry of
Munitions and other departments were extemporised
in England during the war. The head of the depart-
ment isthe Recovery Administrator, who is a member
of the Executive Council, a kind of enlarged Cabinet
which includes the heads of all the principal depart-
ments. A large staff is employed, which contains a
number of Deputy Administrators and several advisory
boards on special subjects. Local offices have also been
established throughout the country. The accompanying
chart shows the nature of the organisation.

Thefirst duty of the N.R.A. was to decide upon the



60 THE NEW AMERICA CHAP.

form of industrial organisation which was most suit-
able for carrying out the purposes of the Act. The
decision reached was in agreement with ideas which
had of late been very generally advocated. Each trade
or industry was to be turned into a self-governing
unit with a constitution and a governing body of its
own—its constitution to be the 'code of fair competi-
tion', and the 'code authority' its governing body.
The Government was to be represented on the code
authority and to hold a supervisory position. Labour
was to have a voice in what was done, and so were
representatives of commerce. The control, however,
was clearly intended to be placed in the hands of the
employers in the industries concerned. In the words of
General Hugh Johnson, the Recovery Administrator,
trade associations, instead of being barely-tolerated
organs, became "a fully implemented arm of Govern-
ment to police a self-created law-merchant, under
close supervision, but with Government interference
only when the boundaries set by the law are over-
stepped”.

Code-making began immediately. The extent of the
task may be gathered from the fact that 496 codes
were approved during the ensuing year. The industries
for which they were formulated vary from the very
great to the infinitely little. There is one code for the
iron and steel industry and one for the lumber indus-
try, with its wide ramifications. Makers of powder-
puffs and of slide-fasteners each have their code, and
so do the 'fly-swatters'. The codes invariably provide
for minimum wages and maximum hours of work.
They may also contain an infinite variety of provis-
ions which deal with trade practices as between
employers, conditionsof work, andindustrial relations.
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The lumber industry code and the 'fair practice
amendment’ to the investment bankers' code are
each as long as an Act of Parliament of thirty pages.
The stagesin the evolution of a code are numerous, but
they are not excessive, when it is remembered that the
fortunes of an industry, the well-being of its workers
and the interests of consumers depend upon the code
being properly constructed.

A number of sub-divisions of the N.R.A. were set up
in order that the hearing of different applications
might proceed concurrently. Even so, code-making was
found to be a slow business and took longer than was
anticipated. A single code sometimes took weeks to
negotiate. The Cotton Textile Association was the first
industry to make application, but its code—the first to
be completed—was not signed until July 15, 1933.

Meanwhile, priceswererisingrapidlyinanticipation
of the obvious fact that when the codes were approved
the new conditions established under them would add
materially to the costs of production. It soon became
clear that, unless some temporary safeguard could be
provided, industries which were already under the
codeswould suffer unfair competition fromthose which
were not. It was thus that the President's Re-employ-
ment Agreement, commonly known as the P.R.A. or
'‘Blanket Code' came into being. It was, in fact, not a
code at all, but a personal agreement between the
President and the individual employers who signed it.
It contained the essential provisions of a code under the
Act, butinaform so generalised that it could be signed
by any and every employer. It had a further advan-
tage. It was a voluntary agreement and could not,
therefore, be declared unconstitutional. On July 27,
forms containing the Agreement were sent out by the
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millionto all employersinthe United States, with the
exception of agriculturists. A spectacular campaignfol -
lowed to ensure that its acceptance should be as com-
plete as possible and it was conducted with tremendous
driving power by General Hugh Johnson, who was a
remarkable combination of the forceful and the attrac-
tive. Committees were appointed everywhere to push
forward the good work. Meetings were held with bands
playing and flags flying. It was like the autumn of 1915
inEngland, withits recruiting meetings under the Derby
Scheme and the Derby Badge. The N.R.A. campaign
created, in fact, a war-time atmosphere. War was de-
clared on poverty and unemployment. The spirit of the
people responded to the appeal. Employers large and
small, from the head of the great corporation with
100,000 employees to the keeper of the small beauty
parlour or restaurant—all rushed to get the 'Blue
Eagle'—thebadge of theN.R.A. Othersrushed to harry
those who had not joined up and to make them fall into
line. It was a voluntary movement, but he was a stout
fellow who resisted it. Fastidious persons might dislike
all the 'ballyhoo' and 'hooroosh'—-but it was success-
ful. Ninety-six per cent of employers signed on. Before
long, of course, it was found that the P.R.A. like a suit
of clothes fashioned to fit everybody roughly, fitted
few people well. Applications came in by the thousand
for exemptions from or alterations to some particular
requirement. Cases of evasion also arose. Both had to
be dealt with, and organisationswere extemporised for
the purpose. The P.R.A. had this advantage, however,
thatit prevented unfair competitionwhichmight other-
wise have been experienced between an industry work-
ing under a code with the consequent increase in costs,
and an allied trade for which as yet no code had been
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approved. Thevery inconvenience, also, of the'Blanket
Code' had itsvalue. Not afew people who might other-
wisé have been coy in coming under a code preferred
to do so rather than remain under the P.R.A. In this
way, the position was held while the codes were being
pushed forward. The P.R.A. had done its work, and
achieved its object.



CHAPTER YV

THE N.I.R.A. (continued)

1. THE THREE PARTIES TO INDUSTRY

T H E autumn months of 1933 were occupied with code-
making. Speed was essential, and the number of indus-
tries requiring codes was very great. It was recognised,
therefore, that in thefirst instance, codes would be pro-
visional in character and would be subject to revision.
At the same time, it was necessary to secure a measure
of general agreement on the important points which
were common to all the codes and to combine thiswith
flexibility of application to the circumstances of indi-
vidual industries. The most important questions were
those which concerned conditions of work, relations
between labour and capital and methods of controlling
prices.

Indealingwithconditionsof work, theprincipal steps
taken under the Act were those which shorten hours of
work and raise wages. In conformity with this policy
most codes prescribe a forty-hour week for manual
workers, while a longer working week, up to forty-
eight hours, is permitted for clerical workers and for
employeesin retail trades. No attempt is made to insist
on rigid uniformity.

In the automobile and electrical industries, for ex-
ample, weekly hoursarelimitedtothirty-five, whilein
other trades, particularly those connected with trans-
port, they exceed forty. The forty-hour week is the

64



CH. V THE N.L.R.A. 65

rule, however, and forms the basis for variations and
exceptions of the kind with which every employer and
trade union official in England is familiar. The nature
of these exceptions can best be understood from an
examination of the working of atypical code—such as
that for the dyeing and cleaning industry. In this code
the normal standard is,adopted, but the weekly hours
of work in atime of seasonal activity may be increased
by five, provided that the average for the six monthsis
not exceeded. Overtime, which is expressly barred in
some codes, is allowed in order to deal with emergency
and repair work, and is paid for at a rate-and-a-third.
Preparatory, ancillary or supervisory work in the
dyeing and cleaning industry is classed with clerical
work, for which a forty-eight hour week is allowed.
Generally speaking, the standard working week in
the United States has been made much shorter than
in other countries, especially for manual workers,
but the nature of the exceptions and variations from
the standard are much the same.

The system of minimum rates of wages follows very
similar lines. Certain standard ratesfor unskilled labour
are generally but not uniformly adopted, and these
form the bases upon which differential rates of various
kinds are calculated. The minimum rate varies from 30
to 40 cents an hour for amanual worker; and for clerical
workers from $12 to $15 a week. The variations in
rates are very similar to those which have been estab-
lished in a number of trades in England by agreements
between employers and trade unions, if allowance is
made for the size of the country and for the prevalence
of negro labour in the Southern States. In England
rates of wages for both unskilled and semi-skilled work-
men in London differ from those which are paid in
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other cities and in country districts. In the United
States there is a similar variation in wage-rates in
different parts of the country, and -in addition they
vary according to the size of the town in which the
works are situated. A typical example is again
afforded by the dyeing and cleaning industry. Under
the code for that industry the weekly rates of cleri-
cal workers in the southern half of the country are:
$12; $12.50; and $13—according as the population
of the city is under 100,000; between 100,000 and
500,000; and over half a million. In the northern
half of the States the rate in each case is raised
by one dollar. This simple differentiation between
North and South is found in a number of other codes
in which those for the textile industries are prominent.
In some industries, the system of differential rates is
much more complicated. In the Iron and Steel Code
there are seven different rates for unskilled labour,
varying from 40 cents an hour in Pittsburg and the
North to 27 cents in Birmingham, Alabama, and 25
cents throughout the rest of the Southern States.
These differences represent a range of wages from 40s.
to 64s. for a forty-hour week. The more skilled grades
of labour are of course paid at higher rates, and many
codes contain the express provision that these rates
should be increased, so as to preserve the difference in
grade.

Women have benefited by the fact that in most codes
no difference is made between the rates paid to men
and women when they are performing the same kind of
work.

In addition to the establishment of minimum wages
and maximum hours, a number of other social reforms
have found a place in the codes. The most important of
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these is the abolition of child labour. The controversy
over child labour is of long standing. Previous attempts
had been made to deal with the question by Federal
legislation, but the laws passed in 1916 and 1919 were
declared unconstitutional onthe ground that the matter
was within the exclusive jurisdiction of the State
Governments. An amendment to the Constitution em-
bodying this reform was proposed in 1924 but it has
not yet beenratified. Underthe N.R.A ., however, child
labour has been abolished in nearly every industry. The
employment of children of under sixteen years of agein
factories has been directly prohibited in most codes, and
in some dangerous trades the age is raised to seventeen
or eighteen. Other reforms effected by the codes include
the prohibition of homework in certain of the clothing
trades, while attempts are made in the textile industry
and in other trades to stop the attempt to make up
for the reduction in hours by speeding up work.
Owing to the haste with which the early codes were
framed and approved, they exhibit alack of uniformity
which has sometimes led to the establishment in the
same district of different rates of pay for the same class
of work. British industrialists will readily understand
how much discontent can be caused in thisway. For the
same reason, in the United States, employers and
workers are agreed in pressing for the introduction of a
greater measure of uniformity into the codes. They
differ, however, as might be expected, on the rates
of pay or the number of hours. Trade unions, de-
spite a number of criticisms on specific points, admit
the advantages which have been gained but urge
that the reforms should be carried further. In their
view, minimum wages for unskilled labour should be
increased to $30 a week, and hours of work should
F
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be limited to thirty. Employers are opposed to both
these proposals on the ground that a further rise
in costs would react on prices. This.inturnwould lead
to a fall in consumption and in employment and in
particular would retard the recovery of construction
and the other capital goods industries. There is some
truth in the contention that the individual workman
who was already in employment is not much better off,
since the increase in hourly rates of pay has been offset
by the decrease in the number of hours worked and
the increase in the cost of living. In addition, how-
ever, to the substantial amount of employment which
has been provided by the Act, for those who were
out of work—variously estimated at between two
and three millions in October 1933—the general im-
provement in working-class conditions since March,
1933 has been very marked. Real wages—that is
to say, the value of wage-rates after allowance has
been made for changes in the cost of living—have in-
creased by nearly 25 per cent. Real weekly earnings have
risen by more than 39 per cent. The weekly hours of
work were much curtailed at the beginning of the
period, owing to the large amount of short-time which
was then worked. They increased rapidly in the early
summer of 1933 during the short-lived boom. Since
then, under the limitations imposed by the codes,
they have been reduced and they are now two per
cent lessthan in March, 1933. During the same period
factory employment increased by 37 per cent and,
high as the total of unemployment still is, it shows
an improvement of more than three millions since the
date on which the new Administration came into
office.t

1 Se aso Chapter X and Appendix Civ.
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One of the most difficult problems with which the
N.R.A. has had to deal is that of the relations between
Capital and Labour. Before the war, the membership
of trade unions in the United States amounted to
two and a half millions, or just over six per cent
of the total number of workers. It reached a peak
of five millions just after the Armistice and had sunk
to barely two millions at the'beginning of 1933.
Besides the four great 'railway brotherhoods' there
are few trade unions of any great importance, ex-
cept in the clothing, mining, building and printing
trades. This lack of growth is not surprising. Most
of the American unions which had come into being
were craft unions and were unwilling to change their
character. This was a serious handicap. The average
labour turnover of afactory in the United States is
much greater than it is in England and rapid im-
provementsin machinery often tend to supplant skilled
by unskilled labour. The effect of this conservatism on
the part of trade unionists and of the absence of any
general and sustained attempt to organise unskilled
and semi-skilled labour, has been to prejudice the
growth of the craft unions themselves and to retard
the whole trade union movement. The lack of growth
in membership is not so serious a feature, however, as
the small regard in which American trade unions are
held not only by the general public but by Labour
opinion. Moreover, with oneor twowell-known excep-
tions there has been a conspicuous dearth of real |eaders.
These facts explain a number of the features in labour
developmentsunder the N.R.A. which might otherwise
be misunderstood by those who are only acquainted
with British labour conditions.

The interests of Labour were not without representa-
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tion in the N.R.A. Mr. McGrady, an old Labour man,
was Assistant Secretary of Labour under Miss Perkins,
and Assistant Administrator of Labour inthe N.R.A.
under General Johnson. Leading trade unionists—Mr.
Green, Secretary of the American Federation of Lab-
our, Mr. John Lewis and Mr. Hillman were members
of the N.R.A. Advisory Board, of which Dr. Wolman,
who had long been an adviser of the clothing trade
unions, was chairman. On the other hand, there was
little direct representation of trade unions either in the
formation or inthe administration of the codes. Labour
interests were adequately safeguarded in the prepara-
tory stages of code-making, butinthe majority of cases
this was looked after by persons appointed by the
Labour Advisory Board for the purpose. The American
Federation of Labour—theA.F.L.—claimedthat L ab-
our representatives should be appointed as members of
the new code authorities. It is doubtful whether this
was ever really intended by the framers of the Act.
Certainly the code authorities which contain Labour
members are only a minute percentage of the whole
number and on only four of these authorities do the
Labour members sit as representatives of their trade
unions. In some respects, representation on a code
authority would be of advantage to atrade union. It
might provide the opportunity for acquiring know-
ledge about the policy of the industry or questions of
management, which would be useful in future bargain-
ing. Such matters, however, are not as important as
wage questions, and these are affected much more by
the inherent strength of a union than by the presence
of a representative on a code authority. In other
words, the absence of such representation is not so
much amaterial loss as afailure to acquire anew status.
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The outstanding feature of industrial relations under
the N.R.A. has been the recognition of the right to
collective bargaining by trade unions. Indeed, three-
quarters of the strikes which occurred in the autumn
of 1933 were due to disputes as to the relative positions
of theparties. Thewording of thesectionof theN .l .R. A.
which deals with this matter is of importance:

Every code of fair competition, agreement and licence
approved, prescribed or issued under thistitle shall contain
the following conditions: (1) that employees shall havethe
right to organise and bargain collectively through repre-
sentatives of their own choosing, and shall be free from the
interference, restraint, or coercion of employers of labour,
or their agents, in the designation of such representatives
or in self-organisation or in other concerted activities for
the purpose of collective bargaining or other mutual aid
or protection; (2) that no employee and no one seeking
employment shall be required as a condition of employ-
ment to join any company union or to refrain from
joining, organising, or assisting a labour organisation of
his own choosing. (Section 7 (a)).

Trade unions welcomed the section, because it not only
placed the right to free collective bargaining beyond
dispute, but contained an implication that the right
would be enforced by the arm of the Administration.
It was hailed by John Lewis, the Secretary of the
bituminous coalminers' union, as "a new charter of
rights". Recruiting campaigns were started and strikes
not infrequently resulted, as a result of differences
not merely between employers and employed, but
between competitive unions. Employers, on the other
hand, minimised the effect of the section. Some asserted
that while Labour was free to organise, they, as em-
ployers, were under no obligation to deal with the
organisation so formed. Others endeavoured to intro-
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duce additional words into the codes for their indus-
tries, which interpreted the section in the way they
wished. The automobile employers managed to obtair
the inclusion of a clause to the effect that employers
were still free "to select, retain or advance employees
onthebasis of individual meritwithoutregardtotheir
membership or non-membership of any organisation”,
This clause raised strong objections, as it was regarded
by trade unionists as a screen for victimisation, and
further interpretative clauses were forbidden by the
President. In most industries the words of the section
were accepted without resistance or addition. The fear
of victimisation indicates a possible source of trouble
in the United States in the near future. In England
trade unions are strong enough to deal with cases of
victimisation. In the absence of trade union action,
however, it is difficult to find an effective substitute.
In America the law against victimisation is clear and
unequivocal. An appeal to the law, however, is not
likely to be effective, sincevictimisation, if itisclever,
isnot easily susceptible of proof in a court of law. The
success which attended the really skilful mediation,
backed by the prestige of the Government, in the auto-
mobile dispute in Detroit in the summer of 1934,
seems to indicate that this is the best way of dealing
with the matter, except perhaps in flagrant cases
where argument is unavailing.

Another fruitful cause of disputeshasbeentheforma-
tion or encouragement by large industries of ‘company
unions'—that is to say, unions restricted to employees
of a single firm. Unions of this character exist in Eng-
land and in some instances are very successful. But
they are exceptional, and are never likely to be-
come of any great importance in the labour world. In
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America the position of the company union is quite
different. They are supported by a large body of L abour
opinion. By 1933, the membership of these unions had
reached 1% millions, or more than one-third of the
whole trade union membership. The strength of the
support which they possess is also demonstrated by the
results of ballots which-were held recently under admin-
istrative supervision, which ensured areally free choice.
Out of forty-five cases, the majority in twenty-nine
voted for a trade union and in fifteen for a company
union. There may be a real future for the company
union in the United States. Trade unions, for the most
part, are craft unions, small, inefficient and badly led,
and they do not cater for unskilled workers. The objec-
tion to a company union, up to the present, has been
the influence exercised by the management inits affairs.
If this is removed and workmen are secured absolute
freedom of action, a company union may be the most
advantageous form of organisation for the men as well
as for the industry. Moreover, if there are several large
firms in an industry, each with its company union, the
natural development will be for these unionsto coalesce
in course of time into one independent industrial union,
which will be stronger and better led than any group
of craft unions would have been.

By July, 1933, strikes had become numerous. Exten-
sions of them on a large scale were apprehended. One
method of averting them, which became increasingly
employed, was theinstitution by a code authority of a
Mediation Board within the industry. This procedure
was not without precedent, as a similar organisation
already existed in the Baltimore and Ohio Railway
system. The first Industrial Relations Board under
the N.R.A. was set up by the cotton textile code
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authority and was composed of three persons—one ap-
pointed by the employers; one by the Labour Advisory
Board; and one by the N.R.A. The next step was the
creation of local branches with an appeal to the Central
Board. The functions of the Board were gradually ex-
tended to cover all disputes whether arising under the
N.R.A. or not. Similar boards have been set up in
the bituminous coal industry and in the transit in-
dustry. They are responsible to the Recovery Admin-
istrator and not to the code authority.

The maininstrument of mediation, however, wasthe
National Labour Board." It was created on August 5,
1933, and consisted of an equal number of well-known
employers and trade unionists under the chairmanship
of Senator Wagner. The work of the Board increased
rapidly. It was enlarged from seven to eleven members
and nineteen regional boards were established. It was
separated from the N.R.A. and given an indepen-
dent position. The scope of the Board was also widened
todeal with all labour troubles and not, as at the begin-
ning, simply with those arising out of differing inter-
pretations of the N.1.R.A. Up to the outbreak of the
Textile Strikeon September 3,1934, the Board appeared
to have been singularly successful, partly through the
prestige attaching to the Executive, which it repre-
sented, but largely through the wisdom and tact of its
own behaviour. It endeavoured to secure that no action
should betaken by either side pendinginvestigation. Its
policy was, if possible, to mediate rather than arbitrate
and to obtain an agreement acceptable to the parties,
evenif it was not what the Board itself thought most
desirable. Occasionally, wheninvited to act as arbitra-
tor, it gave decisions, but not otherwise. The number of

1 Now the National Labour Relations Board.
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cases handled during the first six months of its exist-
ence is givenin the Report made by the Board to the
President and the results are shown in the following
table. It isinteresting to know that disputes concerning
collective bargaining were three times as numerous as
disputes over wages.

No. of Workersm ._F;esult Re-
Coes | involved | Settled  |nerding | adjusted

National Labour Board 190 | 400,000 132 27 31

Regional Boards . 1628 | 514,295 1121 | 295 212

TOTAL | 1818 | 914,295 1253 § 322 243

Thefuture of industrial relationsintheUnited States
is a riddle beyond human reading. The most that can
be done is to appreciate the forces which will shape it.
This involves a recognition of the basic difference
between American and British conditions. American
industry isup to date in plant and in organisation; and
insizeit outstrips our own. On the other hand, Ameri-
can trade unions are half a century behind ours in
development. The reason for this difference is well
known. Britishindustry and British trade unions have
grown side by side. It is more than eighty years since
Bright said that he would "sooner be under the Bey of
Algiers than a Trade Committee". During those long
years masters and men have become accustomed to one
another's ways and have rubbed off one another's
corners—sometimespainfully. A long course of devel op-
ment has produced a body of trade union leaders of
unquestioned honesty; with a real sense of responsi-
bility and with the capacity for representing the
interests of their members. Some of them are men of
broad views and of outstanding ability. In America,
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extensiveindustrial development didnotbeginuntilthe
last quarter of the nineteenth century. It started with
all the latest improvements of that day in plant and in
organisation at its disposal, and its progress was extra-
ordinarily rapid. But the voluntary growth of atrade
union movement must be gradual. The organisation of
human beings cannot be transplanted in the same way
as manufacturing technique. Other conditions in the
United States also were less favourable to the growth
of union organisation than they were in this country.
With the expansion of industry it was easy in America
to rise from the ranks. A workman of ability had many
opportunities and he was more likely to become a
prominent industrialist than a Labour leader. This is
one of the causes of the scarcity of good leaders of
American trade unions. Recruitment of the rank and
file was also difficult. Immigrantsinto America spoke
all the different languages of the countries from which
they came—an effective barrier to organisation. Not
even a Boanerges could make a stirring speech to a
polyglot audience.

Under the N.R.A. the attempt is now being made
to create by law a relationship between employers and
employed which, in England, has been the slow growth
of morethan sixty years. Unrestisan inevitable result,
and strikes and rumours of strikes can hardly be
avoided in the near future. It cannot be otherwise,
with the new ferments that are at work in the labour
world. ThattheN.l.R.A. hashad ashareinstimulating
these ferments into activity cannot be gainsaid. It is
not a question, however, whether troubles have been
started which might have been permanently avoided.
With the end of expansion in the West, the old safety
valves have been closed, and a period of trade union
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development is the inevitable sequel. It was only a
question of time—al little sooner or alittle later. As a
result of the unfortunate textile strike in September,
the President announced that in the coming month
Conferences would be held with representatives of
employers and employed. He stated that he would
endeavour to obtain undertakings from them

for the making and maintenance of agreements which can
be mutually relied upon and under which wages, hours and
working conditions may be determined, and any later ad-
justments shall be made either by agreement, or, in the case
of disagreement, through mediation or arbitration by State
or Federal agencies

The results of these conferences will be of great in-
terest and with skilful mediation at early stages of a
dispute many strikes may be averted. But the diffi-
culties ahead are only too clear.

Price-control was the third of the main problems
with which the N.R.A. had to deal. In the days of
President Theodore Roosevelt, the growing power of
trusts had led to the Sherman and Clayton Acts—
known as the anti-trust laws. These Acts were con-
struedstrictly, and price-fixingand restrictionson pro-
duction were declared illegal. By 1928, the wheel had
turned full circle. The depression had proved that
price-cutting could be as disastrous as 'price-boosting'.
Excessive competition and wage reductions had
accentuated the slump, and public opinion supported
industrialistswho wished to establish stability inprices
and who asked for release from the unduerigidity of the
anti-trust laws. The principle of minimum prices was
almost universally accepted. It was accepted by the
Consumers' Advisory Board, and 260 of the first 400

! Radio speech by President Roosevelt, September 30, 1934.
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codes passed under the N.1.R.A. contained provisions
for maintaining minimum prices.

It was not long before the difficulties began to be felt
which are inherent in such schemes. It could not be
otherwise. Inall capitalist countries attempts at price-
fixing have speedily raised two difficult questions: "Can
any workable method of price-control be devised which
is of general application and is not confined to a few
selected industries?" and "Can any such system protect
manufacturers from being undercut and at the same
time protect consumers from being overcharged?' The
United States proved no exception to the general rule.
As soon as it was attempted to put the principle into
practice and to embody it in a code, difficulties began
to multiply.

Price-fixing provisionsin the codes assume many dif-
ferent forms, but for practical purposes they may be
grouped in four classes. those which fix minimum
prices and 'mark-ups'; schemes which prohibit saes
below cost; 'open price' arrangements, and measures
for restricting output.

Restriction of output appears less frequently than
the other methods of price-control and is employed, for
the most part, in conjunction with them. It may take
the form of quota systems; of restrictions upon new
productive capacity; or of the [imitation of machine-
hours. The most important codes in which quotas are
employed are those for the lumber and petroleum indus-
tries. As a temporary measure of relief when a whole
industry isin astate of chaos, asin the case of the oil
industry, quotas have been of great service. No proper
provision, however, has been made by the codes which
employ them to give an increasing share of production
to lowcost producers. Limitations upon new capacity
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are found in the codes for the iron and steel industry;
for the cement industry, and for anumber of the textile
trades. The authority which approves the limitationis
generally the Recovery Administration. If, however,
the policy is intended to be permanent and not merely
a temporary expedient, difficulties will obviously be
experienced at a later stage in determining whether
existing capacity—having regard to such questions as
obsolescence—is in fact excessive. Machine-hour re-
strictions are most prominent in the group of codes con-
nected with the textile and hosiery trades. This is a
very flexibleand easy method of controlling production.
It is preferable to quotas in one respect, namely, that
up-to-date equipment retains its advantage, but it is
inferior to them in so far as quotas are transferable
from the less efficient to the more efficient producers.

Price-fixing schemes and codes which simply pro-
hibit sales below the cost of production are of various
kinds. In the bituminouscoal industry, the code merely
enjoins that prices should be fixed on a scale that is
fair and reasonable. In most cases, however, the prices
are based on the cost of production, and the considera-
tions involved are fundamentally the same as in those
codes which are confined to the prohibition of saes
below the cost of production without any specific refer-
ence to prices. At the first glance, the prohibition of
sdles below the cost of production and the encourage-
ment of competition above that level seems an admir-
able arrangement and one that is fair to trader and
consumer alike. But when aworking definition of the
cost of productionisrequired for practical usein acode,
the conception becomes vague and as elusive as a will-
0'-the-wisp. Some codes contain no definition of cost at
all. In a considerable number the average of costsin an
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industry is taken as a basis. In some cases 'the lowest
reasonable cost of production' is mentioned or 'the
lowest cost of representative firms'. Only inafew codes,
such as the lumber code, was any careful definition of
costs attempted and in a number of instances thisled
to theinclusionin 'costs' of many items not usually so
charged. As aresult, the Consumers Advisory Board
and others complained that "in applying provisions
against selling below what amounts to an average cost
for an industry, some large price increases have been
obtained . . . and the balance has been tipped very
heavily against anetincreaseinreal purchasingpower".
The Board urged that the cost of the individual pro-
ducer should be taken as the basis, and this practice
has been followed in a large majority of codes. This
system, whileit avoids the difficulties to which excep-
tion was taken by the Consumers' Advisory Board
raises others which arejust asformidable. If theword
‘cost’ means 'overall cost' as it has usually been inter-
preted in the codes, the prohibition to sell below such
cost would make it illegal for any business to operate
at aloss. Thiswas apractical absurdity and was recog-
nised as such. It led to the exception, which frequently
appears, of allowing salesbelow cost for the 'purpose of
meeting competition'. Themoment, however, that such
anexceptionismade, theprovisionsfor mi nimumwages
remaintheonly safeguard againstthevery wage-cutting
whichwasthe worst feature of the over-competition of
recent years.

“The other method of price-control isthe 'open price'
system. It consists of arrangements under which firms
engaged in an industry report their prices, together
withthediscountswhichareallowed and other material
terms of sale, to a central body, such as the code
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authority. The reporting firm is not at liberty to carry
on businessat prices other than those reported, until the
lists have been revised or unless express permission is
obtained. Such agreements avoid the difficulty of at-
tempting to ascertain any cost of production. If they
are to be successful, however, it is necessary that em-
.ployers should be ready to work together. Otherwise,
this type of arrangement will be frustrated by one or
other of the numerous forms of evasionwhich are open
to any trader who wishes to double-crosshisfellows. He
may misdescribe the goods which he supplies; give
secret rebates or other discounts; make side bargains
which give back part of the price; provide special ser-
vices, conveniences of delivery or freight conditions; or
agree to special penalty clauses in thecontracts. Indeed,
the ways of evasion are protean. Many codes expressly
provide against some of these unfair practices, buttheir
detection, proof and punishment constitute a problem
by itself. On the other hand, if employers are prepared
to act together, open price arrangements, as the Con-
sumers' Advisory Board point out, may be a powerful
instrument in arranging uniform prices and of exerting
pressure to bring too low quotations up to the level of
others.

As the inevitable results of the different systems of
price-control became increasingly felt, it was not sur-
prising that complaints multiplied. At the outset they
came principally from employers, but as prices rose
they began to be voiced in increasing volume on behal f
of consumers. General Johnson, the Recovery Admin-
istrator, and his assistants were as alive as anybody
to the shortcomings of the existing system, and invita-
tions were issued to those affected by the codes to
attend conferences in New Y ork and in Washington at
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the end of January and in the first week of February,
1934, in order to discuss all the issues connected with
the N.R.A. Thiswas a most unusual step, butitsvery
boldness was skilful. It took the sting, although not
the truth, out of much of the criticism.

Since these conferences, the difficulties attendant on
price-fixing have become increasingly apparent and
have been recognised both by public opinion and by
the Administration. Thewhole problem of price-control
was subjected to intensive examination within the
N.R.A., and fundamental changes resulted. The first
announcement of May 27, 1934, applied only to the
service codes—that is to say codes for industries in
which personal services are the principal feature.
A second announcement of policy, which was made
on June 7, covered the whole body of codes. It
constituted a new attempt to steer a middle course
between wilfully destructive price-cutting and pro-
visions for price-control which lead to an undue en-
hancement of prices. The general tendency was strongly
inthe direction of freer competition. Price-fixing pro-
visions and the prohibition of selling below cost were
rejected. A system of 'open-price reporting' was ac-
cepted as the official policy. It was hedged about with
safeguards and with provisions against combinations
to maintain prices. On the other hand, if the prices
reported were so unreasonably low as to threaten the
stability of anindustry or of wage levels, investigation
could be made and correction required. In an emer-
gency, minimum prices might be fixed, but only by
the N.R.A. and at levels which were not deliberately
calculated to secure a profit for the majority of enter-
prises.

Althoughthe problem of price-fixingisnot yet solved,
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certain conclusions begin to emerge with some clear-
ness. It is generally agreed that unfettered competi-
tion led to disastrous results in the recent slump. Too
much attention, however, has been devoted to devising
methods of price-fixing, withoutfirstdetermining more
exactly what were the evils of price-cutting which it
was sought to prevent. Similarly, before sales below
cost were prohibited, it was de'sirable to have some
clear and consistent idea of what was intended by
‘cost’ in this connection. The different descriptions of
cost in the codes show that no such definite idea was
ever formed. These two failings are responsible for
much of the confusion and controversy which has since
occurred. The principal evil of price-cutting consisted
of reductions in wages and the lengthening, in some
cases, of hours. This resulted in decreased purchasing
power and a further fall in the demand for goods. In
other words, it was the principal factor in creating the
'vicious deflationary spiral' of which so much has been
heard. When costs are analysed it will be found that
if wages, hours and conditions of work are securely
pegged, at least three-quarters of the harmful effects
of competition will be avoided. Indeed, in some in-
dustries, careful examinationwould show that the pro-
portion is considerably higher. Standards of wages,
hours and conditions of work have already been estab-
lished under the codes. What is needed is a full and
efficient enforcement of these provisions. If this were
attained, price control, except for the protection of the
consumer, could be confined to a few exceptional in-
dustries.

Concurrently with this change of policy, attempts
were made to speed up the passing of the remaining
codes. At the beginning of June, 496 codes had been

G
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passed, which covered nine-tenths of the total number
of workmen and codes were already in preparation or
in contemplation for the remaining 262 industries. It
was hoped that the whole code-making process might
be completed by the end of the summer, either by the
rapid approval of codes already in draft, or by the
adoption either of a new model code, or of a code in
force in some kindred industry.

Some simplification of thewhole systemwas alsovery
necessary. The haste with which codes had to be rushed
through in the first instance prevented the body of
codes presenting anything like an orderly system. They
were inevitably a jumble. As a result it was difficult
either for their administratorsto be sure of acting fairly
as between cognate industries, or for the scope of
problems, as they arose, to be clearly defined and their
essential elements analysed. In consequence, at the end
of August 1934, an announcement was made that the
whole of the industries working under codes had been
reclassified in twenty-two groups, which in turn had
been gathered into four main classes, the producing,
fabricating, service and distributiveindustries. It was
hoped that when allied or cognate industries were
brought into the same group, it might be possible to
amalgamate some of the existing codes, and to reduce
the total from 682—at which it stood at the end of
August 1934—to about 250. A simplification of this
kind was a great step in advance, but a great deal
remained to be done before the organisation could be
placed on a satisfactory permanent basis.

Considerable changes were made within the organ-
isation of the N.R.A. during the autumn of 1934.
General Hugh Johnson retired from the position of
Administrator in the last week of September. His re-
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signation was the result partly of growing differences
of opinion with other members of the Government and
partly of the enormous strain of the past year. After
his retirement the administration of the Department
was placed under a Committee of five persons. At the
same time, questions of general principle and policy
were entrusted to a second Comijiittee, consisting of
the Chairman—Mr. Donald Richberg, the Attorney-
General; the Chairman of the Administration Com-
mittee; and four other persons who were heads of
Government Departments. The task before this latter
Committee is one both of difficulty and importance.
Much experience has been gained but, on fundamental
issues such asthe form which industry will finaly take,
and the proper methods of dealing with price-fixing and
industrial relations, the situation was as plastic at the
beginning of October, 1934, aswhenthe N.I.R.A. was
passed more than fifteen months previously.

2. IS THE N.I.R.A. A SUCCESS?

AN attempt may now be made to give an answer to
the question—"Has the N.I.R.A. been a success?' It
is a question which has been asked times without
number, and in a hundred forms during the last year
and a half.

The N.I.R.A. has many other aspects than those
which are purely material and economic. But as an
experiment in economics applied to practical life on
a national scale, it deserves special consideration.

The N.I.R.A. was primarily intended as a measure
for promoting recovery. It endeavoured to achieve
this end by an attempt to create purchasing power
and to apply it as a stimulus to industry. The decrease
of hours of work and the increase of minimum wages
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under the Act simply mean that for the same amount
of production alarger number of people are employed,
and that the majority of them will be paid higher rates
of wages than before. The immediate result is the pay-
ment in wages of alarger total sumin money. How far
will this result in the stimulation of industry by in-
creased purchasing .power? If all wages were spent in
buying goods and the prices of those goods remained
the same (or at any rate did not rise in the aggregate
as rapidly as wages) then more goods would be pur-
chased; larger profits would be made by manufac-
turers through increased saes and decreased overhead
charges; production would be increased; more men
wouldbeemployed; and all thiswould, inturn, further
swell the volume of purchases. The process would be
repeated and trade would be started upon the upward
spiral of recovery.

Was the policy of the N.I.R.A. likely to produce
this result?

It must be remembered that the increased working
capital rendered necessary by the provisions of the
Act would not come like manna from heaven. It had
to be provided by the employers themselves either by
a bank loan or out of company reserves. In either case,
thiswould increase the cost of production and it would
lead to arise in prices, unless it were counterbalanced
by a large increase in orders and a corresponding de-
crease in overhead charges. Would that rise in prices
neutralise or morethan neutralisethe effect of increased
wages and purchasing power? Two distinct considera-
tionsare involved, each of them vital—the amount of
the possible increase in prices and in purchasing power;
and the time at which each would become effective.

In estimating the effect of the increase in prices, it
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must be remembered that the increased cost of labour,
direct and indirect, although important, was not the
only item in the cost sheet. In other words, the per-
centage rise in prices would not necessarily be as high
as the percentage rise in wages. As against this, the
enhanced prices would have to be paid by the whole
of the buying public. Thisincludes many people whose
incomes or wages had been increased only slightly, if
at all, and whose purchases would be substantially
curtailed. Again, it was not merely potential purchas-
ing power, but purchasing power made effective by
spending, which was all-important. Some of those,
however, who received higher wages (and this applies
also to any increased profits by wholesale or retail
traders) would not spend them all, but would save
some part of them in order to provide for future
emergencies. In other words, part of the additional
purchasing power which was created would not be
effectively used in actually buying goods.

The time factor was also of importance. If the whole
of the new potential purchasing power became effec-
tive first, the increase in sales so created might lead to
aninitial savingin costswhich would more than offset
the additional charges for labour. Production would
expand and the improvement continue. This, however,
was not likely to happen. While the manufacturer had
to start paying the increases in wages at once, the
benefit of the growth in purchases would only filter
through to him gradually through the retail trader
and the wholesaler in the form of increased orders.

The possibility of a rise in prices which would
counteract or more than counteract the increases in
wages was fully realised by the President. In his state-
ment of June 16, 1933, outlining the policy of the
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N.R.A., he made an appeal to employers to defer price
increases. But was this really possible for any length
of time? Reserves were exhausted in many cases after
three and a half years of bad trade. Banks which had
just emerged, somewhat battered, from a general bank
closure were pardonably chary of lending money to
industries which had of late shown a succession of
losses. The vast proportion of the increases in costs
could hardly be met otherwise than by an increase in
prices. Even if this had been possible, moreover, it
could only have been effected by a concerted endeavour
and by self-restraint on a nation-wide scale. The bout
of speculation that accompanied the passing of the
N.I.R.A. effectively put this out of the question.

The net effect of the N.1.R.A. as arecovery measure
ismore difficult to disentangle than the elementswhich
go to produce it. It is possible to come to a conclusion
with which most impartial observers would agree, but
positive proof by facts and figuresis rendered impos-
sible by the number of forces besides the N.I.R.A.
which have influenced the course of recovery. Further-
more, the trend of events has been obscured by specu-
lative movements. Large ordersof all kindswere placed
in June and July 1933 in anticipation, as already men-
tioned, of the rise in costs and in prices which would
occur as soon as the President's re-employment agree-
ment and the codes came into actual operation. Cotton
mills, steel works and other factories bloomed into a
short-lived prosperity in those months. Then there came
a sudden reaction. Depleted stocks had largely been
filled and the spate of orders dwindled. It is, however,
as unfair to judge the policy of the N.I.R.A. by the
reaction as by the boom. Moreover, allowance has to
be made for the seasona variation in trade which
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normally isbrisk in the late summer and early autumn
and slackens with the approach of winter.

During the whole of this period, lasting from June
to November, critics of the policy were busy, while
apologists continued to justify it by pointing to 'fatter
pay-rolls', more employment and larger sales, as proof
-positive of its success. None of these indices, of course,
are in theleast conclusive. With'diminished hours and
higher wage-minima, unemployment figureswerebound
to become thinner and pay-rolls to get fatter for the
time being. Dollar volumes of sales also prove nothing
during a period of advancing prices, unless allowance
is made for changes in price, and this can be little
more than a well-informed guess. The growth of pro-
duction is the safest test of progress, but the share of
theN.R.A.instimulating production cannot beisolated
from the effect of other influences. If, however, a
dispassionate view is formed, partly on existing
criteria so far as they are applicable, and partly
on the whole course of events, it is difficult to resist
the conclusion that, from a material point of view,
the N.I.R.A. was more of a hindrance than a help
to recovery.

Before a final judgment is passed on the N.I.R.A.,
other aspects demand consideration. Recovery is
affected by psychological as well as by material
influences. Scant justice is often done to the psycho-
logical effect of the N.I.R.A. During the latter part
of 1933 and the early months of 1934, it was an ele-
ment in the general uncertainty as to the future, and,
as such, retarded the progress of recovery. Its effect in
this respect, however, was negligible compared with
its psychological value in the early months of the
Administration. In January, February and March of
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1933, the whole American people was depressed and
inert. The N.I.R.A. campaign created a spirit of
activity and hopefulness. The very criticism which it
evoked in some quarters was a sign of life. The de-
spondency and the listlessness which had marked the
early months of the year were in themselves a bar to
recovery. By July both had vanished. The '‘Blue Eagle'
screamed so loud that it woke everybody up.

TheN.l.R.A. was not concerned with recovery alone.
It was also a measure of relief; of reform and of re-
construction. Whenthe new Administrationtook office
in March 1933, more than 13,500,000 men and women
were unemployed. What was to be done for them? In
alater chapter an account is given of relief work and of
employment on public works, and the comparative
merits and demerits of these forms of relief are dis-
cussed. Real work, however,—work at his own trade,
for which a man puts in a good day's work for a good
day's pay; for which he is chosen because of his fitness
for it and is sacked if he is idle or incompetent—is
infinitely better than relief, either in money or 'made
work'. It is better than employment on the best of
public work schemes. It was work such as this which
was provided by the codes for between two and three
million men. Thus, the N.I.R.A. has its place among
the great relief agencies of the American Government,
and the re-employment which it provided for this large
body of the unemployed was of real value.

Reform and Reconstruction are near akin. Reform
may be described as a change for the better within
the framework of existing institutions. Reconstruction
involves a change in the framework itself. The reforms
introduced by the N.I.R.A. have already been de-
scribed—minimum wages, maximum hours, the aboli-
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tion of child labour and improved conditions of work.
They aso included—according to the view taken of
these provisions—the recognition of collective bar-
gaining and the relaxation of the anti-trust laws. If
recovery had taken place before the N.I.R.A. was
passed, minimum wages and the other social reforms
‘would never have been instituted. They are now recog-
nised as a safeguard for the futufe against the extreme
of deflation which accompanied undue price-cutting
and wage-reduction, and no one desires their abolition.

The value of the N.I.R.A. as a measure of recon-
struction depends on the future of the codes. In the
first nine months of 1934 the organisation of industry
under the codes has undergone many changes. The
whole structureisstill plastic and itsfinal shape cannot
yet be foreseen. Any answer, therefore, to the ques-
tion—"Has the N.I.R.A. been a success?” must be
decided by an estimate of what has already been
accomplished, with a reservation as to the develop-
ment of codes in the future.

It is now possible to give a general conclusion.
In any final balance-sheet of the N.I.R.A. the
material effect which it has had upon recovery will
probably figure rather as a liability than as an asset,
although the margin either of loss or of gain in this
respect is small. There is real value, however, in the
psychological effect whichit created; intherelief which
it afforded in the form of re-employment in industry
and in the reforms that have been introduced. If a
dispassionate view is taken of all the facts and cir-
cumstances, the N.I1.R.A., with all its shortcomings,
was preferable to the pains and uncertainties of a slow
unaided recovery from the depths of depression in
which the country was sunk in March 1933.



CHAPTER VI
THE FARMERS

THERE is an elemental potency in agriculture which
seems to compel the attention of Governments in every
country, although the farming community may be
small in numbers and weak in organisation. For long
years Great Britain was the outstanding exception to
this broad generalisation. In these latter days, how-
ever, she has gone the way of the majority of nations.
She, too, is now engaged in ensuring that farmers get
their fair share of the good things of the earth—or if
things are not good, of what is to be had. In the
United States the agricultural community has never
been neglected. Its economic importance is much too
great and, even if this were not the case, its capacity
to make its views heard is sufficient to secure respectful
consideration.

In the United States, as with every developed
nation, the proportion of the population which is
employed on the land has diminished. A century ago
it was 75 per cent; to-day it is only 20 per cent. That
by itself, however, is not a complete picture. It is not
the farmers alone who constitute the real measure of
the importance of agriculture in the nation. It is the
whole rural community, including farmers and those
whose everyday existence depends on them—the local
doctors, lawyers, store-keepers, real estate agents,
garage owners, transport workers on road or rail and

a host of others. If all the great manufacturing indus-
92
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tries in the United States, with their financial and
other entourage, could be transplanted by a magician's
wand to some new Atlantis; if they could be supplied
with their foodstuffs, cotton and tobacco from the
United States and could send their manufactures in
return, the population left in America would still be
more than one-third of what it is to-day. It is on this
basis that the economic importance of agriculture in
the United States must be estimated.

The farming community is fortunate in another re-
spect. It isnot only intrinsically important, but politi-
cally articulate. Farmers are not highly organised in
the way in which a trade organisation of employersin
an industry is organised, but they exercise a collective
influence of a different kind. Education in agriculture
has been carried to a high degree of perfection, particu-
larly in post-war years. Both in secondary schools and
among the adult population every effort is made to
bring about a high standard of technical efficiency.
Of the six and a half million farmers, it is estimated
that four millions are in touch with the County Farm
Bureaux. The County Agent—an official of the Depart-
ment of Agriculture—advises and instructs them on
agricultural policies and methods from both the tech-
nical and the economic point of view. He also collects
information from them by means of questionnaires.
His advice may sometimes be disregarded and some
of the information supplied to him may be inaccurate.
But this body of 2200 agents, stationed throughout
the country, is a wonderful sound-box for 'collecting
the voices' of the farmers and for making known their
condition and their opinions to the Department of
Agriculture and the Administration in Washington.
The political influence of the farmers has always been
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considerable. In the 73rd Congress the Democratic
majority was large and was recruited from many areas
which are normally Republican. It was not a situation
in which any one section was likely to be able to hold
the balance. The kernel of the Democratic majority of
both houses of Congress, however, consisted of the
farmers of the South and South-West, and also the
great Middle West which prior to 1932 had habitually
voted Republican. Furthermore, specific promises had
been made to them to deal quickly with the problem
of mortgages and with that of raising prices—and these
were not likely to be forgotten. It was not surprising,
therefore, that when the banking crisis was past and
the Administration was free to deal with other matters,
the Agricultural Adjustment Act was the first measure
of first-class importance to find its way on to the
Statute Book.

During the decade after the World War the course
of agriculture was not so arresting as that of industry.
In industry a period of great prosperity ended in
the great blaze of speculation in 1929. The golden age
of agriculture was during the war period and ended
with the Peace Treaty. During those years, farmers
had made colossal profits, with which the prosperity
of pre-war days paled by contrast, and which set a
standard of comparison for the years to follow. A
natural but sharp reaction in prices came in 1920, but
it did not last. By 1923 agriculture had substantially
recovered. Prices of individual products fluctuated
during the following years, especially in the case of
cotton, plagued as it was by the boll weevil in addition
to the usual vicissitudes of weather. On the whole,
however, the seven years from 1923 to 1929 were a
period of good returns. Prices were not nearly so high,
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of course, as those of 1918 and 1919, but the cost of
production was reduced and the margin of profit
increased by the introduction of new machinery and
other improvements in production. It was not, how-
ever, a period of contentment. Farmers are farmers
all the world over, with a prescriptive right to grumble,
whether it be justified or not. Farmers in America
were no exception. During edch of the years from
1923 to 1929 their gross income exceeded $11 billion.
Those years are recognised now for what they were
—vyears of prosperity. At the time, however, farmers
contrasted their ot with the rapid and continued ad-
vance year after year in the towns and the big in-
dustries. The national income increased from under
$60 billion in 1922 to $83 billion in 1929. The lot of
the farmers seemed mean and poverty-stricken com-
pared with this affluence or with the golden days of
the war.

When the crash came in 1929 the stability of the
agricultural position had already been undermined.
Since the war, world production of some of the most
important crops had greatly increased. Only the full
consuming power of a prosperous world could prevent
a serious set-back. As it was, the pressure of inter-
national debts was already forcing some countries to
expand production still further in order to curtail the
need for imports. On this weak position the impact of
the world depression fell with disastrous results, and
in Americait bore most hardly on those products, like
wheat and cotton, in which the export trade was
important.

During the war the cessation of the export of
wheat from Russia and decreased production in other
European countries stimulated the demand from other
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sources, and the acreage under wheat in the United
States, Canada, Argentina and Australia was enor-
mously enlarged. With the resumption of wheat-
growing in Europe, the world production increased.
During the same period, however, trade in Europe
recovered rapidly. Tariffs on wheat in importing
countrieswerestill moderate. Consumption, therefore,
expanded, and wheat prices in the United States were
maintained at $1.10 a bushel or more until 1927. In
1927 and 1928 two bumper world crops succeeded one
another, leaving a greatly swollen surplus or 'carry-
over' in 1929. With an expanding acreage under wheat
in Europe and oversea countries, world production
continued to exceed consumption. The position was
rendered acute by the onset of the world depression.
The huge surplus could not be carried, and the price
of wheat, which stood at $1.07 in January 1930, fell
to 61 cents by December of that year. During the
ensuing yearstwo factors further aggravated the situa-
tion. For thefirst time since the war, Russiare-entered
the international market on alarge scale, with exports
of 93 million bushels in 1931 and 92 million bushels
in 1932. Import tariffsin Europe were pushed to ex-
travagant heights, and while production in Europe
increased by 150 million bushels, consumption fell by
175 million. As a result, the price of wheat in the
United States fell still further—to 44 cents at the end
of 1931 and to 31.6 cents in December 1932, or con-
siderably less than one-third of what it had been three
years previously.

The cotton-growing industry in the United States
follows a course of its own. It is pre-eminently the
great export crop. Before the war nearly 60 per cent
of the total crop was exported. Since the war the pro-
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portion has not been so great, but the average is about
55 per cent. The price of cotton in America is deter-
mined, therefore, by the world price. Since, however,
more than half the cotton sold in the international
market comes from the United States, American pro-
duction influences that price considerably. During the
fifteen years before the war the New Y ork price had
varied from 8 to 14 cents per IB. In the war it rose
steeply and, in 1919, it reached 38 cents. After the
war it fell like that of other commodities, but the short
crops in 1921, 1922 and 1923 caused a rise again to
31 cents in 1923. During the succeeding years prices
varied but averaged 17%xcents for the crop years 1925-
1926 to 1928-1929. Meanwhile production had in-
creased largely, both in the United States and in other
cotton-growing countries. Demand was sustained until
1928, when Germany began to reduce her imports.
With the development of the depression, however, con-
sumption greatly diminished. Inthe United States, for
example, it decreased by nearly one-third. Prices,
which stood at 16 cents per Ib. in December 1929,
began to fall rapidly in the second half of 1930. In
December of that year the price was 8.7 cents per |b.
In December 1931 it was 5.5 cents and by December
of 1932 it was 5.4 cents, after having dropped to 4%
cents in June—barely one-quarter of the average for
1925-1929.

The acreage under tobacco, the other predominantly
export crop, increased more or less continuously up to
1931. So aso did the exports which, until that year,
averaged more than one-third of the total crop.
Prices rose very rapidly during the war, with those of
other agricultural products and, after a set-back in
1920, continued on afairly high level until December
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1929. They then slumped severely during 1930 and
1931, but rose again in 1932 when the tobacco crop
was very short. The total fall in the price of tobacco
has not been so great as in the case of other products.

Corn and hogs—anglicé maize and pigs—are almost
universally considered together. Only atiny fraction
of the huge harvest of corn is exported. By far the
greater part of the crop walks to market on the legs
of the hog. The family habits and reproductiveness of
the pig are the same the world over; so aso is the
tendency of farmers to over-expand when prices are
high. In nearly every country, therefore, prices of pork
and bacon vary upwards and downwards in a similar
pattern—a short cycle of four or five years. This is
true of prices for hogs in the United States. Since the
war, however, while the same cyclical movement is
observable, the general tendency of price is down-
wards. This is due partly to the depression, partly to
increased production in Europe, which reduced the
export market for the American product. Prices for
hogs held up longer than those for other commodities.
The average price received by producers was $8.53
per hundred pounds in December 1929, and $7.44 in
December 1930. It fell to $3.76 and $2.73 successively
in 1931 and 1932. Corn or 'maize’ which fetched 78
cents a bushel at the end of 1929 fell in the same
period to 70, 34%and finally to 18.8 cents.

Farmers in the United States have been blamed for
not curtailing production and thus mitigating the fall
in prices. This criticism is less than fair. The fall in
prices was due to a combination of causes, which were
international in character, and a reduction of exports
from the United States would not by itself have met
the situation. Moreover, a voluntary curtailment of
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production postulates a degree of combination among
farmers which could not have been reasonably ex-
pected of them. Experience the world over has shown
that while it may not be difficult for manufacturers to
combine to curtail output, itis different with farmers.
Their first instinct is to increase output in order to
recoup themselves for the lower profit on each bushel
or bale. Inthisway they aggravate the evil which they
wish to mitigate.

Fortunately the four great staple crops—wheat,
corn and hogs, cotton and tobacco—do not constitute
the whole of agricultural production. Milk and eggs
form a part, the importance of which is seldom recog-
nised. In 1929 the production of milk was worth twice
as much as the cotton crop, big as that was, and three
times as much as the wheat crop. Moreover, milk and
eggs, although the price fell by one-half during the
slump, fared better than those crops which were
affected by international markets. As a result the
value of milk and its products in the United States in
1932 was more than equal to the value of the corn,
wheat, cotton and tobacco crops combined. That of
eggs was not nearly so large, but it was greater than that
of wheat and nearly equal to that of the cotton crop.

What a condition is revealed when a fall of 50 per
cent in the value of products confined to the domestic
market can be regarded as a favourable feature! The
fall in agricultural prices as a whole was much more
severe than in industrial—badly as industry had fared.
Vis-a-vis the town population, the condition of the
farmers had deteriorated greatly. Their relative posi-
tion is usually expressed by what is known as the
‘farmers' ratio'. It is the proportion which the prices
obtained by the farmer bear to the prices of the neces-

H
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sary commodities which he purchases. Assuming that
proportion or ‘ratio’ to be 100 in 1909-1914, it stood at
95 inAugust 1929, but had fallento 52 three years | ater.

This fall in prices was unprecedented, but it was
only part of the plight of the farmer. He was in fact
between the upper and the nether millstone. Not only
had his income decreased disastrously, but his average
mortgage debt had 'increased in recent years. The
total of $3,300,000 in 1910 had increased to $9,500,000
in 1928—and in the latter year 42 per cent of all the
farms were mortgaged. When the average price of all
farm commoditiesin August 1932 was barely 40 percent
of what it had been three years previously, it needs
little imagination to realise how crushing a burden
the interest on these mortgages had become. Gross
farm income had fallen from nearly $12 billion to just
over $5 billion, and little was left to pay taxes and
mortgage interest after unavoidable expenses had been
met. Inability to pay these charges led to a number
of foreclosures by creditors in the case of mortgages,
and to the reversion of land to the State in cases of
non-payment of taxes. During the earlier years of the
depression, evictions were resisted by force in a number
of States. The decrease in the number of evictions in
later years, however, was due to a still more potent
cause—the discovery that to put in a manager or care-
taker involved greater expense than to leave the mort-
gagor in possession. It istrue that the farmer, as com-
pared with the unemployed workman inthetowns, had
food, fuel and shelter. The possession of that shelter,
however, might only be due to the unwillingness of
the mortgagee to evict, because evictions no longer
paid. Agriculture was in the worst plight within living
memory.
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The array of difficultieswith which the Government
was confronted was indeed formidable. The exports of
wheat, cotton, hogs and tobacco had been severely
restricted. Prices had been reduced by nearly 60 per
cent—a fall much more severe than that of the prin-
cipal commodities bought by farmers (which had
dropped 30 per cent), or of wholesale prices generally.
The carry-over of each of the principal crops was
greatly swollen and, unless it was reduced, it was bound
to overhang the market and to prejudice a recovery
in prices. Lastly, the pressure of mortgage debt was
crippling. Unless the slow process of foreclosure or of
composition with creditors was to work itself out, it
was essential for prices to be raised or for the rate of
mortgage interest to bereduced—or both. The problem,
moreover, was two-fold. It concerned the future as
well as the present. It was unlikely that the exports of
wheat and of hogs from the United States would ever
reach former levels. The choice, therefore, lay between
leaving the inevitable decrease in production to be
brought about by slow attrition and endeavouring to
help the process of readjustment through the agency
of the Government. The development of this policy,
however, was bound to take time, and immediate
measures were urgently needed to deal with the exist-
ing situation. A rise in prices was essential, but that
alone would not satisfy the farmers. It was necessary to
restore the pre-war 'ratio’ between farm prices and the
prices of commodities bought by farmers. To effect
this object a restriction scheme of some kind was
inevitable. The old adage:

that whoever could make two ears of corn or two blades
of grass, to grow upon a spot of ground where only one
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grew before, would deserve better of mankind . . . than

the whole race of politicians . . .
was reversed. The newest method of benefiting man-
kind was to make one blade of wheat grow where two
had grown previously. It was aso obvious that any
project would be ineffective which rested on a mere
undertaking by farmers to carry out its provisions.
The temptation to some of them to 'double-cross' their
fellows might be greater than they could resist. If the
scheme were to be a success the choice lay between
two alternatives. Either it must be compulsory or, if
voluntary, it must contain so powerful an inducement
to participate that it would not pay farmersto remain
outsideit.

TheAgricultural Adjustment A ct wasdesigned with
these requirements in view. A statement made by the
President some weeks before the Bill was introduced
gives a clear indication of the main features of the
forthcoming measure. After stating his intention to
extend the use of Federal resources in alleviating the
burden of mortgages, he continued:

The purpose is clear. The requirement is obvious; it is
to give that portion of the crop consumed in the United

States a benefit equivalent to a tariff sufficient to give
the farmers an adequate price. . . .

The plan must provide for the producer of staple sur-
plus commodities, such as wheat, cotton, corn (inthe form
of hogs), and tobacco, a tariff benefit over world prices
which is equivalent to the benefit given by the tariff to
industrial products, and that differential benefit must be
applied, so that the increase in the farm income purchas-
ing and debt-paying power will not stimulate further
production, additional production.

The plan must finance itself.

The method adopted is that of the voluntary domestic
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allotment plan which wasfirstdevised in 1927. It con-
sists of a clever combination of processing taxes and
restriction of production. Processing taxes are imposts
levied onthe 'basic’ agricultural commoditiesto which
the Act applies at the point at which they go through
the first process after the farmer has disposed of them.
By means of processing taxes, it is hoped to raise the
money required to provide benelit payments to those
farmers who curtail their production in accordance
with the Government plan. The amount of the pay-
ment in each case is based on a scale which varies
with the acreage and the yield of the ground with-
drawnfromcultivation. Whilethe general principle of
the scheme remains the same for all the crops to
which it is applied, no uniform method of application
is prescribed by the Act. The Secretary of Agriculture
is given authority in the case of any basic commodity
to devise and apply whatever scheme may be most
suited to the circumstances of the case. The original
list of basic commoditiesincluded wheat, cotton, corn,
hogs, rice, tobacco, and milk and its products. Several
other commodities have since been added, of which
meat is the most important.

The proposals are ingenious and they combine
several advantages. In so far as the farmers' total re-
ceipts are increased by enhanced prices and benefit pay-
ments, heisto that extent better off than hewas before.
Moreover, if the taxes out of which these payments
are made are borne by the rest of the community, his
‘ratio’ is proportionately improved and a step has been
taken towards achieving another of the main pur-
poses of the Act. The suggestion that the farmers'
receipts will be increased, or that his 'ratio’ will be
improved, involves of course the assumption that the
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middleman who buys his produce does not, as a conse-
quence of the tax, reduce the price to the farmer. In
the case of an export crop such as cotton or wheat,
the farmer need have little apprehension on this score,
since the international price governs the market.
Sooner than sell it for domestic purposes below that
price, he is free to export it. With a product which
is limited to domestic consumption the caseis very
different. If there is any surplus production, the burden
of the tax can be thrown back upon the producer so
long as the surplus lasts. The only way to meet this
is by the restriction of production. The market advan-
tage is then with the seller. Eestriction is made pos-
sible by the allotment of benefits. It is voluntary,
except in the case of growers of cotton and tobacco,
to whom compulsion—or penal taxation which prac-
tically amounts to compulsion—has been applied under
later Acts. Benefits, however, are only allotted to those
farmers who join in the restriction scheme, while the
tax is levied on the whole of the product which goes
into consumption. Farmers know, therefore, that if
they elect to stay outside the scheme, their crop will
not escape taxation, while the benefit will go to others.
Furthermore, the rate both of tax and of benefit is
deliberately planned so that they shall lose by stand-
ing aloof. They have, therefore, a strong inducement
to join in the scheme, in addition to the knowledge
that by so doing they can not only maintain the price
of their product but enhance it.

Control of production can also be applied to effect
the reduction of a large 'surplus' or carry-over. If the
planting for the year is restricted, and the crop in
conseguence is short, the last year's carry-over can be
reduced. On the other hand, what would have been a
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bumper crop if weather conditions had been favour-
able, isreduced by restriction to one of normal size, and
a further increase in the swollen carry-over is averted.

Cotton was the first crop to which the new restric-
tion scheme was applied. Its object was to reduce the
acreage by at least 25 per cent and the estimated crop
by three million bales. Cotton farmers were accord-
ingly invited to enter into contractswith the Govern-
ment to reduce their acreage under cotton by not less
than a quarter and not more than a half. They were
to be compensated by a payment on a rental basis,
which varied according to the previous yields of the
ground restricted, but averaged about $11 per acre.
As an alternative they were offered a lower rental with
an option to buy at six cents per |b. a proportionate
amount of the large surplus stocks of cotton owned by
the Government. To obtain the revenue necessary to
provide these benefits, a 'processing’ tax of 4-2 cents
per Ib. was placed on all cotton going into domestic
consumption. The response from the farmers was very
satisfactory. Over a million joined in the scheme and
approximately 10,400,000 acres were taken out of
cultivation. The scheme was only put into effect in
July, 1933, when the acres which it was agreed should
be withdrawn from cultivation were green with crops
in active growth. To plough in these crops seemed
both repellent and ridiculous. But it was done, and
it was justified by events. The year 1933 was a
bumper year, and the yield, but for the restriction,
would have been 17,600,000 bales—very nearly the
greatest on record. Had the whole of this crop been
harvested, the carry-over on August 1, 1934, would
have been swollen by another 4,400,000 bales, and
the price would probably have sunk to the lowest level
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ever reached. As it was, the price for the 1933 cotton
crop averaged about 9\ cents per Ib. In addition, cotton
farmers have received benefit payments amounting to
$160 million. The general condition of the cotton
districts, judged by mail order salesand similar criteria,
is more prosperous than it has been since 1930.

For the year 1934-1935 it was proposed that the
acreage should be further restricted to 25 million acres,
fromwhich, innormal times, acrop of 10 million bales
might be expected." The carry-over from the previous
year isalso about 10 million bales, and thetotal supply
of American cotton available will therefore be 20 million
bales. World consumption is expected to amount to 14
million bales. If, therefore, these estimates are realised,
thecarry-over for thenext year will besix million bales.
I'n other words, cotton stockswill bereduced to normal,
which is the object of the restriction programme.

It was intended that the scheme should continue
to be voluntary. The Bankhead Cotton Act, however,
introduced a compulsory system of allotment. Under
this Act, the acreage to be planted is first divided
among the different cotton-growing States. The
authorised acreage in each State is then sub-divided
and quotas are allotted to individual farmers. The
Bankhead Bill, at the outset, was not approved by
the Government. It was ascertained, however, that a
large majority of cotton farmers were in favour of the
principles which it contained and it was, therefore,
passed into law after a number of amendments to it
had been made. Asasystem of quasi-compulsory limita-
tion, itisaninteresting development, and iswell worth
watching.

! The actual yield of the 1934 American cotton crop has been put
(August) at 9,150,000 bales.
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The other original or 'basic' agricultural products
to which the Agricultural Adjustment Act applies are
wheat, corn, hogs, tobacco, rice and milk,* but it was
not possible to put a restriction scheme in force for
any of these until the present year. With the excep-
tion of milk and rice, the cardinal principle of the
scheme is the same for all products—the combination
of a processing tax on the product, with benefit pay-
ments to the farmers who participate in the scheme.
The application of the principle, however, and the
actual mechanism differs for each product. Tobacco,
like wheat, is an export crop. The difference between
the various types of tobacco, however, made it desir-
able to have a separate programme for each kind.
'‘Corn' and 'hogs' presented a peculiar complication.
They are the Siamese twins of agriculture, inseparable,
yet with distinct and often divergent characteristics.
It was only after considerable discussion that it was
decided to apply one combined scheme to corn and
hogs instead of two separate sets of proposals.

The wheat restriction scheme was announced on
June 20, 1933. Each producer was invited to reduce
his acreage by an amount not exceeding 20 per cent,
and in return he wasto receive a payment of 28 cents
per bushel on about five-sixths of his crop. As aresult,
7,600,000 acres or 11 per cent of the total acreage was
pledged to restriction. When the year ended, the actual
restriction of the acreage usually planted with winter
wheat was found to be 7-2 per cent. In order, however,
to satisfy the terms of the International Wheat Agree-
ment, it is necessary that the acreage of wheat in the
United States should be reduced to 15 per cent below
the average acreage for 1931-1933. The question then

! Cattle and some minor products have since been added to the list.
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arose whether additional steps for restriction would
have to be taken. L'homme propose, et Dieu dispose.
There came the intense and appalling drought in the
North-Western States. This wrought such havoc with
the wheat crop that it resulted in a reduction of
more than 200 million bushels. This far transcends all
restrictions required by the Wheat Conference. It is
not proposed to discliss here the general social and
economic results of the drought except to emphasize
the fact that the reduction in purchasing power caused
by the calamity has undoubtedly impeded recovery.
Its effect upon the wheat situation has been decisive.
It will effectively reduce the excessive carry-over of
329 million bushels ayear ago below the normal figure
of about 124 million bushels.

The burden of mortgage interest on farmers in the
United States has already been mentioned. It is the
second of the two plagues with which agriculture in
that country is afflicted. It is not a new visitation.
As long ago as 1916, the Federal Reserve Act was
passed to deal with long term mortgages. This Act
created twelve Federal Farm Land Banks, situated in
different districts, and they form the nucleus of the
present Farm Credit Administration. In 1923 the
system was extended by the Agricultural Credit Act,
which instituted twelve Intermediate Credit Banks.
In the following ten years the problem became in-
creasingly acute, through the growth in the volume
of mortgage debt in the first part of that period and
the fall in prices since 1929. In his efforts to help the
situation, President Hoover made great additions to
the existing credit agencies and increased funds were
provided by the newly created Reconstruction Finance
Corporation.



THE FARMERS 109

The inauguration of the present Administration was
the starting-point for further extensions on a great
scae. They were made by the Emergency Farm
Mortgage Act (as the second part of the Agricultural
Adjustment Act was called) and by the Farm Credit
Act of 1933. In March of the same year the system of
administration was greatly improved. Previous meas-
ures dealing with the subject Had resulted in a some-
what inchoate collection of agencies providing credit.
These were all brought together by an Executive
Order of the President and consolidated under the
title of the Farm Credit Administration, which now
has under its supervision all the public and semi-
public agencies supplying credit to agriculture.

The Farm Credit Administration is presided over
by a 'Governor' and is formed into four separate
sections—the land bank, production credit, inter-
mediate credit and co-operative credit divisions, each
under & Commissioner, as is shown in the accom-
panying chart.

Vi

FARM CREDIT ADMINISTRATION
WASHINGTON OFFICE

GOVERNOR ]

3 DEPUTY GOVERNOR
| GENERAL COUNSEL

]

i

LAND BANK
COMMISSIONER
Superuises-
12 Land Banks
4662 National Farm Loan
Associations
46 Joint Stock.L oan Banks
Commissioner's Loans

PRODUCTION CREDIT
COMMISSIONER

Superuisea-

12 Production Credit
Corporations

Production Credit
Associations

INTERMEDIATE CREDIT
COMMISSIONER
Superuises-

12 Federal Intermediate;
Credit Banks

COOPERATIVE CREDIT
COMMISSIONER

Superuises-

1 Central Bank: for
Cooper atives

12 Regional Banks for
Cooperatives

The country is divided into twelve regions, each
with its land bank, production credit corporation,
intermediate credit bank and bank for co-operatives,




110 THE NEW AMERICA CHAP.

supervised by the corresponding commissioner at head-
quarters. Each local land bank worksthrough numerous
national farm loan associations which are scattered
throughout the region. The capital of each of these
associations is subscribed partly by the parent land
bank and partly by the farmers themselves. Loans at
favourable rates are made by them to individual
farmers for buying land, improving buildings, liquidat-
ing mortgages and similar purposes. The organisation
of the production credit system which makes shorter
loans for crop production purposes is almost identical
with that of the land banks. That of the co-operative
credit system is very similar. The intermediate credit
bank does not make loans directly to farmers, but
extends credit to the institutions which make such
loans, such as the production credit corporation, or
banks, or live-stock loan companies.

The financial resources at the disposal of the Farm
Credit Administration have been greatly increased.
The Federal Land Banks have been empowered to
issue farm loan bonds to an amount of $2 billion
for making or re-financing mortgages. In addition, ap-
propriations have been made by the Treasury and
sums have been provided by the Reconstruction
Finance Corporation for a variety of purposes. With
the aid of these resources, the aggregate amount of
advances to farmers has grown rapidly, and on
April 30, 1934, it reached the total of $2582 million.
Striking asisthisfigure, itisnot morestrikingthanthe
scope of the assistance given. In the words of a recent
writer: "there is scarcely a purpose connected with
agriculture for which the farmer is not encouraged by
Uncle Sam to apply to him for aloan".

It is sometimes said by experts at the game that
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"Bridge begins where Culbertson leaves off". The
permanent problem of American agriculture begins at
the point at which recovery expedients come to an
end. With recovery, domestic consumption will ex-
pand and exports should increase once more—subject
to a more liberal tariff regime in the United States.
Even so, American agriculture at its present capacity
will be able to produce more’than can be absorbed
by both domestic and foreign markets. The problem
of the surplus and how to deal with it will remain.
Provisions for restriction which may succeed admir-
ably as temporary expedients cannot provide a per-
manent solution. The mere thought of myriads of
farms, each with isolated patches of land withdrawn
from the natural crop, and of numberless owners
receiving benefit payments in aeternum is enough to
show the absurdity of the suggestion. The choice,
therefore, lies between leaving events to take their
own course unguided and uncontrolled and making a
deliberate effort to withdraw from cultivation the
amount of land necessary to restore the balance be-
tween production and consumption. Calculations have
been made of the average acreage involved, and the
best estimate—where so many elements of uncer-
tainty exist—places it at 35 million acres of land of
average quality.

It is to this task—the withdrawal from cultivation
of 35 million acres of land—that the Administration
has set its hand. It is a formidable undertaking. In the
first place, it involves the purchase of large areas of
poor or 'sub-marginal’ land. All the land acquired,
however, cannot be sub-marginal. In deciding upon
the areas which are to be withdrawn from cultivation
some regard must be paid to regional considerations.
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It would not be a practical policy to concentrate the
bulk of the withdrawals on one or two areas, or leave
some states more or less derelict. Secondly, it is not
one problem but six problems, owing to the different
crops involved. The cultivation of some crops, such
as cotton, wheat and tobacco, ishighly concentrated,
as is evidenced by the very phrases 'the cotton belt'
and 'the wheat belt'. Corn and hog production is
dispersed over a wide area, and the milk industry is
scattered throughout the whole country. The problem
can also be attacked simultaneously in another way—
by laying down in grass land which is at present under
corn, i.e. by a change from intensive to extensive
farming. This course also has its difficulties, one of
which is the altered size of the farms that would be
required in any change-over from an intensive to an
extensive system. The immensity and the difficulty of
the task are obvious, whatever the plan or plans
adopted. But the only alternative is to allow the
reduction in cultivated land to be brought about by
the uncontrolled operation of natural economic forces,
which is another way of expressing the gradual
squeezing out by failure or by migration, with all the
hardships involved, of thousands of farmers who will
leave their farms behind them derelict.

This programme for the future, together with the
emergency measures of restriction and the provision of
credit for agriculture through the agency of the Farm
Credit Administration, form the three main points
of the agricultural policy of the Government. The pro-
gramme for the future excites apprehension by itsvery
size and complexity, but in fact it is the part. of the
Government policy about whichthereisleast need for
anxiety. Unlikethe emergency programmesfor the re-
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striction of crops, its method of operationisessentially
piecemeal. The cotton scheme of 1933 could not have
succeeded unless a large proportion of all cotton
farmers had been willing to participate. Under the
permanent programme, however, a large area can be
purchased here or a small area there, as opportunity
offers, and all that is done can be made to fit into the
general scheme. Such purchases are in fact under con-
templation at the present time out of funds provided by
thePublicWorksAdministration.ltisalsoclearthatthe
Government programme for the future does not attempt
to run counter to natural economic forces, but rather
endeavours to co-operate with them and to accelerate
their action—a co-operation which is quite compatible
with a mitigation of the hardships which those forces
might otherwise inflict. Each step taken in execution
of the programme is a step in the right direction. If
the policy, for financial or other reasons, is not carried
out in its entirety, the work done will not be wasted.
Much less will it be mere wreckage to be cleared away
before some other programme can be attempted. What-
ever is accomplished will be so much to the good.
Lastly, the scheme possesses an elasticity which is
essential. However careful the estimates for the future
demand for products, they may be falsified by changes
in tariffs abroad, or in habits of diet at home, or by
other new and unforeseeable events. If such changes
occur, the policy can be adjusted to meet the new
requirements.

The Farm Credit Administration is a development
of quite a different kind. It is admirable as a recovery
measure in both its specific and its general results. It
benefits the farmers. It helps to thaw the frozen streams
of credit and of trade. Itsfuture possibilities, however,
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also deserve consideration. As has been pointed out,
the kernel from which the present Administration has
grown was the system of Federal Farm Land Banks
which was created in 1916. They were established with
the aid of Government capital. It was contemplated
that the banks should ultimately be owned by the
borrowing farmers—and by the end of 1931 the
Government capital in ten out of the twelve banks had
been repaid. To-day, besides the investment of capital,
the Government has guaranteed more than
$2500 million of farm credit bonds. Is it going to
disengage itself and enable the group of Land Banks
and other credit agencies to be acquired by the borrow-
ing farmers, and thus to become private corporations?
Or are these agencies to continue to form part of a
State institution, purveying mortgage credit, inter-
mediate credit, production credit and crop loans to
every farmer in the United States? That would be a
very considerable inroad into the domain of private
enterprise. Other possibilities must aso be contem-
plated. What are going to be the demands made by
farmers and voiced by Congress? What opportunities,
on the other hand, are placed in the hands of an adroit
and determined administrator? He will have the power
to affect the well-being of farmers in a matter in which
they will be most sensitive to influence.

The restriction schemes raise considerations of yet
another kind. Their object is to control the volume of
production. There are two kinds of control, different
in their methods and in their effect upon individuals.
The Government scheme is of one kind; the Bankhead
Cotton Act is of the other. By the former method,
control is effected by creating artificially a level of
prices which in a normal year would lead to the
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production of a crop of the desired size. This is what
is done under the system of benefit payments and pro-
cessing taxes, and it is consistent with a maximum of
individual freedom and initiative. Under schemes of
thiskind anindividual is free to take up whatever class
of farming he prefers. The other method of restricting
production effects its object by licences or quotas. By
its nature a quota system is bound to put an end
either to free entry into the occupation controlled or
to free production by individuals within it, or both.
It may be necessary in an emergency, as a strictly
temporary expedient, but it is indefensible as part of a
permanent system. It is a bar to progress, for it not
only limits actual productionbutimpairsproductivity.
In a communist state limitations such as are imposed
by quotas are not prejudicial in so far as the profit
motive has ceased to exist. The encouragement of
productivity—directed or controlled as it may be—is
essential in an individualist system based on private
enterprise. It is impossible as yet to foresee how the
control of agricultural products in the United States
will develop.

In the restriction scheme for cotton some difficulties
are already becoming apparent. The normal consump-
tion of American cotton is 12 to 13 million bales.
According to the opinion of those who are best qualified
to judge, a price of 10 cents per |b. is sufficient to
induce the production of a crop of this average size.
What is likely to happen if thepriceis pushed up much
above this figure? If the control is only a temporary
expedient, farmers will rush to plant the areas now
restricted as soon as the control comes to an end,
a new period of over-production will ensue, and
another slump in cotton. Suppose that the control is

|
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made permanent. What then? America has to meet
the competition, small at present but with great
potentialities bothin quantity and quality, of Brazilian
cotton. A high price for American cotton, maintained
for a number of years, may stimulate a formidable
competitor.

Policies of restriction, devised to meet a glut or over-
production, are sometimes condemned on principle. To
those who take this view it seems wrong for the growth
of wheat to be restricted or for huge quantities of coffee
to be destroyed, when vast numbers of human beings
are in need of them. But restriction may be regarded
very differently by the farmer in Lincolnshire or the
Lothians, whose potatoes lie rotting in the ground be-
cause the market for them is glutted, or by the cotton
grower in Alabama, whose crop is unsaleable for the
same reason. The real fault—since fault there is—lies
in the recurrent dislocations of the capitalist system
which prevent demand and supply from meeting and
becoming effective at a reasonably stable price level.
The temptation to try to force prices up to too high a
level is inherent in any scheme of restriction, and the
danger of giving way to it is only too real. The history
of the years since the war is littered with the wrecks of
restriction schemes, and the lure of ahigh price has been
one of the chief causes of the wreckage. 1t will be most
interesting to see whether moderation can be observed
in the United States despite the pressure that will be
exerted. In the restriction of export crops, at any rate,
moderation is a pre-requisite of any likelihood of
SUCCESS.



CHAPTERV I
THE UNEMPLOYED

THE depression in the United States has resulted in
one change which is undoubtedly permanent. The
attitude of the nation towards unemployment is en-
tirely changed. Prior to 1929 relief of the unemployed
was regarded as a matter for charity. To-day it is
recognised to be rightly and properly a Federal, as
well asalocal, charge. Other developments may endure,
or they may melt away and disappear in the warmth
of returning prosperity. But the change of mind
towards relief has come to stay, and it is likely to
manifest itself in concrete form if the legislation lately
fore-shadowed by the President materialises. The
history of the depression in itself affords sufficient
reason for the change. Neither charitable efforts,
however highly organized, nor the resources of local
authorities and State administrations, could avail to
stand so great a strain. When the efforts of both
failed and Federal help still lingered, the unemployed
had to bear the brunt.

It is difficult to appreciate properly the suffering
caused by the enormous volume of unemployment
which followed thefinancial crash in 1929. The figure
of 13 millionunemployed men and women—staggering
asit is—does not adequately portray the plight of many
of them. In a community which had been wealthy
and secure and which had suffered few of the appre-
hensions of less prosperous nations, it was perhaps

117
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natural that provision—public or private—to meet
such an emergency should be inadequate. Such relieF
funds as were available in the different States had an
intolerable burden thrown upon them and were soon
exhausted. Private savings had in many cases been
swallowed up in the crash. Many families of unemployed
people had to fend for themselves, and they did so as
far and for as long as they were able. Shelter in many
cases was only available as long as landlords remained
lenient. When affairs were at their worst, food was the
one over-mastering need. To obtain it, men loitered
round docks and snatched at anything which was cast
out. Children ran errands or did anything they couldin
exchange for something to eat; pleading hunger, they
sometimes induced local grocers to give them a little
food. The numerous ways in which a family, concen-
trating its entire attention on food, managed to obtain
it, evidenced an ingenuity and perseverance which
testified to their need. Food when obtained, however,
was appallingly inadequate in quantity and in quality,
and the condition of children and sick people was
pitiable. In Great Britain, with its ordered schemes of
social insurance and other forms of relief, such a situa-
tion can hardly be realized. But it did undoubtedly
exist in a considerable number of places in the United
States. It was truly said by a social worker in Phila-
delphia that "people do not starve to death when
relief stops; they just starve, with the margin by which
life persists maintained by the pity of their neighbours
and by a sort of scavenging on the community".

Another fact stands out clearly from the history of
the depression. The unemployment which it brought in
its train was obviously not due to any local cause but
had its origin in movements and influences not merely
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nation-wide but international. It was only right, there-
fore, that it should be regarded as a Federal problem.
With a change of mind towards unemployment has
come a change of heart towards the unemployed. The
weakest human vessels still go soonest to the scrap-
heap; but that isno longer felt to be afull and sufficient
statement of the whole matter. In so deep an industrial
decline as the last, the great rhajority of the unem-
ployed were men and women of good average capacity.
Many of them were above the average, but where some
particular industry was hard hit, all alike, good, bad
and indifferent, were liable to be put on the street.
Ingrained tradition may have delayed the change in
national opinion, but when it came it was complete.
The President's promise, "No one is going to starve in
this country", left no room for doubt—nor did his per-
formance.

For more than three years unemployment had been
growing. No accurate statistics exist either of un-
employment or, in the earlier years, of relief, but ac-
cording to the most reliable estimates the number of
unemployed reached 3,200,000 in January 1930;
7,200,000 in 1931; 10,200,000 in January 1932; and
12,100,000 at the end of that year. In March 1933 it
amounted to 13,533,000 out of a total occupied popu-
lation of about 49,500,000. In other words, of the whole
occupied population (with the exclusion of agriculture)
more than one-third were unemployed.® Provision of
relief lagged hopelessly behind. In 1929 it had amounted
to $85 million, of which one-third was provided by
charity and two-thirds from public sources. In 1931
charity began to fail, and relief was given on an

! The figure of 49,500,000 includes rather more than ten million
farmers.
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increasing scale by State Governments. In 1932 State
relief inits turn became inadequate, and in July of that
year Federal aid was given for the first time. The sum
of $300 million was provided for loans to States for
purposes of relief. Of this sum $169 million had been
spent by the beginning of March 1933. At that date un-
employment had reached a figure hitherto unknown.
Assistance of some kind had to be given to nearly one-
quarter of the whole population of the country. This
was the problem which faced the new President.
Provision for the unemployed has now been made
by several methods; reabsorption of meninto industrial
employment; relief in the usual sense of the word; and
employment upon public works. The reabsorption of
men into industry was effected principally through the
instrumentality of the National Industrial Recovery
Act, and the codes established under it. The nature of
this Act and of the form of organisation created under
it has already been fully explained in Chapter V. The
number of men whose re-employment is attributed to
the N.l1.R.A. is sometimes placed as high as 3,000,000,
but was probably about 2,200,000, representing, if de-
pendents are included, about 4,500,000 persons.
Relief was governed by the Federal Emergency
Relief Act, whichwas passed on May 12, 1933. In that
Act the Government took a decisive step forward.
Hitherto, help tolocalitiesfor relief of the unemployed
had taken the form of loans made by the newly
created Reconstruction Finance Corporation. A cen-
tral department was now created, the Federal
Emergency Relief Administration, under a Relief Ad-
ministrator. The actual distribution of relief was left
in the hands of local officials. Supervision, however,
was exercised by the Central Government through
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local field officers appointed by the Relief Admin-
istration. These measures were supplemented by the
National Employment Service Act which was passed
onJune 6,1933. By that Act, the employment depart-
ment of the Department of Labour was expanded
into a Federal Employment Service. As in the
case of the Relief Act, the local administration was
continued in the hands of State authorities. They were
encouraged to set up employment bureaux by grants
from the Federal Government, and the renewal of
these grants served as an instrument for keeping the
local administrations up to the required standard.
The passing of these Acts, together with the creation of
the P.W.A. and the C.W.A., illustrate the complete
change in the attitude of the Central Government
towards unemployment. The manner of the change
was piecemeal, but the result is unmistakeable.
The Federal Government has assumed a responsibility
which it can never again evade or deny.

When the Relief Act was passed, the funds provided
by the measure of the previous year were nearly
exhausted. A new fund of $500 million was granted
for relief purposes, half of which was to be allocated in
grants to States on a contributory basis, while half
could be given at discretion according to need. Ab the
same time, the State Governments were apprised that
they and the smaller local authorities must do their
share. Through insistence upon this principle the
amount provided by local authorities was maintained
and State contributions were substantially increased.
The proportion of Federal grants to funds provided
locally varied very largely, ranging from 11 per cent
in Connecticut and 15 per cent in Maine and Wyoming
to nearly 100 per cent in Arkansas, Louisiana and
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South Carolina. This disparity was due to a number of
causes. The economic capacity of some States is much
greater than others, the per capita wealth of the richest
State being nearly five times that of the poorest.
Again, in some States the relief burden was much
heavier than in others, either through the plight of
industry or because of the larger proportion of negroes
in the population. It varied, for example, from 29 per
cent of the total families in the State of West Virginia
and 23 per cent in South Carolina to three per cent in
Vermont and two per centin Wyoming. Scales of relief
also varied greatly. They were lowest in States where
there was a large negro population, averaging from
$6 to $8 a month in Tennessee, South Carolina and
Arkansas, but reaching as much as $29 a month in the
State of New Y ork and $32 in Massachusetts.

The extent of relief increased considerably during
the early months of 1933. In January the number of
families on the roll exceeded 3,750,000. It rose to
a peak of 4,560,000 in March. During the summer,
the number fell as reabsorption into industry
began to take effect. The short-lived boom in July
1933 was followed by a set-back, and the numbers
on relief rose again. They fell once more to a little
over 2,600,000 in December, as a result of the ac-
tivities of the new Civil Works Administration. The
average number of families on relief during the year
was approximately 3,650,000, representing about
15,000,000 persons. The total expenditure throughout
the year amounted to $790 million, of which three-
fifths were borne by the Federal Government and two-
fifths by State and local authorities.

An interesting incident in the administration of re-
lief occurred in the autumn of 1933. Over a million
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hogs had been bought by the Agricultural Department
and had been slaughtered under its restriction pro-
gramme. As a result, the Government owned huge
quantities of pork, of which 100,000,000 Ibs. was taken
over at an agreed price by the Relief Administration
and distributed as relief. The distribution of pork was
followed by similar schemes dealing with flour, cheese,
butter, beans and canned beef. It was an admirable
arrangement. Indeed, it was a commonsense method of
combating starvation in the very midst—not only of
plenty—but of superabundance.

Theinstitution of Public Works wasthethird direct
method of meeting unemployment. Work was provided
by Emergency Conservation work under the Unemploy-
ment Relief Act; by the Public Works Administration
or PW.A.; and by the Civil Works Administration
or C.W.A. An extensive housing programme has
also been planned by the Government recently.
Emergency Conservation work was the earliest but
the least considerable of the different measures.
The Unemployment Relief Act was passed in April
1933, and established a Civilian Conservation Corps,
which has been already mentioned. This was an
admirable but very expensive scheme for giving em-
ployment to young men. It provided a six-months'
training for about 260,000 young men, at an average
cost of $93 a month.

No regular Public Works Administration existed
before 1933. In 1932 Congress, under pressure, had
passed the Emergency Relief and Construction Act,
which, inter alia, authorised loans up to $1500 million
for 'self-liquidating' projects. Less than two per cent
of this sum, however, had actually been spent by
March 1933. In June 1933, however, under the second
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part—or Title Il—of the N.I.R.A., the President was
authorised to establish a Public Works Administra-
tion under the control of an administrator. A speedy
increase of employment was explicitly mentioned as
the object of the Act. A sum of $3300 million was
appropriated. for the purposes of the Act, and it could
either be spent by the Federal Government itself or
lent to local authorities for carrying out approved
projects within a wide range of choice. The construc-
tion of new cruisers for the navy was deemed to be
a public work for the purposes of the Act. A grant of
30 per cent could be made towards the cost of an
approved scheme, and the condition that loans should
be 'reasonably secured' was not too severely construed.
Inthe words of Mr. Ickes, Secretary of the Interior and
also Administrator of the P.W.A., to a conference of
Mayors:

| don't mean that we shall be as finicky about the
security that you may offer as would be the investment
bankers with whom you are accustomed to deal.

The development of approved schemes, however,
even under these conditions, was disappointingly slow.
Since the boom in July, progress under the N.l1.R.A.
had not come up to expectations. In October produc-
tion showed a decline, and with the advent of Novem-
ber the position looked serious. Winter was near.
What steps should be taken? It was decided to speed
up re-employment by spending some of the money
appropriated to public works on projects which
could be put in hand rapidly. Hence the establish-
ment of the Civil Works Administration. In ad-
dition to State contributions, it received an initial
dowry of $500 million from Federal Funds, of which
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$400 million came from P.W.A. monies, and it was
placed under the same administrator, Mr. Henry
Hopkins, as the Relief Administration. The nature
and scope of the scheme was laid down at the start.
It was to be a recovery and not merely a relief pro-
gramme. Employment under the C.W.A. was not con-
fined solely to men out of work, and was to be deter-
mined by fitness for the work* to be performed. In
order to employ as many workers as possible, and yet
togivealivingwage, amaximum week of thirty hours
was established for manual workers under the scheme.
The same scale of wages was adopted as that pre-
scribed by the Public Works Administration. Clerical
and professional workers were paid the current rate
of wages for the district, but with a minimum of $12
a week in the Southern States and a higher range of
payments in the North. Work started on November 9,
and was pushed ahead with great vigour. All men
on work-relief throughout the United States were
transferred to employment under the new scheme.
The number employed by the C.W.A. was 954,000 in
November 1933; 1,524,000 in December; 4,039,000 in
January 1934, and 3,876,000 in February. This result
was obtained through enlisting the co-operation of
the Governments in the different States of the Union,
under whose superintendence seven-eighths of the
work was carried out. Some of the projects undertaken
consisted of little more than the execution of repairs
and upkeep which had been postponed through finan-
cial exigencies during the depression. Others were of
a kind with which every local administrator in Great
Britain is familiar—work on roads and highways,
improvements to parks and playing-grounds, repairs
to schools and other public buildings, development of
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public lands, schemes of sanitation and water supply
—work which was of some permanent public utility,
but which would not have been undertaken by the
local authority if left to its own resources. A feature
of the administration consisted of schemes for ‘'white-
collar' workers, which varied from employment which
was mainly clerical to work like the geodetic survey,
which gave occupation to technical and professional
men.

An organisation extemporised so rapidly and on
SO great a scale could scarcely hope to escape
criticism. The work of the C.W.A. was no exception to
the general rule. Very general criticism inthe United
States has been occasioned by the bad feeling and
unsettlement created where the scales of payment
under the C.W.A. exceeded those of regular workers.
In one instance it led to a public dispute between
General Johnson, Administrator of the N.R.A. and
Mr. Harry Hopkins, Administrator of the C.W.A. In
some districts regular lumbermen get 24 cents an
hour under the code approved by the N.R.A ., whereas
a rate of 40 cents an hour was approved for similar
relief work under the C.W.A. in the same neighbour-
hood. The General complained of the discontent which
this created among the lumbermen. Mr. Hopkins
retorted that when the total weekly payment to men
onrelief work did not exceed $9, and in someinstances
$7 aweek, it could not be called excessive. Difficulties
of thiskind areinevitablewherever relief workisgiven
and they are by no means confined to the United
States. They have notinfrequently occurred in England
where unemployed men were put on road work. Rates
paid for this labour were in excess of current agri-
cultural wagesin the neighbourhood and farm labourers



vii THE UNEMPLOYED 127

inthedistrict complained accordingly. In Americathis
difficulty is accentuated by the existence of negro
labour. The regular rates for negro labour are less, with
certain exceptions, than those paid to white men. The
United States Constitution, however, knows no differ-
ence between white or black among its citizens, and
relief rates have been the same for both. This has
led to heartburnings. In some “cases employers com-
plain that negroes are induced to leave employment
which is paid for at rates which have previously con-
tented them. On the other hand, negroes and those
who speak for them, urge that they do in fact receive
differential treatment because they are given fewer
hours of relief-work than unemployed white men. Such
troubles cannot be avoided in the circumstances, but
they will leave a soreness and discontent behind when
normal conditions return.

'‘Graft' was another matter for criticism. Instances,
real or alleged, were not infrequent in the newspapers,
and it seems clear that some cases did occur. Indeed,
something of the kind was inevitable. The improvisa-
tion of schemes of employment under the C.W.A. was
pushed through with great speed and, under such
conditions, loop-holes are always left, by which the
‘grafter’ can creep in. It does not appear, however,
that the total amount of leakage and dishonesty was
really very great.

Whether or not this was a contributory cause, a
change of policy was announced by the President
on February 28, 1934. The reason given was that the
C.W.A. had only been intended to tide the men over
the winter. In the spring the normal increase in em-
ployment would reabsorb the majority of them. Those
who were still unemployed should be dealt with by
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methods suited to the nature of their case. Depressed
areas or towns needed different treatment from a
number of unemployed men scattered throughout a
great city. The C.W.A. was, therefore, demobilised and
work on the different undertakings ceased as rapidly
as circumstances would allow. The numbers employed
fell to 2,937,000 in March and in April to less than
100,000, who were retained to complete some minor
projects. The work of providing employment or of
giving relief was left to other agencies to continue.

It is a common experience that the discontinuance
of a privilege or an advantage once granted creates a
spirit of discontent which otherwise might never have
come into being. The activities of the C.W.A. provide
an illustration in point. In a considerable number of
cases cessation of employment under the C.W.A. meant
reversion to relief with its much lower scale of pay-
ments. Not unnaturally discontent resulted. This is
believed to have been organised and fomented by
communistsin New Y ork and one or two other places,
and some disturbances occurred. A new Emergency
work programme provided for 800,000 of those whose
employment under the C.W.A. had been so terminated.
A great part, however, were able to find work in the
normal way. The seasonal improvement in trade which
usually takes place in the spring was more marked
than usual inthe early months of 1934. Manufacturing
production which had stood in the previous December
at 73 per cent of the 1923-1925 average increased to
80 per cent in February and to 85 per cent in April.
Lastly, the PublicWorksAdministration now beganto
play a more prominent part. Part of the schemes under
the P.W.A. were Federal; part were State or municipal;
and part of its expenditure was on loans to railways.
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While some of the smaller schemes could be put
into operation quickly, the greater part took time to
mature. Hence the slow growth of actual employment
under the P.W.A. up to the end of 1933. In the New
Year, however, the figures began to increase rapidly.
In February 1934 the average number of persons
employed was 386,000, rising in April to 680,000. It
was estimated that it would reach a peak of 883,000
in July 1934 and taper off gradually to 277,000 in
December. The effect of expenditure on public works
as a stimulus to recovery is discussed in another
chapter. From the point of view of the taxpayer it is
of interest to note that the average expenditure on
all forms of relief per family in the United States is
about $18 per month; under the C.W.A. it reaches a
figure of $52 per month for each individual employed;
and each man-month of one hundred hours under the
P.W.A. costs $150 on State and municipal schemes
and $200 on Federal projects.

One method of relieving unemployment has been
sadly neglected until recently by the American
Government. Of all forms of public expenditure in a
time of depression housing development is the most
valuable. It creates employment; it meets what is, in
many American cities, a pressing social need; it pro-
duces objects of permanent utility; it assists industry
in the manner which is most needed by stimulating the
demand for building materials; and it need not entail
any serious burden on the taxpayer, provided that
the charges for materials and for labour are not so
enhanced as to make the cost prohibitive.

Housing schemes possess this further advantage.
They cannot be extemporised in the same way as work
on parks or pleasure-grounds or roads; but they do not
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need the lengthy preparation and planning involved in
the building of a great bridge. A year should be a
sufficient period for getting schemes under way for
building small dwellings. For all these reasons the
unaccountable delay in housing development since
the present Government came into office is the more
regrettable.

A new attempt to deal with the question is now being
made under the National Housing Act which was
introduced into Congress on May 14, 1934, and which
was passed on the last night of the Session. The
Act is likely to prove one of the most important
measures passed by the 73rd Congress. A Home Credit
Insurance Corporation is created under it, with a
capital of $200 million, for the purpose of insuring
mortgages made on dwelling houses of a small or
medium size, and on loans for alterations and improve-
ments. To qualify for insurance under the Act, the
houses must be owner-occupied and mortgages must
satisfy the conditions laid down by the Act as to the
rate of interest charged. The cover given is limited to
60 per cent of the value of existing buildings and 80 per
cent of that of new buildings. The Act also authorises
the establishment of mortgage corporations which can
rediscount mortgages and thus release fresh funds for
investment. Lastly, the capital of the existing Home
OwnersL oan Corporationisincreased fromtwo to three
billion dollars. More than one useful purpose may be
achieved by the Act. The existing indebtedness on house
property amounts to $21 billion, and it is hoped that
the burden of this may be substantially reduced. If the
project is successful, private capital willbeattracted in
considerable volume into thefield of residential house
" building. In that event the social utility of the Act
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will be great, and the recovery value will be equally
important. Employment on a large scale should be
provided by the improvement schemes and, as the
policy develops, by the erection of new houses. The
most intractable part of the recovery problem in the
United States has been the delay in the revival of the
demand for durable goods, and particularly in the
construction industry. The encburagement, therefore,
of the investment of private capital on alarge scae
in building construction will, if it succeeds, be a most
valuable stimulus to recovery.

Atfirst sight, the P.W.A. and the C.W.A. may seem
an uninspiring topic and the least interesting in the
President's Recovery Programme. But they raise
wider issues than would be gathered from public dis-
cussion of them in the United States. The projectsin-
itiated by the Government differ greatly in character.
Many of the public works financed in whole or in part
by the P.W.A. are of genuine public utility. At the
other end of the scale are the many instances of work
in local districts, which was created to serve as a
vehicle for relief and which would never have been
undertaken otherwise—a dole, in fact, disguised under
the thinnest of camouflage. The C.W.A. was a later
creation than the P.W.A., or the Relief Administra-
tion, and it occupied a position mid-way between
them. It was intended to act quickly and it was, there-
fore, not so particular as the P.W.A. as to the full
value of the work done. On the other hand, its projects
were to be businesslike and carried out by business-
like methods. Work relief was to give place to relief
work. In many cases, every effort was made to main-
tain these standards. But there were great variations,
and on the whole it may be doubted whether business

K
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conditions of work were consistently maintained in
more than a fraction of the projects undertaken.

To American opinion this fact does not appear very
shocking. Better work relief than that abomination—
the 'dole’. The nature of the work, however, and of the
conditions under which it is done make all the differ-
ence. There is nothing abstruse in the question. It is a
matter of ordinary human nature. If a man likes his
work, he will labour at it without any spur. But most
work is not loveable, and a spur is needed—whether it
is ambition, or his weekly pay-envelope, or keeping his
job. The habit of slovenliness or slackness, which
comes of aimless work done without strict supervision
leads to demoralisation which is worse and more en-
during than that produced by the payment of a 'dole'.

It is natural that public opinion in the United
States should be slow to come round to this view. For
many years there had been work for all. The man who
needed relief was despised as a worthless work-shirker
wllo boarded a freight train when he could no longer
cadge a subsistence from people around him. Again,
Americans, like the rest of the world, had read day by
day in the years up to 1931 of the defects in the
British unemployment insurance system.

In Great Britain the course of unemployment in-
surance has been illuminating. The system has been
perverted and abused. In the end a clean cut has been
made between unemployment insurance, properly
so-called, and the thinly camouflaged relief in the form
of 'transitional benefit' which could with truth be
called a 'dole’. The question of moment in Great
Britain—a question which only the future can decide
—is whether an unemployment system can continue
indefinitely to function side by side with a central-
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ized scheme of public assistance, which gives equal or
greater payments. In America the President has now
made it known that a measure of unemployment in-
surance will be introduced in the new Congress. |t
will be interesting, in the light of the British and the
German precedents, to se what form of scheme will
be adopted. Whatever may be the nature of the scheme,
however, experience has proved that to ensure success
two cardinal principles must be observed—unswerving
adherence to the insurance principle and strictness of
administration. In England, the first departure from
the true insurance principle was made with the best of
intentions, but it was the direct cause of most of the
subsequent troubles. A tendency to 'liberalise’ benefits
may be a real menace in America, and the possibility
of lax administration in some States of the Union is
not an idle apprehension. If the straight and narrow
path of adherence to the insurance principle and of
strict administration is followed, there is no doubt of -
the advantage that may be gained by a good unem-
ployment insurance system, provided that it is started
under suitable conditions. It will help to sustain
an effective demand_for goods in a time of declining
trade and by so doing to maintain the standard of
living and prevent the extreme hardships which have
been suffered in the United States during the last four
years.



CHAPTER VIII
THE DOLLAR

OF all the activities of the American Government
during its first year, the successive phases of its mone-
tary policy have been the most puzzling. The course
of the dollar has been like the flight of a snipe—now
up, now down—with changes of direction which have
defied prediction. To some people in Great Britain
these changes have been agonising, to others merely
inscrutable. They become intelligible, however, if the
special difficulties of the United States are borne in
mind. One of these is the natural desire of a 'Govern-
ment of action' to show rapid results in dealing with
widespread distress. The other is the urgent need for
a rise in prices owing to the pressure of the gigantic
burden of internal indebtedness. The debt of the
central Government was comparatively small, but the
total of State and municipal debts, railway bonds,
farm mortgages, urban real estate bonds and mort-
gages, corporation bonds and other obligations reached
the huge figure of $115 billion.

When the Government assumed office, it showed no
intention of departing from strict financial orthodoxy;
of leaving the gold standard; of currency manipul ation;
of attempts to raise prices by monetary methods; or of
introducing unbalanced budgets. All indications were
to the contrary. After dealing with the immediate
needs of the banking collapse, the first measure taken

by the Government was to balance its budget. The
134
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task was not quite so heroic as that which faced the
British Government in August 1931, or the French
Government in April 1934. To cut the veterans
pensions, however, by over $400 million was no mean
undertaking. The straitest sect of orthodox financiers
could not have done more. Nor couldthey have cavilled
at the embargo placed on gold exports on March 10, as
being anything more than a mere precaution, seeing
that the banking crisis was not yet wholly surmounted.
Moreover, the embargo was not strictly enforced, and
gold was allowed to move freely.

As the weeks drew on, however, and A pril succeeded
March, the pressure of the volume of indebtedness
began to be increasingly felt. Thisis evidenced by the
Agricultural Adjustment Act, which was introduced
and discussed during those weeks. The second part of
this Act bears the sub-title of the 'Federal Emergency
Mortgage Relief Act’, and provides for the re-financing
of farm mortgages by the liberal use of Federal credit.
It was clear that if only prices would rise substantially
the difficulty would solve itself. Otherwise, the sole
alternative was a long series of multitudinous bank-
ruptcies and compositionswith creditors, which would
involve great hardships and of which no one could fore-
e the possible reactions. So far, however, no active
steps had been taken to raise prices, not even the
orthodox method of lowering interest rates through
open market operations by the Federal Reserve Bank.
Moreover, every indication was given by the Govern-
ment of its intention to act in concert with other
nations and to pursue with them a policy of world
currency stabilisation on a gold basis. In the third
week in April Mr. Ramsay MacDonald visited the
United States. His visit was followed by that of
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M. Herriot, representing France, and of Signor Jung, on
behalf of Italy. A joint statement was published after
each of these visits. In the British-American state-
ment, the desirability of a rise in prices was given
special prominence, but the need for international
action and for securing currency stabilisation on a
gold basis was emphasised in them all. Meanwhile the
pressure for inflation in order to cause a rise in prices
was being increasingly exerted by the farmers' repre-
sentatives in Congress. It resulted in the introduction
on April 20 of the celebrated amendment by Senator
Thomas to the Agricultural Adjustment Bill. By this
amendment the President was given wide powers of in-
flation. He was empowered to instruct the Treasury
to sell Federal securities direct to the Federal Reserve
banks to the extent of three billion dollars; to issue
'‘Greenbacks' (as the United States dollar notes are
termed) to asimilar amount; to reduce the gold content
of the dollar to an extent of not more than one-half;
and to "fix the weight of the silver dollar ... at a
definite fixed ratio to the gold dollar", according as
he might think necessary. It is significant to note that
power was also given to the President, with the con-
sent of the Federal Reserve Board, to put a brake on
possible inflation by curtailing the creation of bank
credit. The main importance of the Thomas amend-
ment, however, lay in the fact that from this time on-
ward the inflationary powers were there—ready to use.
The President was not compelled to drink of the cup of
inflation but it was placed ready for him to 'put his
lipsto if so disposed'. The way to inflation was open
if it were desired to takeit.

The subsequent development of American policy
was of course continuous and cannot berigidly divided
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into sections. At the same time, it fallsinto fairly dis-
tinguishable phases. The second phase lasted from the
end of April 1933 until the break-up of the World
Economic Conference in August of that year. Up to the
end of this period, the Government still adhered to the
policy of concerted international action. The Presi-
dent's message on May 16 to the forty-six nations of
the world was clear upon this point:

The world facesacrisis of thefirst magnitude. If normal
lifeisto be resumed, the World Economic Conference must
be made a success. It must not only meet soon but come
to its conclusions quickly. The task is so complex and
difficult that, unless it is approached by all nationswith
the fullest and sincerest desire to arrive at a result, the
Conference cannot succeed. But the other course before
the world is clearly an increase in economic warfare and
all nations must co-operate in attempting to avoid this
alternative.

The change of orientation, however, whichhad already
begun was becoming more apparent. It was desired to
raise prices and to do so quickly, and it seemed that
this could be done by domestic action. The abandon-
ment of the gold standard on April 20 was followed by
ariseinthepricenot only of securitiesontheNew Y ork
Stock Exchange but also of commodities. In May there
was a further rise in anticipation of the National
Industrial Recovery Act, and by June 12, the day upon
which the London Conference opened, wholesale prices
were already twelve per cent above the level of two
months previously and sixteen per cent higher than
when the Government came into power. In such
circumstances it was not surprising that among the
objectives of national policy, stabilisation of inter-
national exchanges should take second place to a
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rise in prices, and that there should be a shift of em-
phasis from international to domestic action. At the
same time no incompatibility between the two was
as yet apparent and there was no official change of
policy.

The London Conference opened on June 12 and
two main Committees or 'Commissions’ were set up
—the monetary and. the economic. On June 19
Senator Key Pitman, on behalf of the American
delegation, introduced a resolution at the Monetary
Commission which emphasised in the strongest terms
the need for the stabilisation of exchanges and of a
return to the gold standard. The Commission proceeded
to discuss the question during the following days,
taking the resolution as their text. Meanwhile in-
formal negotiations were taking place outside the
Commission and rumours of disagreements became
current. Attempts had been made by representatives
of Great Britain, France and America to reach an
understanding on the question of stabilisation. In
the course of their discussions attention was called to
the wide powers of inflation which had recently been
granted to the President. Great Britain and France
were afraid lest the use of these might prejudice the
stability of any arrangements which might be reached.
They asked, therefore, for an undertaking by the
President that the use of these powers should be
limited. The request coincided with a rise in the ex-
change rate of the dollar and a temporary break in
stock exchange prices in the United States, and public
opinion in that country reacted violently against any
proposal for stabilisation on the ground that it would
prevent arise in prices. As aresult of this, the Ameri-
can Government issued instructions for the currency
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negotiations to be broken off, and on June 22 the
whole situation at the Conference was altered by an
official statement issued by the American delegation,
to the effect that the American Government at Wash-
ington now found that measures of stabilisation would
beuntimely:

The American Government at Washington finds that
measures of temporary stabilisation now would be un-
timely. Thereason why it is considered untimely is because
the American Government feels that its efforts to raise
prices are the most important contribution it can make
and that anything that-would interfere with these efforts
and possibly cause a violent price recession would harm
the Conference more than the lack of an immediate agree-
ment for temporary stabilisation.

All was not yet at an end with the Conference and
discussions continued on the question of credit and
prices. Onthis subject the British and American views
were more in accord. Both countries desired arise in
prices—as contrasted with the French who were not
desirous of any such rise, at any rate in France. Mean-
while, a fresh attempt was made in London to reach
an agreement on stabilisation, and aprovisional under-
standing was reached. This was submitted to Wash-
ington. Instead of approval, however, it elicited from
the President the now historic message rejecting it.
It is easy to understand the reason for the reply if the
special difficultiesinthe United States are appreciated.
A speedy rise in prices was now the chief object of
American policy. To achieve this end they had already
employed open market operations. The use of two
additional methods—the establishment of industrial
codes and a great" programme of public works—had
been approved by the signature of the National In-
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dustrial Recovery Act only a few days previously.
Other inflationary powers had been placed in the
hands of the President. Was he to forswear the use
of them? The request that he should do so might be
based on the highest banking opinion, but banking
opinion at that moment was just as much at a dis-
count—and with some reason—in the United States
as it was respected in Europe. Moreover, the size
and self-sufficiency of the United States render it
more comparable to the Continent of Europe than
to any one European country, and this naturally
encouraged the belief that in raising prices they could
work out their own salvation independently. It was
not surprising, therefore, that when there appeared
to be an incompatibility between the domestic policy
of raising prices and the international policy of
stabilisation, it was the latter which went to thewall.
It was also not surprising that both the matter and
the manner of the rebuff upset many of the Euro-
pean representatives at the Conference. The bitter-
ness of it was beyond sweetening. Up to the eleventh
hour the endorsement by the United States of the
need for international stabilisation and of a return to
the gold standard had been emphatic. Now, of a sudden
itwas all thrown over. What had in fact been a gradual
shifting of weight in the balance seemed to continental
statesmen like a sudden change as unaccountable as it
was upsetting. Certainly it was complete. The Presi-
dent's message was like a high explosive. It shattered
the Conference. Some of the fragments were subse-
quently pieced together, but its real usefulness was
utterly destroyed.

From July 3 to October 22, 1933, the United States
was absorbed in its domestic policy, while Europe was
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an interested, disillusioned, sceptical and not very
benevolent spectator. No use was made of the in-
flationary powers of which France and Great Britain
had been so apprehensive. Currency policy, in other
words, marked time. Appropriation of money for
public works did not and could not have any imme-
diate result. For any effect in raising the price level
during these weeks the Government relied on the
development of the N.R.A. and—to a much lesser
extent—on the A.A.A. The work of the N.R.A. was
pushed forward with great zeal and activity and
riveted public attention inthe United States. It caused
the re-absorption into industry of a large number of
unemployed workpeople—probably two millions by the
middle of October—and thus substantially relieved
unemployment. But as regards prices and production,
results were much less satisfactory. In July speculative
anticipation of increased costs under the codes sent
prices up to 32 per cent above what they had been
at the beginning of March. They then gradually sagged
back again to 28 per cent. Production followed a
similar course. It rose in July, through speculative
buying, to more than 50 per cent above the level of
March and then declined again steadily. The whole
result was disappointing. The dollar, which on July 3
had sunk to 76 per cent of its par value, pursued
itsdownward way somewhat irregularly to 68 cents on
October 17. Prices, as compared with production, had
sagged comparatively little from the highest point
reached. The rise, however, had stopped, and the net
gain either in prices or in production was not at all
commensurate with the fall of the gold value of the
dollar.

In the middle of October, some new development
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was due. The President's expressed determination to
effect a rise in prices was unaltered:

| am not satisfied either with the amount or the extent
of the riseand itis definitely part of our policy to increase
therise. ... If we cannot do it thisway, wewill doitin
another. Do it, wewill.!

Whichway would it be? On the one side were ortho-
dox opinion and the sound money people. These were
of many kinds. They included bankers and other
capitalists, and the American Federation of Labour.
They desired stabilisation and hoped that a successful
conversion of Government debt on a small scale in the
middle of the month might prove an inducement to
the President to pursue that policy. At the other
extreme were the out-and-out inflationists. To them
belonged the farmers and also a section of industrial-
ists, such as the members of a body recently formed
under the high-sounding title of 'The Committee of
the Nation'. The President chose a middle policy,
which is generally associated with the name of Pro-
fessor Warren. It was outlined in a radio speech by
the President, which well deserves reading for the
light which it throws on other objects and motives
besides those which affect the currency policy. In it
the President stated:

| am going to establish a Government market for gold in
the United States. Therefore, under the clearly defined
authority of existing law, | am authorising the Recon-
struction Finance Corporation to buy gold newly-mined
intheUnited Statesat prices to be determined from time to
time after consultation with the Secretary of the Treasury
and the President. Whenever necessary to the end in
view, we shall also buy or sell gold in the world market.

! Radio speech of October 22, 1933. -
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My aim in taking this step isto establish and maintain
continuous control.

This is a policy, and not an expedient. It is not to be
used merely to offset a temporary fall in prices. We are
thus continuing to move toward a managed currency.*

The first purchase was made on October 25. At the
outset, only newly-mined domestic gold was bought,
but a few days later purchases were extended to
foreign gold. In neither case were they considerable.
By the end of the year, the total only amounted to
$21 million of domestic gold and $54 million of
foreign gold. Dealings in exchange were so restricted,
however, that with the aid of 'bear' speculation, the
gold purchases, small as they were, had considerable
effect in keeping down the exchange value of the
dollar, which would otherwise have risen. By Janu-
ary 2, 1934, the dollar had fallen to 63 cents. Prices,
alas, proved intractable. Indeed, they actually slipped
back a point, and, in terms of gold, the fall was con-
siderably greater.

Inthe early days of 1934 which followed the meeting
of Congress, the minds of all were preoccupied by the
astounding figures of emergency expenditure called for
by the President, and by the size of the budget deficit.
Opinion, however, was still active on the question of
currency policy. Adherents of the theory that prices
could be raised by purchases of gold stated that the
theory had never been properly tested. It required
that gold should be bought and sold freely at the
price fixed for the value of the dollar, and this had
never been done. At the same time, silver enthusiasts
were busy, and a Bill establishing a complete bi-
metallist system was introduced into the Senate. The

! Radio speech of October 22, 1933
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advocates of sound money, on the other hand, were
hopeful that events would lead the President to
stabilisation. In view of the budget deficit, the Presi-
dent might wish to obtain the profit that the Treasury
would gain if the gold stock of the country were
revalued in terms of depreciated dollars. To this end
definite devaluation was necessary, and this involved
stabilising the dollar: Moreover, stabilisation would
help to maintain confidence, and this would assist
Treasury reborrowing to meet the Government obliga-
tionswhich would be falling due for repayment.

On January 15 the eagerly expected message from
the President was received by Congress. It was fol-
lowed on the next day by the Gold Reserve Bill
which, after some days of discussion in the Senate,
became law on January 30. The Act contained four
principal provisions:

(i) The President was empowered to stabilise the dollar
and to vary the stabilised value between the limits
of sixty per cent and fifty per cent of its former gold
content;

(ii) The ownership of all the gold in the country was
vested in the Treasury. In return, the Federal Re-
serve Banks were given gold certificates to an amount
in dollars equivalent to the old par value of the gold
which was taken over. In this way, the profit of
$2,800,000,000 which resulted from the devaluation
accrued to the Treasury.

(iii) A stabilisation fund was created of $2000 million
and was placed under the exclusive control of the
Secretary to the Treasury.

(iv) The Secretary to the Treasury, with the approval of
the President, was empowered to buy and sell gold
abroad.

On the" following day the President issued a Pro-
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clamation by which the dollar was provisionally stabil-
ised at the rate of $35 for an ounce of gold, or 59*06 of
its former gold content. The proclamation was fol-
lowed by a huge influx of gold from Europe, and after
about a week of uncertain movements the exchange
value of the dollar sank to its new gold parity of 6-68
cents to the French franc.

The Gold Reserve Act was Hot the only currency
measure passed during the Session of 1934. The Silver
Purchase Act—a compromise measure—was passed
late in the Session as a result of many manoeuvres and
parleys between the Administration and the silver
advocates in Congress. The Act provides that one-
quarter of the metallic basis of the currency should
consist of silver or, in other words, that the proportion
of gold to silver should be three to one. The Secretary
to the Treasury was empowered to buy silver situated
in the country at a price not exceeding 50 cents an
ounce, and a later section in the Act gives authority
to the President, if he thinks necessary, to acquire all
the silver in the United States. The President exercised
this power by Executive Order on August 9, and, with
certain specific exceptions, the Government purchased
all stocks of silver in the country at a price of 50-01
cents an ounce, the current market price being about
48 cents.

The present stock of gold amounts to $7700 million.
Under the Act, the government stock of silver must
be made equal to one-third of this amount, i.e. about
$2567 million, in order that silver may form one
quarter of the combined total. The existing stock of
silver coins is about $840 million. The additional
currency, therefore, made possible by the Act is a
little over $1700 million. It is obvious that the power
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to put into circulation so large an addition to the
currency creates great possibilities of inflation. Dis-
cretion as to the exercise of these powerslieswith the
President. The new Order of August 9 gave rise to new
rumours of impending inflation on a great scale. But
the need for maintaining Federal credit unimpaired
remains as strong a reason as ever for preserving the
value of the currency.

Two assumptions have been implicit in the cur-
rency policy of the Government during the greater
part of its term of office. The first is that the level of
domestic prices can be increased by depreciating the
currency. It is quite true that some change in prices
is effected. The price of raw cotton, for example, is
international, and a fall in the exchange value of the
dollar is bound to increase the price in cents paid to
the American exporter. At the same time, depreciation
of the currency checks imports and raises the dollar
price of goods which are still imported. It also stimu-
lates exports. Both of these results tend to raise the
American price-level. It is obvious, however, that the
degree to which international prices are raised in any
given interval of time depends on the strength of the
influence exerted by such exports and imports. In
other words, it is determined by the proportion which
the foreign trade of a country bears to its total trade,
domestic as well as international. In Great Britain
and in Belgium, the whole structure of the country
is permeated with foreign trade, and the results of
depreciation spread rapidly. In France and in Italy,
the effect is appreciably slower. Under certain cir-
cumstances, moreover, the effect of devaluation is to
depress prices in the world generally rather than to
raise them in the country in which devaluation takes
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place. This is what happened when Great Britain left
the gold standard. She was the chief importer of
raw materials. Keen competition for her market pre-
vented prices from rising in England, and exporting
countries, such as Denmark, were forced either to
leave the gold standard themselves or to accept pro-
portionately lower prices when measured in terms of
gold. The United States is the, second greatest im-
porting country, and there is evidence that devalua-
tion of the dollar has had its influence in depressing
prices in the countries from which her imports are
derived. At the same time the foreign trade of the
United States is very small in proportion to her in-
ternal trade. The depreciation of her currency, there-
fore, is not likely to raise domestic prices to any
appreciable extent in a short space of time.

Depreciation of the dollar was also advocated by a
considerable body of opinion for the other reason
which has been mentioned—the stimulus which it
would give to the export trade. The recovery of
British trade, after the abandonment of the gold
standard, was quoted as an argument in support of
thisopinion. To alimited extent, events have justified
the advocates of this view. Substantial devaluation
of the dollar began with the gold buying operations
of the autumn of 1933 and was completed by the pro-
visional stabilisation at the end of 1934. In the first
half of 1934 the value of exports in dollars in-
creased by 50 per cent above the corresponding period
of 1933. The improvement is substantial, but not
particularly striking when the extremely low level in
1933 is taken into account.

Considerable importance also attached to the general

trend of public opinion, since it contributed to the
L
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institution of the American Stabilisation Fund.
Throughout this period, real if unwarranted suspicion
was widely current as to the operations of the British
Exchange Equalisation Fund. The dollar was in fact
considerably undervalued, but nevertheless the belief
was widespread that the Equalisation Fund was being
deliberately used to force up the rate of exchange.
This belief not only effected policy at the time, but
found expression in the Senate during the debates on
the Gold Belief Bill in January 1934. It was one of
the causes which led to the establishment of the
Stabilisation Fund and to the stabilisation of the
dollar at a point below its real value.

It was also generally assumed that the policy of the
Government was influenced by the theory that prices
in any country depend on the amount of money in
that country. If the country is on the gold standard
or a 'gold bullion' standard, the possible amount of
'money’ of all kinds, including credit, will be based
on the total stock of gold for currency purposes which
the country possesses. The fallacy of the theory when
applied to short periods like trade cycles lies in the
fact that it takes no account of the velocity of credit.
Velocity is speed of circulation and depends on enter-
prise and confidence. Prices are determined as much
by the velocity of credit as by money. The reason why
prices have not risen more rapidly in America up to the
present date is primarily due to low velocity of credit
caused by lack of confidence.

The devaluation of the currency under the Gold
Reserve Act created a profit of $2800 million. This
profit, quite rightly and in full accord with precedent,
was annexed by the Treasury. Its immediate effect
upon prices, however, has been negligible and under
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present conditions it cannot be otherwise. $2000
million have gone to create the Stabilisation Fund,
but this sum may aso be applied by the Secretary
to the Treasury for the purchase of Government
securities. The remaining $800 million may be used
by the Treasury for general purposes. If the Treasury
makes the fullest use of its powers in purchasing
Government securities, the selfers of these securities
will take their drafts on the Treasury and make
deposits of $2000 million in the great deposit banks.
The deposit banks, in turn, will pay the drafts into
the Reserve Bank. The remaining $800 million may
be disbursed by the Treasury for relief or public
works and so create some spending public. Thus if
they are so used, deposits will have grown by a pro-
portion of the $800 million and the deposit banks
will have increased their reserves with the Federal
Reserve Banks by the same amount. The quantity
and the movement of credit may be slightly increased
by the expenditure of the $800 million. Beyond this,
however, the effect on priceswill be negligible since
the existing amount of potential credit is already
superabundant under present conditions.

For the future, the situation in the United States
presents features which are significant and somewhat
disquieting. Everyone, without distinction of class
or political creed, hopes anxiously for recovery. But
the moment that substantial progress to recovery is
an established fact, the danger of inflation will become
serious. The deposit banks can create approximately
$10 of credit for every $1 of the reserves which they
possess with the Federal Reserve Banks, but thedemand
for credit is so weak that in September 1934 their
reserves in excess of what was necessary to sustain
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the existing volume of deposits, amounted to $2000
million. The Treasury by using the 'profit’ given to
it by the Gold Reserve Act, has the power to increase
these 'excess reserves by as much as $2500 million
and, under the recent Silver Act, by another $1500
million. By the employment of these reserves as a
basis for expansion, the total volume of credit could
be more than doubled &nd might lead to an outburst of
speculation more spectacular and more disastrous than
that of 1929. It is obvious that the Treasury would
not wish to use this power in so absurd a fashion, and
indeed, there is every indication to the contrary. But
the problem of controlling the expansion of credit
and of keeping it within bounds cannot be tackled too
soon. A questionnaire upon the currency policy of the
Government was sent out recently to business men,
economists and others and elicited more than 800
replies. The majority of those who answered believed
that there was a danger of inflation; rather more than
one-half were of opinion that it could be controlled;
but only one-quarter anticipated that the control
would be effectively exercised. The currency clauses
of theAgricultural Adjustment A ctincreased the power
of the administration to control inflation, by giving
the right to decrease the proportion of credit to
reserves. But the Gold Reserve Act has made the
position more difficult. In many countries the exact
relation of the Treasury to the central bank is one
of the mysteries of government. This is just as well.
The curbing of credit is an unpopular act, and it is
well that it should be exercised by a body that has
a great sense of responsibility, but which is not imme-
diately subject to popular pressure. By the Gold
Reserve Act the American Treasury has in several
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respects been put in a position co-equal with the
Federal Reserve Banks (the central banking system),
and in some respects this change may prove an em-
barrassment and not a convenience to the Govern-
ment. The present Administration is clearly aware of
the danger of inflation and opposed to its excesses.
But it has to reckon with Congress. When prosperity
comes at last, what an outcr§/ there will be at any
attempt to check or to hamperit! Will the Administra-
tion beready to stand out against it, or would Congress
be willing to override the Executive in such a case?

It is possible that some form of automatic check
may be devised which would operate by varying the
maximum ratio of bank deposits to reserves with the
Federal Reserve Banks. Such an automatic system
would be comparatively simple and effective, if the
quantity of credit were the only thing that mattered.
Butthe velocity of credit is asimportant or moreim-
portant in a question of thiskind than the quantity—a
fact too often overlooked. Quantity isdeterminate, and
not inherently difficult to reduce or increase. Velocity
is elastic and depends upon psychology. Itistherefore
exceedingly difficult to control, especially in such a
country as the United States. The dangers inherent
in the situation are therefore formidable. And it is far
better that the responsibility of taking action should
rest with a non-political and, so far as possible, an
independent body.

A number of criticisms have been directed against
the system of provisional stabilisation instituted by
the Gold Reserve Act, under which the President,
after fixing the gold value of the dollar, is empowered
to vary it within the limits of 60 per cent and 50 per
cent of its former par value. It is difficult to see what
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better course could have been followed. In all the
changes of currency policy, the President has kept
in view the ultimate attainment of two objectives.
The first, strange as it may seem in the light of the
history of the London Conference, is that of inter-
national agreement and stability of exchanges. It was
subordinated, rightly or wrongly, at the time of the
Conference to the speedier raising of domestic prices,
but it was never abandoned. The other is a dollar
which will be stable in terms of commodities, an
object which is at present far from realisation. Stab-
ilisation, however, on a provisional basis was possible.
From the international, as well as the national point
of view, it was better than no stabilisation at all. For
the gold standard countries the positionis full of un-
certainties and anxieties. For Great Britain and the
'sterling area’ the uncertainty is as great, but the
anxieties are somewhat less. No recovery from the
depression can be anticipated, however, until inter-
national trade is freed from the welter of exchange
restrictions, quotas and licences with which it has
been strangled during the last few years. To achieve
this freedom, stability of exchange, especially between
the greater nations, is of the first importance. The
provisional stabilisation in the United States is to be
welcomed, in so far as it is a first step that may make
final and concerted stabilisation possible.



CHAPTER I X
WALL STREET

THE titleto this chapter is, perhaps, more convenient
than accurate. It is used as a compendious term to
denote the business finance of the United States, and
to distinguish it from publicfinancewhich includes
questions of currency and credit, aswell as of national
expenditure and income.

Business finance in the United States has two
distinct although inter-related parts—the commercial
banking system, which is spread throughout the
country, i.e. the deposit banks headed by the Federal
Reserve Banks, and the financial organisations of the
great centres and particularly of New York, 'Wall
Street' strictly so-called. These include the invest-
ment banks, the head ofl&ces of the commercial or
deposit banks, the stock exchanges, and all the rest
of the complicated financial machinery of modern life.
In both its aspects, business finance has played an
important part in the depression and has figured
prominently in the Recovery Programme,.

A brief sketch of the American banking system, if
only in barest outline, and of its differences from the
British system, may be useful. Indeed, the bank crisis
of March 1933 is unintelligible unless those differences
are appreciated.

In Great Britain the framework of the commercial
banking system is of the simplest. At the centre is one

central bank—the Bank of England. Round it are a
153
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handful of ‘commercial' or 'deposit’ banks, the 'Big
Five' and others, twenty-four in all. These control the
whole commercial banking of the nation and provide
facilities throughout the country by their network of
branches, which number 11,886.* The Bank of England
directs the policy of the whole structure, and the con-
trol which it exercises is based more upon convention
than upon law. )

In Americathere is a great multitude of independent
banks, some of them the largest, some among the smallest
in the world. At the end of 1932, before the bank
crisis, the total stood at 17,796, exclusive of mutual
savings banks. Of central banks there are twelve—
the twelve Federal Reserve Banks—one in each of
the Federal Reservecitiesthroughout the Union. These
are the broad outlines of the system, but it cannot
be fully understood unless certain further details
are included which somewhat complicate the picture.
When the twelve Reserve Banks were instituted in
1913, they were intended to be really separate in the
sense of being more or less independent. But though a
modern nation may be very large, and its various parts
may differ greatly, even as regards rates of interest, yet
it isonefinancial entity. It cannot be split into water-
tight compartments. The policy of the different Reserve
Banks, therefore, has gradually become unified. They
are co-ordinated by a Federal Reserve Board. A joint
open market committee, consisting of the governors of
the twelve Federal Reserve Banks, decides on open-
market operations, viz. on the purchase or the sale of
Government securities. In addition, there are regular
meetings of the chairmen and of the governors of the

YIn addition to the above there are three banks in Northern
Ireland with 260 branches.
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different Reserve Banks. The Federal Reserve system,
therefore, withitstwelveReserve Bankswidely placed,
constitutes one central banking system for the whole
country. It is, in fact, a central bank in commission.
It is aform gradually evolved since 1913 by natural
forces in a country where the need for unified action
has to be combined with the decentralisation necessary
in sovast aterritory. *

The 17,796 independent banks also differed from
one another, not only in size but in nature. Of these
6011 were incorporated under Federal Law and were
known as 'national’ banks. Theremaining 11,785 were
'State’ banks, incorporated in one or other of the
forty-eight States, each of which has its own banking
law. All the 'national’ banks are members of the
Federal Reserve system, while of the State banks less
than 900 are 'member banks', although this minority
comprises the most important of them.

The connection between the Federal Reserve Banks
and the 'member banks' is very close. In each of the
twelve Reserve districts the capital and reserves of
the local Reserve Bank are actually subscribed
by the 'member banks' in the district. They also
appoint directors on its Board. They must keep their
reserves with it, and they can and do borrow from
it—largely, if necessary. Lastly, they are regularly
subject to an examination by the Federal Reserve
system, which isstricter than the supervision whichis
exercised by some of the States over the local State
banks.

Wi th such amultitude of independent banks, it may
well be asked, '"How istherisk spread? Inother words,
how are resources so pooled that if thereis a sudden
run on one bank, it can be met by the combined cash
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resources of a number of banks spread over a wide
area, and not only by those of the one bank affected?
American banks, of course, do not and could not
behave asif they were quite isolated units. A minority
have branches, and in California branch banking is the
general practice. In most cases a system of 'corres-
pondent' banks exists. A number of small country
banks will be 'correspéndents' of alarger bank inthe
nearest big town. They may keep balances with it or
may draw upon it. The larger bank will either be a
'member bank' of the Federal Reserve system and so
in touch with the Reserve Bank of the district, or, if
not, it will have relations with one of the great banks
in New York. Such a system, of course, has not come
about by chance. Just as the English system, now
so simple, is an evolution from much more chaotic
beginnings, so the American system is in a state of
transition. Indeed, the nature of its evolutionis not so
very unlike that of the British, if the immense differ-
ences in time and conditions are taken into account.
These conditions are responsible for a great deal. The
long-continuing development of the country, spread-
ing for ever westward; suspicion on the part of the
farmers, who produce something tangible, of the
moneyed man in the older settled areas; assertion by
the States of their rights against Federal encroach-
ment; resistance by the new great Southern and
Western communitiesto domination by New Y ork and
its methods; all these influences, in addition to factors
of distance and time, gave the small local banker his
opening. Moreover, the man who availed himself of it
wasas often as not the leading member of the local com-
munity. In other words, he was one of a class whom
politicians would not disturb unless forced to do so.
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Circumstances such as these go far to explain the
growth of independent local banks throughout the
United States, and the failure of thefirsttwo attempts
to establish a central bank. Since the last failure
occurred two depressions have been signalised by bank
collapses. It was not until after the bank crisis of 1907
that the Federal Reserve Banks were established.
Their creation strengthened the banking system, but
it remained very vulnerable. A 'correspondent’ con-
nection is a poor substitute for branch banking. The
conduit pipe between the two banks is apt to be
blocked at the most crucial moment. Just when the
‘correspondent’ bank needs help, the principal bank
may be growing anxious about its own ability to meet
calls upon it, and may decide that 'to be safe before
you are generous' is a good banking motto. In branch
banking the head office must willy-nilly put its own
resources and those of its whole system behind the
weakest branch.

Another source of weakness also contributed to the
instability of the banking system of the United States.
Banking practice could not be called universally
orthodox. The distribution of assets in some balance
sheets would have shocked a trained branch bank
manager. Indeed, how could this be otherwise, when
the small banker might often be aretired store-keeper
or a successful farmer? The result was that failures
were not infrequent even in the halcyon days before the
slump. When hard times came, both the liquidity and
the solvency of the banks began to cause anxiety. In
the autumn of 1931, the trickle of failures became a
spate of over a hundred a week. In 1932 conditions
improved. The establishment of the Reconstruction
Finance Corporation served to strengthen the weak
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hands and confirm those knees that were feeble. Even
so, a bad smash in Chicago was only averted through
the situation being shored up by aloan of nearly 100
million dollars. In the winter of 1932-1933, however,
matters grew worse. Various causes, political aswell as
financial, combined to intensify the prevailing mis-
trust in the solvency of the banks. Had failures been
entirely confined to small banks, thetrouble might have
passed. It only needed the failure of a big bank to
precipitate a general collapse. This came with the
closing of the Detroit banks on February 14, 1933.
The panic spread with increasing rapidity and the
general closing of the banks followed on March 4.
The crisis passed, but two banking problems con-
fronted the Government, the one immediate, the
other more remote. The state of the banks through-
out the country presented a difficulty with which it
was not at all easy to deal. It was a prime necessity
that the banking system should be supported and
public confidence maintained. In his radio speech on
March 12 the President had given a quasi-guarantee
that any bank which was allowed to reopen after the
banking holiday might be regarded as dependable.
But the existence of the huge volume of domestic
indebtedness, combined with the fall in prices, had
tended to freeze alike assets and obligations. It was
all-important, especially in the case of the banks, for
the position to be made more liquid. The Recon-
struction Finance Corporation therefore was authorised
to acquire preference stock of banks, and large
quantities of stock were created for the purpose. The
banks thus obtained a supply of new and liquid
capital and it helped the banking machine to continue
‘tofunctionwith less likelihood of further mishap.
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On June 16, the Banking Act of 1933—commonly
known as the Glass-Steagall Act—was passed. Among
a number of varied provisions, one of the most note-
worthy was the establishment of the Federal Deposit
Insurance Corporation. The provisions of the Act
embraced both a temporary and a permanent scheme.
Under the temporary scheme, deposits up to $2500
were to be insured in full after.January 1, 1934. On
and after July 1,1934, insurances were to be extended
under the so-called permanent plan. Deposits up to
$10,000 were to be insured in full; up to $50,000
to three-quarters, and above that sum to one-half of
their value. The law has since been amended to
extend the temporary plan to July 1, 1935, but the
limit of insurability has been raised from $2500 to
$5000.

The scheme has been criticised as likely to put a
premium on careless banking. Thisis certainly true if
itis carried out inits entirety. Deposits of $5000 and
under, however, amount to only a fraction of the total
sum of deposits, while they represent over 95 per cent
of the depositors. If, therefore, insurance is confined
to small depositors, as is the case up to the present
time, it is least open to criticism as an incentive to
loose banking and most valuable as an antidote to
panic. It is aso provided by the Act, as amended, that
before banks can join the system they must be ex-
amined and passed as solvent, and that by July 1937
they must become members of the Federal Reserve
system.

The ultimate objective of banking policy is also a
problem of first-class importance. Measures intended
to buttress up the present position until easier days
return, should interfere as little as possible with the
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attainment of that objective. What ought that ob-
jective to be? The banking structure in the United
States has always been unsound and liable to collapse
in atime of panic. How is this to be amended? It is
generally agreed that banks should not only refrain
from speculative investments in bonds or stocks, but
that they should be sufficiently liquid to meet the
stress of depression as well as the easy conditions of a
period of prosperity. Undoubtedly, a branch banking
system which pools its risks over a wide area is best
adapted for the purpose. There isstill something, and
in old times there was a good deal, to be said for the
small independent bank. In the pioneering days it may
have been true that the easy-going ways of the local
bank made for rapid development, and that the benefit
thus accruing to the country outweighed the occasional
failure in which the depositor lost his savings. But the
pioneering days are over. It is aso untrue to say that
the local banker knows hislocal folk, while the branch
manager does not. Branch managers in small towns
know that a vital element in the success of their
business is an intimate knowledge of the people and
the conditions in the neighbourhood. In fine, the
ultimate objectiveisabranch banking system, suitably
decentralised in order to fit American conditions.

Therewasprobably little difference of opinioninthe
United Statesasto this being the ideal solution. Where
opinions differed was on the rate of progress which
could be made in the desired direction, and on the
practical steps to be taken. A few bolder spirits were
in favour of going forward and facing at once all the
troubles involved in athorough clean-up of the bank-
ing situation. They believed that if the opportunity
for this were neglected it might not soon recur. Scylla
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and Charybdis, however, were very near together and
the strait between them was perilously narrow. Too
drastic measures of reform might easily cause a new
crop of bank failures and thus lead to a bad set-back
to recovery. Nor could the effect of such failures be
minimised as some optimistsbelieved. The comfortable
opinion is held by some people that the intelligent
cashier in a small bank can be converted at once into
a good local manager of a branch bank, if placed
under proper instructions and advice from the head
office of one of the great banks. The considered
opinion of those engaged in branch banking is quite
the contrary. Responsible general managers both in
Great Britain and in Canada are unanimous in their
opinion that a competent staff cannot be extem-
porised. Too drastic action, therefore, would involve
the final closing of a large number of banks and a
dearth of banking facilities in many districts.

There was, therefore, much to be said for going
ahead more slowly, as the American Administration
has done. Moreover, as the law stands to-day, a policy
of progress, gradual it may be, but steady and con-
tinuous, has a good chance of success provided the will
to progress exists. There are many obstacles in the way
of the institution of a good branch banking system—
obstacles due to traditional prejudice; to the legisla-
tion needed in a number of States; and to difficulties
of organisation. But these obstacles are not so numer-
ous or so great as they were. Opinion in favour of
branch banking is growing and the power of the in-
dependent local bankersis on the wane. Some of them
may not be so averse as previously to becoming
absorbed into a larger system. The influence which
the Reconstruction Finance Corporation can exercise
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as an owner of preferred stock may be considerable.
Also, banks which desire to have their deposits in-
sured by the new Corporation—and very few feel that
they are strong enough to stay outside with impunity
—will be subject to the more rigorous examination of
the Federal Reserve system when the permanent plan
goes into full effect. In other words, provided that
the American Government pursues a steady policy of
encouraging branch banking, opportunities for con-
solidation should not be wanting, if and when there
is a personnel in existence ready to take over the
management and capable of doing so.

What has been discussed hitherto is the system—if
indeed a haphazard congeries of units can be called a
system—of commercial banks throughout the United
States. Commercial banks, however, form only one of
the two constituent parts of the great machine of
American business finance which helped to cause and
to accentuate the slump. The other part is what may
be called headquarters finance in the great cities and
particularly in New Y ork. Its influence on events was
equally important, although differing in character.
If a distinction is drawn between the two, finance at
headquarters may be said to have played a greater
part in helping to cause the depression, while the
weakness of the commercial banks provided the
culminating and dramatic debacle.

Allusion has already been made to the deceptive-
ness of the superficial likeness between Great Britain
and the United States in politics and in finance. This
is peculiarly true of the organisation of central finance
in the big cities and, in particular, in the capitals of
the two countries. In England, asin America, we have
commercial banks such as the Midland and Lloyds;
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merchant banks—or investment banks as they are
called in the United States—which are issuing houses,
such as Baring's or Lazard's; insurance companies;
trust companies and brokerage houses aliter stock
exchange firms. The issue of new securities in both
countries is undertaken by issuing houses which help
with the prospectus, arrange the underwriting, and are
responsible for placing the securities on the market.*
The Stock Exchange in New Y ork is similar in form
to the Stock Exchange in London. It was, until recent
legislation was passed, a voluntary body, and its
constitution, like that of the Stock Exchange in
London, was that of a club. Both bodies made their
own rules, and could discipline their own members if
need should arise. Trading goes on day by day in both
exchanges, now busy, now slack; often dull, sometimes
exciting. Indeed, except for some difference in the
manner of expression rather than in the matter ex-
pressed, the financial columns of the New York Times
read much like those of The Times in London. There
the likeness ends. Intheir actual working the financial
systems of the two countries are at least as different as
aretheir political constitutions. InEngland each unitin
the financial machine is a separate cogwheel. It meshes
inwith the other cogs, but itisdistinct. InLondon, as
in New York, directors who manage one concern are
frequently also directors of a company operating in
some other part of the financial field. They act as &
panel of advisers, however, in the second company
and not as an interlocking directorate designed to exert

! One point of difference exists between issuing houses in Great
Britainandin America. In Great Britain theissuing house isresponsible
for underwriting or guaranteeing the sale of a security. In Americaitis

usual for a banking syndicate to purchase the issue outright and make
its own arrangements for the sale.

M
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influence or control. InNew Y ork, until recently, there
has been no separation of financial functions, asin this
country. Investment banks have received deposits on
a large scale. Commercial banks have had 'security
affiliates’, i.e. subordinate departments or companies
which deal with issues of securities. Bankers have
acquired influence, almost if not quite amounting to
de facto control, in insurance companies and invest-
ment trusts. Brokerage houses have instituted invest-
ment departments. Unity of action between groups
otherwise separate has been secured by interlocking
directorates. In this way, partly through control,
partly through influence, a concentration of financial
power has been effected, the like of which is not and
never has been known in this country. It constitutes a
financial oligarchy, of which the operations reach out
beyond financeinto the railroads and into industry.

The investment banks and their associates have for
years dominated the issue of new securities. Public
utility companies have endeavoured with some suc-
cess to bring out new issues of their own stock without
the aid of any middlemen, and other well-established
companies have been able to do the same. But over a
period of years, more than two-thirds of thenew capital
needed both by companies and by Governments has
been obtained through the medium of investment
banks.

The abuses that occurred were exposed by the
Tecora' Enquiry, conducted before the Senate Bank-
ing and Currency Commission. Exposure, however,
was hardly needed. They were a matter of common
knowledge. Issues were made without due care or
regard for their real value. Use was made of controlled
deposits as a means of getting such issues absorbed.
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Stock was pumpedinto circulation, partly throughallied
businesses, partly through smaller houses. A smaller
house might not wish to take ablock of some particular
issue, but it would be unwilling to refuse, for fear that
it might not be offered an opportunity to participate
on another occasion. The smaller houses, in turn, by
'high-pressure salesmanship’, got rid of the stocks or
bonds to the public—it might be to individuals; it
might be to a country bank or other institution. In
this manner a new security in America paid toll suc-
cessively to two, three or more sets of middlemen before
it reached the investor, instead of bearing a single
charge for services rendered, as in this country. Nor
could the investor in the United States be sure of so
much protection as is afforded in England by the
Companies Acts. There are forty-eight systems of
Company Law in the forty-eight States of the Union.
They vary indefinitely. At the nadir are the laws of
Delaware—and 'Delaware Securities' have become a
byword. Thewhole system gave endless opportunities
for abuse, and they were not neglected.

The listing regulations of the New York Stock
Exchange are a redeeming feature in the situation.
Their requirements in the way of information give
some of the protection which local laws may fail to
provide. On the other hand, a considerable part of
all the securities issued, in value as well as in
number, are not dealt with on the New Y ork Stock
Exchange and do not, therefore, have to satisfy
its requirements. In other respects the influence of
the New York Stock Exchange on the welfare of
individuals and of the public generally has been more
dubious. No question has excited more controversy
during the present year. In defence of the Exchange
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has been urged thestrictness of its listing requirements;
the regulations imposed upon the various types of
members; the restriction on advertising by members;
and other measures of closer regulation which it had
itself in contemplation. It is not possible within a
short compass to enumerate the arguments for and
against the existing system, but one general con-
clusion to which they lead is irresistible. The system
of the Stock Exchange as a whole was geared up so
as to increase the amount of speculation, and it was so
constructed that the dice were loaded against the
outside investor. Dealing on margins incited to
gambling and increased the stakes. The activities of
the 'floor-trader' tended to accentuate the acrobatics
in prices. The odds against the outsider were increased
by the presence of the 'specialist’, who was both a
broker and a jobber. The two capacities are hard to
reconcile in any case. In addition, it was only too easy
for him, with comparatively little risk of detection, to
disclose informationto 'pool operators'. The extent of
the gambling is shown by the turn-over of shares, and
the accompanying diagram serves as a temperature
chart of the 'speculation fever'. It has been calculated
that of the twenty-four most active shares, four times
the whole share-holding of the companies in question
changed hands during the year 1928, and one and a
half times the entire share-holding of all the companies
listed on the Exchange. Of course outsiders were losers
at the game, and those outsiders numbered ten or eleven
millions—one-twelfth of the whole population of the
United States.

It has been argued that stock exchange activity
stimulated trade; that it caused the flow of savings
into new industries; that the public benefit outweighed
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the hurt to investors. If this could be proved it might
palliate, though it would not justify, the harm done to
millions of private individuals. But it has not been
proved. In 1928, trading, mostly concentrated on a
few well-established stocks, occurred to the extent
of 74 billions of dollars. Such a mountain of specula-
tion was not neededto produce the mouse of invest-
ment of four billions of dollars in new securities. Again,
a stimulus to trade may be healthy or unhealthy. A
rise in the price of stocks gives a healthy stimulus
when it is a credible indication of increased production
and profit-earning capacity. This was very far from
being the case at the top of the boom in 1929. Further
it must be remembered that the huge volume of loans
to brokers was a direct cause of credit inflation on a
great scale. The total of loans grew as prices rose and
as the dollar value of the collateral security for the
loans was increased. Production, in the meantime, had
ceased to expand, and a great rise in security prices,
which was not based on a growth in production, was
bound to end in disaster.

It is sometimes said that the explanation of the
whole system can be found in the conditions obtaining
at the time when America was a debtor country, poor
in accumulated wealth, but with great potentialities.
Capital was needed to develop young industries.
Hence the concentration of activities on selling new
securities. Europe, on the other hand, had accumulated
capital at a much earlier stage. Hence the European
broker, working only on commission, makes it his
special business to help the buyer. It is interesting,
however, to note in this connection that the amount
of speculation was much less when the United States
was a debtor country than it was after the war, when



IX WALL STREET 169

she had become a great creditor nation. This is true,
both absolutely and in proportion to the growth in
the wealth of the nation. The explanation of what
occurred is probably the same as that of other ad-
mitted abuses in various ages and divers countries.
A system which was devised to meet the circumstances
of an earlier age continues to function under changed
conditions. It then provides opportunities for easy
profits, and advantage is taken of these until remedial
measures are adopted and the system is changed. In
the United States, so long as prosperity prevailed,
there was not likely to be much outcry. Some might
procure more than their fair share of the fat things of
the earth, and they might obtain them by questionable
methods. But why bother? Why raise an outcry when
there was cream enough left to go round? The seven
years of fatness followed one another like the fat kine
of Pharaoh. It was only when the lean years succeeded
the fat that atime of national introspectionwaslikely
to occur.

Times of depression have usually furnished occasion
for enquiries into finance and stock markets. The 73rd
Congress proved no exception. Thefirst of the measures
to deal with the subject was the Securities Act of
1933. Its object was to "provide full and fair disclosure
of the character of securities and to prevent frauds
in the sales thereof". It is frequently said of the Act
that the burdens and penalties which it imposes are so
excessive that it has stopped new issues, and that it is
altogether responsible for the stagnation in the capital
goods industries. The last statement is an exaggera-
tion of aggrieved imaginations. In some respects, how-
ever, the Act undoubtedly went much too far. It was
modelled ontheBritish CompaniesAct of 1929, but,ina
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number of respects, it went considerably beyond it. In
England an action may be based upon an untrue state-
ment in a prospectus, but it can only be brought by a
person who subscribed for shares on the strength of that
prospectus. Under the Securities A ct, however, such an
action may also be brought by purchasers of securities
in the open market at any time within ten years of
the date of theissue. In England a plaintiff must prove
that in making his purchase of shares he relied upon
the statements contained in the prospectus. The
Securities Act contained no such requirement. More-
over, it conferred on the plaintiff the right to sue not
only for damages, as is the case under the Companies
Act, but also for the return of the price which he paid
for the shares. Other points in which the Securities
+ Actdiffered fromthe English Actincluded the amount
of ’hformation which was required in the prospectus;
the substitution of liability in damages in place of a
fine asthe penalty for omissions of factinit; the extent
of the liability imposed upon accountants and other
experts; and the degree of care which must be exercised
by directors, if it is to constitute a valid defence.

As a result of the representations made upon the
subject, a number of amendments to the Act were
incorporatedin Part 1 | . of the Securities Exchange A ct
of 1934. Purchasers of sharesin the open market must
prove reliance upon the prospectus in any action for
damages; the measure of damages is sensibly modified
and underwriters are relieved of liability for mistakes
In statements made by experts, if they can prove that
they had no reason to believe that the statements
were untrue. The period of ten years during which an
action could be brought under the original Act isin
every case reduced to five years. These and other
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alterations have amended most of the provisions of
the Act to which reasonable objections could be taken.

The second measure which dealt with business
finance was the Glass-Steagall Act. Among other pro-
visions this Act insisted upon a separation between
investment and commercial banking. More important,
however, in remedying the evils inherent in the
present organisation of financef is the 'Code for In-
vestment Bankers' and the elaborate supplement con-
taining 'Fair Practice Amendments' to the code,
which was approved by the President on March 23,
1934. The existence of abuses both in the issue of
securities and in salesmanship was admitted in the
statement which was made by Mr. Christie, the late
President of the Investment Bankers' Association, and
the code, with its supplement, should go along:way
to eradicate these. Mr. Christie remarked in the
course of his statement that "all the negative regula-
tions conceivable do not create a single new issué of
securities; they do not finance a single new industry".
Thisistrue, and it is equally true that any number of
negative regulations of conduct will not make a sinful
man virtuous. Unless the regulations are approved by
those affected, or enforced by public opinion, they
only provoke attempts at evasion which contravene
the spirit of the regulations, while they observe the
letter. It is the age-old difference between the Mosaic
Tablets and the Sermon on the Mount. For that reason,
the regulation of the investment bankers by them-
selves is to be welcomed. The 'Fair Practice’ amend-
ments are the result of wide and general discussion
over a period of more than three months. It is prema-
ture to anticipate how they will work in practice, but
there is every reason to hope that great improvements
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will result, provided that the investment bankers act
according to the spirit in which their code and its
supplement have been framed.

The third measure dealing with finance was the
Securities Exchange Act of 1934. The need for any
drastic change was at first denied by the authorities of
the New Y ork Stock Exchange and any Bill would have
met with protests. But the Securities Exchange Bill
was much too hasty and unconsidered a measure. Good
laws are not made by throwing an ink-pot at the Devil,
as Martin Luther did in an access of righteous anger.
The violence of the opposition aroused; the extensive
propaganda initiated by the Stock Exchange; the
amendments in Congress; and the final adjustments of
differences between the two houses—including the out-
burst of Senator Glass—were among the main legisla-
tive features of the 1934 Session. In the end, the
measure appears to be fair. The principal result of the
Act is to place stock exchanges in the United States
under the regulation of a new Commission of five
persons appointed for the purpose. Brokers in the
future are only allowed to borrow from banks which
are subject to the regulations of the Federal Reserve
Board, and the Board is aso given power to control
the percentage of credit which may be given on margin
trading. Instead of the detailed requirements on other
matters which were contained in the original Bill,
much will be left to the discretion of the New Board.
Among their duties will be those of putting an end, so
far as is practicable, to the same person acting both
as broker and dealer and of stopping manipulative
trading and abuses of short-selling. Much will depend,
however, on the attitude of the Stock Exchange. If
they are prepared to make the best of the new Act,
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the new system should work considerably better than
the old.

[t is in the if and in the previous provided that
the crux of the situation lies, both as regards com-
mercial banking throughout the United States and
thefinancial world of New Y ork. Of the Government
two things are needed: that it should pursue its policy
tenaciously when the country recovers and grows more
prosperous; and that it should do so in co-operation
with the banks, if the bankswill play their part. Of the
leading banks two things are also needed: a steady
enlargement of their trained staff, so that they may
be able to take over or establish branches when the
opportunities offer; and a more puritanical convention
forming itself into atradition on the part of bankers,
both as regards thefinancial policy of the bank and the
financial activities of its chief officials. Will these be
forthcoming? The issue lies in the wills and the dis-
positions of men rather than in any statutes, however
well-devised and wisely framed. Good banking is like
virtue. It cannot be created by Act of Parliament.



CHAPTER X
THE RECOVERY BALANCE SHEET
1. THE COST

T H E mounting total of public expenditure and of the
National Debt has been a continuing and impressive
feature of the Recovery Administration. In the Presi-
dent's Budget Message on January 4, 1934, it was
announced that the Government proposed to spend the
sum of $10,569 million in the financial year ending
June 30, 1934, involving an increase in the National
Debt of $7309 million. All theworld over, opposition
parties are shocked at governmental extravagance, and
arestrongly infavour of economy intheabstract. Aswas
to be expected, therefore, these huge figures 'shocked'
the Republican Party. One representative of that
Party stated that 'he was so overcome and shocked
that he would not recover for days'. Republican
Senators discussed an opposition programme of rigid
economy, which would have been more convincingif it
had not included expenditure on "better treatment of
the service-injured soldiers'. Some of the President's
supporters, on the other hand, were not only com-
placent but were prepared light-heartedly to increase
expenditure still further. When figures become astro-
nomical, they cease to carry meaning to many persons.
Otherwise, so huge an expenditure in a time of peace
could not have failed to cause anxiety to everyone.

Thefigures need to be examined from several aspects.
174
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How long is expenditure on this level likely to con-
tinue? What is the ability of the country to support
so great a burden? Has the expenditure upon relief
been necessary? In what measure has success been
achieved, or is it likely to be achieved in promoting
recovery, or in effecting the reforms which the Admin-
istration had set before itself?

The growthin Federal expenditure and inthevolume
of the debt is given in the following table :

JREVENUE, EXPENDITURE AND FEDERAL DEBT
(Millions of dollars)

Year ending June 30 Revenue | EX uergdi— orSlJIZr)%IflfI(S:it FDede%rtql
1928 . . . .| 4042 3103 | +939 | 17,604
1929 v . . .| 4033 3299 | 4-734 } 16,931
1930 . . . .| 4178 3440 | +738 | 16,185
1931° v . : | 3190 | 3652 | -462 | 16,801
1932 . . . .| 2006 4741 | -2735 | 19,487
1933
Ordinary . . 3404
Emergency—R.F. C . e
Total { 2080 4681 | -2601 | 22,539
1934
Ordinary . . 2741
Emergency—R.F. C . 1615
» All others . 2389
Total | 3116 6745 | -3629 | 27,053
1935
Ordinary . . 3238
Emergency—R.F. c.. . -480°
All others . 1203
Additional . . . | 2000
Total | 3975 5961 | -1986

! Discrepancies between the figures for surplus or deficit and in-
creases or decreases in the Federal Debt are accounted for by changes
in the balance in the hands of the Treasury, and, since 1933, by
sugaluses or deficits in the Trust Funds account.

Only the balances of trust and contrlbuted funds are included in
1931 and subsequent years. % Excess of credits.
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The figures for 1928-1934 are taken from the official
statements of receipts and expenditure, but sums paid
for the reduction of debt, whether through the Sinking
Fund or otherwise, are deducted from the totals of
expenditure.’ 'General' and 'Emergency' expenditure
were separated for the first time in 1933-1934. In the
previous years, a considerable and increasing amount
of expenditure had been ihcurred for emergency
purposes—for example, to meet the very heavy cost
of the purchases of wheat and cotton out of the Agri-
cultural Marketing Fund under President Hoover.?
With the exception, however, of loans made through
the Reconstruction Finance Corporation, which was
instituted in January 1932, it is impossible, before
the financial year 1932-1933, to distinguish such
‘emergency’ payments from ordinary expenditure,
with any degree of accuracy.

In the Budget Estimate for 1934-1935, it was
calculated that there woul d be asurplus of $14 million,
after taking credit for net loan repayments to the
R.F.C. amounting to $480 million. In addition, how-
ever, to the sums mentioned in the estimates, the
President decided to ask Congress for a further $2000
million to meet possible emergency expenditure. This
sum was probably put forward as an outside figure. It
isquitelikely, however, thatitwill bereached and even
exceeded, as the considerable postponements in expen-
diture in thefinancial year 1933-4 may help to swell
the total in the year 1934-5. If the aggregate expen-
ditures over the two-year period 1933-1935 reach

! These sums amounted (in millions of dollars) to 440 in 1931, 413
in 1932, 462 in 1933, 360 in 1934, and 526 (estimated) in 1935.

2 The net expenditure from the Agricultural Marketing Fund (in
million dollars) was:—in 1930, 150; in 1931, 191; in 1932, 136 and in
1933 there was a surplus of receipts of three million dollars.
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the totals shown in the estimates, the financial year
1934-1935 will end with a gross debt of from $31 to
$32 million.

Since 1931 considerable loan payments are included
in the general total. A small proportion of these
consist of advances made by the Public Works
Administration to local authorities, railways, etc.
More than 97 per cent, however, of the total of such
loans in 1933-1934 consisted of payments made
through the Reconstruction Finance Corporation, and
expenditure under this heading increased from $768
million in 1931-1932 to $1277 million in 1932-1933
and $1615 million in 1933-1934. In the great propor-
tion of these loans repayment is both intended and
expected. The activities of the Reconstruction Finance
Corporation up to June 30, 1934, show the extent to
which this principle has been maintained. During that
period authorisation was given for payments up to
$4739 million. $3727 millionwere actually disbursed,
of which$1343 millionhadalready beenrepaid, leaving
$2384 million outstanding.* Allowance must be made,
therefore, for such repayments before any estimate is
made of the real burden of the Federal debt. The
budget estimate of the net total of these repayments
by June 1935 was $2500 million, but as the issue of
loans has fallen short of the estimate, the sum of
probable repayments should be reduced also.

It must not be forgotten, however, that the Govern-
ment has assumed liabilities in other directions. From
afinancial point of view the new Home Credit Insur-

! The total figure of $3727 million isexclusive of advances to other
Government Agencies or to States for relief. Of the sum outstanding
$831 millionis on account of purchase of or loans on preferred stock,
debentures etc. of banks and trust companies, and $362 million is for
loans for reorganisation or liquidation of closed financial institutions.
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ance Corporation is primarily an insurance company,
and there is no reason to suppose that the capital of
$200 million with which it has been supplied will not
suffice to meet all calls upon it. The Government has,
however, made itself liable for large sums by its
guarantee of two other semi-governmental institutions
—the Farm Credit Administration and the Home
Owners' Loans Corporation/The objects of the former
and the nature of the organisation which it has created
have already been described in the chapter dealing
with agriculture. The purpose of the Home Owners'
Loan Corporation is the refinancing of mortgages for
individual house-owners. On May 31, 1934, the insti-
tutions under the supervision of the Farm Credit
Administration had $2697 million outstanding, and
the Home Owners' Loans Corporation $1078 million
on July 8. The operations of both bodies are expand-
ing and the commitments of the Home Owners' Loans
Corporation in particular may well be doubled within
the next year. It is doubtful, however, whether their
combined obligations will at any time exceed $5000
-million. In the case of both Corporations, valuations
for mortgages and arrangements for amortisation
have been made carefully. In some of the other classes
of agricultural loans, the security is not so good. These
are comparatively small in amount, however, as com-
pared with the mortgage credit involved. The average
percentage of repayment, therefore, should be high
and the call on the Federal Guarantee should be cor-
respondingly small. On this showing, provided that
there are no further visitations of the magnitude of
the drought during the early summer of the year 1934
and after discounting future repayments, the net
dead weight debt of the Federal Government should
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not exceed $29 billion at the end of the financial year
1934-1935.

2. THE ACHIEVEMENT

Immense sums have been spent and great obliga-
tions have been contracted. It may well be asked
whether they are justified by the achievements of the
Government, both in present, performance and in
future promise. To answer this question it is necessary
to form a general judgment of the Government's
record as a whole. This can best be done by bringing
together the different activities of the Administration
and the opinions formed upon them into one general
apprai sement.

The chart on the following page shows the advance
which has been made in the different spheres of the
economic and social life of the nation, so far as it can
be shown by statistics. Charts without a statement of
the facts, however, are like faith without works. A
short commentary, therefore, is given on each of the
subjects which appear in the chart as well as on those
others which cannot be epitomised in diagrammatic
form.

The principal—and perhaps the only reliable—test
by which recovery can be measured is by the amount
of industrial production. Other statistics, such as em-
ployment figures or the total of pay-rolls, are of use
in showing how work has been spread or how wages
have been raised under the N.1.R.A ., but they are com-
pletely misleading as criteria of recovery. The spec-
tacular rise in the course of production in July 1933
and the inevitable reaction have already been dis-
cussed. They probably retarded a steady and genuine

recovery but otherwise may be disregarded. The most
N
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reliable estimate of the amount of permanent re-
covery up to the end of June 1934 is afforded by a
comparison of thefiguresof industrial production for
March 1933 with those of March 1934. This gain was
in the neighbourhood of 33 per cent and the estimate
is not appreciably affected by thefiguresfor the second
-quarter of 1934, as a seasonal slackness usually occurs
in the midsummer months. Figures for July, however,
indicate a decrease which is considerably greater than
usual. It isno doubt due in part to the results of the
drought in the North-West.

The maintenance or resumption of a good rate of
progress will depend very largely on the growth of a
natural demand for durable goods—that is to say, of
goods of lasting utility.! The most marked character-
istic of every trade cycle is the fall, followed by the
revival, in the durable goods industries, and it is not
too much to say that the secret of the trade cycle—
and of all the suffering that it causes—can be found
in the behaviour of these goods. The present de-
pression is much more than the ordinary cyclical
recession in trade, and was rendered inevitable by
other causes, but in this respect it has shown the
characteristic features of the trade cycle. The pro-
duction of non-durable—or consumption—goods in
the United States did not fall below 79 per cent of
the 1923-1925 level and by the end of June 1934 it
had already recovered to 98 per cent of that standard.
By the same date the production of durable goods,
which had fallen previously to 25 per cent of the

! "Durable" goods include iron and stedl, coke, non-ferrous metals,
lumber, cement, polished plate glass automobiles, locomotives, and
shipbuilding.

"Non-durable" goods include textiles, leather products, foods,
tobacco, and other manufactures not in the " durable" group.
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1923-1925 level, had only reached 68 per cent. Even
this degree of recovery is not so satisfactory as it
appears at first glance. Automobiles are classed as
durable goods—surprising as the word may appear
when applied to automobiles in America—and the
automobile industry in America has of late been ab-
normally busy. Part of the improvement, also, has
been due to Government expenditure on Public Works
and Civil Works, and this can only be a temporary
stimulus. When that programme comes to an end, itis
vital that the gap should be filled by orders placed
in the ordinary course of business. In previous trade
cycles, recovery has been accelerated by the emergence
of new requirements, such as the demand in the
past for automobiles and skyscrapers. In the present
case, arrears of maintenance and repairs, accumulated
during four years of depression, will create a consider-
able demand, but the only new stimulus on a large
scale for durable goods which can be discerned is the
erection and improvement of the smaller types of
dwelling-houses. Hence it is that the American housing
programme and its rapid prosecution has not only a
social but a high recovery value.

Conditions of work and the standard of living of
men and women who work under the N.R.A. have
shown a definite improvement since March 1933.
Wages have risen substantially. To measure the true
increase it is necessary to take the average of 'real
earnings'—that is to say, after allowance has been
made for changes in the cost of living. The increase
in the average of real weekly earnings since March
1933 has been over 39 per cent—despite the decrease
in the number of hours worked.

Under the codes, the standard working week has
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been reduced to forty hours. This reduction is a boon
to the workman concerned, provided that his em-
ployment does not suffer—a contingency which is less
likely in Americawhich is not greatly exposed to com-
petition from other nations in which working hours
are not so limited. Actually the average number of
weekly hours worked has decreased but little since
March 1933, owing to the Amount of short-time
worked at the earlier date.

Unemployment has diminished substantially though

itis still very severe. The number of unemployed has
fallen from over 13,533,000 in March 1933 to 10,026,000
in June 1934. The percentage of employment in manu-
facturing industries aso has shown an improvement
of 38 per cent. For the worker this is a great gain.
As a sign of recovery it is less satisfactory, as only a
.minor part of the improvement represents a per-
manent gain through a genuine increase in trade. The
main part is due to the spreading of work through the
decrease in hours, or to temporary work provided
under the P.W.A. and the C.W.A.

One of the principal aims of American policy has
been to raise the domestic price-level. From statistics
published by the United States Bureau of Labour, it
appears that in March 1933 wholesale prices were
three-fifths of what they were in 1926. By June 1934
they had risen by nearly a quarter and were 75 per
cent of the 1926 level. Some of this increase was un-
doubtedly due to the rise which generally follows
any degree of recovery; some to the increased costs
of production occasioned by the N.I.R.A." and the

! Though the effect of the N.I.R.A. upon the cost of production
has been appreciable, it should not be exaggerated. In smaller trades
in which wages have been low and hours of work irregular, the effect
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Agricultural Adjustment Act. The effect on the
domestic price-level of the 40 per cent depreciation of
the dollar has been insignificant.

Farm products have risen in price more than other
commodities. Between March 1933 and April 1934 the
prices of wheat, cotton, corn and tobacco have all
risen. Only hogs have proved intractable. The rise for
the average of all farm: products has been 40 per cent.
This is the result of the various restriction schemes,
and in accordance with the policy of the Government.
Farm prices had fallen so much more than those for
other goods, however, that although their proportion-
ate rise has been greater under the present Adminis-
tration, they have not yet regained their old position
in comparison with other commodities. This compara-
tive position is expressed in the farmers' ratio, which
has been explained in a previous chapter. The ratio
has risen from 50 per cent to 62 per cent of that for
the basic period of 1907 to 1914. In other words,
farmers have improved their position substantially,
but it is still far below the pre-war level or that of
1929.

Theintractable problem of internal indebtedness has
been brought much nearer solution under the present
Administration. Farm mortgages and home mortgages,
which have been discussed in detail in previous chap-
ters, form only two items in the total volume of
the internal indebtedness of the United States. Thisis
estimated at $134 billion as against $38 billion before
the war.! Since 1929, values have fallen by two-fifths
and the national income has been reduced by more

has been considerable. But in many of the larger and more highly
orcllanized industries it has not been great.
Evans Clark, The Internal Debts of the United Sates.
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than one-half—from $85 billion to $38 billion. The
burden of interest payments became insupportable;
repayment of loans was impossible; and the whole
economic system was made rigid. Similar difficulties
have occurred in previous depressions and were re-
solved through a series of individual liquidations and
compositions with creditors. In the present case, how-
ever, the pressure has been more universal and severe
than on former occasions and some other solution had
to be found. For that reason, great value attaches to
the work of the R.F.C., the Farm Credit Administra-
tion, the Home-Owners' Loan Corporation and the
new Home Credit Insurance Corporation. A steady
liquidation of debts with the aid of these agencies
is further facilitated by the concurrent rise in the
general domestic price-level which has been already
mentioned. This is probably the best way of dealing
with the debt problem—subject always to the one
over-riding necessity—that Federal credit is main-
tained unimpaired.

The American banking system has been described
in the previous chapter. Many of the weaker banks
have been weeded out and, up to the end of 1933,
1100 had been placed in liquidation or receivership.
The Federal Deposit Insurance system, so far, iswork-
ing satisfactorily and has been joined by 95 per cent
of all the banks, excluding those who are not licensed
to operate on an unrestricted basis. As yet, the casu-
alties which may prove to be a claim upon its funds
only amount to two small banks, out of a total of
14,000. Provided that the system is not extended to
cover large deposits, there is no reason why it should
not be successful. The banking situation, as awhole, is
in a stronger position than it was before the closing of
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the banks on March 4, 1933. A long distance has to be
traversed, however, and many difficulties surmounted
before the American banking system is worthy of
great country.

The Securities Act of 1933 and the Securities Ex-
change Act of 1934 are among the two most contro-
versial measures of the present Administration. They
are certainly not recovery Pleasures. Such effect as
they have had has been to retard recovery by creating
apprehension in the financial world at a time when
confidence and cordial co-operation were most neces-
sary. The ill-effects of the Securities Act of 1933 have
probably been exaggerated, but there is no question
that it went much too far. The Securities Exchange
Act of 1934 excited vehement opposition, but opposi-
tion would probably have been aroused by the im-
position of any system of regulation.

Are these Acts a liability or an asset in the balance
sheet of the Government? Al imperfections and short-
comings notwithstanding, they are certainly an asset.
Better a delay in recovery than a recovery which
contains the seeds of a fresh disaster. It is not sug-
gested that the whole of the speculative boom in 1929
in America was due to the investment banks and the
stock exchanges. The cheap-money policy of the Fed-
eral Reserve Banks in 1927 had already set the
stage for arise in prices. But the extent to which the
movement got out of hand and the fantastic heights
to which security prices rose were largely due to the
pushing of securities on to the market and to the
rigging of shares on the stock exchange. In this way
the existing financial system greatly accentuated the
steepness and the severity of the depression. It may
be argued that speculation in the United States cannot
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be stopped by Act of Congress—that if one way is
barred, ingenuity will find another. Naturam expellas
furca tamen usque recurrit. 1f this be true, why has not
this tendency to speculation been a constant feature
of American life? In sober fact, it did not begin until
the latter half of the 'crazy decade'.

A feature of less happy augury is the growth of
labour troubles. The unrest in California culminated
in the general strike in San Francisco in July 1934.
Disputes in the iron and steel trades and the auto-
mobile industry, which might have proved a serious
set-back to recovery, havewith difficulty been avoided.
A large number of lesser strikes have also occurred
and have caused a great loss of working days in
the year which has elapsed since June 1933. These
strikes are instances of the prevalent industrial un-
rest. The N.I.R.A. is frequently credited with the
responsibility for this. It is true that the Act gave a
sanction and a blessing to the right of workmen to
collective bargaining. By this action the question of
collective bargaining was brought into prominence,
and it has undoubtedly been the cause of the majority
of the disputes which have taken place. On the other
hand, the support which has been given to the
President's programme by prominent trade -union
leaders, such as Mr. Green and Mr. John Lewis,
has contributed to the settlement of some disputes
and prevented the actual occurrence of strikes. On bal-
ance it is probable that there have been more disputes
than would have occurred if the N.I.R.A. had not been
brought into existence. Serious labour troubles, how-
ever, were inevitable in any case. The depression in
trade and the consequent widespread unemployment
had caused great misery. For the most part hardships
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were borne with amazing patience. But after four years
of suffering, some measure of disquiet and discontent
was bound to result, especially when it appeared that
circumstances warranted an improvement in working
conditions. Moreover, influences exist outside the re-
cognized labour ranks which are ready to seize upon
any manifestation of unrest and to use it for their
own purposes. With such lo6se tinder lying about, a
flare-up like that in San Francisco was not surprising.

The most serious criticism which can be brought
against the present administration is in respect of its
monetary policy. To stress the importance of confi-
dence as the handmaid of recovery has become a plati-
tude which is almost wearisome. But in this case, as so
often, the greater the platitude the greater the truth.
It may be worth while deliberately to risk atemporary
shock to confidence in order to attain an important
objective in the more distant future. The currency
policy of the American Government, however, cannot
be defended on this ground. The abandonment of the
gold standard in the United States was spontaneous.
It was not forced upon the country. Through the
deliberate depreciation of the dollar, the nation gained
adefinite, though not a substantial advantage in its ex-
port trade. The effect upon domestic prices, however,
has been negligible, except in the cotton and tobacco
growing areas. These gains are not commensurate
‘with the disadvantages which the country has suffered
through the uncertainty during the latter half of 1933
as to the future value of the currency. The pressure
for inflation by farmers and the 'Silver States' has
exerted an unfortunate influence during the whole of
the present Administration. "A man's foes shall be
they of his own household.” It is clear that the Presi-
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dent and his advisers are aware of the danger of
currency inflation; of the apprehension which it would
create, and the harm to recovery it would cause. It
is devoutly to be hoped that the Silver Purchase Bill
will be the last concession to be made to an irrespon-
sible but powerful section of Congress and that the
nation will have a respite during which confidence and
the natural forces of recovery will be allowed to
operate.

Is the Government justified by its record? An out-
linehasbeen given of theresults of theprincipal activi-
ties of the Government and a brief summary of the
whole situation may now be attempted.

The financial position of the United States up to
the present time is not a cause for serious anxiety. The
total of expenditure has indeed greatly exceeded any
figure hitherto reached intimes of peace and deficitsin
the budget and the growth of the Federal Debt have
created general apprehension. This alarm, although
natural, is exaggerated. The burden of the Federal
debt, in relation to the wealth of the nation, is less
than one-quarter of the British national debt, and the
burden of taxation, which seems so heavy to American
taxpayers, isone which Englishmenwould thankfully
exchange for their own. The outlook for the futureisa
cause for more legitimate misgivings. In his budget
message on January 4, 1934, the President stated
his belief that the budget for 1935-1936 would be
balanced. The rate of revival for thefirst half of 1934,
however, has not been so substantial as to render it
likely that the expenditure onrelief, direct or indirect,
will have wholly ceased by the end of the present
financial year. By the end of the following financial
year, there should be good hope of budget stability.
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But the lesson of the past five years makes it clear that
in a time of depression a balanced budget is never
certain until it has been achieved.

Inthefield of political action there is no yard-stick
by which to measure the degree of success or of failure.
Judgments differ on measures, on results and on
possibilities, according to the propensities of those
who form them. One consideration should be borne in
mind, however, before a final judgment is passed.
There is a tendency in the United States to see the
spectre of socialism or of communism in any measure
or reform of an unaccustomed type. Recent proposals,
involving the regulation, but not the management of
commercial or industrial activitieshave been criticised
in the United States as being socialistic. In England
some of them at any rate would be regarded as em-
bodying principles long accepted and adapted to meet
the new conditions of a later day.

Viewed in this perspective, the actual achievements
of the present American Administration although not
startling, are substantial. The degree of recovery
compares favourably with that which has taken place
in the principal European countries. Thisis shown in
the attached chart.

For further progress in the United States, however,
two requirements are essential. Federal credit is the
sheet anchor and it must not be allowed to drag. Con-
fidence is the prerequisite of further recovery and it
must be allowed to grow. If these two requirements
are observed, there is no reason why the Budget of
1936-1937 should not be balanced; the reforms desired
by the Administration be accomplished, and recovery
proceed apace.

If the truth be told, however, it is not the actual
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value of the material results achieved which creates
supporters or opponents of the Government. Critics, if
they speak frankly, admit that under a Government
of the old type, recovery from the depths of the depres-
sion of March 1933 might have been no faster, if as
fast. Supporters of the Government will agree that
while the degree of recovery attained is substantial,
it is not as yet very surprisin§ or remarkable. So far as
men and women in the United States are free of party
considerations—and party ties in that country are
looser to-day than for many years past—what attracts
or repels them is the 'something new' in the Admin-
istration; not what it has achieved, but what it may
portend. Differing and sometimes discordant influ-
ences are still at work, asthey werewhenthe N.I.R.A.
was conceived. The nature of the 'something new' has
not yet taken shape. When this has been evolved and
the experiments which are now taking place develop
into a consistent and continuing policy, then a final
judgment of the Recovery Administration will be
possible.



CHAPTER XI
THE NEW AMERICA

THE conception of a new America embraces many
problems, diverse both in time and space. The
America of to-morrow is concerned before all things
with its Recovery Programme—with the chances of
success and the right specifics to apply. But beyond
the America of to-morrow lies the America of future
years. Will it be greatly changed from the country
we have known and, if so, what will the changes be?
Nor is that all. The issues which will find a place in
any conception of a new America reach out beyond
the confines of the Union itself to its relations with
the outside world. Will there be any pressing ques-
tions of international importance in the near future in
which America must perforce play a part? And in the
years to follow, will she feel the need to take a greater
share than hitherto in international affairs or will she
still be able to maintain her traditional attitude—
interested, but half aloof?

1. AMERICA OF TO-MORROW

Is America going to recover? Natural healing pro-
ceses are at work. They are so strong that recovery
is bound to go forward. How fast and how far it
will go will depend on the policy of the United
States Government, both at home and in its foreign
relations.

193
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In the sphere of domestic policy, the rate of pro-
gress will be prejudiced by any further conflict of the
kind of which so much has been heard—between
reform and recovery. The introduction of further re-
forms, similar to the Securities Act and the Securities
Exchange Act, would certainly retard recovery. They
might be worth the price, and that would be for the
Governmentto determine. Unless, however, the reasons
for introducing such measures of reform are clear and
compelling, it is better that they should be postponed
until the tide of tradeflowsso strongly that confidence
will not be impaired. On the other hand, some reforms
have no appreciable effect on recovery. For instance,
the introduction of a measure of health insurance, is
probably as opportune now as at any time. It isnot an
opportune moment for the establishment of a system of
unemployment insurance, but the reasons for this have
no connection with the Recovery Programme. Now
that the frontier of agricultural development has
been. reached, the introduction of a scheme of un-
employment insurance may be desirable. But if it
is launched during a time of depression, the fund
will get into deficiency and a heavy subsidy will be
required in addition to the regular Federal contribu-
tion. Moreover, in those circumstances, it will be
particularly difficult to test the genuineness of applica-
tions for benefit. The proper time to start such a
scheme is when trade is well on the upgrade; when
unemployment has been satisfactorily reduced, and is
falling still further. Its administrators can then ac-
quire experience and its funds accumulate, before
times of stress come upon it.

The reason for insistence upon the need for confi-
dence is clear. Confidence is the breath of life to the
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heavy industries, and arevival of the heavy industries,
which produce durable goods, is the key to trade
recovery. If the primary aim of the Government is
recovery, different policies and proposals, whether
measures of inflation, schemes of public works, or
housing programmes, should be judged primarily by
the effect they would have upon the heavy industries,
and their value should be rated accordingly.

Inflationary proposals of various kinds are advanced
on the ground that they will cheapen rates of interest
and promote investment. It is not more money, how-
ever, which is needed, but the confidence which causes
money to circulate. Excess reserves of the banks
already exceed $2000 millionand furtherinflationwill
do no good and may do great harm.

A continuance or an extension of the public works
programme is advocated both on the ground of
‘priming the pump' in the durable goods industries
and of giving employment. It is difficult to believe
that it can be justified on these grounds. It does
‘prime the pump'. Itfillsthe carburettor of the auto-
mobile. But what is the use of this if, when the
engine is started, there is no flow of petrol to supply
the carburettor when the priming is exhausted? This
IS just what happens in the United States in the present
state of the public mind. The stimulus applied by the
execution of public works produces an effect only so
long as the expenditure of public money continues, and
no longer. Different considerations apply to a pro-
gramme of public works when considered as a means
of giving employment. In any case it is an expensive
method, judged from the taxpayers' point of view,
unless the object be some work of undoubted public
utility which should be undertaken in any case.

o]
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The housing programme in the United States has
already been fully discussed. It is free from the weak-
nesses which lay the ordinary public works schemes
open to criticism, and it should have admirable results
if it can be brought into early and active operation.
But however rapidly housing may be pushed forward,
it cannot fill the whole bill. Before the depression, the
annual sum spent OR residential construction was
about 10 per cent of the total expenditure on durable
goods. Revival isneeded in theindustries which should
provide the other 90 per cent. Improvement is slow
in the demand for most kinds of machinery, and in the
locomotive industry the position is still pitiable. Two
conditions are needed if a substantial improvement is
to take place in the durable goods industries—a low
rate of interest and the belief that investment in
these industrieswill be profitable. The first is present,
but the confidence which is necessary for the second
is still lacking, and its absence delays the demand for
replacements and prevents the initiation of new
enterprises.

|s America going to recover? The answer has already
been given. Americais bound to recover. But before
the last word is said upon the subject of recovery,
emphasis should again be laid upon the need for
one particular measure before recovery comes—a
measure not of recovery, or of reform, but of pre-
caution. The possibilities of future inflation are so
great that methods of control should be devised and
applied before the situation gets out of hand. Other-
wise the dangers of prosperity may prove greater
than the difficulties of adversity.
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2. AMERICA OF THE FUTURE

What of the America of the future? The measures
just discussed affect the America of to-morrow. They
will hasten or delay recovery according as the policy
adopted has been rightly or wrongly conceived, but
they will not bring about fundamental changes in the
America of the years which follow. The aims of the
President, however, are notlimited to dealing with the
circumstances of to-day and to-morrow. His policy is
one of reform, at least as much as of recovery. Some of
the most important Acts passed by the 73rd Congress
are measures of reform, which were enacted at his in-
stance. Their intrinsic importance is considerable and
their effect will continue after recovery is complete and
when recovery expedients are a thing of the past. The
indication which these measures afford of the trend of
public opinion is almost as significant as the measures
themselves. It is strengthened by direct evidence, such
as the postal ballot or 'straw vote' on the President's
policy, organised recently by the Literary Digest.
Local reactions to the President's radio addresses
also show a preponderance of public opinion in his
support. This indicates a definite change of mind
in the United States on some fundamental matters
which affect the structure of society. It is not surpris-
ing that this should be so. It would, indeed, be sur-
prising if it were otherwise, inacountry which had just
grown to its full limits, and then passed through so
profound an experience as the change from the hectic
period before the collapse of 1929 to the distress of
the years which followed. A chapter in the country's
history is coming to a close, and while some are eager
to turn the page, otherswould gladly delay itsturning.
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One fundamental change is foreshadowed in the
statement of a banker in New York that "the old
financial supremacy is gone for good". If true, this
means that the third American dynasty has fallen.
The first was that of the farming element, which con-
tinued throughout the early decades of the Republic.
The second, which lasted well into the twentieth cen-
tury, was the era of the great manufacturers andrail-
road kings. The post-war dynasty was that of finance.
It is early as yet to say how far the prophecy will be
fulfilled, but it certainly is more likely to be justified
than most predictions of the kind.

It is easier to recognise the passing of an existing
regime than it is to foresee future developments, and
opinions as to these are bound to be more speculative.
One leading business man has said that "there will
be no more rich men". Changes which come about by
evolution, however, are seldom rapid, even if they
are ultimately far-reaching. It may well be that for-
tunes will no longer be made in the United States on
the gigantic scale of recent years, but men will become
rich judged by ordinary standards. It is doubtful if
the absence of colossal fortunes will be a calamity.
Great wealthislike amodern liner. Beyond a moderate
limit of enjoyment, each additional pleasure like each
knot of extraspeed, isonly attained at a disproportion-
ate cost. Again, limitations upon the accumulation of
wealth may lead to a change inthe standard of values.
Ambition to excel may find an outlet other than in
theworld of wealth—in science, perhaps, or in political
life and public work. If so, that most unlovely feature
in American life, the prevalence of graft, may en-
counter a growing public opinion which will tolerate
it no longer.
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Amid so many prophecies which are little more
thaninteresting speculations, thereisoneforecast which
can be made with a greater degree of confidence.
The coming years in the United States are likely to
witness at least one marked development in the world
of industry. In England the history of trade union
development and of industrial relations is long and
chequered with many trouble's. Until a short time
ago it seemed that the Fates might spin a different
fortune for the United States. Difficulties in the way
of trade union organisation and the paucity of good
leadership were among the reasons for this belief.
But there was—or seemed to be—a more potent reason.
A newer and more excellent way had been discovered,
which might prove a shorter and safer passage to the
haven of industrial peace. The policy of high wages
for all and opportunities of promotion for the most
capable would make trade unions superfluous. But
it now seems clear that American industry will have
to navigate the same difficult passage which British
industry was the first to enter. The late-comer will,
at any rate, possess one advantage. Many of the cur-
rents and reefs have been charted and it will be
possible to guard against some of the dangers which
others have encountered and to profit by some of the
mistakes which they have made.

Shortly before the adjournment of the recent Con-
gress, the President announced his intention to intro-
duce schemes of social insurance. With the growth of
labour organisation the demand for labour legislation
islikely to increase. Such a demand may have interest-
ing reactionsin the constitutional sphere. Miss Perkins,
the Secretary of Labour, pointed out at the Labour
Conference in New York in February 1934 that re-
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sponsibility for conditions of labour rests at least as
much with State legislatures and governments as with
the Federal Administration. At first sight, it seems not
only natural but right that this should be so, since
labour regulations must necessarily be adapted to suit
widely varying conditions of race and climate in the
different great regions of the country. Some unity of
principlein labour Ieg|s|at|on however, is necessary, in
a country which, however vast, is still one economic
entity. It is also notorious that standards of admin-
istration vary greatly between one State and another.
If the influence of labour organisation becomes more
powerful, a demand may well arise for laxer admin-
istrations to be brought nearer to the level of the more
efficient. If State rights are judged sacrosanct and
beyond the range of constitutional amendment, it may
yet be that ingenuity will devise means by which Fed-
eral legislation may deal with labour questions and
yet keep within the four corners of the Constitution.
Changes in political organisation in the United
States are among the developments which may occur
intheyearsto come. The possibility of the re-alignment
of political parties is already a matter of speculation.
The present division between Democrats and Repub-
licans is very largely a mechanism for deciding the
election of the President. The real issues on which
opinions are divided cut across party affiliations. Each
of the great divisions of which the country is composed
has its regional interests. Again, as between Catholic
and Protestant, white man and negro, industrialist and
farmer, a natural division is to be found in religion,
race or avocation. Only tradition makes the Western
farmer a Republican who votes for tariffs. Only the
surrounding negro population makes the conservative
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southerner in Georgia and the Carolinas vote the
Democratic ticket. Will all this be changed in the days
to come? There are already Democrats of pronounced
conservative tendencies and Republicans, like Senator
La Follette, with advanced social ideas. It has been
suggested in more than one quarter that the President
isnot likely to obtain support from the great financial
interests or from the employers of labour, and that
he may try to consolidate behind him the great mass
of the less well-to-do people—the farmers and the
workmeninthetowns. A combination of this kind may
be sufficient to break up the two great traditional
parties. I1f, however, as James Madison has said, poli-
tical differences tend to reflect a conflict of real in-
terests, such a combination will surely lead to a
position of very unstable equilibrium. Fundamentally,
the real interests of the industrial worker and the
farmer are not similar, but conflicting. Theindustrialist
would naturally vote for a high tariff. The interests
of the farmer, as Mr. Wallace, the Secretary of Agri-
culture, has more than once pointed out with great
force, are naturally bound up with low tariffs or free
trade. Moreover, the tendency of the agriculturist the
world over isconservative, while industrial centres are
the principal recruiting ground for radicals or social-
ists. Race and religion would still remain cross-sections
of the political structure; but racial or religious dif-
ferences would, if anything, cut across party divisions
to a less degree than at present. If a re-alignment of
political parties, determined by a real difference of
interests, does in fact come to pass, the colouring of
the political map of the United States will be surpris-
ingly different from what it has been at any time since
the Civil War.
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3. AMERICA AND FOREIGN RELATIONS

The course of the world depression has been marked
by an unprecedented series of set-backs to recovery.
It is as though a malevolent spirit nipped the first
shoots of recovery whenever they showed signs of
growth. One of the most serious of these set-backs was
the failure of the London Conference of 1933, followed
as it was by the vagaries of the dollar. Much water has
flowed under the mill since then. The situation in the
United States has changed greatly. The dollar has
been stabilised—with a power of variation between
limits, it is true. Nevertheless, it has been stabilised.
An unprecedented step hasalso been taken in conferring
upon the President the power to make commercial
treaties. Resistance to tariff reductions may always be
anticipated. But the effect on American products of
high foreign tariffs and of quotarestrictions has become
more widely realised, and the ultra-nationalism of a
year ago is now less vocal. It is possible, therefore, so
far as America is concerned, that negotiations which
were fruitless a year ago might have better success
to-day.

Considerable difficulties stand in the way of re-
opening such negotiations. The manner in which the
last Conference was broken up is not an incentive to
hold further meetings of a similar kind. The under-
valuation of the dollar presents another difficulty.
If, however, the United States is now ready to co-
operate to obtain an international agreement on
stabilisation, advantage should be taken of her
willingness to do so. The panoply and the fanfare of
the London Conference are not required. Indeed, they
aremore of ahindrance than a help. What is wanted,
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inthefirst instance, is business negotiation between re-
presentatives of the five or six leading countries. The
need for an international agreement on currency
stabilisation is greater than ever. All the reasons for
holding the London Conference of 1933 are as cogent
now as they were then. To these reasons another has
been added. Countries which are still on the gold
standard are making every endeavour to maintain it
but their hold has become precarious. Their abandon-
ment of it may lead to a competition in currency
depreciation, in the face of which the manipulators
of 'managed currencies' will be powerless—a com-
petition which will still further postpone recovery
from the depression.

Other steps which have been taken recently in the
United States may eventually lead to a participation
of a more permanent kind in international affairs.
The United States have formally joined the Inter-
national Labour Organisation, and the action aroused
no opposition in America. Again, their intention to
take an increasing part in foreign trade is clearly
indicated by the provision of special facilities for
financing it. Where will these steps ultimately lead?
There is no doubt as to the implications which are
logically involved. Economics and politics are in-
extricably bound up together. Wherever disquiet
and political unrest exist, they are aggravated by the
hardships and miseries which are due to economic
causes. But for mistakes that accentuated the world
depression—mistakes in which both Great Britain and
the United States had their share—Briining might
not have been superseded by Hitler and political
tension would be much less in Europe to-day.
Another implicationisequally important. Inthe event
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of war between France and Germany, Great Britain
will inevitably be brought in. If the war lasted any
length of time, it is almost as certain that the United
States would be brought in also. It is difficult for
Englishmen to realise that the frontier of England is
no longer the white cliffs of Dover but the Rhine. Only
with reluctance are they driven to face the fact that
there is but one real guarantee of peace—that Great
Britain must be prepared to throw her force into the
scale against the aggressor; to let it be known clearly
that shewill do so; and to make that force sufficiently
formidable that it cannot be disregarded by any would-
be aggressor with impunity. For the United Statesit
is much more difficult to visualise such a situation,
and harder still to accept any such conclusion.

There is a striking analogy between the position
of the United States to-day and that of Great Britain
half a century ago. In those days Britain was on
the confines of Europe, but not part of the European
system. She prided herself on her policy of 'splendid
isolation'. Asthe years passed and modern inventions
linked the world up more closely, she was forced to
realise that the possibility of isolation no longer
existed. The present position of the United States is
very similar. The Atlantic will soon be no greater
guarantee of isolation than the English Channel is
to-day. Many reasons have combined to give force to
the traditional opposition of America to 'entangling
alliances', and her actions hitherto have been in accord-
ance with thistradition. In most international confer-
ences of importance since the war, except of coarse
thosedealingwithnaval limitation, her representatives
have been interested spectators. They have taken part
in conversations, but for the most part they have held
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themselves free to withdraw and there has been no
question of the United States entering into any com-
mitment.

How soon will she be forced to abandon this posi-
tion? As the world becomes linked up more closely by
modern inventions, the possibility of isolating war or
of any nation standing aloof is diminishing. Before
many years have passed, the United States will be as
preoccupied as Great Britain is to-day with the pro-
blem of preventing wars between other countries. If
wars are to be avoided in the future, it is clear that
organised sanctions which will restrain a would-be
aggressor are essential. There is no virtue in a pact
which outlaws war and yet puts no sanction behind
the outlawry, and the world is still groping for the
best form which such sanctions can take and yet
be compatible with ultimate disarmament. In certain
contingencies the force which Great Britain canthrow
into the scale may avail to maintain peace when it
could not otherwise be preserved. The weight which
the United States can throw into the scale of peace
is overwhelming. When will she come to realise this
and to play her part?



EPILOGUE

THROUGHOUT the world the old order is changing. The
great experiment in the United States is one of the
manifestations of a peridd of tfansition. Asan example
of empiricism in the dynamics of change it is note-
worthy; it is still more significant as evidence of the
new currents of thought which alone make changes
practicable, and indeed inevitable.

But how intriguing is the experiment in itself. It
challenges all the cardinal principles of the existing
economic system—competition, profit-making, the
gold standard—but it does not make a final break
with any of them save one, the principle of leaving
the trade cycle to work its own cure. Reforms are
carried through by frontal attacks on powerful interests
that are strongly entrenched. Experiments are made
on agreat scale inindustry, inagriculture, in currency,
infinanceand in public works—experiments which are
only possible in a country which is still young, able
to repair the effect upon itself of possible mistakes,
and careless of the result of such experiments upon
neighbour nations. At the same time, they are
experiments of value to older countries during a
period of transition, when men are groping for truth
and eager to welcome it, whether it is born of theory
or discovered by practice.

This is not the place for a general discussion of
the relative merits of capitalism or socialism as the
economic ideal, or of possible methods of interna-

tional co-operation in economic affairs—a vital ele-
206
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ment in either case. But it is very pertinent to
consider the lessons that can be learned in this con-
nection from the great experiment in the United
Sfates. Nothing has happened there to show that any
system which puts production into a strait-jacket is
likely to prove a success. Quotas there, as here, may
be necessary as a temporary makeshift, but the
objections to them as a permanent system are obvious.
Still less has anything which has happened there
strengthened the case for socialism. This does not
mean, however, that the world should rest content
with things as they are, or let trade cycles take their
course. Experience in the United States during the
last four years indicates that, by careful investigation,
methods of control may be found within the capitalist
system which can prevent the extravagances of the
boom and the depths of the slump which have
characterised the great depression. Such a remedy
may seem unheroic as compared with a great change of
system. But if to wash in Jordan will heal our ills, why
strain for Abana and Pharpar, the rivers of Damascus?

Investigations of this nature are being carried out
in the United States. They need to be undertaken in
other countries also. They are not more inherently
difficult than other enquiries which are being made
under Government auspices. But are they not more
necessary than any? The discovery of the means by
which these great booms and depressions may be
prevented, together with their attendant evils, may
prove decisive in determining the future form of
government and the structure of society as well as in
removing some of the causes which breed unrest, and
thereby increase the possibility of war.

The old order is changing. The world will not rest
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content with the prospect of a future which will
bring a repetition of the hardships of the last few
years. If the capitalist system is jettisoned, it will
not be because of the merits of any other systeém
which may replace it. I't will be because the mass of
mankind will be ready to try a new system, proved
or unproved, which holds out a hope of escape from
the uncertainties and the hardships which they have
been led to believe are inseparable from the old.
"Dum, vitant stulti vitia in contraria currunt.

If, however, great trade depressions can beprevented
and capitalism pruned of its excesses, stability in
industry may be combined with freedom of individual
enterprise, and improvementsin the standard of living
made more secure and enduring.

Capitalism is indeed on its trial. So, too, is the
freedom of individual initiative. If thisis destroyed,
the chief responsibility for its destruction will lie
with those who professed to believe in it, but were
too remiss to try and remedy the admitted short-
comings of the existing economic system.

The old order must change. What is the new order
to be?



APPENDIX A
"PRINCIPAL LAWS PASSED BY THE 73rR0 CONGRESS!
Short Synopsis of Contents

ACT AUTHORISING R.F.C. AID TO INSURANCE COMPANIES.
June 10, 1933.

Authorises the Reconstruction Finance Corporation to
subscribe for preferred stock in Insurance Companies.

ACT RELATING TO DIRECT LOANS FOR INDUSTRIAL PURPOSES
BY FEDERAL RESERVE BANKS AND FOR OTHER PURPOSES.
June 19, 1934.

Authorises direct loans up to $580 million to smaller
industries by the Reconstruction Finance Corporation and
Federal Reserve Banks.

ACT TO AMEND THE TARIFF ACT OF 1930. June 12, 1934.

Confers on the President for three years the power to
make commercial agreements with foreign countries.

AGRICULTURAL ADJUSTMENT ACT and EMERGENCY FARM
MORTGAGE ACT. May 12, 1933

Institutes the policy of restricting agricultural pro-
duction and the system of processing taxes and benefit
payments to farmers.

The second part of the Act amends the Federal Farm
Loan Act and increases the help given to farmers in
dealing with mortgages.

The third part confers upon the President extensive
powers to inflate the currency.

! The date following the title of the Act refers in each case to the
date on which the Act was approved by the President.
209
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BANKING ACT of 1933. June 16, 1933.

Provides for the separation of Security affiliates from
Commercial banks; establishes a system of insurance of
Deposits; prohibits interest on demand deposits and gives
power to the Federal Reserve Board to regulate the
interest on time deposits and makes other amendments to
the Federal Reserve Act.

BANKHEAD COTTON ACT., 1933,
(See Cotton Control Act.)

COTTON CONTROL ACT—1933. April 21, 1934.

Authorises the Secretary of Agriculture to allocate
guotas for cotton growing and to impose prohibitive taxes
on cotton grown by any person in excess of this quota.

ECONOMY ACT. March 20, 1933.

Effects economies in salaries of officials and ex-Service
men's pensions—the so-called 'Veterans' Bonus'. (See aso
Independent Offices Act.)

EMERGENCY BANKING ACT. March 9, 1933.

Deals with the immediate problems raised by the
closing of the banks on March 4, 1933.

EMERGENCY FARM MORTGAGE ACT. May 12, 1933.

See 'Agricultural Adjustment Act', of which this Act
forms the second part.

EMERGENCY RAILROAD TRANSPORTATION ACT. June 16, 1933.

Appoints a Federal Co-ordinator of Railways for the
purpose of eliminating waste and enforcing economies.

FARM CREDIT ACT of 1933. June 16, 1933.

Authorises the creation of Production Credit Corpora-
tions and Associations; of a Central Bank and twelve
Banks for Co-operatives, and makes amendments to the
Agricultural Marketing Act and the Federal Farm Loan
Act.
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FEDERAL EMERGENCY RELIEF ACT. May 12, 1933
Sets up the Federal Emergency Relief Administration.
Before this Act was passed there was no Federal Agency
o for dealing with relief.

THE GOLD RESERVE ACT. January 30, 1934.

Transfers to the Government all the gold reserves of
the Federal Reserve Banks, in return for gold certificates;
confers on the President the power to stabilise the dollar
at not less than 50 per cent nor more than 60 per cent
of its existing gold content and creates a Stabilisation
Fund of $2000 million.

HOME OWNERS LOAN ACT of 1933. June 13, 1933.

Creates the Home Owners Loan Corporation and
authorises the establishment of Federal Savings and Loan
Associations.

INDEPENDENT OFFICERS APPROPRIATION ACT. June 16, 1933.

Modifies some of the economies in the 'Veterans' Bonus'.

LOANS TO INDUSTRIES ACT.

See 'An Act relating to Direct Loans for Industrial
Purposes by Federal Reserve Banks and for Other
Purposes'.

NATIONAL EMPLOYMENT SERVICE ACT. June 6, 1933.

Provides for the establishment of a national employment
system.

NATIONAL HOUSING ACT. June 27, 1934.

Establishes a Home Credit Insurance Corporation for
the purpose of insuring mortgages on medium sized
houses, and loans for the improvement of such houses. It
also authorises the establishment of mortgage corporations.

NATIONAL INDUSTRIAL RECOVERY ACT. June 16, 1933.

Part | establishes Codes of fair competition for in-
dustries.

Part |l creates a Federal Emergency Administration of
Public Works and authorises an appropriation of $3300
million for Public Works. New taxes are also imposed.

P
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RECIPROCAL TARIFF ACT.
See 'Act to amend the Tariff Act of 1930'".

SECURITIES ACT of 1933. May 27, 1933.

Imposes new and stringent regulations on the flotation
and sale of securities; gives to buyers of securities rights
of action against persons issuing or selling securities in
violation of the regulation. Violation of the Act is also
made punishable with fines 6r imprisonment or both.

SECURITIES EXCHANGE ACT of 1934. June 6, 1934.

Part | provides for the regulation of all Security
Exchanges by a new Securities and Exchange Commission
and imposes a number of new regulations on the Security
Exchanges.

Part Il amends the Securities Act of 1933.

SILVER PURCHASE ACT of 1934. June 19, 1934.

Enacts that one-fourth of the monetary stocks of the
United States shall be in silver and directs the Secretary
of the Treasury to issue silver certificates.

TENNESSEE VALLEY AUTHORITY ACT. May 18, 1933

Sets up the authority for completing the dam at Muscle
Shoals and for establishing the electric power station
served by the dam.

UNEMPLOYMENT RELIEF ACT. March 31, 1933.
Created the Civilian Conservation Corps. (C. 111.)
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PRESIDENT'S RE-EMPLOYMENT AGREEMENT

(Authorised by Section 4(a) National Industrial Recovery Act)

DURING the period of the President's emergency re-employ-
ment drive, that isto say, from August 1 to December 31,1933,
or to any earlier date of approval of a code of fair competition
to which he is subject, the undersigned hereby agrees with the
President as follows:

(1) After August 31, 1933, not to employ any person under
16 years of age, except that persons between 14 and 16 may
be employed (but not in manufacturing or mechanical indus-
tries) for not to exceed 3 hours per day and those hours be-
tween 7 A.M. and 7 P.M. in such work as will not interfere with
hours of day school.

(2) Not to work any accounting, clerical, banking, office,
service, or sales employees (except outside salesmen) in any
store, office, department, establishment, or public utility, or on
any automotive or horse-drawn passenger, express, delivery, or
freight service, or in any other place or manner, for more than
40 hours in any 1 week and not to reduce the hours of any store
or service operation to below 52 hours in any 1 week, unless
such hours were less than 52 hours per week before July 1,
1933, and in the latter case not to reduce such hours at
all.

(3) Not to employ any factory or mechanical worker or
artisan more than amaximum week of 35 hoursuntil December
31, 1933, but with the right to work a maximum week of 40
hours for any 6 weeks within this period; and not to employ
any worker more than 8 hoursin any 1 day.

(4) The maximum hours fixed in the foregoing paragraphs
(2) and (3) shall not apply to employees in establishments em-
ploying not more than two persons in towns of less than 2500
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population which towns are not part of alarger trade area; nor
to registered pharmacists or other professional persons employed
in their profession; nor to employees in a managerial or execu-
tive capacity, who now receive more than $35 per week; not to
employees on emergency maintenance and repair work; nor to
very special cases where restrictions of hours of highly skilled
workers on continuous processes woul d unavoidably reduce pro-
duction but, in any such special case, at least time and one third
shall be paid for hoursworked in excess of the maximum. Popu-
lation for the purposes of this agreement shall be determined by
reference to the 1930 federal census.

(5) Not to pay any of the classes of employees mentioned
in paragraph (2) less than $15 per week in any city of over
500,000 population, or in the immediate trade area of such city;
nor less than $14.50 per week in any city of between 250,000
and 500,000 population, or in the immediate trade area of such
city; nor less than $14 per week in any city of between 2500
and 250,000 population, or in the immediate trade area of such
city; and in towns of less than 2500 population to increase all
wages by not less than 20 per cent, provided that this shall not
require wages in excess of $12 per week.

(6) Not to pay any employee of the classes mentioned in
paragraph (3) less than 40 cents per hour unless the hourly
rate for the same class of work on July 15, 1929, was less than
40 cents per hour, in which latter case not to pay less than the
hourly rate on July 15,1929, and in no event less than 30 cents
per hour. It is agreed that this paragraph establishes a guaran-
teed minimum rate of pay regardless of whether the employee
is conpensated on the basis of a time rate or on a piece-work
performance.

(7) Not to reduce the compensation for employment now in
excess of the minimum wages hereby agreed to (notwithstand-
ing that the hours worked in such employment may be hereby
reduced) and to increase the pay for such employment by an
equitable readjustment of all pay schedules.

(8) Not to use any subterfuge to frustrate the spirit and
intent of this agreement which is, among other things, to in-
crease employment by a universal covenant, to remove obstruc-
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tions to commerce and to shorten hours and to raise wages for
the shorter week to a living basis.

(9) Not to increase the price of any merchandise sold after
ther date hereof over the price on July 1, 1933, by more than is
made necessary by actual increases in production, replacement,
or invoicecosts of merchandise, or by taxes or other costs result-
ing from action taken pursuant to the Agricultural Adjust-
ment Act, since July 1,1933, and, in setting such price increases
to give full weight to probabl® increases i n sales volume and to
refrain from taking profiteering advantage of the consuming
public.

(10) To support and patronize establishments which also
have signed thisagreement and are listed as members of N.R.A.
(National Recovery Administration).

(11) To co-operate to the fullest extent in having a code of
fair competition submitted by his industry at the earliest pos-
sible date, and in any event before September 1, 1933.

(12) Where, before June 16, 1933, the undersigned had con-
tracted to purchase goods at a fixed price for delivery during
the period of this agreement, the undersigned will make an ap-
propriate adjustment of said fixed price to meet any increase
in cost caused by the seller having signed this President's Re-
employment Agreement or having become bound by any code
of fair competition approved by the President.

(13) This agreement shall cease upon approval by the Presi-
dent of a code to which the undersigned is subject; or, if the
N.R.A. so elects, upon submission of acode to which the under-
signed is subject and substitution of any of its provisionsfor any
of the terms of this agreement.

(14) Itis agreed that any person who wishes to do his partin
the President's re-employment drive by signing this agreement,
but who asserts that some particular provision hereof, be-
cause of peculiar circumstances, will create great and unavoid-
able hardships, may obtain the benefit hereof by signing this
agreement and putting it into effect and then, in a petition ap-
proved by arepresentative trade association of hisindustry, or
other representative organisation designated by N.R.A., may
apply for astay of such provision pending a summary investiga-
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tionby N.R.A., if he agreesin such appUcationto abide by the
decision of such investigation. This agreement is entered into
pursuant to Section 4 (a) of the National Industrial Recovery
Act and subject to all the terms and conditions required by

Sections 7 (a) and 10 (b) of that Act.
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STATISTICAL TABLES!
TABLE |
PRODUCTION AND OTHER BUSINESS INDICES
1. Production in U.SA.,, compared with other countries

(1928 = 100)
Quarterly Periods Ktljnndt am [ USA. Germany| France | Belgium | Japan
1929:
First Quarter. | 1045 | 1060 950 | 1079
Second , .} 1062 | 1114 | 109-0 | 109-8
Third .| 1049 | 1105 | 1032 | 1091 .. ..
Fourth , . ! 1079 | 97 | 989 | 112-1 | 1014% | 111-4°
1930:
First » .| 1051 94-6 934 | 1131 .. .o
Second . 97.7 931 882 | 1131
Third . 94.3 83-2 795 } 1094 .. ye
Fourth , .| 938 | 763 | 749 | 1063 [ 89-8%| 105-6
1931
First oo 90.0 76-6 70-1 | 1044
Second . 87.1 787 74-8 | 101-3 .- .
Third . 84.7 71-5 68-7 95-3 789 | 104-1
Fourth . 920 661 62-2 900 751 | 102-3
1932:
First P 900 62-5 61-9 79-5 69-4 | 1010
Second ,, . 89.4 54-7 61-3 740 65-3 | 104-8
Third . 82.7 55-3 59-6 73-2 55-3 | 107-2
Fourth . 900 59-5 61-8 761 71-7 | 1186
1933
i First N 89.9 56-5 641 80-8 691 § 1209
Second . 91.7 70-9 67-6 85-8 701 | 1256
Third . 91.8 82-6 70-7 87-4 658 | 1290
Fourth . 99.5 67-3 73-4 84-2 69-9 | 1381
1934:
First w - | 1033 735 81-9 82-7 69-6 | 1329

SOURCE.—League of Nations Monthly Bulletins.
! Except where otherwise stated, all statistics apply to the United States
only.
2" Averages for the year. No quarterly indices for Belgium or Japan exist
before 1931.
217
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TABLE | (continued)
PRODUCTION AND OTHER BUSINESSINDICES

2. Industrial Production
(1923-1925=100)

Manu- e Steel Ingots
YearorMonth | (ke (U (unéej st pagaage o
1928 Average . 1 112 106 85
199 . 19 19 15 89
9% % %5 9 63
1931 » 8l 80 84 33
192 &4 63 73 19
1933:
January . 64 63 71 26
February 64 63 76 27
March 60 58 74 24
April 67 68 65 2
May 80 80 76 2
June 9 °¢] 82 16
July % 97 89 15
August . PN & A 14
September 8 A 93 7
October . 78 77 19
November 72 76 84 18
December 69 67 80 15
1934
January . 7 75 1) A
February 83 2 82 A
March 87 86 a1 43
April 89 81 48
May 39 89 87 L1
June 85 83 53

SOURCES—The Federd Reserve Board, except for Sted Ingots, which are
taken from the Survey of Current Busness (U.S. Department of Commerce).
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TABLE | (continued)
PRODUCTION AND OTHER BUSINESS INDICES

3. Durable Products expressed as a Percentage of Non-durable Products

) Dug/abg? | od Dug/abltfe
Quarterly Periods Ndsﬁ-d&rable .Quarter y Periods Ngﬁ-d&r%ble
1919: First Quarter. 98-0 1927: First Quarter. 82-3
Second ,, . 789 Second , . 88-0
Third ,» . 84-7 Third . 76-8
Fourth ,, . 753 Fourth , . 74-0
1920: First ,s . 88-9 1928: First w 81-3
Second ,, . 87-9 Second ,, . 85-6
Third > . 1030 Third . 89-4
Fourth ,, . 104-8 Fourth , . 889
1921: First  ,, . 72-9 1929: First y 89-2
Second , . 55-2 Second , . 93-5
Third ,, . 50-9 Third . -3
Fourth ,, . 57-2 Fourth , . 80-9
1922: First ,, . 62-6 1930: First . 82-9
Second ,, . 795 Second , . 83-2
Third ,, . 74-8 Third . 72-2
Fourth ,, . 79-6 Fourth , . 61-2
1923 First  ,5 . 83-2 1931: First . 61-4
Second ,, . 89-4 Second , . 56-6
Third ,, . A-3 Third . 438
Fourth , . 89-4 Fourth , . 40-8
1924: First ,, . 90-6 1932: First w 36-5
Second ,, . 791 Second , . 361
Third ,, . 76-5 Third . 271
Fourth ,, . 80-5 Fourth , . 309
1925: First o . 87-1 1933: First w 319
Second ,, . 85-3 Second , . 400
Third ,, . 86-2 Third w 55-3
Fourth , . 930 Fourth , . 46-2
1926: First , . 89-5 1934: First y 51-9
Second ,, . 90-9 Second , . 620
Third ,, . 911
Fourth ,, . 837
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TABLE | (continued)
PRODUCTION AND OTHER BUSINESS INDICES

4. The National Income ana\Gross Farm Income
(Amountsin millions of dollars)

Egtimate_of Gross Farm | Farm Income
v | HRGR | o | ERERI
1919 65,949 16,935 185
1920 73,999 13,566 149
1921 63,371 8,927 110
1922 65,925 9,944 111
1923 74,337 11,041 10-8
1924 77,135 11,337 10-8
1925 81,931 11,968 111
1926 84,238 11,480 96
1927 87,276 11,616 95
1928 88,283 11,741 93
1929 91,405 11,941 7-6
1930 81,295 9,454 7-6
1931 67,000 6,968 71
1932 52,500 5,331 70
1933 o 6,256 28-0

SOURCE.—Economic Bases of the Agricultural Adjustment Act. The per-
centagesin the last column are based on estimates of farm income included in
the estimate in column 2 of national income, not on column 3.
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TABLE 1 {continued)
PRODUCTION AND OTHER BUSINESS INDICES
5. New Domestic Capital 1ssues
(Amounts in millions of dollars)
- Corporate
Total 1 i

Year or Month amlupa? BORB?e%“d i Sacks

igs . 5215 1352 2452 1153

1926 . : 5189 1344 2667 1087

1927 . . 6219 1475 3183 1474

1928 . . 6789 1379 2385 2961

1929 . . 9420 1418 2078 5924

1930 . . 6004 1434 2980 1503

11931 . . 2860 1235 1240 311

[/ . 1157 755 305 20
1933

January . 65 33 19 3

February . 20 17 1 0

Mar ch. . 16 13 0 3

April . . 25 18 16 1

May . . 44 40 1 3

{ June . . 110 98 3 9

Coduly . . 117 28 0 53

" August . 46 32 0 14

Sept enber . 64 37 0 9

Cct ober . 59 56 0 3

Novenber . 88 82 0 6

Decenber . 57 41 0 16
1934:

January . 43 37 0 6

February . 79 59 12 1

Mar ch. . 97 81 9 5

April . . 143 100 24 5

. My . . 103 61 26 3

I June . . 123 102 0 9

SOURCE.—The Federal Reserve Bulletin.
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TABLE I (continued)
PRODUCTION AND OTHER BUSINESSINDICES

6. BusinessIndices
(1923-1925 = 100)

Construction cal’ Electric Departmental
Year or Month Contracts Loadings Power Store sdes
(unadjusted) | (unadjusted) ( Production | (unadjusted)
1928 average . 135 100. 6 101 108
1929 . 117 1031 102. 4 1m
1930 , . 92 89-7 92.7 02
1931 , . 63 72.8 82 92
1932 . 21.9 . 64 69
1933
January . 18 56 82.3 49
February . 16 54 82.6 49
March. ' 14 50 80 50
April . . 16 53 84 68
May . . 19 56 87.4 67
June . . 21 60 93 64
July . . 24 65 9%.9 49
August . 25 61 9.6 59
September . 30 60 9.7 73
October . 35 58 89.4 77
November . 42 59 88 75
December 46 63 88.3 121
1934
January . 40 64 89.5 57
February . 38 64 931 59
March . . 33 66 93.6 73
April . . 36 62 96:1 73
May . . 32 63 9.7 77
June . . 36 64 98 70

SOURCES—Survey of Current Business (U.S. Department of Commerce),
and Federd Resarve Board Bulletin.
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TABLE 11
INDICES OF WHOLESALE PRICES
(1926 = 100)
All
> . Commodities
Year or Month Pr'f)%rurgts Foods oth':egrman Comrﬁ\wloldities
Products
and Foods

1928 average . 105.9 10%0 92.9 96.7
1929 . 104.9 99.9 91.6 95.3
1930 ., . 88.3 90.5 85.2 86.4
1931 . . 64.8 74.6 750 73.0
1932 . 48.2 610 70.2 64.8
1933:

January . 426 55.8 67.3 610

February . 40.9 53.7 660 59.8

March. . 42.8 54.6 65.8 60.2

April . . 44.5 561 65.3 60.4

May . . 50.2 59.4 66.5 62.7

June . . 53.2 61.2 68.9 650

July . . 601 65.5 72.2 68.9

August . 57.6 64.8 741 69.5

September . 57.0 64.9 761 70.8

October . 55.7 64.2 77.2 71.2

November . 56.6 64.3 77.2 711

December . 55.5 62.5 715 70.8
1934:

January . 58.7 64.3 78.3 722

February . 61.3 66.7 78.7 736

March. . 61.3 67.3 785 73.7

April . . 59.6 66.2 78.6 72.3

May . . 59.6 671 78.9 73.7

June . . 631 69.6 J 78.8 74.6

SOURCE.—The Bureau of Labour Statistics of the Department of Labour.
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TABLE 111

1.AGRICULTURAL PRICESAND RATIOS
(1909-1914 = 100)

Cotton, Wheat, Corn, Hogs, All

Year or Month cents cents per | cents per | dollars |Agricultural
per Ib. bushel bushel | per 100 Ib. roducts
1919 average . 35.6 2131, | 14.3 .. 209
1920 » . 139 1433 65.6 .. 205
1921 - . 16,2 90.3 41.3 .. 116
1922 " . 238 98.9 650 .. 124
11923 ” . 310 91.4 71.4 7.41 135
1924 » . 226 130.9 97.8 6.85 134
1925 » . 18.2 140.5 670 10.55 147
1926 » . 10.9 120.7 63.8 1155 136
1927 2 . 19.6 1118 71.8 10.28 131
1928 - . 180 98.1 74.8 859 139
1929 . 16.8 1035 79.8 9.28 138
1930 - . 95 671 50.4 8.95 117
1931 " . 57 391 321 6.95 80
1932 . . 6.2 350 195 3.78 57
1933:
January . . 5.6 329 191 2.68 51
February . . 55 323 194 2.94 49
March . . 6-1 A5 20.6 322 50
April . . 61 44.8 28.2 3.21 53
May . . 82 59.0 38.9 3-88 62
June . . 8.7 58.7 40.2 396 64
July . . 10.6 86.9 58.4 398 76
August . . 88 4.7 48.8 379 72
September . 88 711 46.5 373 70
October . . 90 63.6 38.8 417 70
November . 9.6 711 40.6 370 71
December . 96 | 693 420 | 292 68
1934
January . . 103 69.4 43.9 306 70
February . . 1.7 720 45.6 3.87 76
March . . 117 70.9 47.1 3.88 76
April . . 11.6 68.7 47.1 349 74
May . . 110 69.5 48.6 317 74
June . . 11.6 78.9 560 3.52 7

SOURCE. — Crops and Markets, published by the U.S. Department of
Agriculture.
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TABLEI I | (continued)

2.AGRICULTURAL PRICESAND RATIOS
(1909-1914:100)

Prices of
! Year or Month pur%krltjas%gﬁby E@vgdn Famgrs
g Farmers armer: S ratio'
| 1919 average . 200 | 209 104
’ 1920 " . 194 205 106
1 1921 » . 150 116 77
;1922 » . 146 124 84
1923 » . 149 135 0]
1924 . . 150 134 89
1925 " . 154 147 95

, 1926 .- . 153 136 89 |

i 1927 » . 151 131 87
1928 » . 153 139 91
1929 » . 152 138 91
1930 " . 144 117 81
1931 s . 125 80 65
1932 ’ . 107 57 53

+ 1933:

! January . 102 51 50
February . 101 49 49
March . . 102 50 50
April . . 101 63 52
May . . 102 62 61
June . . 103 Iy 62
July . . 117 76 71
August. ) 112 72 64
Septeml)er . 116 70 60
October . 116 70 60
November . 116 71 61
December . 116 68 59

1934:
January . 117 70 60
February . 119 76 64
March . . 120 76 63
April . . 120 74 62
May . . 121 61
June . . 122 7'15 1 63

SOURCE.—Crops and Markets, published by the U.S. Department of
Agriculture.
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TABLE IV
STATISTICS OF SOCIAL CONDITIONS

1. Earnings and Cost of Living

Hourly | Weskly Earnings |  lleal Cog of Retail
Year or Month  |Earni ng)Jls, E\glrﬁlé Living, Plr__lcc)gsd of
dollars | b rs | 1923 = 100| 1923 = 10| 1923-100 | 128 % 101
1928 average. .- 27-80 | 1045 1040 100-4 14
1929 i . . 28541 107-3 107-3 100-0 157
1930 i . . 2590 974 101-2 96-2 147
1931 , .| 0564 |22-60| 849 979 86-7 121
1932 N .| 0497 | 1710 64-3 82-8 -7 102
: 1933;
January . | 0-468 | 16-21 60-9 826 | 737 %5
February . | 0-464 j 1613} 60-6 840 ; 721 a1
March .| 0460 | 1456 | 54-7 76-2 71-8 91
April. . | 0460 | 1539 57-8 80-8 71-5 D
May . . 1 0453 | 16-71 62-9 871 72-1 A
June. . | 0452 | 1849 69-5 95-5 72-8 97 |
July . .| 0455 | 1915 720 95-7 75-2 165
August .1 0497 | 19-25 72-3 940 76-9 107 '
September . | 0-531 | 1946 | 731 93-8 779 107
October . | 0540 | 1946 | 731 93-7 780 107
November . | 0-545 | 1851 69-6 89-5 77-8 107
1 December .| 0-550 { 1858 69-8 O3 77-3 14
1934: !
January . | 0551 | 1889 | 710 91-6 77-5 16
February . | 0-558 | 19-81 74-4 950 78-3 18 |
March . | 0-561 | 20-49 770 981 78-5 108
April. . | 0579 | 2100 78-9 100-6 78-4 107
May . . | 0586 | 20-79 77-8 1057 78-6 107
June. . | 0586 |20-71 78-1 . 78-8 109 .

SOURCES.—Survey of Current Business, the National Industrial Conference
Board; and the Bureau of Labour Statistics.



APPENDIX C

TABLE 1V (continued)

STATISTICS OF SOCIAL CONDITIONS

2. Factory Conditions and Labour Disputes

— —— . e
Factory Factor
Year or Month Emflc%yment 152 5“;' Ty ?ﬁ?/gul Oﬁt
(unadjusted) | (unadjusted) | -@Pour Disputes
1925 Monthly 989 102-4
average
1929 ” 104.8 109-1 831,259
1930 " 915 83-7 227,531
1931 . 174 67-5 532,182
1932 - 641 46-1 538,581
1933:
January 60.2 395 240,912
February 611 40-2 109,862
March . 58-8 371 445771
April 59-9 38-8 535,039
May 62-6 42-7 603,723
June 66-9 47-2 504,362
July 715 50-8 1,404,850
August. 76-4 56-8 1,401,532
September 80-0 59-1 3,642,431
October 79-6 59-4 3,067,967
November 76-2 555 1,160,565
December 74-4 545 338,746
1934:
January 73-3 54-0 1,926,035
February T1-7 60-6 819,934
March . 80-8 64-8 901,933
Apri I 82-3 67-3 2,280,164
May?* 82-4 67-1 2,343,767
June 81- O 650 2, 490 269

227

SOURCE.—Bureau of Labour Statistics. M onthly Averages are given for
years before 1933 in order to facilitate comparison.

! Preliminary figures, subject to change.
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TABLE IV (continued)
STATISTICS OF SOCIAL CONDITIONS

3. Unemployment in the United States

1 R Number of — Number of
Month Unemployed Month Unemployed
i 1930: 1932:
January . 3,216,000 January . 10,197,000
{ February 3,565,000 February 10,486,000
March 3,543,000 March 10,739,000
i April 3,188,000 April 10,990,000
¢ May 3,090,000 May 11,470,000
' June 3,250,000 June 11,853,000
July 3,714,000 July 12,300,000
August . 4,101,000 August . 12,344,000
September 4,150,000 September 11,767,000
October . 4,639,000 October . 11,586,000
November 5,364,000 i November 12,008,000
December 5,541,000 December 12,124,000
1931L: 1933
January . 7,160,000 January . 12,986,000
February 7,345,000 February 13,185,000
March 7,068,000 March 13,533,000
April 6,739,000 April 12,987,000
May 6,750,000 ! May 12,591,000
June 6,841,000 June 11,872,000
July 7,198,000 July 11,531,000
August 7,357,000 August . 10,759,000
September 7,303,000 ! September 9,965,000
October . 7,778,000 October . 9,812,000
November 8,699,000 November 10,443,000
December 8,908,000 December 10,682,000
1934
January . 11,668,000
February 11,331,000
March 10,737,000
April 10,410,000
May 10,077,000
June 10,026,000

SOURCE.—Estimates made by the American Federation of Labour of the
number of unemployed among the gainfully employed population, which
amounted to 45,190 at the time of the census of 1930. A slight correction
has been made in the figures since January, 1933.



4. Employment and Relief given by Federal Recovery Agencies

TABLE

IV {continued)

STATISTICS OF SOCIAL CONDITIONS

1

public fublic Civilian § Civil Works | Emergency |  Total of % of Families | o |

I R e B i P e s e e R

|

1933; j
January 74,405 74,405 0-2 | 3,850,000 13 |
February 76,969 76,969 02 4,140,000 4
March . 94,491 . 94,491 | 02 | 4,560,000 15
April 121,089 21,056 142,145 0-3 4475322 15 |
May 138,934 91,244 230,178 | 05 4,252,443 14|
June 151,614 242,737 394,351 { 08 3,789,026 13 1
July 128,801 .. 292,295 421,096 09 || 3,451,874 12 0
August 106,907 4,018 | 276,172 387,007 08 3,351,810 | 11 ¢
September 79,880 | 30,009 | 247,758 357,647 0-7 2,995,857 10 -
October 56,872 | 114,096 [ 240,241 . 411,209 08 3,010,516 10
November 38,112 | 240,707 | 287,733 | 1,471,200 2,037,752 | 42 3,365,677 1
December 21,345 | 251,234 | 278,517 | 2,884,893 3,435,989 7-0 2,630,996 9 |
1835 S .4
January 7,633 | 243,645 | 289,184 | 3,928,130 4,468,592 91 ; 2,485,761 8 !
Februaty 2,382 | 261,091 { 278,766 | 3,492,947 . 4,035,186 | 83 2,595,526 9
March . 1451 | 267,774 | 212,649 | 2,284,897 | 22,934 | 2,789,705 { 57 ]| 3,070,551 0
April 1,932 | 348,783 | 266,876 65512 | 786,829 | 1,469,932 30 j| 3,864,765 13|
May 3,941 | 462,888 | 285556 11,116 | 866,779 | 1,630,280 | 33 3,820,000 13
June 4,678 | 553,789 . . . .. . !

1 Average monthly number of persons employed, and average monthly number of families on relief.
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TABLE V
FINANCE

1. Federal Budgets and Federal Debt

(Amountsin millions of dollars)

Financial All All " Gross Federal
year ending [ Government | Government, Surplus + debt at,
June 30 Receipts Expenditure or Deficit - June 30
1913 724 725 v ! 1,193
1914 735 735 . 1,188
1915 698 761 -63 1191
1916 83 734 +48 1,225
1917 1124 1978 -853 2,976
1918 3665 ! 12,698 -9,033 12,244
1919 5152 18,523 -13,371 25,482
1920 6695 6,482 +212 24,298
1921 5625 5,538 +87 23,976
1922 4109 3,795 +314 22,964
1923 4007 3,697 + 310 22,350
1924 4012 3,507 + 505 21,251
1925 3780 3,530 +251 20,516
1926 3963 3,585 +378 19,643
1927 4129 3,494 + 636 18,510
1928 4042 3,644 +399 17,604
1929 4033 3,848 +185 16,931
1930 4178 3,994 +184 16,185
19313 3190 4,093 -903 16,801
1932 2006 5,159 -3,153 19,487
1933 2080 5,148 -3,068 22,539
19344 3116 6,270 -3,154 27,053

! This includes in esch cae statutory expenditure for repayment of debt.
2 Changes in the Federal Debt are due to changes in balances in the
hands of the Treasury as well as to surpluses or deficits on income and
exg)enditure.
In 1931 and subsequently only the balances of trust and contributed
funds are included.
* Estimated.



TABLE V (continued)

2. Amount and Percentage Distribution of Long-term Debts by Class and Year
(From The Internal Debts of the United Sates, edited by Evans Clark)

(Amountsin millionsof dollars)

E Latest Available Year 19293 Post War Depression Y ear Pre-War Y ear ]
i Class |
amount { EELCEN | Amount { BFEE | Amount | GFGEY | Amount | GFTGEY

Farm Mortgage Debts 8,500 67 9,469 (a) 80 7,858 (c) 109 3,320 91
Urban Mortgage Debts 27554(e) | 21-7 27,616 232 : 124 5,151 141
Railroad Debts 14,264 11-3 14,065 11-8 13216 183 11,186 30-7
Public Utility Debts. 11,225 (f) 89 9,251 7-8 5,249 (b) 7-3 3,294(6) 90
Industrial Debts 10,450 82 10,170 85 4,820 6-1 3,738 103
Financial Debts 21,919 173 19,767 166 6,740 93 4,040 111
Federal Debts(d) . 14,237 11-2 12,155 102 15,965 221 0-968 21
State and Local Debts 18,685 14-7 16-556 139 9,420 130 4,751 136

| Total Reported Debt 126,834 119,049 72,236 36,448

i Total Estimated Debt (g) 134,280 126,433 75,158 37,989
(a) 1928. (b) Excluding manufactured gas companies. (c) 1920.

(d) Federal Debt amounted to $26,977 million on June 30, 1934.
(e) Total mortgage holdings of all institutions and individuals estimated at $35,000 million at Dec. 31, 1931.
(f) Inclusion of funded debt of holding companies brings aggregate debt to $14,000 million at Dec. 31, 1931.
(9) Including total reported debt plus adjustments to make totals for all years comparable. The adjustments are made to correct
omissions in the reported debt figuresand are based on known figures and assumed relationships.

O XIAN3ddV

TeC



232 THE NEW AMERICA

TABLE VI
STOCK EXCHANGE STATISTICS

1. Stock Exchange Prices

(1926=100)
High High Common Stocks
Month Grade | Grade Total : -
Bonas | Pgfered duria | ray | e
1929June .| 953 1277 | 190.7 | 1920 | 1448 | 2330
. Dec. .| 965 1264 | 1538 | 1469 | 1363 | 2009
1930June .| 982 126.8 | 1528 | 1431 | 1245 | 2235
, Dec. .1l 978 1219 | 1094 | 1019 935 | 1579
1931June .| 894 119.7 951 86.5 74.0 { 1530
. Dec. .| 81-6 991 57.7 54.3 330 95.6
1932 June .| 722 83.6 34.0 34.0 14.0 550
i, Dec. .| 8-2 95.4 47.0 45,0 26.0 |. 80.0
1933
January .7 84-1 97.8 49.0 46.0 28.0 82.0
February .| 825 95.7 45.0 430 27.0 78.0
March . 767 931 43.0 420 26.0 69.0 :
April . .| 754 95.9 48.0 49.0 26.0 64.0
May . .| 820 103.3 63.0 65.0 38.0 79.0
June . .| 868 109.7 75.0 77.0 44.0 97.0
July . .| 896 1125 80.0 84.0 53.0 98.0
August .| 899 1129 75.0 79.0 49.0 87.0
September . | 87-9 1120 75.0 81.0 47.0 80.0
October ., | 865 109.8 70.0 76.0 40.0 75.0
November . | 82-6 1075 69.0 77.0 38.0 70.0
December . | 83-6 107.7 70.0 79.0 40.0 67.0
1934:
January .| 883 111.2 76.0 84.0 46.0 73.0
February . | 929 1165 81.0 88.0 50.0 81-0
March .1 951 1175 77.0 85.0 48.0 76.0
April. .1 970 120.2 80.0 88.0 49.0 76.0
May . .| 976 1210 72.0 80.0 43.0 70.0
June . .1 990 122.1 74.0 81.0 44.0 72.0

SOURCES.—Federa Reserve Board Report for 1931, aﬁd the Federal Resarve
Bulletins.



APPENDIX C

TABLE VI (continued)

STOCK EXCHANGE STATISTICS

2. Sock Prices compared with Commodity Prices

(1926-1929)
Standard hi Bureau of Labour
Statistico Ca(r;mmon Q/\g%ar%ee '\cﬂfogt%clzl Whatglsg S
Date Stock Price Sdeson N.Y. ditv Pri
Index Stock Exchange mollnc}j/e ice
(1926 = 100) (millions of shares) (1926.-1(00)
(€N ) %)
1926" 1000 37-42 1000
1927 1183 4808 B4
1928 1499 76-71 %7
1929 1903 BB %53
1929;
January 1852 1108 %9
February 1865 7797 %54
March 1891 1056 9%-1
April . 1866 82-60 55
May . 1878 91-28 U7
June . 1907 69-55 952
July . 207-3 933 %5
August . 2181 9%5-70 %-3
September . 2252 1001 961
October . 201-7 1417 951
November . 1511 72-46 B35
December 1538 8386 933

ORIGINAL SOURCES.—(1) Standard Statistics Co.; (2) New York Times;
(3) Bureau of Labour Statistics

! Annual average for esch of the years 1926 to 1929,
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TABLE VI (continued)
STOCK EXCHANGE STATISTICS
©
3. Sock Exchange Speculation

(1919 = 100)
f Securities Column 3
vear ’\llr?(t:'oorp]? Sollzgt?hnar’;‘gg ' Cagl l(jf) mgfz
€ ' 2 €) 4
1920 112-2 71-6 64
1921 961 54-8 57
1922 1000 83-3 83
1923 112-7 75-8 67
1924 1170 901 7
1925 1242 144-5 113
1926 127-7 1435 112
1927 1323 184-4 139
1928 1339 294-2 219
1929 138-6 359-4 253
1930 123-3 2591 210
1931 101-6 184-3 181
1932 79-6 1359 171
1933 .. 209-3 .

- SOURCES.—Bureau of National Economics; the Department of Agriculture
in "Economic Bases for the Agricultural Adjustment Act"; and New Y ork
Stock Exchange Y ear Book.
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