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INTRODUCTION

With the Roosevelt Administration still a realilty
rather than an historical fact, it 1s with great difficulty
that emotionalism can be avoided in an attempt to study 1it.
The policies of this Administration have been such a dis-
tinct departure from what we Americans have heretofore
considered to be the function of goverﬁment in economice
matters that we must readjust our thinking to accommodate
such changes, This should not be considered an insurmounte
able difficulty. Every age has been faced with change and
emotion, but to accept an unscholarly epproach for this
reason is to admit that no scholarly approach to any probe
lem 1s possible, ZEven though certein feelings of this kind
enter into this discussion, benefits may come from an
attempt at rationalism., Some individual in the future may
be able to gather together the facts to bring understanding
of these events,

In a study of this kind 1t is necessary to exercise
care not to read too much into phraaea and statements which
were Iintended only for rhetorical emphasis, and not to
eliminate as unimportant thoughts which though not cone

stantly stressed were nevertheless implied by the evidence,



The task is not only to interpret material bubt also to
weigh points without regard to stress or emphasis,

The problem is made difficult because of the possibili.
ties of differences between the task of the economic
theorist in his precision-made world of assumptions and that
of the economic policy maker in his world controlled by
political machinery. Both seek to achieve increased
economic activity as a means of improving the well-being
of the people, When it is said that the economic theor-
ist is in a precision-made world of assumptions, it is
meant that the theorist may control his variable factors
by stating that these factors are static, whereas, thé
policy maker 1s presented with an economic problem which
is difficult because it involves a multitude of variable
ceuses, In thls kind of a problem the policy maker turns
to the theorist not only for the answer of the problem,
but also for a definition of the problem itself, In this
siltuation the theorist must reexamine his assumptions to

adjust them more closely to reality,

Some theorists say thateconomists if they are scien-
ﬁiric need not distinguish between the socially desirable
and undesirable activities as that would put economics into
the field of ethics which is not its field. The pollcy
maker must not only decide upon a policy which wiil work,
but one which will bring socially desirable results,



oy -

We should remember that "in time of extreme social
strain there may be real merit to a solution--even one with
bad after effects--which will bridge the crisis."l While
theorists talk sbout the long run point of view, most
policy makers are talking sbout the immedlate results. As
Mr. EKeynes has gaid in the long run we will all be dead,
It is necessary then to consider the short run as well as
the long run point of view, That does not mean that the
long run should not be considered a2t all,

These observations are particularly applicable to the
Administration of President Roosevelt, Since his inauge
uratioq,he has made constant use of emergency to obtain
these’ihort run solutions, The use of emergency does not
release a politician from his responsibility to the elec-
torate that government should foster the increased effecte
iveness of the economic systems Even if the politician
pleads emergency, the policles which he initiates must have
& hypothesis concerning the economy,.

It is not the purpose of this study to examine the
personality of President Roosevelt except where such
scrutiny linvolves the economlcs of the policles tq be dis-
cussed, The purpose 1s to analyze what are alleged to be

cross purposes of certain economic policies of the

ljacob Viner, "The Short View and the L§§§ View of
Economic Policy ", American Economic Review (March 1940),

Ps 8.
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Roosevelt Administration during its first term in offlce.

When it is saild that the policles of the Roosevelt
Administration are working at cross purposes, it is not pre-
supposed that previous administrations are being whitee
washed a8 to inconsistencies in thelr economic policies,
Nor should it be taken as an unqualified condemmation of
President Roosevelt for after all he is a politician whose
prineipal fault is that he underestimates the breadth and
importance of egonomics as a science, When he has felt
that certain of his economic advisors have dilsagreed with
his "common-sense" decisions on economic matters, he has
turned from them to equally eminent men in the fleld who
would ardently support the desired point of view, This is
illustrated by the following statement of a well known
economist:

The failure of the economist to speak as

with one voice 1s a severe trial for the officilals,

I suspect, however, that they would find us

(college professors) even more trying if, when

unpalatable advice was offered by one economist,

they could not feel that there is a good chance

that with a little search another economist

could be found, happy to swear that the advice

which had been glven was incredlibly bad economies,

or even was "orthodox" or "sound" economics which

are now vi?y forceful epithets Iindeed in some high

quarters,

If cross purposes are shown to exist in those fields

where experimentation has been taking place, experimentation

Lyiner, ops cites pe 3.
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should not be criticised, The experiments should be close-
ly scrutinized, This study offers no criticism of incone
sistency which comes from experimentation, It does eritie
cise inconsistency which arises from aimlessness, The
President has frequently accepted or proposed policiles
which are dlametrically opposed to each other as an €Xprese=
sion of his faith in experimentation, This is shown in
many statements,

We Jmew that we should have to face unreasonable |
speculation as we actually did later on in June and
July (1933). We lmew that there would be ups and
downs, but that in keeping the objectives constantly
in mind, and by using many methods and measures, we
could at least make an honest effort to reach the
goal- l

There have been inconsistenciles of method ,
inconsistencies caused by ceaseless effort to find
ways to solve problems for the future as well as for
the present. These inconsistencies are born of
insufficient lknowledge, but through them all there
is also 4 éonsistency and a continuity of broad
purpoao;z » « o through the form of a larger social
Justice, ' ;

I do not deny that we mey make mistekes of
procedure as we carry out the pgl;cy of not returne
ing to the pre 1933 conditions,

(i) |
A Y IQL/ \-r/

€0 ,
lFranklin D, Roosevelt, On Our Way (New York: The
John Day Company, 1934), p. 63,

2Franklin D. Roosevelt, The Public Papers and Addresse
es of Franklin D. RooseveltI(Wew York: Rﬁgaom Touse, 1038),
Pe ﬂ.

saooaevolt, On Our Way, op. cit., p. 78,




$hat is the basis for his experimentation, JMNistakes
once recognized are accepted and admitted; a new experiment
supersedes the old, For this kind of aétivity President
Roosevelt deserves no criticism; he knew of no well charted
course which he could follow, He said:

I have no sympathy with the economlsts who
insist that things must run their course and that
human agencles can have nc Influence on egonomlc
ills. One weason is that I happen to know that
economists have changed their definltions of
economic laws every five or ten years for a very
long time, but I do have falth in the strength
of common purpose and in the strength of unified
action taken hy American people,l

A blographer asserts that without having thought things e
through himself he is willing to condemn the thinking of ——

Vs s

economists generally and spring into action in spite of

their protests,

Just as Roosevelt had all his life passed from
one experiment to another, unchained by any theory,
and brought up on the land, had learned to make and
alter his decisions by first hand perception, i
wholly a child of the present, unencumbered by
philosophies and dogmas so now he demands in
opposition to the insistence of Hoover ' . « « s+ ,
a time of persistent experimentation ' «+ ¢ o o

Tis distrust of a speciiic systom, his
belief in the mutability of political method
bespeaks his character to such a degree that he
has at times been branded by his opponents as an
opportunist; he assuredly does not consider the
word offensive.,2

1Roosevelt, On Our Wey, op. clt., ps 154.

2Emil Ludwig, Franklin D, Rodsevelt (New York: The
Viking Press, 1938), pp. 160-161. (ltalics mine.)



This study will differ from many of the President's
opponents; 1t does not consider opportunism undesirable if
the experiments are purposeful, but 1f there is willingness
to experiment without an adeguate background end understand-
ing of the hypothesis on which the experiment is being made,
opportunism is to be consldered economically unsound,

If cross purposes can be found, there will be a clue
to the reason for the failure of prosperity and full eme
ployment to return before 1937. Any attempt to change the‘
economic order muse¢ develop new economic instlitutions, To
try to use the same weapons which were unsuccessful in pree
venting depression without changing some of the other con-
ditions will likely result in failure,

The whole study rests on the assumption that people
will react to economlc needs as rational human beings, If
the complete individualist of the type of Mahatma Gendhl
1s dominent in the world, this study will have no validity
because economics 1s In that case subordineted to fanati-
cism,

It is quite possible for two completely divergent
theorles to be loglcally defended by economic arguments,
This is done by bullding different sets of assumptions for
each of the theories, These basic assumptions may be
contradictory and yet each support or be desirous of the

same ends, If a man were to accept both sets of



8

assumptions, i1t must be said that his thinking 1s at cross
purposes with itself, or that he does not think the problem
through to realize the clash philosophies within those
assumptions,

This is sharply divergent from President Roosevelt's
ideas about the development of thought., He has expressed
the idea that differences of opinion arise out of differ-
ences in men, He 1s searching for syntheses by experi-
mental methods,

To him a political question is the difference

of opinion between two men and he feels that he

can solve a question by bringing both men togathei

and getting them to shake hands and stop argulng.

The differences between the Roosevelt adherents and
the Roosevelt critics which are not based on purely politie
cal party grounda,2 are based on definitions, If people
could mean the same things when they use the same words
and started from the same assumptions differences as to
governmental policy would be less acute,

Economists.alao suffer from the same difficulties as

has here been attributed to the general population. They
allow their assumptions ®hich are not closely related to

1Raymond Moley, "Mixing, Not Blending", Newsweek,
XI (Jenuary 11, 1938), p. 44. B

zmy father was a Republican (or Democrat), my grand-
father was a Republican (or Democrat), and, therefore, I
am & Roosevelt-hating (or lowing) Republican (or Democrat),



to reality to divert their thinking on practical policiles,
This is clearly stated by a prominent economist when he re-
ferred to policy makers in their study of economics:

Instead of the economy of effective competitdon,
of freedom of individual initiative, or equality
of economic opportunity, of steady and full employ-
ment, plctured in the traditional theory accepted
by most economlists , they see an economy domine
ated by glant corporations in almost every fleld
outside sgriculture, an economy marked by great
concentrations of wealth and economic power, and
great disparity of income and of little oppor-
tunity for bettterment., They note the apparently
unending flow of evidence from investigating come
mittees and courts of flagrant misuse of concen-
trated economic power, They observe the world
so, they refuse to accept as useful for their
purposes a type of economic theory which as they
read it elther ignores these evils or treats them
as. temporary, self-correcting eberations or exe
crescenges of what 1s basically sound economiec
Sy8TGM,e

This does not mean, however, that we should throw out,
lock, stock and barrel, the traditional economic thought,
There would be lost habits of mind and analytical tools
which are essential if evils are to be properly identified,
and thelr proper causes found, and if remedies are to be
found which may not prove to be worse than the ills for
which they are augéested.

In epologies for the Administration maeny statements
are made which accept the experimentation but do not seek

to find a hypothelis upon which the experiments are being

lyiner, op. cit., p. 10.
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conducted., When an experiment has no such hypothesis, it
becomes almless activity, Closely associated with this kind
of thinking is the Hitler motto of action for action's sake,
That there 1s aimlessness in the Roosevelt prugram was suge-
gested by & recent writer who seid, "we can but little know
into what direction the New Deal will be driven by its inner
complexities and by its inability to solve 1its problemn.“l
Doctrinaires have had an especieally difficult

time in understanding the New Deal, and thelr efforts

to explain it have usually only added to the general

confusion, The New Deal is not a doctrine, nor a

system, but the result of the mingling of doctrines,

ideas, influences, political groups and pressures,

Mr. Roosevelt is not only not a doctrinaire but he

has & profound distrust of doctrinalre conceptions,

He has imaginat ion, novel ideas, sometimes imprac-

tical ldeas, But his thinking 1s chiefly in terms

of objectives, rather than creeds, immutable prin-

ciples and other forms of systematizec or revealed

knovledge.z

One of the most important but least stressed facts
pertinent to a discussion of Roosevelt policies 1s that our
economy hes broken into many segmentsj one,an area of free
competition, another, one of monopolistic competition, a
third, one of monopoly, and fourth, an area of super-com-
petition. ZIach presents special problems and requires

special controls, It is implled by this kind of reasoning

lLouis M, Hacker, A Short History of the New Deal
(New York: F, H, Crofts and Company, 4), p. 112,

2grnest K. Lindley, Halfway with Roosevelt (New
York: The Viking Press, S T TY
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that special legislation le needed for themse little indew
pendent economlic systeme, Dominantly our sconomy 1s charac-
teriged Ly {linance capitalisme If laws are passed which
are based upon segmentation and which apply specifically
to a particular segment, this reasoning would be correctj
no real cross purpose would exist, But Aif the law is
based on one segmont of the econony and enforced upon
other segments, a croas purpose becomes otriking.l

With Presldent loosevelt's star in the ascendancy
the maneuveras of certain individuals to be ildentifled with
the bandwagon led to the formation of a group whose attache
ment to the President was on the basis of his modern
liberal

Ernest K, Lindley, the bDeat historian of the

Roosevelt regime to alec hes pointed out that,

"ir, Roosevelt did not recrult his professional

advisers to provide him with a point of viewy he
drow them to him because thelr point of view was

akin to his own," This 1s perfectly true., It

is also true that Mr, Roosevelt developed his

political philosophy long before the depression

began axi long before he met any members of his
brain trust ( o+ « « + ) [end that] long before

1This kind of reasoning might well result in a ratione
alization of the position of the Roosevelt Administration
- on many economlic pollcles, At the stert of this study the
writer had thought that such a polint of view was valid,
but further study has developed the fact that the Adminie
stration has applled its laws indescriminately to all
business orgenizations whether thoy have had highly elase
tic demands or inelastic ones or whether the business
concerns were local or natlional in scope,



the presidential campaign of 1932, Mr. Roosevelt
had emerged as the leading Democratic exponent

of a modern liberalism of which the kernel was
readiness to use the power of political govern
ment to redress the balance of the economie world,

There 1s not the slightest evidence that

Roosevelt saw the fundamental conflict between his

New Deal and the beliefs of the older Democrats,

the basic incongruities of és own program and

Hull's Adam Smith economics,

The contradictions of the basic assumptions which
constitute free con@etition as against those of monopol-
istic competition are fundamental to an understanding of
the economlc justification for many of the political poli-

cles to be discuued.3

1Raymond Moley, After Seven Years (New York: Harper
Brothers, 1939), p. 13,

21bid., p. 112,

SThe terms monopolistic competition and imperfect
competition are used interchangeably for the purposes of
this study.

The list of basic assumptions upon which some of the
discussions of political policles are to be found in Meade
and Hitch, An Introduction to Economic Analysis; in Mrs,
Joan Robinson, Ihe Economica of qufr éct Competition; and
in Edward Chamberiain, Ihe hcorq Tonopolistic Compe-
tition, In the discussion of price rigidity these con-
cepfl become very important for when these firms are faced
with an adverse market situation they are not forced as 1it
was thought that they would be to continue to produce up
to capacity. These concerns produce at less than capaclty
and charge higher prices than would be warranted by com-
petitive market conditions,




®PRUST BUSTING" AND ™TRUST BOOSTING" 1

Classification of the major economie policies into
"trust busting" or "trust boosting" 1is useful if emphasis 1is
placed on thelr operational results, Protagonists of both
have a common ldeal--getting more of the desirable‘thingl
of life for all citizens,

Since almost all the authorities and statistlical
studies have agreed without exception that concentrationtil
relatively complete,2 that basic fact need not be argued,
Differences in opinion arise concerning the type of control
proposed by policy mekers, In the past the difference has
been between control and non-control., The thinking of all
groups, except the extreme conservatives, 1s now beyond
that point, This has also been the chief point upon which
liberal thinkers of the counfry have divided--some argu-
ing that control should be based on sige of the partlicular
enterprise, They argue that large business enterprises are
not more efficient than smaller ones, Even if they are

more efficient there will be compensating features which

lFor the sake of emphasis these colloguial terms have

been used, These two terms are so expressive of the idea
which is being developed that 1t was felt that their use
was Jjustified.

2p, A, Berle and Gardiner C. lMeans, The Modern Corp=
oration and Private Property
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will result from their destruction which will more than
justify such action. Others have sald that the seeds of
large scale industry and huge corporations were in the busi-
ness organization from the time of the industrial revolu-
tion; that it is the very nature 6f capitalism to grow
toward greater slize because only huge corporate enter-
prises can secure the efficlency of 1arge scale produétion :
and consequently decreasing costs. They oppose atomlzation,

Combined with these liberals to form a group which
encourages trustification of industry is a small handful
of people who say that laissez-faire is dead, or never
existed, that the system of competition is bankrupt, and
that competition never did produce the desired results,
This group believes in self-government in industry,

Such divergent ideas must of necessity lead to dif-
ferent political proPoaaln; It will be found that the
policies proposed tend to follow one or the other of two
lines~-making bigger busipess unith.or "making little ones
out of big ones", Surely no person can approve.both
philosophies without being gullty of inconsistent thinking.

Since tpa early months of his presidency Franklin D,
Roosevelt has implied, at least by emphasis on certain
points in hils speeches, that he was of the opinion that
business should be given an opportunity to show by 1its



bigness that it could solve the depression problem, He

maintained that:

The so called antitrust laws were intended to
prevent the creation of monopolies and to forbid
unreasonable profits to these monopolies, That
purpose of the entitrust laws must be continued,
but these laws were never meant to encourage the
kind of unfair competition that results in 1gng
hours, starvation wages, and overproduction,

The N, R. A, is a great cooperative movement
throughout all industry in order to obtain wide
reemployment, to shorten the working week, to
pay a decent wage for the shorter week and to
prevent unfair competition and disastrous over-
production,

Employers cannot do thls singly or even in
organizational groups because such action in-
creases costs and thus permits cut-throat under-
selling by selfish competitors unwilling to join
in such public spirited endeavor,

It can be seen from this attitude that the presi-

dent's acceptance of the principle of "trust boosting"

15

was dependent upon ;ts doing what the antitrust laws were

supposed to have done--bettered the living conditions of

the American people,

tected the American people from overproduction,

The encouragement of big business was to have pro-

man accepts the explanation that overproduction exists

when there is an accumilation of stocks for which there

I3, pe 168,

Act,

lppanklin D, Roosevelt, Public Papers, op. cit.,

The laye

21pid., II, p. 205, sec. 59, May 17, 1933, This was
the approval message on the Natlonal Industrial Recovery



are apparently no buyers, He may overlook the fact that
the system of capitalism, where accumuleted savings allow an
increase in the roundaboutness of production, is based upon
the use of this reserve of accumulated stocks,

The President hes his own interpretation of the concept
of overproductions

It can be safely sald that not one industry

in the United States was not suffering from over-

production or its counterpart underconsumption,

or destructive competition, or unfair trade

practices, or the lack of any comprehensive plane

I s possible that with the coopera=

tion of business men and employees under govern-

mental supervision to eliminate some of the face

tors of rapid deflation,l

This could be definec as "absolute" overproduction,
The remedy would be reduction of output. In reality
overproduction is ectually relative, It should be in-
creased rather than decreased, The reduction of surpluses
because of the concept of ebsolute overproduction s wavare
ranted. Relatlve overproduction need not be a problem,
The economy would operate more smoothly with a change in
the distPlibu tion of society's income to provide lcientiQ
fically for the needs for investment purposes and a more

equitable adjustment of the shares of each factor of

lFranklin D, Roosevelt, Public Papers, op. cit.,
II, De 207’ 88C. 59’ May 1'7' Jn
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production so that income would more nearly approximate the
ability to consume,

Mr, Roosevelt may not have realized the position into
which his statements were forcing him., The following pore
tion of a speech is typleal:

It 1s wholly wrong to call measures that we

are taking government control of farming, control

of industry, and control of transportation. It

is rather a partnership between government and

industry, government and farming, and transpore

tation, not a partnership in profits, for profits
still go to the citizens, but rather a partner

ship of planning and a partnership to see that

the plans are carried out.l

Mr, Moley says that when asked whether he reallzed
that this phil.sophy was a tremendous step away from
"the philosophy of equalitarianism and laissez-faire",

Mr. Roosevelt answered, "If that philosophy hadn't been
benkrupt Herbert Hoover would be sitting here now, I
never felt surer of anything in my 1life then I do of the
soundness of this paslagd?.z

This concept of a partnership between government and
business 1s based on the asanmptioh that business tends to
get out of balance because of the economic abuses growing
out of conditlions of monopolistic competition, The gove

ernment has heretofore not been willing to recognize this

Ehaymond Moley, After Seven Years (New York: Harpers
Bmther“ 1939)’ Pe 1§§.

1p, D. Roosevelt, On Our Way, (New York: John Day
Company, 1934), p. 76.
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fact and has therefore proceeded to do virtually nothing,
maintaining that competition would auto?fpieally ad just
production to the needs of consumption, and the institution
of price would make that adjustment without interference.
The present adminlistration accepted the idea that the ine
efficlient production units, whether they go through banke-
ruptey or not, continue to produce after eliminating
equlty portions of ownership, and then force the rest of the
production units into bankfuptcy or into cut-throat come
petition,
There 1s some hazy thinking here. Throughout the
discussion, there has been the assumption that adjustments
- did not take place because of the monopolistic character
of business institutions, Then from-mbnopoly it Jumped
to free compétition after the equity had been eliminated
or reduced, Iglwould seem that the price policy of |
monopolistic competition would continue to hold prices up
and there would be no cut-throat competition in those
Industries where such control exlsts, The elimination of
the cut-throat competition becamp one of the chief pure
poses of administration polilcy. Mr. Moley said that:
There was need not only for an extention of
the government's regulatory power to prevent econe
omlc abuses (stock market rezulation, child labor
abolition, etec.) but the controls to stimulate

and stabllize economic activity. The regulation
was not far from the concepts of Theodore Roosevsalt
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and Woodrow Wilson as a curb on special privilege

and economlc power, but the controls carried us

pretty far from ancient moorings,l

The President expressed himself in a similar vein:

We are getting in the place of unchecked
competition some new government controls, the
purpose of ghich is to free business and not to
shackle it.

These controls to curb special privilege which the
advocates of "trust boosting" thought was fostered by
competition, were to be developed by cooperative effort,
They would allow business interests to "write their own
ticket" in order to stebilize industry and systematize
control over production.

These were exparimgnts{hational Recovery
Administration, and Agricultural Ad,jgnment Act],
not in restriction, but in planning,

The stabilization and control of production settled
for the businessman the long standing grievancesthat overe
production was placing him in a buyers' market, If there
can be introduced Iinto the market situation a scarcity,
then business can be maede more profitable and prosperous,
Prices can be ralsed to the point where profits can be
maximized since the control over supply is in the hands of

the businessman himself in thes&bsence of competition,

lRaymond Moley, After Seven Years, op. cit., p. 15,
2

Franklin D, Roosevelt, On Our Way, op. cit., p. 101,

sRaymond Moley, After Seven Years, op. cit., p. 16.
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This reduction in supply was first accomplished by the use
of the trade aaﬁociation whose purpose was not only to
raise prices and reduce production but to pruventlnew firms
from entering the market, This combination in restraint

of trade was called by the high sounding title of "selfw
rule in industry” even before the Roosevelt Administration,
The planning of soclety was thus turned over to ths.busin
ness units of the country which implied that the country
was entering a stage of maturity and that in order for the
system to operate at all businessmen would have to feel
thelr way along, correcting abuses as they developed,

The President expresaed the opinion that "today
equality of opportunity no longer exists as we lmew 1it,
Our industrial plant is built, We expanded far beyond
our national and normal growth in en effort to rebulld the

nl

rgvages of war, As long as he retained this idea it is

little wonder that he could talk about an ers of abundance
and assert that

.....Clearly this calls for a reappraisal of
values, A mere bullder of more industrial plants,
a creator of more rallway systems, an organizer
of more corporations, is as likely to be & danger
as a help, The day of the great promoter or the
financial titan, to whom we granted everything

if only he would build or develop, 1s over.

lrranklin D, Roosevelt, Looking Forward (New York:
John Day Company, 1933), p. 28,

21b1d., p. 32,
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In other words, the era when improvement of technological
processes were needed 1s over and now 1t 1s intended to

£it the productive forces into & pattem of production to
equal that part of the present demand which will cover the
costs of some of the submarginal producers, It is to be
feared that such a process will hamper technological ime :
provement and preserve obsolete and inefficlent undertaking s
This is especially true when entry into the fleld is re-
stricted by license to be issued by a government which

looks upon changes in existing relationships as a sabotage
of the economic system,

This is the beginning of a static soclety. There have
been added tﬁo ldeas: one 1s the idea of securlty, and the
other, teken from the Middle Ages, is that of the " just"
price. In our integrated society Just price and security
will freeze class relatlonships and suspend progress,

This was what the people wanted, Roosevelt thought, bee
cause "people want stability and security in their econoe
my so that they will know from day to day, from year to
year, that the future 1s not going to turn them into
objects of charity”.l

He hoped that the results from this conception would
be a fixed standard of living., Perhaps it would be a

lFranklin D, Roosevelt, Public Papers, op. cit.,
V, pp. 464-465, sec. 167, October 13, E§3B.



declining one, because emphasis is upon balance and not
upon progress,

No employer or group of employers less than
all in a simple trade could do this alone and con=-
tinue to live in business competition. But 1f all
employers in each trade now band themselves together
faithfully in these modern ggilda--without exceptione=-
and agree to act together [ at once, none will
be hurt and millions of workers, so long deprived
of the right to earn thelr bread in the‘iyeat of
their labor can again raise thelr heads,

The picture of a static society in which the indivie
duals who are in their proper positions are assured a place,
(and 1t may be assumed that the business man 1s assured
of his profit lien against the goods of soclety whether he
performs his function efficiently or not), is idylllc for
those who are in a favorable position and would liké to
be perpetuated there by the activity of the government,
But what is to become of those people who are unfortunate
enough to be born outside the static society or to the
individual who bullds a "better mouse trap"? In the Mid-
dle Ages these people were outcasts, frowned upon by both
church and state (guilds themselves)., To freeze our s0=-
ciety is to fix standards of living already low and offer
in exchangze for opportunity the ability to grub the earth
with no new economic weapons or no new capital organiza-

tions, and with the eventual loss,perhaps, of even those

l¥panklin D. Roosevelt, Public Pap
. » A ¢ Papers , o clt,
II. P 252, Bec, 81, June 16. lm. (Ltellcs ‘f'ﬂlil'.-%.. v
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techniques used today. As our soclety becomes even more
rigid there will be greater tendency to use less and less
machinery, for if working with preaént capital eguipment
unemployment results, then less machinery would give jobs
to all, and security of sorts to the population, This
security will result in a poverty of the peasantry in a
static soclety, which would make the charity of a progres-
sive soclety look like riches, In the effort to freeze
society, the president explained that

—70 The N. R. A. represents a supreme effort to

¥ stabilize for all time the many factors whic
make for prosperity of the nation, and the
preservation of American standards,

Its goal 1s the assurances of a reasonable @
profit to industry and living wages to labor with &
4

.

the elimination of the piratical methods and

practices which have not only harassed honest

businégs but also contributed to the ills of

labor,

As this suggests, the problem was the elimination
of competition so that a static society could be achleved
by assuring profits to the business community and by
raising money wages (not necessarily real wages) of labor,
This is directly counter to the basic theory of the Amerie

can econonmy of the past which is to increase producte

ivity and lower prices,

lppanklin D, Roosevelt, Public Papers, op. ¢it.,

iiﬁ Ps 246-247, sec. 78, June 16, 1933, note, (iltalics
€e).
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The blame for the overproduction of soclety which has
resulted from over-expansion, if 1t exists et all, may be
the result of other causes than aompeﬁition; perhaps the
result of the war 1nflétion which made possible huge savings
end investments in plants on the basis of financial manipus
1ati6n, or it may be the result of the poliey of foreign
loans in the twenties, made possible by the purchase of
Amoricen goods by foveigners, It seems that entirely too
much emphasls has been placed upon the competitive factor
when 1% has in reality been one of lesser importance,

The reduction of competition as a method of adjuste
ing plent capacity to demand has led to the passage of the
Corporate Bankruptey Act of 1034, which is one of the least
publicised but most important influences upon the corporate

structure and upon the movement for trust encouragement.

The Act, broadly speaking, enables embarrassed corporations

to reorganize thelr financilal structure without formally
declaring themselves bankrupt, "The courts are given power
to enforce mchemes of reorganization after spprovel of only
two-thirds of the ereditors, or even againgz the wishes of
the ma jority of any class of creditors if the sourt finds

that the interests of that class are adequately aaf.ganrdﬂdn"l

; (London) Editors, New Deal (New York: Alfred

Iy Pa S0,
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This is a method of restricting the liquidation of larger

corporate enterprises, It has become a strong support to
the "trust boosting" movement because corporations are

allowed to carry on business activity long after their ef-

ficency 1is gone., The primary purpose was to stop the defla-
tion, but the result was to aid the merger movement,

This proposal like others of the New Deal indicates a
rejection by the Administration of the traditionsl philo-
sophy that if America could once more become a nation of
smell proprietors we should have solved the problem of
American life,

It was believed that any attempt to atomize
big business would destroy America's greatest
contribution to a higher standard of living
for its citizenry-~the development of mass pro-
duction, We recognized that competition as such
was not inherently virtuous; that compaiition
created as many abuses as 1t prevented,

The task was then to educate business by government
action, Recognition of this purpose was essential,

The Tennessee Valley Authority is a step
in that direction; it 1s an attempt to eliminate
waste, withdraw certain poor land from cultivation
and encourage the development of local industiies,

thus belancing further gpe principle of a better
balanced nationel life,

lRaymond Moley, After Seven Years, op. éit., P IV

“Pranklin D. Roosevelt, Publio Papers, op. cit.,
IXI, ps 11, sec, 1, January 3,



The power companies have been given an educae
tion by the government by the use of the yard
stick; they buy the products (refrigerators, stoves,
and other electrical appliances as well as transforme
ers and electrical power supplies) at cost and show
the community that it can produce and sell a great
deal more power still showing a profit which the
private companies can do if they will follow this
principlesl :

For the busineaamén to separate long run from short
run views it was of the utmost importance that government
by its action should set in motion activities which would
enable the long and short run purpose to be alike, But
there should be

No effort to circumscribe the scope of
private initiative so long as the rules of fair
play are observed, There would be no obstacle
to incentive of reasonable and legltimate private
profits, T. V. A, has been able to prosecute 1its
program of large scale plenning more effectively
and more toward its goal of strengthening rather
than weakening local institutions and initiative.z

Frank examination of the profit system in the
spring of 1933 showed it to be in collapse, but
everybody in the United States, public officers
and private citizens, rich and poor, were deter-
mined to save it,%

1Franklin Ds Roosevelt, Public Papers, op. cit.,

III, pe 473, sec, 186, June 25, .
QIbidQ. II. .b. .1270 |
3Ibid. F II, p‘ 50



The 1dea was simply for the employer to
hire more men to do the existing work by reduce
ing the number of hours in each man's working
week ind at the same time paying a living wage to
both, :

The President can mean but one of two things by such
statements, Either Industry is exploiting the workers
enough 8o that it could be saddled with the added employ-
ment and continue to show a falr and reasonable profit withe
out raising prices; or the payment of higher money wages
would be an additional lsbor cost which would be added to
the commodity prices, As to the first there is no evidence
that excess profitableness has been characteristic, As
to the second it would seem that although there is a highep
money wage, the living conditions would be less satisface
tory beceuse of higher prices, The result can be nothing
more than a share-the-work project which the President
has scored others for suggesting.

That he recognized the precariousness of his position
was evidemt by his statement on prices:

If we now inflate prices as fast and as far as
we increase wages, the whole project will be set at
naught, We cannot hope for the full effect of this
plan unless in the first critical months and even
at the expense of full initial profits we defer
price increases as long as possible. If we can

thus start a strong, sound, upward spiral of busi.
ness activity, our industries will have little doubt

lppanklin D. Roosevelt, Public Papers, op. cit.,
II, pe 8. ‘ :




of black ink _operations in the last quarter
of the year,

It mey be said that the President’s faith in "trust
boosting™ was based upon a faith in the ability of the
businessman to operate for the general welfare, This was
to be accomplished by the reduction of surpluses, the
establishment of a bglanced static soclety, the partner
ship of government and business, eliminastion of competition,
and a reduction in technological productive improvement,

Though appearances thus far seem to indicate that the
President's thinking has been almost entirely with the
advocates of "trust boosting", he has made as many state-
ments, sponsored and supported government statutes, which
place him in the school of the "trust busters"., This
support has gone so far at times that it has been an atome
ization of business Qnteipriles which seems to be desired,

The President has asserted that the power of business
elements which are strong politically as well as economi-
cally must be reduced,

lMany persons urgéd that reforms should cease,
feelilng that further reforms might jeopardize
continued recovery. They still were unable to
reallize that permanent recovery was impossible
without eradication of the economic and social

malad justments which permitted wealth and

prosperity to accumulate and concentrate in
control of a few, while fully a third of our

lpranklin D, Roosevelt, Public Papers, op. cit.,
II, p. 256, sec, 31, June 186, o :
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population continued unable to provide themselves
and their famlilies with decent food, elothing and
shelter.

The most vociferous opponents of reform in
this small minority who are against reforms, were
actuated not by conscientious aprehension about
further recovery, but by realization that thelr own
economic control and power, which they enjoyed dur-
ing the so~called boom era, were being destroyed.
Through speculative use of other people's money,
through exploitation of lebor which could not
bargain on equal terms, through unrestrained power
to manipulate corporate securitlies, finances and
devices, this handful of men had been able to build
up economic empires for themselves, which not only
controlled the labor, prosperity and lives of
thousands of their fellow citlzens but In some cases
even dominated the procésses of government,l

./  These abuses by the economic "empire builders" has
led the President to question whether the monopollistic
types of control which were reducing production were ir the
interest of the community,
Spreading out of opportunity does not consist
of robbing Peter to pay Paul, We are concerned
with more than mere additlion and subtraction; we
are concerned with multiplication also--multi-
plication of wealth through eogparntive action,
wealth in which all can share,
As he says this, the President admits that selfe
government in industry and the monopolistic type of control
are short run attitudes and that when the long run period

is taken, the businessmen cannot do the planning.

lppanklin D, Roosevelt, Public Papers, op. cit.,
II, pe 5, intrcduction. ; bR,

2Ibid., III, p. 374, sec. 144, July 16, 1934,
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"It is not enough merely to stabilize," to lend
money. It 1s essentlial to increase purchasing

power In order that goods may be solds There must

be people capable of buying goods in order that

goods be menufactured and sold, When the time

comes, under our new leadership these same men,

using thelr economlic to serve political ends, who

now make threats will be fougé doing business at

the same old stand as usual,

The problem revolves itself about these men, who are
accused of irresponsibly misusing the powers of the economic
system, and who will be in position to do so again under the
new leadership of the New Deal. The important part of
reform 1s the spirit in which they are initiated and the
ability to keep them from the selfish schemings of enemies,
When President Roosevelt admits thet these men will be at
the "same old stand," he 1s predicting the defeat of those
raférps which are to be instituted for the bemefit of the
£roup.

The assumption indicated in the foregoing material
illustrated that economic society can be made more effece
tive by increasing productivity and by keeping those indi-
viduals who are in a position to monopolize the market from
doing so. There will result increased trade, rising stane
davds of living end disappearance of the problem of increas-
ed national income and even unemployment, It is such

reasoning which must be adopted in order to justify the

“dpranklin D. Roosevelt, Public Papers, op. cit.,
I, pe 847, sec, 148, October 3I 1032,



Ppesident's attacks on large business interests, viz,,
attacks on "economic royalists", driving the money lenders
out of the temple, and the application of the Securities
Act;

The Securities Act is a manifestation of the 1dea that
if security sales can be controlled, the large corporation
itself can be controlled, 1f not restricted, from organi-
zation. The corporation must enter the security market
both for new capital and refunding operations, It will be
necessary to prove to a government agent that the security
contains no fraudulent aspects and if the corporation is :
a public utility proof will consist of an actual need for
the security to the public as well as to the corporation,
It has been suggested that for practical purposes the act
adds such restrictions that business organizations will be
extremely careful about finencing any new large scale or-
ganizations because of the increased responsibility of the
corporate officers and because of the uneasiness which re-
sults from the thought that it is impossible to know whether
the Administration is friendly or unfriendly to such large
scale organizations,

Because the holding company was considered an unmixed
evil, "there has been a movement to discourage the come

plication of corporate structures by means of holding
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companies, "l
_/  Roosevelt always directs his attack against "accumu-
lation of money, egainst the big corporation, in which every
shareholder should have the right to test every contract,
while he denounces the holding compeny simply as a form of
business enterprise which lends itself to secrecy, mis-
management and fraud,"®

The corporate form whereby many driblets of capical
are gathered together into large accumulations for investe
ment and the evidences of ownership are widely held through
certificates has practically destroyed the function of the
entrepreneur in the economy.g?ﬁntréproneuruhip has become
so widely diffused that effective control has been concene
trated in the hands of persons only indirectly interested in
production, They are interested in production only as a
means of influencing the values of equities in which they
trade, rather than as a means of satisfying hupan needs
fully, and in measured balanced proportions, .-

With this background, the Public Utllitles Act of
1935Ayas passed In which a utility holding company is de-
fined a&s one directly or indirectly holding more than ten

percent of the voting stock of a gas or electric company,

1E00n0m18t’ Ops clts, ps 46.

“Emll Ludwig, Roosevely op, cit., p. 150,



339486
33

All such companies must register with the Securitles and
Exchange Commission. This act 1mpoaea on these conmpanies

the following: no secﬁgziiga are to be 1saued in the fu-
ture except equity stock; no fresh propertieu are to be

acqulred without permission; contracta with subsidiary

plants for aervicel are aubject to control (to prevent
milking)s holdxné cowpanies mey not borrow from sub-
sidlaries; and the company must keep accounts in specie
fled forms, But this is not all., The Securitiea and

[

Exchange Commission is directed to brlng about a simpli-
fication ;;m;;;;orate structure by eliminating all hold-
ing compaenies beyond the second degree, one holding C O
pany only over an operating s;ggzdiary, and to dissolve all
holding companiel except those whose properties form a
geographical and economically intcgrated lyatem?&\81nce it
is necessary to prove to the Commission that the system
requires a holding company of geographic integration, this
is the famous "death sentence of the Holding Company Act,"”

It 1s difficult to conceive a more definite "trust
busting” law than this one. The President 1is notraatis- ;
fled with attacking merely public utility holding oompan-?;?/
ies, as the basis for this "trust busting" campaign, but
he adds regulation of stock exchanges as to margins‘anq,

methods of operations, V//



President Roosevelt while discussing the N, R. A,
shows his doubts as to the wisdom of letting truats'davalop
under the gulise of code authorities, He said that:

Two great worries are: (1) that the operation
of some of the N, R, A, codes may work out in such
a way that big business will be benefited to the
detriment of little business, and (2) that some
1ndustr1is believe the Sherman Antitrust Laws te
be dead, ; :

Of course the real victims of monopolies are
always the consumers who are forced to pay exces-
sive Bricea unless the Government itself protects
them. Foa
This 1s true not only in natural or manipulated NMONO=

polies'but also in government sponsored monopolies--where
the principle of self-rule in industry was given to the
monopolist, It is believed in some circles that no price
inflation 1is possible so long as vast unemployed resour=
ces of men and machines can be druwn upon to produce an
ever increasing output of goods and services, "So long

as there 1s unused capacity every increase in demand is
matched by an increase in supply. Thus any incipient price
is held in checks There can be no general price infla-
tion until secaréity conditions, owing to full employment,

become general over at least a considerable range of

lFranklin D, Roosevelt, Public Papéers, op. cit.,
I1I, p. 550, sec. 194, December 20, I§3§.

2Ibid., III, p. 56, sec. 11, January 30, 1934, note.
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industry."l lonopoly is by definition the right to mani-
pulate price through the control over supply, and since
the demand schedule is the result of psychological factors
as well as ability to buy, it is conceivable that a govern-
ment fostered monopoly, unless production were pushed to
the greatest technological efficlency by positive govern-
ment action, will result in higher prices and consumer
exploitation,.

Actually the great change in thinking about competie
tion was the result of collusive bidding on government
contracts, but the President still leaves a pathway open
for retreat, if necessary,

We hope by these means? to restore competi-

tion on government bids and incidentally as a re-

sult of that, in a very large number of actual

prices to private consumers, and at the same time

we hope to prevent unfalr trade practicea.3

It has been traditional for business to

urgently ask the government to put at private

disposal all kinds of governmental assistance,

but not govzrnmental competition with private
enterprise.

lAlvin Hansen, Full Recovery or Stagnation (New York:
W. W, Norton end Compeny, 1968), ps 200 :

21r bidders will quote prices to a government agency
not more than fifteen percent below his filed price with the
code authority and if other members of the code bellieve that
the lower bld is made possible by unfair trade practices
they have the right to complain to the Administrator of Ine
dustrial Recovery who shall thereupon make a finding whether
the complaint 1s justified or not,

- SPranklin D. Roosevelt, Public Papers, op. cit.,
p. 328-329, sec, 119, -Tune 29, .

Franklin D, Roosevelt, Looking Forward, op. cit., p.25,
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Basically the idea of lalssez.faire is that free com-
petition or its approximation is the most efficient method
of producing goods, However, if business is allowed free-
dom and the competitive control is eliminated, the actions
of that freedom of industry becomes a combination in re-
straint of trade. Competition required each producer to be
as efficlent as possible, and drove the inefficient pro-
ducer out of the market., The older trust busting concept
was that without this control, self-government became a
conspiracy in restraint of trade, In President Roosevelt's
appeal for support he sald:

I share the President's (Hoover) complaint
against regimentation, but unlike him, I dislike

it not only when 1t 1s carried on by an informal

group, an unofficlal group amounting to an econ-

omic government of the United States, but also

when it is dong by the government of the United

States itself,l

/ This does not mean that the President believes that
individualism and regimentation are antithetical. For he
believes that the economic and industrial system is made for
individual men and women and not men and women for the
beneflt of the state.

The individual has a right to full liberty
of action to make the most of himself, but this
does not mean that in the name of individualism

a few powerful interests should be allowed to 1
make Industrial cannon fodder of the lives of

lpranklin D. Roosevelt, Public Papers, Oop. cit.,
I, p. 680, sec, 133, August 20, .
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one-~half the population.1
With this beginning, the search for examples of old-fashe
ioned trust busting is comparatively easy.

Above all we have fought to break the deadly
grip which monopoly has in the past been able to
fasten on the business of the natlion,

The concentration of wealth and power in an
all-embracing corporation does not represent prie-
vate enterprise as we, Americans, cherish it
and propose to foster it; on the contrary, it
represents private enterprise which has become
a kind of private government, a power unto itself--
a regimentation ofother people's lives,

This concentration is not more efficlent
industrially nor from the point of view of the
average investor is it important, nor from that
of the independent business man,

The struggle against private monopoly 1s a
struggle for and not against Amerlican business, It
is a struggle to'grenervs individual enterprise and
econonmic freedom,“

\ There has been no attempt to separate the control
from the concentration of wealth and monopoly but evidently
there 1s & split in the thinking because so long as the
monopolles were cooperative ventures in planning there
seemed to be some advantaze in President Roosevelt's mind
over monopolies of the kind réferred to here:

Clear sighted men saw with fear the danger that
opportunity would no longer be equalj/ that the
growing corporation, like the feudal baron of old
might threaten the economlc freedom of individuals
to earn a living,+< In that hour our anti-trust

legislation was born, Since it was impossible to
turn back the clock to destroy the large

lpranklin D, Roosevelt, Public Papers, op. cit.,
I, p. 680, sec. 133, August £0, 1032,

21b1d., V, p. 487-488, sec. 176, October 14, 1936,
(Italics mine,)
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corporation, and to return to the time when

every man owned his individual small business,

Theodore Roosevelt developed the idea of the

good and bad trusts, together with the rule

of reason,l

v The difference between the good and bad trust was that
one produced in a relatively elastic demand market and the
other produced for a relatively inelastic one:ﬁmThe elas-
tic demand schedule lowered prices and increased output
to meximize profits whi%e the inelastic one ralsed prices
and restricted productian{. PG%: the rule of reason sound
like that which President Roosevelt supported when he g8~
serted that all monopolies raise prices and exploit the cone
sumer? Perhaps the President has gone even further back in
his thinking than Theodore Roosevelt in the era of “trust
busting."

One comment should be made Lefore leaving this sube
Ject., Although the producer is in a highly elastic market,
a monopolistic position will allow him to produce less and
the prices will be higher than would be the case were come
petition to dominate the scene,

QQBaI&}y stated,ﬁzhe President declares that we must
protect the small business man from destruction by big

business although he may be less efficient than big

lpranklin D, Roosevelt, Looking Forward, op. cit.,
Pe 26,
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business because these people are a large and articulate

segment of the population. The protection of the small

—

business man from the advantages of large sgg}e production

has become a creed just as previously the Administration
had advocated the policy of protecting the large industries
from the ravages of free compqgition.

Some people urged me to let nature take 1ts
course and continue a policy of doing nothing,
I rejected that advice because nature was in an |

: o, is advice been followed, there would

have been throughout the nation, a concentration
of property ownershlp in the hands of one or two
percent of the population, a concentration une-
equaled in any nation since the days of the late
Romean Empire,

The program set out to protect the small
business man, small corporation, small shop
keeper and the small individual from a wave of
deflation that was threatening them. We
reallzed that the vast army of small business
men and factory owners and shop owners together
with farmers and workerse--form the backbone of
American life.l

There still remains in this discussion the undistrie-
buted profits tax and the increased 1nher1t§nce taxes which
were administration-sponsored bills definitely of the "trust
busting variety. "

The desire to provide security for oneself
and one's family is natural and wholesome, but

it is adequately served by resasonable inheritance,
Great accumulations of wealth cannot be Jjustified

lpranklin D. Roosevelt, Public Papers, op. cit.,
V, pp. 403-404, sec, 44, October I, 1833. T%tdIIEs mine, )
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on the basis of personal and family security. 1In

the last analysis such accumulations amount to the

perpetuation of great and undesirable concentration

of control in a ralat1velj"?3§"?ﬁ§1?!duila over
employment, and welfare of many others.

The fact that the President thought that this was a
method of making little ones out of big ones is enough
for purpose. As a matter of fact such taxes really cone
centrate control because as & result of the ligquidation some
Indlividual gains control over the industry by a forced sale
arrangement,

The undistributed profits tax was suggested by Presi-
dent Roosevelt as a measure to supplement the loss of income
from A. A. A, processing taxes which were outlawed by the
Supreme Court, The deeper significance of such a tax on
the corporate structure was that it made almost impossible
the plowing back of earnings into the industry. The core
poration would pay out the profits instead of keeping re-
serves and would thus be forced out into the market place
for additional funds, In this way the government could .
not only prevent over development of industrial plant but
could actually limit the size of plant by setting the

exemptions {rom taxes on undistributed profits at such a

figure that small concerns could grow from within and large

lprenklin D, Roosevelt, Public Pa ers, op. cit., IV,
P. R72, sec, 83, June 19, 1935, alics mine,)
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concerns could not grow at all if funds were especially hard
to obtain,.

Some individuals might say that President Roosevelt
has fallen from grace only, by supporting the merger movee
ment. Even this lame explanation is not correct, for in
addition to the National Recovery Act he heartily sance
tioned the passage of the Bankruptey Act, the establishe
ment of monopolistic controls of the oil and coal induse
tries, and the bill giving the American farmer an opportune
ity to reduce his surpluses, ;

" The President further condemns the economic royalists
of our order who 5ave conceded that political freedom was
the business of the Government, but they have maintained
that economic slavery was nobody's business,

Today we stand committed to the proposition

that freedom is no half and half affair; if the

average cltizen is guaranteed equal.opportunity

In the polling place, he must have equal oppor-

tunity in the market place.1 7

Whatever fears may be had as to excess capacity relate
entirely to the capaclity of the relatively few of the small
privileged class which is able to command under our present
system of distribution a disproportionate share of the

goods produced by our economic system, If we attempted to

supply on such a plane to everybody in our soclety we would

lppanklin D. Roosevelt, Public Papers, op. cit.,
V, pp. 253“254’ 800. 79, J\me 9 o
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be faced with a condition of under-prodﬁction and deficient
capacity and the need for seeking better organizations and
newer production techniques, For that reason
It becomes the chief concern of the economic
statesman to discover and remedy the shortcomings
which are such serious ispediments to productivity
under current methods of economic organization and
control,

It is then the duty of organizational control of in-
dustry not to foster monopoly, but to make possible, by
redistribution of the claims upon the national 1income,
the increased purchasing power of the vast masses of the
American people, while at the same time, protectling the
formation of capital to assure replacements and for gene
eral progress in increased technology for an ever rising
standard of living, :

The creation and maintenance of collective monopolies
amounts to short run endeavors to establish partial equis
libria whose futures are détermined by the profit making
interests of organized groups and in which no heed is taken
of the conditions under which the whole economic system
may be placed and maintained on equilibrium, Rigild prices

(enforced upon consumers over long periods of time, when

what 18 needed 1s highly flexible prices for the restoring

1 lHarold G. Moulton, Income and Hconomic Progress, op.
5 Cit.’ Pe 110

‘.
L%
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of the price structure) are symptoms of the functioning of
these collective monopolies,

The greater the price rigidity mainteined in the basic
industries in which the collective monopolies operate when
the forces of adjustment are working for a general decline
in prices, the greater is the likelihood of falling prices
in the elastic demands, It is foollish to believe that dis-
turbances in the general equilibrium can be cured by advene
tures into establishing partiel equilibria limited to de-
finite markets,

> Phat the New Deal fostered the 5 rowth of monopolies as
defined by the Sherman Anti-trust Act was suggested by the
results that prices were rigild or rising, and that employe
ment had improved scarcely at all., After the National
Recovery Revlew Board had examined the code authorities of
a number of industries, it came to the conclusion that "the
N. Rs A, was fostering monopoly and suppressing the small
business man, industrialists, and distributors; that
certain codes were openly belng administered by monopoly
interests; and that prices to consumers were at the mercy

of monopoly control."t o/

llr.ouis Hackett, A Short History of lNew Deal, op. cit.,
Pe 113,

X
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In the Darrow report on the N, R. A, the statement was
made that "a number of leading indﬁstries, if not all, were
controlled by the representatives of the larger firms favore
ing and producing conditions of monopoly and seriously
injuring small business men,"l

The principle of the just price had not worked because
the industrial, agricultural, and laboring classes were not
able to stay in equilibrium and industry wes seeking to be
free from governmental interference in order to push the
process of monopoly to its loglical conclusion by the elim-
ination of small business enterprises and the maintenance
of price control,

ufyit may be that there is an inherent causal relatione
ship between the decline in growth (stable population, ine
tensified investment needs, and the lack of investment
opportunities) and the decline in competition., However, to
replace competition by self-governing monbpolies is to
assist the process which leads to decay of civilization.

M/Thul it can be seen that President Rposevelt has
straddled the fence on the question of the merger movement

and "trust busting"throughout the first term of his

1F. Re Pairchild and others, A Description of the
New Deal (New York: The MacMillan Company, Revised, 1935),
Pe .
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administretion. Therefore we may safely say that many of
the New Deal policieal are evidences of "trust boosting,"
These are at cross purposes with other New Deal policiolz
which have been simultaneously enacted to assist in "trust
bust;ng." L
This entire process has proved to be an unplanned
dPivs to action rather than a logical drive toward a plan
which will bring heppiness, work, and a higher standard of

1iv7er to American citizens,

T

1Nationa1 Industrial Recovery Act, Agzricultural Ad-
Justment Act, 0il Regulation Act, CGuffy Coal Act (all pro-
duct restriction ections), the idea of a profit lien, the
Tennessee Valley Authority and the Bankruptey Act,.

2Comporate Securities Act, anti-trust prosecutions,
demands for competitlon on government bids, increased
production to put people back to work (government induced
increases in purchasing power with stable prices), pro-
tection of small business man (from advantages of large
scale production, and the social ends of the undistributed
profits tex and increased inheritance taxes).



CHAPTER II

A CLOSED ECONOMY AND THE PRCMOTION
OF INTERNATIONAL TRADE

Economic discussions have long struggled with the
advantages and disadvantages of a freely trading world. It
has been traditional for orthodox economists (those who
believed in the classical tradition, and the law of come
parative advantage) to stress, wlth much merit, the free
trade arguments, In a changing world a number of problems
have arisen which are not accounted for in these arguments,
The first is that, in spite of sound economics, many nations
are pursuing policies of self-sufficiency. A change in
trade policies usually causes periods of maladjuetmeﬁt and
unemployment and the ultimate result is a lower standard
of living in all ~ountries., The second problem is that
most modern nations have used the same technological backe
ground for the development of thelr Industries., It has
been sald that as

Experience accumulates 1t 1s proven that modern
processes of mass production can be performed in

most countries and climates with almost equal ef=-

ficlency. loreover with greater wealth, both

primary and manufactured products play a relatively

small part in the national economy compared to

houses, personal services, and local amenities,
which are not equally available for international
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oxchangeﬁ; with the result that a moderate increase

in the real cost of primary and manufactured pro-

ducts consequent on greater national self-suffli-

ciency may cease to be of serious comsequence when

welghted in the_balance against advantages of a

different kind,l

Third, where international trade has world wide signife
icance and national Soundaries hamper such trade, there 1s
& %endency for nations to fear being cut off from sources
of cwpply of goods in time of war, Fourth, there seems
to be some question ai to just why a nation should cone
tinue to export its soil fertility and the health of 1its
- labor to some other country, especilally where important
segments of the world.aeonomy are breaking away into selfe
sufficient units and meking increasingly grave economic
problems of unemployment and poverty for the counsry which
has 8o expanded its productive resources to £ill the needs
of 1ts nelghbors who now refuse to buy its produvcts because
of some perverted sense of patriotism,

In the first chepter it wae shown that philosophically
Administration forces are not basically at rest in either of
the campa.. Instead of rational reforms based upon direc-
tional and purposeful thought, the Administration might be

portrayed as a wolf licking its chops undecided which

lgohn M. Keynes, "National Self-Sufficiency”, Yale
Review, (n. s, XXII, June 1933), p. 760,
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party to join and then turning in all directiona at once,

It is obvious that where the development of international
trade 1s desirable there are two alternate aims of such a
program, The goal may be elther an expected return of ;
goods greater than the gquantity of goods shipped abrodd;l
or, the increase in price in the home market where the
domestic productidn demands greater markets than are afford-
ed at home,?

It is unnecessary here to discuss further the relative
merits of a closed econony or of international trade, It
is necessary to recognize that there are many supporting
peints for either opinion, It 1s becoming increasingly
evident to many individuals that the importance of foreign
trade is primarily a moral weapon by which a particular

economic or political doctrine may be shown as supplying

1Th,e greater return is the result of the exchange by
which goods having & low utllity are exchanged for goods
having a high utility. Thus both traders by exchanging
such low utility goods with each other are benefited,

SThe aim for the program is one based upon a concept
of overproduction in the home market whereby producers
seek to dump excess products over national bouncuaries
at any price with no attampt to understend or aid the mar-
ket conditvions there. Thils is necessary because the over-
production will cause price to fall rapidly, so that costs
cannot be covered by the sale of the whole product in the
home market, If a slight reduction can be effected a
consliderable price rise in the home market will result,
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more nearly the neeus of people than some other doctrine
would do. It will probably remain so until some real inter-
netional organization 1s founded. .
All these conflicting 1ldeas have had their effect upon
President Roosevelt because he 1s a leader of the free
trade party and as such feels certain responsibllities to
thbse followers of his party. Also he has said many times
that the depressed condit;on of the American market was a
national problem and must be solved by national action
as opposed to Mr, Hoover's idea that the depressed condition
was an international problem and must be solved by Jjoint
international action. "We [Mr, Roosevelt's advisers|
proceeded on the assumption that the causes of our 1lls were
domeaﬁic, internal, and that remedies would have to be
internal too, Older economists called us Nationalists",l
A method of solving the national economic 1ills by a
program of price ralsing, money depreciation, production
restriction, and elimination of competition could easily
be overthrown 1f foreign goods could enter the American
market and disrupt the balance which was being built,
Unless there were rigld foreign trade controls which would
eliminate surplus goods and yet in some way keap'out fore

elgn goods, a closed domestic market and a free

1

Noley, After Seven Years, op. clt., p. 1l6.
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international market are incompatible., It is the task here
to discover whether international trade wai to be incidental
to the national economy or was to be a controlling factor
in the national economy, It 1s also the task to find whe-
ther a closed economy was being bullt. If we discover that
international trade is fundamental and that a closed econ-
omy is being bullt, we will have discovered cross purpoa;.

Since the agricultural market 1s the one which has
been most affected by the decrease in intemational trade,
it will be that phase of the American Economy which will
be used for illustrative purposes in this portion of the
study.

The farmer 1s ten years farther down the trall of dee
pression than the industrialist because his depression
began directly after the first World War, His problem
began éven before the war, when America was a debtor nation
and the surblus farm products were used to make the inter-
est payments which every year were sent across to those
countries less richly endowed in natural resources, It was
possible during this era to raise a tariff on manufactured
goods without great retallatory measures being taken against
the United States, The international trade relationships
were tradltional and thelrigh resources were being paid to

the poor-resource countries, »ossibly for value received,
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The war infla. tioén cagsad the farmers to overwexpand
their productive resources, This was done by trading on the
equity. Many farmers went heavily into debt to feed Europe
and make & profit. The American manufacturers were sell-
ing the creditor nations of Europe arms and bullets which
were blown to bits on the battlefields, At the end of the
war, the United States was a net creditor nation, and the
farmers, debt ladened, were ovorbexpandod. As the demand
schedule shifted to the left for American agriéulture, as
a result of the European, Canadian, and Australian areas
soming back into produstion, the inflated farm land prices
tumbled and farmers lost their holdings, Those who managed
to hang on were in debt and were required to pay their
mortgege debts and interest in "dear" money when they had
borrowed "cheap" money.

To add to the problem the interest payments in the f orm
of farm produce now went across the ocean only when some-
one was willing to make a loan for the rebuillding of devae
stated European areas, Instead of farmers withdrawing from
production and equilibrium being reestablished, production
continued and even increased as the farmer struggled
against his individual flat demand schedule, The problem
of international trade did not become noticeable because
of huge foreign loans to Luropean countries. These were in

the form of machinery for the development of their own
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industries, ultimately, as those loans stopped, lnterna-
tional payments stopped, and international trade was at
a standstill,

e« ¢« » o Viewed wholly apart from the debt
question, the statement of Roosevelt's forelgn
policy was of profound importance because it was
the first spectacular step Roosevelt took to dif=-
ferentiate his foreign policy from that of the
internationalists, It served notice on the League
advocates, the pro-sanctionists, and thosé who
desired a revival of forelgn lending, that Roosevelt
was likely to be no Herbert Hoover or Henry Stimson
on foreign affairs, It was a warning that the New
Deal rejected the point of view of those who would
make us parties to a political and economic alliance
with England end France--policing the world, maine
taining the international status quo, and seeking
to enforce peace through threats of war, L

By contrast the free and easy international trade
situation and open economy required for such trade was
thought by some to be the only method of achieving and maine
taininz world peace, A program which rejects the policies
of an open economy end international trade must of neces-
sity be nationalistic and closed,

Hationalistic policles are in thelr nature
aggressive and when applled to an expanding econo-
mic life, like ours, becomes a force that dis-
rupts international relations end ecsuses war. No
amount of planning could keep a policy of self-
containment within our political frontiers, It
would grow up and then Insist on fighting; that
is its nature, The road to recovery 1is not in
the bullding of walls to keep ourselves in or to
keep foreigners out, it is not plling up more

1Ebley, After Seven Years, op. cit., p. 78
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debts, it is not in curtailing agriculture and

manufacturing end taxing excess production; rather

it is releasing real creative power of man not

only in agriculture agd manufacturing, but also

In finance and trade,
ﬁconomically, the maiﬁ drive of President Roosevelt seems
to be to raise prices of commoditles so that recovery
mizht be obtained, This i1s directly counter to all suge
gestlions that in a low price area more of the returns go to
the people of the community and thus that the economic goods
of soclety may be better distributed, MNany articles have
been written explaining that the reason for the length and
severity of the depression 1s price rigidity resulting from
monépolistic competition which has developed in the econouy,.
The notlion that a stable price rate 1s necessary for a
stable economy persisted even after the twenties when the
United States had stable prices and the conditions of upe
heaval were developing, to result in the crash of 1929.
It would be more nearly correct to say that prices should
reflect productivity and should be reduced with additions
to productivity. This will result automatically if a

closed economy does not operate, or if competitive forces

are allowed to act upon the price structure,

1y, s, Culbertson, "Wandering Between Two Worlds"

Annalls of the American Acade of Social and Political
Sciences, CLXKIV (July 1934), pe 86,
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It will be possible to discover that a closed economy
exists if the economy is static, If it tries to insulate
itself from the rest of the world by subsidizing agriculture
to reduce surpluses and raise prices, a closed economy may
be said to be developing. Finally, if there 1s a steady
movement toward self-sufficlency by a monetary policy de-
signed to dump goods and by ralsing the tariff, thus gener-
ally to protect the American economy from disturbing ele-
ments, it may be safely concluded that there is being made
an attempt to astablish a closed economy,

Insulation by Subsidies, Surplus Reduction,
end Price Raising

The subsidization of agriculture and industry by means
of the setting aside of the anti-trust laws so that industry
by combined action could be reimbursed for its outlay of
cash for the higher wages and shorter hours which the
codes demanded, and by means of increased prices and parity
check payments to the farmer as a result of the A. A, A,
policys:

e« » o« owill make possible the approach to a
national economic policy at home which will have
as 1ts central features the fitting of production
programs to the actual probabllities of consumption,
At least the issue will no longer be confused by
impossible hopes of selling in foreign markets which
cannot now pay for their products, There will no
longer be the excuse for overbuilding American induse
tries and they can begin the process of accomodations
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to markets on which they can count., This has been
too long delayed,l ;

In order that the American economy may do its job
efficiently it is necessary that a decision be made és to
whﬁther the whole productive effort shall be attempted in
the domestic economy, whether this country is to be an

agricultural exporting nation, or a manufactured goods exe

porting nation.

The commerclal interests of the United States
must meke up thelr minds that a high tariff policy
is Incompatible with agricultural prosperity. Or
alternately, its consequence must be such & sub-
sidization of agricultural products, such a monopoly
of the American home market as no financial capi-
tallsm in the United States has been prepared to.
contemplate, :

. L L L d . . L . . - . . . . . . . . - - - -

The inablility of business men, once the period
of recovery had begun, to learn the obvious lesson
of their own Ineptitude 1s a measure of the degree
to which they had habit without philosophy. They
were prepared for salvation from Washington when
thelr own interests were in jeopardy., Once these
were safe, they turned to a way of thought in whi&h
Washington and salvation were antithetical terms.,*

While the business man demanded that the anti-trust
laws be repealed, so that combinations would not be 1llegal,
he still felt that when government gave the farmers the
opportunity to reduce his surplus in the same way, that

lFranklin D, Roosevelt, Looking Forward, op. cit., p.
264,

2Hnrold Jo Laski, " A Formula for Conservatives",
Harper's, LLXXV (September 1937), p. 385,
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regimentation and loss of free enterprise would result, This
wes because there was self-government in industry; the re-
duction of product came as an individual cholce while the
quota of the farmer who was attempting the same thing was

a government cholce.

The plan for agriculture moves in the direction of
1imiting agricultural production to domestic demand, thereby
sacrificing the foreign markets upon which & prosperous
American agriculture must necessarily depend. It has been
sald that such reductions would not raise the standard of
living for the farmer because although he gets higher unit
cost he raises less and the prices of the things he buys
are increased so that actually the real income may decline,
On the farmer's income slde this point of view would be
quite accurate if the demand schedule for farm products
had an elastlcity greater than unity; but then the farmer
would have no problem because he could reduce the price a
little and sell all his products, The farmer operates
on a demand schedule which has an elastlcity of less than
unity and thereby a small decrease in product should raise
the prices of farm products a good deal and increase the
farm income, This would tend to be offset by the higher
industrisl prices, it is true, but a good portion of farm
expense 1s in fixed charges of interest and principal
repaymenﬁ which an inflation of farm prices will help,
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It might be also considered that the farmer's foreign mar
ket has already been lost and there is little opportuaity
for a revival of that trade, unless the American people
again want to lend foreign governments money to buy Ameri-
can farm products, This is even less practical than ree
stricting farm production. "Conservation of the fertility
of the soil" has at least ?omo rational basis, while gifts
of American farm productl.to forelgn governments exploits
both the farm land and the consumer,

The idea of surplus preduction and price ralsing are
short run solutions to the problem of over-production, If
the price of farm products is to be raised 1t must be by
a movement of the demand schedule to the right or the svb-

: marginal producers must be withdrawn from production, This
is a difficult problem for solution in the short run period
because there are already unemployed people and any aub~'
marginal workers who are taken out of production will only
add to that already grave problem, A movement of the demand
schedule to the right is equally difficult to ettempt by
government action, It is much more satisfactory to reduce
surplus by a general reduction in output with both efficient
and inefflclent producers participating, If it can be at
all reasonably sald that the raise in farm prices will cause
the re-employment of workers, the layman will be easily cone
vinced of the soundness of this policy. What is not
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emphasized 1s that the price rise in farm products will
cause a similar or greater price increase in industiral
produets, The indistrualist has e greater control over the
market situation than the individual farmer,

The recovery program surrenders the officiel thesis,
long held, that foreign trade 1s the only outlet for sure
pluses, that such an outlet is possible, and that it must
be secured by all engines of the state in the field of
foreign relations, For this thesis it substitutes the
"oroposition that domestic economy must be made to function
in such a way as to keep industry at a high tempo and efe
fect an efficlent distribution of the fruits of industry
in the home market, This will lead to revolutionery ade
justment in foreign relations and foreign tra@e.”l

I think that the ultimate welfare of agrie
culture is best served by a greater concentration
upon reduction of acreage and the raising of farm
prices to the end that domestic production would,
with the exception of cotton, be balanced more come-
pletely with domestic consumption,®

- We must in some way reduce surpluses of staple
commodities that hang on the market; it should be
our aim to add to the world prices of stable goods,
the amount of a reasonabls tariff protection, to

glve agriculture the same protection that industry
has tOdWo

lCharles A, Beard, The Future Comes (New York: The

MacMillan Company, 1933), p. 102=168,
Hole “Rooaevelt and Tariffs", Canadian
Forum, §§V ?ga Jo D 292, i

SPFranklin D, Roosevelt, Public Papers, op, cit
II, p« 101, sec, 29, April 5,-—_[9-33.—-——2-——-‘ Ops C1te,
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The restriction of production was only to be imposed
in so far as it was necessary to counteract the decline
in the export market. If foreign countries are so insane
as to reject the proferred supply of cheap food, the ex-
porting country can be excused 1f they too depart from
strict logic; one of the more general results of product
restriction is the tendency to push the country into econ-
omic isolationism, We are subsidizing the growing of crops,
and other nations are not likely to permit the dumping
of American farm products at prices lower than they were
sold for in the home market, While we refuse to import
manufactured goods from Europe, we cannot expect to sell
increased gquantities of grain and meat products.l

But assuming that the prices of products in the United
States are not raised above level of world prices (and
price raising is definitely a part of the recovery program)
it would still be impossible to increase world trade,
unless the United States is willing to import. In European
countrlies, this is no problem for there is always dire
need and the grave problem is to export enough so that the
goods which are easy to import can be paid for, The Amere
ican foreign trade experts forget that the reason for

trade 1s not that it 1s hard for us to produce what we neccd

lEconomiat, London Editors, op. cit., p. 61,
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but that production can be made more efficient by means of
trade., They have behind them a vast hinterland of untold
wealth and productive capacity. Yet these foreign trade
experts learn their lessons from the countries without
such a hinterlaﬁd end then proceed to act as though there
were none in the United States.

For example, the bargalning power of the American proe
ducer 1s argued ad infinitum and yet the greatest bargaine
ing power the Amerlican manufacturer needs 1is the fact that
American foreign exchange is plentiful in foreign coune
tries, The attitude of Americams should be buy and buy
while the products are cheap because soon these foreign
countries will be unable to sell to us at all and will there-
fore refuse to sell to us,

In so far as an Increase in money wages
i1s accompanied by increasing prices, the ability
of American business to meet competition in
foreign markets is quite obviously impaired, and
even though money prices show no increase, the
negative aspect, that the bargaining power of
the American menufacturer would be lowered by
the higher wages since he could not reduce his
selling price with a view to expanding his
foreign sales,
On the other hand, a progressive lowering
of the prices of commodities would strengthen
a nation's competitive position in foreign
markets, The greater the technical progress
and the lower the consequent selling price,
the greater will be the chance of expanding
foreign sales, Success in international come
petition will in the long run depend upon producte 1
ion efficiency and not upon the level of money wages,

lHarold G. Moulton, Income and Economic Progress (Washe
ington D.C.: The Brookings Institution, 19 » De “
(Italics mine,)
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The attitude which assumes that by cutting down the
production to the slize of the domestic market for goods, has
certain ramifications which should be fully understood be-
fore such action is taken, Large scale production demands
wider markets in order that a sufficient amount of specialie
zation can ﬁake places The domestlc market cannot supply
sufficlent demand, Our lerge scale plants will be f orced to
reduce their operations if the domestic demand does not
furnish sufficient scope for the specialization which the
plants are built to anticipate,

The partial equilibria which are established by
ralsing domestlc price can have little effect upon world
conditions where the domestic production has been built up
behind the protection of a closed economy, but where the
world economy sets the price for goods, an arbitrary rais-
-ing of prices but restricting production could vitally
affect the recovery of the world and react thus upon domese
tic recovery,

It will be necessary for the American government to
get other governments to teke sirilar sction in reising
prices, and this the administration has tried to do " by
putting the United States on & par with other nations,
Prices in the United States would be raised and it is
hoped that eventually the same thing would happen all over
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the world,": Although it might be possible that the lead=
ers of some foreign countries had thought that recovery
would come as a result of lowered prices, in that the probe
lem was one of price rigidity, the President does not even
consider their decision on the matter,

It was to get other countries to accept his recovery
program that led Roosevelt to emphesize the fact that the
"International Economic Conference™must establish

order in place of the present chaos by a stabilizing

of currencies, which are freezing the flow of world

trade, and by international action to raise price
levels, It must supplement individual domestic

programs for economlc recovery by wise and zonaidered
international action,.2

Once the principle of falr competition had been em-
bodied in the codes, it was natural that the observation
of these rules should also be applied to marketing of
foreign goods in the United States, "It was therefore
deemed necessary to provide for the possibility of estab-
lishing a level of fair competition subjecting foreign
manufacturers to the same marketing rules which govern

American business,"®

lpranklinD, Roosevelt, Public Papers, op. cit., III
pe 138, sec, 41, April 13, 1934,

2Ibid,

SBruno Burn, Codes, Cartels, National Planning (New
York: McGraw-Hill Book Compeny, 1904), Ds 135,
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Not only was it necessary for the American government
to step in and establish monopolistic controls for industry
and agriculture but it was necessary to accept the fact
that insvlation from the rest of the world was a penalty
which a country had to accept with the benefits which were
supposedly derived from such activity,

Insulation by konetary Poliecy, Tariff,
And Self-Sufficiency

In order that the balance between production and cone
sumption shall not be broken, it is necessary first thét
surpluses be removed, either by restriction of product or
by dumping across natlonal borders; second, that no
importa enter to destroy the balance, Goods which would
destroy the balance would be goods over which the admini-
strative forces have no control. The dumping of goods
might be alded by a fluctuating money policy. The price
structure must settle at some relative position with other
currencles, however, temporarily the favorable money position
would allow the Americens to reduce the surplus, To ef-
fect this decrease

We begﬁn to purchase golde-forcing the dollar
down in relation to other moneys--and so the dollar
went down to where it was about five dollars to the
pound., And the dollar has remained there largely
because of the American purchase of gold,

The other result of maintaining the dollare
pound and dollar-frenc ratio as high as it has been

was our ability to get rid of(dump) many of our
export surpluses, %offon has been moving outj of -



course, you know that one of our objectives has
been to diminish the overhanging domestic stocks

¢« ¢« « « Our objective is to get rid of surpluael.l

The handling of the monetary situatior haes been in
the direction of more and more governmental control over
the movement and issuance of money and credit.‘ By the gold
policy, it is evident that the Prelident.deeks to insulate
the American economy from what he termed "the accidents of
international trade." Since his domestic objective is to
insulate, other nations will have to follcw-similar poli-
cles and if at some future time interdependence is desireble,
there will be the added impediments of economies relatively
independent of each other having a difficult time synchron..
izing again, with all the problems which result from the
developments of vested Interests by such actions, The ate
tempt to "establish and maintain continuous control"™ of the
monetary system in the interest of stabilized domestic
monetary units and the operation of a "menaged currency"2
favors such insulation,

This policy of depreciation by a higher sounding name
helped to check a further decline in prices through its
indication of en inflationary intent, By automatically
improving the relative position of export prices, it aided

lpranklin De Roosevelt, Public Papers, op. clt,,
I1I, p. 49, sec. 9, January 15, Vg nggi mine, )

2Beard, The Future Comes, ops cit., p. 183,
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temporary revival of excessively depressed export indus-
tries., Internationsl recovery is hampered thereby since
world prices are acutely reduced. As worldqrecovary con=-
ditions are interrelated with domestlic conditions, domes-
tie recovery is hindered although it is possible that cere
tain surpluses may be reduced by monetary depreclation,
There was the expectation that the country could pull
itself out of its difficulties without the necessity for
concern over stabilization of the world monetary situation,
This helps to explain our indifference to lnternational
currencieg, and the collapse of the World Economic Cone
ference, The conference resolved itself into a struggle
between the nationalist and internationalist objectives,
between world stabilization of currency and national value
ation, The nationallsts won. After having led the powers
to believe that relief to the world price levels could come
only by concerted action President Roosevelt dramatically
changed his mind--perhaps_looking at the addition to ex-
ports occasioned by the drop in the value of the dollar--
while the conference was in session and in effect repu-
diated his own delegation; we were to o our own way as

regards to monetary program and price achemos.l

lHacker, A Short History of the New Deal, ops cit.,
Py B8, - ‘
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The importance of examination and regulation
of foreign exchange in order to facilitate the
smoother and easler adjustment of international
payments, to eliminate brood fluctuation in ex-
change rates and to prevent speculation while
at the same time keeping full control of our do=-
mestic monetary policy cannot be over emphasized.

"While wany act® of this Administration up
to this time were emergency measures, they indicate, n
nevertheless, a consistent pattern as yet roughly/
formed, but designed for the purpose of galning
for the American dollar fresdom--freedom at home
from the threat of instability snd freedom abroad
for the beginning of & new realignment of other cur-
rencies of the world,l

The assumption that in order to increase our exports
we need only increase our imports from foreign countries,
which Secretary Hull and Secretary of Agriculture Wallace
make, is not entirely valid because since 1934 the supply
of dollar exchange has been overflowing., These funds have
been used not to buy American farm products but to increase

iforeign holdings of industrial evidences of ownership in
.the United Statas.z This fact helps to prove that the
instability caused by monatary policy instead of increas-
ingﬂgrade elmost eliminates 1t snd the isolationism of the
American market is carried a step closer to realization,

"The average New Deal Domocrat 1s as truly a high

lFranklin D, Roosevelt, Public Papers, op. cit., II
pe 144, sec. 42, April 20, 1933, IIEaEIcs mine,)

aldndley, Halfway with Roosevelt, op. cit., p. 354,
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tariff advocate as is an 0id Deal Hepublican."1 This starte
ling statement brings clearly to the fore the distance which
the New Deal has traveled in the direction of the closed
economy.

The President may, either on his own motivation
or at the insistance of any siroup which has complied
with the provision of N, I. R. &A. ,.. in aceordance
with procedures under his control, place fees upon,
restrict, or forbid, except under regulation and
license, the importations of any article or articles
which "render inefficient or seriously endanger the
maintenance of any code or agreement" under the N,
Re A, Incaddition to this protection from the
effects of importations from abroad, industry 1is
privileged to enjoy a more positive benefit within
the domestic fisld, So long as this law shall be
in effect and sixty days thereafter, "any code
agreement or license approved and iIn effect under
this title and any action complying with the
provision thereof taken during such perlod, shall
be exempt from proviaéona of the anti-trust laws
of the United States,

The binding nature of the codes upon all members of a
group has eliminated the domestlc outsider and the power
vested in the President promises to check the danger of
dumping or price cutting by foreign competitora.3 We
don't want foreigners to dump goods into the American

1Raym.ond Moley, "Roosevelt and Tariffs", Canadian
Forum, p. 291, Vi 5

PGharles Ae Beard,,The Future Comes, op. cit., p. 48.

“Burn, ope cit., pe 133,
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market -, yet we insist through monetary controls on the
right to dump into foreign markets. What this view does not
racoénizo is that exports are limited by the amounts of our
1m§brts and even though as cited above the foreigners
invest in American factories these are nothing more than
deferred exports of goods unless the securities become vale
ueless,

The Emergency Farm Relief Bill permits the imposing of
an additional import duty on the "basic. commodities"--
wheat, cotton, field corn, hogs, rice, tobacco, and milk
products-~-equal to the tax lmposed on the lnternal proces-

sing of these products, This additional duty, if imposed,
vwould be of little practical beneflt to the farmer, as the
few of these "basic commodities" which are imported into
the United States come only in very small amounta,l but
basically it shows that the closed economy is closely al-
lied td a higher tariff standard,

This implies an indifference on the part of the United
States towards the twenty-five billion dollars in foreign
loans and investments, "Roosevelt showed that he was
aware of this fact when he refused to talk about economic

matters at the World Economic Conference."®

lppank W. Fetter, The New Deal and Tariff Polic
(Chicago: University of Chicego Press, 1085), P 1l.

23uzanne Le Pollette, "Is it Recovery", Current
History, XXXIX (October 1933), p. 1l-13,
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Satisfactory stabilization 1s impossible with the
United States so preoccupied in boeosting prices and yet une
decided how and at what point to stabilize, "Already in
America, there have been demands for even higher tariff
to protect the elevated price structure,"l

"We wished--for the time at least and so long as the
present transitional experimental phase andures--tarbe our
own masters, and to be free as we can make ourselves from
the interferences of the outside world."? Self-sufficiency
carried to 1ts logilcal conclusion here-~to be our own mese
ters-~is the important portion of this 1dea1; the President

announced,

I hope that eventually each nation in the world
will have a currency which will be stgeble within 1its
own domestic purchasing power,

If you arrive at that objective in the world,
then almost automatically the exchange value of all
currencies in terms of other currencies will become
more or less stable,d

As for the Ualted States it 1s "seeking the kind of

dollar which a generation hence will have the same pure

chasing and debt paying power as the dollar value we hope

lNew York Times, July 2, 1933, IV, p. 15,

2 John M. Kcynes, "National Self-Sufficiency”, Yale
Review, N, S, XXII (June 1933), p. 780,

Sppanklin D, Roosevelt, Public Papers, op. cit.,
Il Ps 268. S@Ce 88, July 5’ .
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to attain in the near future,"t Thus the President chose
the nationalist path of self-sufficlency as against recovery
by world agreement, the revitalization once more of inter-
national trede and the free flow of credits,? The President
has been glven the power, in order that the closed economy
might exist, to ralse and regulate tariffs, to adjust the
money relationship for the purpose of internatlonal bargaine-
inz, to subsidize industry end agriculture, restrict sur-
pluses and raise prices--all with the thought in mind that
national problems must be solved before international prob-
lems cen be considered, It has been almost forgotten that
international trade problems and natlonal recovery are
related, and if thé national recovery is partially solved
without international recovery the whole structure of re-
covery may tumble while that inter-related adjustment is
being made, '

Throughout the entire first administration President
Roosevelt has seen the split between closed economy in a
freer trading world but he thought that by bargaining he

could overcome the incongrulty of such a situation,

lppanklin D, Roosevelt, Public Papers, op. cit.,
II, p. 265, sec, 87, July 3, 1953,

zﬁncker, A Short History of the New Deal, op. cit.,
Pe 57,
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There has been increasingly shown a tendency to move in the
direction of internationallism and away from the closed econe
omy ideal, However, he has not been willing te lest go
completely of the closed economy, He fosters a Reciprocal
Trade Agreements program, not for the purpose of lowering
the number of our surplus products while we adjust our
industry and asgriculture to the national boundaries, but

to make trade freer, This is a difficult task, becouse

our manufactured goods are high priced as a result of mono-
polistic price practices and the artificial charecter of
the costs of production, If we can sell our goods, there is
the difficulty because of our closed economy of accepting
as payment the goods of other nations without upsetting

the American market, In spite ér lir.e Moley's remonstrances,
this purpose of free exchange included in the agreements

by the fact that the most favored nation clause was an
integral part of every agreement., Mr. Moley warned:

If passed, the reciprocal tariff arrengements
should be without the most favored nation clause
¢ o o « With the reciprocal trade agreements plan
in keeping with the 1dea of a managed economy only
when 1t enables this nation to engage in a very

limited way in mutually advantageous trade with
other nationa.l

The Presidcut fostered also the stabilization arrangee-
ment and the establishment of a stabilization fund after

lRaymond loley, op. cit., p. 292,
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his fingers were burnt in the speculative crash of July 19,
1933, He became, too, a gold supporter who, though inter-
ested in moderaste inflation, wished to control any such
movement,

Pinally, there was attempted the development of fore
elgn trade by the use of the export-import banks, the
development of increased markets, and the internationalist

outlook,

Reciprocal Trade Agreements

It has been difficult for President Roosevelt to
forget his lower tariff background as a remedy for the
evils of our economic order and yet he saw the depression
as a national problem, It has been told many tires that
Presldent Rooseveli uses memoranda written by experts
as the basis for his speeches and this was the case during
the campaign, It was at this time that he was to be re-
quired to give a speech on the question of the tariff, He
asked the party leader on the tariff question, Senator
Cordell Hull, for a suggestion on the speech, Hull ree
plied with a memorandum suggesting an absolute reduction
of tariff by ten percent. At the same time, General Hugh
Johnson in a memorandum called for gradual reopening of the
channels of commerce by skillful bilateral nezotlations,
With these two conflicting memos before him the President



75

asked that Mr, Moley "weave them together."l

There is to be seen then that somewhere there was an
inkling of tariff reduction and consequently an attempt to
free international trade.

lMr., Roosevelt appointed as his Secretary of State, one
of the most consistant and persistent low tariff advocates
in the country, Senator Cordell Hull,

Unfortunately the policies of some of those
responsible for the N, R, A, and A, A, A, involved
higher tariffs to protect their experiments In wage
and price ralsing. But Secretary Hull has also
been allowed to pursue his patient course, His
method has been by the negotlation of bil-lateral
trade agreements with one country after another
« » o » thirteen agreements have been concluded
the most importent with Canada, Brazil, Cuba,
Belgium, France, the Netherlands (and the Nether-
lands Indies), Sweden and Colombia, It is a
condition of the Act under which the agreements
are negotiated that concessions shall be reciprocal
and it has been the uniform practice of the United
States to generalize 1ts concessions to all coun-
tries enjoying the benefit of the most-favored-
nation clause,

No praise can be too high for the splrit that
has animated this policy. In this tariff ridden
world the sight of any nation deliberate%x seeking
to lower its tariffs is both rare and refresihing,
and not less so when the nation concerned has
for many years been one of the world's most
hardened tariff sinners,2

lﬁaymond Moley, After Seven Years, op. cit., p. 564,

fﬁditors,(andon)Economiat,‘gg. cits, pe 117, (Italics
mine,




74

This policy must be the answer to the totalitarlian move-
ments of Europe and Asia; to make the world a better in-
tegrated unit 1s a grave task for the democratic nations,
International trade, its survival and expansion is no longe_m
a matter involving merely private profit. It means today,
much more than that. "It has become & necessary condition
for the strength and security of the democratic countries.
It has thus become a major factor in the preservation of
world peace., In the feace of this crisis we cannot afford
to bicker about tariffs in terms of petty special inter-
ests, "1

The immediate objective is the development of closer
trade relations between the democratic countries, The
ultimate goal must be the reconstruction of a general in-
ternational system inclusive of all countries, It is
clear that there is no other solutionto the problem of
raw materials with inadequate domestic auppliés. In recoge
nitlion of thils problem the President said:

We must provide a tariff policy based on econo-
mic sense rather then upon political hot air--high
tariff walls have been forced upon the world and
consequently world trade has decreased to the vane
ishing point, Value of goods in international trade

is less than one-half of what it was three or four
years ago,

lHansen, Full Recovery or Stagnation, op. cits, p. 261,
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If our factories run eighty percent of capacity,
they will turn out more products than we as & nation
can possibly use ourselves, We must therefore sell
goods abroad. We know other nations have no cash;
they can pay us only in thelr own goods or raw
materials--but our tariff makes that impossible,

Revise the tariff on the basis of reciprocal
exchange of goods by sending us such goods as will
not seriously throw any of our industries out of
balance an% these countries will be enabled to buy
our 30048,

Executive commercial agreements with foreign nations
are suggested within carefully guarded limits to modify
existing duties and import restrictions in such a way as
to benefit American industry and agriculture, This is
necessary because world trade has decllined with startling
rapidity resulting in a seventy percent decrease in 1933
from 1929 level, This is measured in goods. "The idle hands
and machines, ships tiled up, dispalring farm households,
and hungry industrial familles is the r esult of a sharp
drop in foreign trade. 9Since the world does not stand still
-=-once trade relations are broken it is with great diffie
culty that they are restored,"?

For national defense, and a well-rounded life

some self-reliance is necessary and should not be

sacrificed for passing adventages, Xqually clear

is that full and permanent domestic recovery de=
pends in part upon a revived and strengthened

' lFranklin D. Roosevelt, Publi
" ¢ Papers, o cit 2
p. 626-627, sec, 128, Augus% » A + ZBe S2%es Dy

®Ivid,, III, p. 113, sec. 33, May 2, 1934,
SIbid., III, pp. 113-117, sec. 33, March 2, 1934,
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international trade and that American exports cannot
be permanently increased without corresponding in-
crease in imports,l
The only practicable way to assure American trade
protection against injurious trade barriers in foreign
countries is to Joln with these countries in a con-
certed effort to reduce excessive trade restrictions
and to reestablish commercial relations on 2 non-dis-
criminatory basis, This is the kernel of the American
Trade Agreement PrOgramua
The President has in mind that freer international
trade will result in the greatest gains for democracy;
therefore he urges his Reciprocal Trade Agreements adope
tion by all nations of the worlds It is this background
of thought which allowed him to finally stabilize the pound.
the franc, and the dollars The program will come to nothing,
however, unless the marginal productivity of the workers is
raised to the point where the efficlency of labor will not
need to hide behind a tariff wall but will be able to pro-
duce and use the wide variety of zoods which the world pro-

ductive forces bring to the market for exchange.

Stabilization of lMoneys gnd the Stabillization Fund

THe recognition that international trade is a two-way

arrangement and that the foreign market 1s not a place to

Ippenkiin D, Roosevelt, Public Paper
' " ' s, op. oit
IIT, pre 113-117, sec. 33, HaFoH 2, Toote —2* S=247

®Ivid., IV, p. 464, sec. 170, November 19, 1935,
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dump the American surplus goods in an important first step
in increasing foreign trade. Another step 1s the establishe
ment of a definite gold content for the dollar since many
people are reassured by such an actlon. Foreign trade re-
lationships result from international agreement as to how
the currencles of countries shall exchange for each other,
The speculative boom on the basis of which President Roose
velt rejected the stabilization proposals at the London Cone
ference ended with the crash of July, 1933, He belatedly
asked that Congress give him the authority to devalus the
dollar to not more than fifty percent of its former woight._
The revaluation at thirty-~five dollars per ounce metted
the United States Treasury a profit of two and eight tenths
billion deollars, Two billion dollers of which was to be
placed in a stabilization fund and on September 25, 1936,
The three gcvernments, France, Great Britain,

and the United States declared that among other

things they proposed to take "into full acount the

requirements of internal prosperity . . + « to

maintein the greatest possible equilibrium in the

system of international exchange and to avold to the

utmost extent the creation of any disturbances of

that system" by internal monetary action. . « « «

To implement this tripartite declaration the

Secretary of Treasury announced on October 13, 1936,

that the United Staies was offering to sell gzold to

the stabilization funde of those countries whose

funds likewise were offering to sell_gzold to the
United States on satisfactory terms, 1

lppanklin D. Roosevelt, Public Papers, op. cit.,
V, pp. 578-579’ SGQQ 155. Sep Q BI‘ F ] 56’ n.



78

The attempt to build steble international currencles
was & measure for the freeing of international trade with
no attempt at surplus dumping. By making international
monetgry exchenges more certain the Roosevelt Administratim

was fostering international trade.

Increased Marketat by the Exgortuzgﬁort Bank,
e International Outloo

During the first campaign, the Republican farm policy

was vigorously attacked because it destroyed the foreign
markets for the farmers' products as had the tariff mea-
sures, Fordney-lcCumber and theanuady Tariffs., There
were "demands for immediate repeal of those provisions of
law that compelledthe Federal Government to go into the
markets to purchase, to sell, and to speculate in farm pro=-
ducts in & futile attempt to reduce farm surpluses," Roose-
velt laughed at the Republican Secretary of Agrilculture "who
invented the cruel joke of calling on farmers to allow twene
ty percent of their lands to lle 1dle, to plow under every
third row of cotton and shoot every tenth cow."l

There are two attacks upon the problem of shrunken

markets at home and abroad; they are, production curtallment,

ljohn T, Flynn, Country Squire in the White House (New
York: Doubleday, Doran, an% Company, 1940), ps 60,
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or building up of increased markets at home and abroad,

Production curtallment mey be temporarily necessary in
order to execute what has been described as a strategic
retreat from an adverse market situation, But the ultimate
goal requires that advance rather than conatant retreat be
made, Thls means that a way must be found for utilizing
the productive effort of our people to the utmost and in the
most efficlent and effective channels, Clearly, the only
solution for.our problem is that trade be increfsed. One
rethod wsed by the Administration has been the exporte
import banks by which government offers "assurances thst
the manufacturer who sells abroad on long term credit will
not lose on the transaction; this is an encouragement of a
plece of private business which might otherwise never be
done, "t

There seems to be a fault in reasoning here., If the
countries of the world show surplus stocks of goods and
these stocks are thb basis for the depression, the reason
for the surplus must be that certain groups of society after
having consumed up to the point of satiation in food, clothe
ing and shelter and invested their furds in advances to

labor for the present productive process have still vast

)

- lgharles A. Beard, The 014 Deal end the New (New York:
The Maclillan Compeny, 1940), Pe 140,
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surpluses remaining, What good then will exchanges of such
surpluses do if, in the meantime, certain other groups in

the community have not been enabled to purchase either the
0ld surplus stocks or the new ones which exchange hes brought
in, The problem is to find for internationel trade luxuries
which the fortunate group will be able to consume, It is
quite certain that when people talk about international
exchange they are not referring to exchanges in luxury
products but in increased productivity resulting from the
exchange,

It is this kind of reasoning which emphesizes that the
wages of self-sufficlency are increased prices and lowered
standard @f living, with violent dislocations of induntry;
Does this mean that the standard of living of the uneme
ployed or the employed will go down, or does it mean that
the situation of the investing group will be less complete?
"What we seek then 1s balance in our economic systeme-
balance between agriculture and industry, and balance
between wage-earner, employer, and consumer., We also seek
balance so that our internal market will be kept rich and
large, and that our trade with other count®i es will be

inecreased,"l

lFranklin D. Roosevelt, Public Papers, op. cit.,

III, p. 132, sec, 6{ liarch 5, .
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"Our domestic economy is geared toworld economy, Even
in the depths of the depression, in 1932, no fewer than
three million, two hundred fifty thousand of our laborers
were still producing for the export market,"* This is true
because in those industires of declining costs it may be
that the last portion of output necessary to push the cost
curve below the average revenue curve will be those very
goods which appear in internetional trade. It is conceive
able that a restriction of export trade would then cause
the discharge of the entire crew of men because of the
vincraaaed cost by reduced production,

It is a positive reaction for a government which eXe
pects to increase the foreign trade to have an internetional
outlook. By such an outlook there is meant that important
developments upon the international scene are to be cone
sidered a province for governmental activity rather than
to have the attitude that the three thousand miles of
ocean 1s an effective economlc barrier as well as a poli-
tical one. In the conduct of relations with foreign
governmantg, the pollicies of the New Deal "reflested the

contradictory sentiments of the country and the turbulent

‘ lﬂnlxszileox, and others, America's Recovery Program
(New York: Oxford University Fress, 19347, P §§.
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course of events in other parts of the world, After follow-
ing for a time the traditional policy of recognizing de
facto governments and doing business with good and evil
governments under a positive conception of the natlonal
interest, President Roosevelt and the Department of State
set out on a course of lecturing and condemning governments
deemed out of line with the American way."l

It is necessary for a government which has an inter-
national outlook to look toward the governments with whom
trade 1s carried on as a partner in the cooperative effort
of raising the standards of living of both nations, When
one nation's ideals, however, are directly counter to ours,
it is neither economically unsound nor morally wrong to ree
strict trade with such a nation using our economic weapons
as a lever to push them into an acceptance of our ideals,
An example of this attitude which may be found on war debts
is typical of the international outlook:

The matter of repayment of debis contracted by
the United States during and after the World War has
gravely complicated our trade and finencial relatione
ships with the borrowing nations for many years,

The people of the debtor nations will also bear
in mind the fact that the American people are certain
to be swayed by the use which debtor countries make

of their available resources~~whether such resources

are applied for the purpose of recovery as well as
for reasonable payment on the debt cwed to the citizens

lcharles A, Beard, The 0ld Deal and the New, op. elt.,

Pe 2810




of the United States, or for the purposes of une :
productive nationalistic expenditure: or like purposes
for addlitions to army and navy,

In the field of commerce the United States has

undertaken to encoursge & more reasonable interchange
of the world's goods, In the field of international

finance there hes been "ended the 32%£2££%;2%2E5§§'

the money grabbing, the speculation for the bDeneflt

of the powerful andw%ha rich, at the expense of the

small and the poor,

There have been definite shifts in administration po;iu
¢y. During the cempailgn, domestic problems were stresseds
The involvement in international affairs resulted from
Roosevelt's being pushed into the position of either ac-
cepting or denouncing international agreements, The Presie
dent did not want it thought that he was opposed to the
idea of international cooperation, conciliation, arbitra- ;
tion, and collective action on matters of general interest,
The developments of price increases in the United States .
and the appearance that recovery was returning by National
effort led to the changed attitude with repudiation of the
Iondon Economic Conference for the reason that the United
States was not yet ready to stabilize the dollar, In
October, 1935, the President entered the 1nternat10nai

lpranklin D. Roosevelt, Public Papers, op. cit.,
IIX; s 282, secs 98, June 1, .

2Ibid., V, p. 11, sec, 1, January, 1936,
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arena with the request that American trade with Italy cease
because of the invesion of Ethlopia, This, together with
the policy of reciprocal trade agreements have been advanced
as evidences of the internationalistic outlook, "The

final result has been the rationalization of makeshift
measures into which he Roosevelt had been pushed by his
very irresolution and from that moment on, Roosevelt gave
economic problems only such time as could be spared from
purging and plunging the country into international power
politics,"l '

Other sctivities which point to the development of
internationalism and the seeking of foreign trade was the
abandonment of the Roosevelt Corollary of the lNonroe Doc-
trine and the instituting of the Good Neighbor Policy.Z?

It was thought that the Latin American countries would
place greater falth in the United States and consequently
increased trade relationships with the United States would
results, This 1s especlally true now that the trend toward
self-sufficlency has forced the canalization of forelgn '
trade routes and the attempt to tle the Latin Americas to

Europe on the basis of exchange of agricultural products

1Raymcnd loley, After Seven Years, op. cit., p. 365,
2
Pe 77

Louis Hacker, A Short History of the New Deal, op. cit.,
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and raw materials for manufactured products., It has become
a contest, through the Good Keighber Policy, between the
European Totalltarian States and the large American produce
ors,

The United States has turned to internationalism and
expanding foreign trade as a foreign policy., It has used
the Reciprocal Trade Agreements and other encouragements
for its purpose as well as the desire for & moral inter-

- natlonal system which it seems has as its approximation
the pre~war level of trade and assurance that the inter-
national relations be placed upon a stasbilized basis,

It may be sald that there have been two major points
of emphasis In thls chapter, One, that as an experimente
allist, President Roosevelt has been willing to discard
msthods of thinking which have not operated in the expected
manners Thus, for example, the tendency toward a c ommo-
dity dollar was discarded as 1t showed itself to be ime
practical, Prices were not raised by this method as had
been expected, The uncertainty in international affairs
as a method of forcing American sales without subsequent
purchase of goods had not reduced the surplus, In ex=
change for these policies the President supported a fixed
gold content dollar which seemed to restrict the number
of dollars which might be issued, and the development of
a stabilization fund to establish and maintain a standard
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ratio between internatlonal currencies,

On these points very definitely the experiﬁant was tried.
We cannot say that there were cross purposes, However, }
where it has been proved that the administretion has attempt=
ed to set up an insulated society with higher commodity
‘pricen and higher prices for the factors of production‘and,
at the same time, has attempted to develop the foreign trade
of the country, & cross-purpose exists--in the sense ussd
in this study. Thus not only is the President actively
engaged In promoting foreign trade, but at home, soil
conservation programs, wage and hour legislation, and
provisions of a soclal security program fail to increase the
productivity of the American worker so that he can compete
in the world market with the low income wage workers of ‘
forelgn nations, Holding the factors at an artificially
high price by these metliods results in a closed economy,



CHAPTER IIIX
BACK TO THE LAND MOVEMENT ARD FARM SURPLUSES

The idealism developed over the years since Jefferson
announced his desire for a nation of small farm owners has
overestimated the advantages of agriculture. The followers
of this ideal believe that it is impossible for people on
the farm to go hungry, and "few of them go without shoes
or overooats“.l Hot only do our politicians feel that econ-
omically the "sturdy yeomanry" are better able to support
themselves, but that politically they are more reliable.
The farmer is given a disproportionate representation in
our political bodies. President Roosevelt expressed appro-
val of rural areas in a speech which read:

e « » » there is a positive correlationship between

the amount of suffering and the size of the community.

Population has become out of balance~-there is defin.

ite overpopulation of the larger communities in the

sense that there are %00 many people in tgem to main.
tain a decent standard of living for all.

Sueh thinking is based upon some nostalgic worship of

the past when people were closer to the soil. But in the

1?1'&21111!1 Ds ROOSQ'QI“Q mblis Papel'la _020 Qito. I.
(Degember 11, 1931), p. 496. s

21bid., Sec. 18, (Jamuary 6, 1932), p. 116.
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modern world it must be recognized that the process of
industrialization which has replaced the self-sufficient
farm is economically sound because by large scale methods
and speclalization more efficient use of the land surface
can be obtained than if each individual tried to produce
: everything for himself. The standard of living is not
only raised because of the exchange of goods but because
with the use of capital more c¢an be produced with less
effort.

As a result of this process there has been a constant
movement of farm population to urban oentera'with the re-
sult that as efficiency of production inereased, more labor
was devoted to the building and service industries and less
to farm production. This development was quite satisfact-
ory so long as the industrial plant was expanding rapidly,
and farm births were proportionately more numerous than

urban births.

‘ With the great industrial depression hundreds of
thousands of farm laborers were dammed back in the .rural
areas because there were not enocugh urban jobs to come to.
Many urban workers believing the propoganda that people
cannot starve on a farm moved back to the country. @hia
trend was commented upon by a well known writer.

The census of 1935 showed that the numbers of

farms of less than twenty acres has increased by about

two hundred thousand since 1930. Many of these rep-
resented families of this back-to-the-land movement
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born of the depression and unemployment. PFractieally
all these families hope to find extra work on the
farms, or the roads, or in lumbering, to supplement
the pitiably small products they_can grow for them-
selves on their small elearings.l

The agricultural depression already 1n§anse enough
before the industrial crash was made more acute by the tra-
dition al return of people to land for sustenancerin periods
of stress. They cannot believe that the land frontier is
gone and that the new frqntier must be efficient and inten-
sive development of the national economy which will result
in higher standards of living. In the name of higher stan-
dards of living and with the traditional approach the Pres-
ident stated:

« » » o We believed that the development of a subsise
tence homestead community by the government in a care-
fully planned manner would stimmlate this desirable
movement spontaneous movements by families 1nto subur-

close country areas and improve standards of
living by providing a more secure and more successful
method of gaining a living.

The planned redistribution of population contem-
plated in the subsistence homestead legislation is
essential in order that large groups of people, caught
in a situation from which they are powerless to extra-
cate themselves unaided, may have an opportunity to
gain for themselves some degree of eoongmie security
and a more adequate standard of living.

Lyordecai Exediel, Jobs For All, (New York: Alfred A.
Knop:f Company. 1939)3 Do mI-

2Franklin D. Roosevelt, Public Pa era.‘§§i citss 11X,
sec. 100, (July 21, 1933), p. 292, note. (ltalics mine).
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The plan for the subsistence homesteads was included

in the Agricultural Adjustment Act, but the appropriation

of twenty-five million dollars was so small a sum that it

eould be used only for an educational program to get

people to move back into the country voluntarily by showing

them how atiractive country life could be made.

The subsistence homestead was intended to point
the way for those industrial workers who were subject
$o sporadic or seasonal unemployment, to inerease
their income and raise their standards of living by
engaging in part-time farming at the same time as
they carried on their usual occupations. By a subsis-
tence homestead; we mean & small garden home on a plot
ranging from half an ascre to as much as ten or twenty
acres on which a family, a member of which is seasone
ally employed in industry, can raise garden ¢rops, and
perhaps some livestock, such as a cow, pigs, or chicke
ens, and thus provide a gonsiderable portion of their
food supply at home. It involves the production of
erops for home consumption rather than for sale.

Subsistence homesteads were never intended as a
means of solving the relief problem, nor were they in-
tended t0 be occupied by families on relief rolls,
exgcept in rare instances. The major purpose was to
make available small homes for seasonally or tempor-
arily unemployed persons who were in a position to pay
the Govermment for them.l

This plan eliminated from the discussion the very core

of the price system for presumably the price of goods and

labor are to be set at the most efficlent necessary level.

A worker who goes out after a hard day's work to grub in

the so0il is a very inefficient producer of food for his owm

table; much better that he work a little longer at his owm

livid.s pe 291.
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occupation in which he is efficient and exchange that extra
amount for food products. Henry Ford, a diseiple of the
back~to-the-.land movement, who imported farmers to work in
his factory and provided a place to grow some of the table
food, found it necessary to threaten the employees with dis-
missal if they did not t11l the soil.l

The commnity with division of labor which tries to
fTorce a portion of the population to produce its own food
supply will destroy part of the commercial farmers' market.
Farming is an extractive industry of inereasing cost and
when a portion of the market is lost more farm labor is dis-
placed than the proportional amount of the loss in demand
because the farmers remaining are the most effieient ones.
However, many farmers are unique factors. They will con-
tinue to produce more products at the new demand at the
lower price in an attempt to inerease the income which ean
be derived from the increased product. As a result the
whole farm population will be adversely affected by a de-

erease in the demand for food products.
Oy oty AL
will result in unemployment of factors as well as re-

duced output. The flow of purchasing power is ob-
structed and time must elapse before the credit re-

lzarold . Ware and Webster Powell, "Planning for
Permanent Poverty", Harpers, L (April, 1935), p. 515.



leased from the dnelin&ns industry can be got out to

producers in other industries in sufficient volume

to off'set the contraction in those branches which are

retrogressing. There'yili follow eventually an ime

provement in other lines, ,

This point of view assumes that industries will stop
producing as prices fall but as has been pointed out above,
‘in agriculture, people hang on even when they are far out
in the "lunatic fringe". When the homesteader begins to
grow his own feood products (either the same ones or sube
stitute products) which are now supplled by the farmer, the
demand schedule for farm products will shift sharply to the
left, This will ceuse a further decline in farm prices be~
cause the demand for farm products are relatively inelastic.
Farmers will lqava for the ecity, if they are not unique
factors, thereby replacing those who havs been withdrawn to
go to the subsistence homesteads, If instead he continues
to produce for the smaller demend and lower price, it will
now be necessary to abthrt all over again wlith another sur-
plus rveduction program, This progrem being doomed to fall-
ure if move subsistence homestesds ere bullt to continue
the viclous circle,

This might start a downward spiral of reduced farmer
purchesing power and reduced industrial activity because

our economy is an interdependent one, But this ls not the

laivin H, Hensen, Full Recovery or Stagnation, Op.
g___;y Pe 67,
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worst aspect of the problem. Since the homesteader must
have a way of supplementing his income with cash there is
inherent in the program a decentralization of industry.
This kind of a aoeial panacea, which reformers visualize

as a way in which millions of overerowded city poor are to
be happily settled in garden homes, does not appreciate the
faet that mere elbow room in itself is no guarentee of the
existence of a free and well-to-do population. After all
the rural slums are as bad if not worse than the urban
ones and millions of Americans in our farm population are
ill-housed, ill-fed, ille.clothed, and unclean. The decen-
tralization of industry will depend upon the possibility of
& cheap Qervile labor supply; otherwise what would be the
advantage of a decentralization such as envisaged, when
most of the economies of the industry result from large
plants being close together and being 1n$erératea in opera-
tion. Are we willing to let the inefficient subsistence
homesteader force a decentralization of industry which will
result in the develcpment of inefficient loecal industries?
If we are willing to sacrifice efficiency on the basis ot'
an assumed overproduction, we must be willing to accept the
consequences of a depressed agriculture, lowered prices for
industrial goods, and vast numbers of permanently uneme
ployed. This has besn forseen and it has been suggested
that:
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The commercial farmer will suffer in a variety of
wugs (not speaking about the results to industrial
labor) as a result of the compebtition of a cheap, dise
srganized, and remote peasantry anxious to work for
its small necessary cash income. Their market will
be contracted by the amount of food, feedstuffs, and
fibers which are substituted for the wheat, corn, and
cotton and which are now in surplus; they also will
have the competition..in inereasing roadside stands,
bootleg operations at eity markets and dairiesw-of
& great number of favored peasanis who will sell for
whatever their goolls will bring. :

Thus 1% is that the subsistense homestead is based on

the lowering of the standard of living of the tillers of

the soil,; by adding competition to an already competitive

market--the grossest form of unfair competition since it is

a government subsidized group--which nmust find i%s fixed

gharges in the form of cash income to enable it to maintain
its equity.

Porhaps this is a method of invisibly cutting wage

rates for it 1s a process of working longer hours for the

sﬁbaistance toward which we all strive. The resettlement of

this group of people decentralizes the portion of the pop-
ulation which is militantly in a position to demand higher

wages and shorter hours. If the worker has now a fixed
charge which must be paid, he will quite likely be willing

to work for any small pittance in order that at the time the

payment is due he will not be driven from his homestead.
In addition, the fact that he grows his own food makes the

lRoss H. Gast, "The Subsistence Homestead", Annals of

he American Aoadog* of Political and Social Sciences,
] epiemder, Js Do m.
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pressure for higher wages seem less acubte to him, because
he 6an always osate.

The development of a subsistence homestead not only
makes possible the decentralization of industry, and lows
ered wage rates; but also it mekes possible the shifting
of any soclal responsibility which an employer might huvi
of keeping his factory in operation. There will be no
reason now for doing so sinece the worker has a place to
stay and plenty to do on his subsistence homestead.

If market foreces were allowed to operate, these sube
marginal farmers and subsistence homesteaders would be
driven off the land by the pressure of fixed charges, fore
closures, and bankruptey and added to the already large

group of unemployed. Obviously the submarginal farmer

must be kept on the land, and out of commereial production.

The purpose of this poliey is elear:

These people are to be transplanted to seni-
rural communities where they will have plots of
ground for production of aroza for table econsuumption
and they will revive the ancient handicrafts of
spinning, weaving, wood working, pottery making,
and similar pursuits of a contented peasantry. To
provide cash for the modern Arcadians fachories will
be established so that these individuals will be
able o obtain the advantagea of modern civiligzabtion
of machine produced goods,

As an ideal this sounds attractive, but the feot re-
mains that sueh a system must break down. If these people

1Louis M. Hacker, "Ploughing the Farmer Under”,
H erg; CILXIX, (Mo,‘ 1934), Pe 67,
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produce but do not buy, the production of others cannot
be sold; or if they buy and produce, there will be no use
in having handioraft industries which are so tediously de-
veloped. Either these people must be in the market or
they must be permanently placed outside of it. In this
market-price-system of economic development they are find-
ing it extremely diffiecult to find a place, but outside
such an arrangement they will be denied the advantages
which come from exchange and large scale production. But
trying to alternate between the two will cause a political
headache as well as constantly recurring depressions and
less pronounced recoveries in the direction of prosperity.
If the solution is to be that as people become unemployed
they are to be bundled off to a subsistence homestead, the
program will result in greater and greater numbers of
people growing up outside the economy until the transforme
ation into a subsistence homestead economy is dominant,
This is based on the actions of the Administration in fos-
tering the subsistence homestead as a desirable solution to
the problem of relief in spite of President Roosevelt's
appeal that it should not be taken so. By implication, at
least, the subsistensce homestead adjusts the economy so that,
The distressed family in rural areas may find its
security along with agriculture as a self-supporting
unit--this calls for a change from commereial farming
and dependence on a single cash crop, to raising

various commodities needed to maintain the family.
This may be accomplished for some by providing adequate
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farm houso:; for otherg 23 providing s;edtggg s:gck
for other than commereial purposes, and st others
by & chance to Work for mogese céash incomes thr

part time or seasonable employment in small industri-
al enterprises.

The stranded population 1living in a single in.
dustry community require physical transplanting under
the direction of the Subsistence Homosteadlnivision
and supplemental industrial opportunities.

The entire movement of reclaimation of land by the
building of dams, drainage, and irrigation may be used for
the development of more farm land on which the bagck-to-
the~land movement mmy thrive sinece in most of these areas
the Government is not allowing land values to become in-
flated by speculation and the areas are being planned for
use by the RasottlementuAdminiatration. Stuart Chase feels
that there can be little loss from this kind of asctivity
for he argues:

If there are ten million unemployed persons in
the oountr{ who should be given work, if possible, is
it better to put them to work at building battle-
ships, raking leaves, or constructing new energy
stations for food, water, conservation, recreation,
and electric power? 1If we must be fed anyway and
private industry is not willing 4o inorease invest-
ment is it better to get something useful for the
taxpayers money, or to get nothing, and let men rot
in the ranks of the unemployables?

Where are the crop surpluses which cause the
most trouble? In wheat, corn, cotton, and tobacco.
What irrigated crops are grown on reclaimed lands?
Apples, pears, nuts, celery, alfafa, grapes, dairy
products, and specialty livestock. These are pro-
ducts which the American consumers still need; they

1'Frankli.n D. Roosevelt, Public Papers, op. elt., III,
sec. 31, (February 28, 1934); p. . alics mine).
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may be surfeited in some areas with hog and hominy,

eorn pone and sowbelly, and not in apples, celery,

tomatoes, butter, and such products rieh in vitamins.

I do not mean that market surpluses never occur in

these oropsi but that they are smaller and usually

consumable.

All this is true and should hold our attention, but
such actions offset the desired results which are brought
about by voluntary or even compulsory farm surplus reduc-
tion. There is a conflict between the program of inoreas-
ing production of farm products by the use of subsistence
homesteads and corop surplus reduction ﬁrograms.

The farm surplus problem has been discussed above bub
will bear some reiteration. For when the President began
his campaign, it was thought that his scathing attaek upon
the Republican farm poliey would allow him to take the
problem and solve it by direct action. It was thought, also,
that the blanket refduection was a temporary method of
achieving surplus reduction and that eventually the sub-
marginal producers would be withdravn from produetion for
the purpose of reestablishing equilibrium in farm produce
tion. However he waé not willing to grapple with such a
vast problem. A commentator offers a reason:

¢ ¢« + » 8 little more than fifty percent of the

farmers of the United States produced almost ninety
percent of the value of the commercial erops. In

lstuart Chase, Idle lien and Idle lone s (Hew York:
Hareourt, Brace and Company,
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other words, if we could take out of commereial

production 48.8 percent of the least efficient

farmers (in terms of income from cash erops) we

should reduce only 10.8 pereent of the value of the
roduots grown for sale. If we should be compelled,
herefore, to relinguish all hope for the reecapturing
of foreign markets, and if we could be guided, only

by considerations of efficienscy, we could eliminate
one-half of the farmers of the United States and

st111 feed and clothe the American people adequately.l

This was the problem of the A. A. A. and the Soil Cone
servation Administration. The President had not been will.
ing t0 let the internmational market slip away from the United
States entirely, but it had, in measure, done s0 over a
period of years. The president might have established a
Farmers' Works igenoy which would give employment to the
unemployed farmers when the submarginal farms were with-
drawn from produetidn. But this would have added greatly
to the mumber of unemployed, and, so long as these people
worked on their farms they would be classed as employed.
Thus by the use of words the President could fool himself.
He proposed that so long as there was to be no increase in
unemployment to: '

unsuitabie for profitable fasning, snd oonpert sach

and woman of Ahe Unised Svatess and mess LNperiant of
all permanent rehabilitation of the people living on

thelandsopuroh&sed......»...-.....
The program of reducing erop surpluses is direct-

661L°u13 i+ Hagker, "Ploughing the Farmer Under", Op.cit.,
Doe ¥
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ed toward certain farm produets raised om all land

good or bad it seeks to adjust the anmual orop

raised to the amount which can be sold in the foreign

and domestic markets, so as o avold piling up sur-

pluses whigh reduce the price which the farmer c¢an receive
for his work and for his investment. . . . « The total
national crop is to be so gontrolled that a decent
price may be obtiinad for all farmers who have pro-
duced the total. :

Aside from the fact that meny people and acres of
land mast be taken out of production of farm producté, the
main idea was to solve the farmers' problem by subsidizing
his income. This subsidization came in the form of checks
for parity payments, soil eonservation payments, or soil
building payments. Under the As A. 44 parity payments -

the Government hopes to retire over a period of years

approximately fifty millio& acres of submarginal land
at a cost of $350 million,

If the President really believes that there is an over-
productian of all products and that the problem is to find
work for pedple to dos why not just allow the éubmarginal
farmer to stay on the land and inorease earnings to the
point where there will be a suitable amount of purchasing
power? There is no attempt to differentiate between- ends
and means. The suggestion has been made that,

' « « » « we mast make & sharp distinction between sub.

marginal agencies of production and submarginal pro-
ducers. Submarginal agencies mugt be eliminated so

;Franklin D. Roosgsevelt, Public Papers, op. s IV
sec. 50, (m 1, 1985), Pe i“ » BOTE. o & ; : ’
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1o the sxabh OPResits OF FeROVery CAL SescHoLSastson.

Our problem is t0 make submarginal pro&uiers. super-

marginal through supermarginal agencies.

The agricultural program Goes not alimi;ate submargin.
al agencies but tends to perpetuate them by paying for a
reduction in product on the basis of absolute cuts in pro-
duction. The Govermment action is in the direction of
destroying agricultural efficiency. It pays the inefficient
producer as well aa’the efficient one in order to keep sub.
marginal agencies in operation.

It is the market situation which sets the margin. If
the submarginal producer is to become a supermarginal pro-
ducer there must be some activity which produces that change««
elther enough producers must leave the market for alternste
employment or the demand schedule must shift to the right
enough to cover the cost of production.

The President's analysis of the economie situation may
be said o accept overproduction and the short run view that
we must keep as many people employed as possible and that
this can be done by increasing farm pnrehaaing power which
will start an upward spiral to pullxun out of the depression,
solve the unemployment problem, and even allieviate the farm

surplus problem.

lRichard T. Ely and Frank Bohn, The Great Chenge
(Wew York: Thomas Nelson and Sonm, i?ﬁﬁ). DPe 178, ’
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It does not take much figuring to discover that
when food, olothing and shelter take 66 percent of
what people in the lower income groups spend; the
farmer gets a ioadly portion of that spending for
farm products.

An increase in purchasing power will more than react fave
orably on farm surpluses and farm income

The productive capacity so far out distances any dom-
estic demand it was necessary that a drought, a reduction
program, and dumping program be used to eliminate the
American farmers' surplus.

It may readily be seen that the restriction of farm
surplus was politieally a dangerous weapon--not nearly so
pleasing as a dole, especially when the dole was given to
the efficient and inefficient alike while prices were
held up by political poliey. To try to place agriculture
into a position of equilibrium would have thrown millions
of farmers into the industrial wage market already overe
crowded and ologged with unemployment.

The A. A« A, covers a retreat of our agriculture,
but it makes no important plans for an advence. The
inefficient farmer is government supported along with
the effigient. It is keeping many a poor farmer on

land that shauldzbe afforested or added to the fields
of his neighboxr.

w;charles A+ Beard, The 014 Deal and the New, 0p. oit.,
Poe . ; ;

®liordecai Nzekisl, Jobs For All, op. oi%. p. 195,
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The most important method of reducing surpluses in
the United States is the two-price system which has been
inaugurated to sell part of the erop to consumers at rel-
atively high prices while holding excess production off
the market and distributing these excess products to the
unemployed. This surplus distribution is made

« » » » by the Federal Emergency Relief Agency (FERA)

through State Relief Agencies. Because these millions

of potential consumers (relief families] are not able
to purchase a normel amount of commodities, huge sur-
pluses of basie food products are glutting the market
and making their production unprofitable to farmers.
A real effort tc bridge the gap between supplies
and oansungzion will be made by using FERA and AAA

for distribution of these basie food products. In

this way, two major objectives of the Recovery Program
will be promoted--feeding and clothing the unemploye
more adequately and hastening agricultural recovery.

This distinetly brings forward the proposition that
these unemployed are & vital factor in the farmers market
Just as were our lost foreign markets, and if these people
or groups of them are taken out of the market by raising
most of their own food products on their own homesteads,
the farmers market will be hit. With a reduction of the
farmers' market the erop surplus reduetion program will
find that some previously supermarginal farmers are now

submarginal. When these new submarginal farmers are in

1Prank11n D. Roosevelt, Publie Pagers, ODes cites, II
sec. 125, (September 21, 1933;. Ps 362, #n 250 3
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turn shifted to subsistence homesteads, an increasing
spiral will be set up which will contimue until some gove
ernmental policy is made with the realization that the
hope for America lies in production--production as effic-
iently and in as great quantities as possible with the
knowledge that products exchange for each other. Vhen
people are taken out of production or put to produecing
inefficiently (even with government subsidies) the whole
standardLof living is going to fall.

Mr. Houlton has pointed out that this is the case
when he said,

Whatever may be said in favor of reduecing pro-
duction as a means of meeting temporary exigencies,
correcting malad justments between different divisions
of the economic system, or precipitating a price
advance and motivating recovery, such procedure can,
in the end, lead only in the direction of national
impoverishment. They serve to prevent output and
standards of living from rising.l :
This argument is interesting because it assumes stable

equilibrium and full employment and that as a result, each
factor of production is producing up to its eapascity. At
that time, any change in the productive level would result
in loss to some of the factors. With the surplus overhang-
ing the market, however, it may be well to decrease the

surplus by redistribution and making impossible the rebuild-

1Harold G. Moulton, Inecome and Economie Progress,
22. cit’ Pe 10.
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ing of suoh'huge reserves in the future. This might be
done by reducing prices while holding wages at a standard
level. The ?resident does not agree with this point of
view: |

The suggestion that t® end the depression we
mast lower the cost of production is not sound be-
cause costs can be cheapened in two ways, (1) by
development of new machinery or new technigues and
by increasing employee efficiency. We do not forbid
that. But do not dodge the faect that this means
Tewer men employed and more men unemployed. (2) The
other way to reduce costs of industrial production
is %o reduce the pay for the same number of hours.

If you choose t0 lower wages for the same number of
hours, you cut the dollars in pay envelopes and auto-
matically cut down the purchasing power of the worker
himself-~There results not more purchasing poYer. .
more goods consumed, but the direct opposite.

This is one of the theories of overproduction--that
it is now a problém to find wofk for people to do because
already we have too much. The false reasoning results
from not recognizing that the obstruction is monopolistie
price. The quasi-rent which results from the ﬁarginal
revenue curve falling away from the negatively inclined
average revenue curve makes impossible the purchase of sure
plus géods of society unless there is investment which
permits the advance ofleapital during subsequent producte
ion. The implication is, of course, that eventually.tho
surplus is going to become too ungainly to be handled by
any caplitalistic individualistie society. The replacement

: 1Franklin D. Roosevelt, Public Papers, op. cit, V,
sec. 53, (April 25, 1936), p, 18L. (ltalics mine)
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of monopolistiec price struature by a competitive price
would not only lower prices, inerease the number of |
goods s0ld, but also increase purchasing power and result
in stable equilibrium instead of an unstable one resulbing
from price rigidity. The result of a policy demanding a
competitive price structure would be to force an expansion
of production.

It seems quite elear that the solution of the farm
problem is interrelated with 1n¢uatria1 recoverye. A% the
time when industrial expansion takes place, not only will
the increased numbers of workers be in a position to buy
farm products but also many submarginal farmers will accept
the opportunity to migrate to industrial employment. An
equilibrium will be established when the marginal yra&nnf-.
ivity of farm labor and urban labor is more nearly equal.
This is not an idealistic concept of some political leader
as to the imherently superior conditions which a rural at-
mosphere has to offer to the Amerigcan people. It is sonnli
economies Yo expect increased industrial activity to re-
plgce the stagnant condition qf the economic system, That
investments will be made\in the future is quite certain in
view of accumulated human needs.

The subsistence farmer will be glad to move into the
city to obtain the higher pay for more efficient use of
labor than to remain on the homestead and wateh inereasing
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effort bring less and less return while he might be
accepting the advantages of speecialization and division
of labor for the higher living standard which he seeks.

The balance between agriculture and industry is most
effectively set by the price system and even though the
President has & "great admiration for the balance maintained
by the French between agriculture and industry, and the
wide distribution of property ownership,"t it is with
great difficulty that an imitation of that arrangement
could be tried here. I% is for this reason that President
Roosevelt displays so much concern over the level of
prices and insuring farmers against loss. For the,

« « » o time has come to work out permanent measures

guarding disasters of both kinds eollapse in price

from huge surpluses and failure of crops in wide areas .

Crop insurance and a system of storage reserves

should operate so that the surpluses of fat §eara

could be carried over for use in lean years.

The rapid increase in tenant farmers during the
past half.century is significant evidence that we

have fallen far shorv of achieving the traditional

American ideal of owner-operated farms and industries.?
In this way, President Roosevelt has brushed aside the
activities of the first Roosevelt and his own administra-

tion in %rying to solve the problem by a back-to-the land

88:Ernest K. Iindley, Halfway with Roosevelt, op.cit.,
De -

zFranklin D. Roosevelt, Public Papers, V, see. 131,

(September 19, 1936), p. 286, Op. cit.
%Ibid., sec. 218, (November 17, 1936), p. 590.
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movement .

It has not been diffigult to assemble the arguments
against the subsistence homestead. The arguments are based
on the inefficiency of such produstion methods, the faect
that price rigidity (an important cause for the present
depression) is not cured thereby, that there is being de-
veloped a huge reserve army of permanently unemployed
which will reduce wages and farm prices by its very pres-
ence, and finally, that a static sogliety is being built.
It is difficult to see what economic arguments there might
be in favor of such a move other than sentimentality of
our leaders., However, politieally:

s o s o it may be that the American Government, hard

driven by the contradictions of its position, may

even [as in Germany and Italy] seek 0 build up ex-
actly such a sheltered peasant group as a rural
reactionary block o withstand the revolutionary de-
mands of the organized industrial workers. When and
if such a program on a wholesale scale is really
embarked upon, then it will be possible to say that

the United States has taken a Astiniie step in the
direction of a "right" dictatorship.

It may be said them that the popularly held theory
that this nation'’s problems can be solved only if we break
up the urban conglomeration and return the population to

the life on small farms is unrealistic. To return to such

. 1touis M. Hacker, i Short History of the New Deal,
Op- cites peo 107.
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a eonﬁitioﬁ would mean not only lower standards of living,
but actual starvation for a portion of the population. One
hundred and thirty-two million people transplanted back to
the land would find death by starvation a result since
inefficiency of production would be rampent and the self-
sufficient production would find many people unequiped to
a0 sny but highly specialized tasks.

The cerosspurpose here aiaearored has been the position
which the President and his advisors have taken that the
surplus must be reduced by Government action to increase
farm prices and sbtart a stesdy spiral or recovery, and the
government policy of perpetuating that surplus by returning
people to the soil and opening wide new fertile acres for
settlement by the population. This is the weakest economic
position which the present idministration has taken--the
development of a class society with a permanently depressed
and servile peasantry in the name of security.



CHAPTER IV
BALANCED BUDGETS AND CONTINUOUS GOVERNMENT BORROWING

An expanding economic system and an ever-increasing
population are the usual assumptions on which future ex-
pectancy is based. Now that the population growth is
rapidly approaching a stationary figure the question arises
ag to whether the economic system can continue to expand.
If the expanding economy was based on the expectation
that there would be added mouths to feed the answer may
be that a mature economy is in the making. If the basis
for expansion was inherent in the system we may expect the
economy o expand whether population inereases or not.

The economic system itself is providing the answer--
a mature economy develops with a static papnlation.l The
economy changes as the population attains stability. The
demand for the heavy industries is decreased; the demand
for consumption goods is éecreasad. Surplus goods pile
up because the price structure does not reflect the
market situation. Instead of prices falling so that stan-

1see Glen E. Melaughlin and Ralph J. Watkins, "The
Problem of Industrial Growth in a Mature Economy",
American Economic Review, XXIX sup., (March, 1959).
po :140
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dards of living might rise, which would be expected if the
proportion of capital to the population is a eriterion,
prices are rigid and tend to remain that way.

The economic institutions are not readily able to
adjust to fundamental changes in the rate of population
growth. For years the financial institutions have been
faced with a demand for capital which reflected the price
policies of the community. Today borrowing would be in-
~ ereased but little by an acute change in the interest
rate since borrowing is done on the expestations of future
return. The Ameriecan banking system was established to
try to bring together enough savings to enable the standard
of living to rise by inereasing the proportion of capital,
used productively, to the number of people in the community.
This was accomplished by capital furnished from abroad.
Forced savings in the form of deposits, which were used
as money, raised prices and forced people %o go without
consumption goods which they could have purchased had not
the money supply (money plus bank credit) been increased.

With an ever increasing number of mouths to feed
there was a seller's market. The limit to the demand for
capital goods was dependent upon the amount of deferred
spending which took place. In the seller's market added
capital would rosult in greater profits and therefore

seller's clamored for increased savings.
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It has since been discovered that the demand for cap-
ital goods is degivad from the demand for consumption goods.
Hence an increase in savings at the expense of usual con-
sonsumption will decrease rather than inecrease the output
of capital goods.

The bulk of our capital is ereated in periods of
general economic expansion, when productive resources
are being more fully utilized than at other times.
The process does not involve an extensive shifting
of labor and materials from aonsum&tion goods indus- -
tries to the formation of capital. :

Eventually the rate of population growth began to
decline and the population is now fast approaching an
almost stationary figure. During the last century our
population inereased by about one~third each decade.

Early this century the rate fell to about one~-fifth, and
now it has dropped to about one-sixteenth increase every
ten years. 3: 1950, our population will have practically
ceased growing. "By reducing the number of new persons to
be fed, clothed, and housed, the reason for expamsion of
industry is reduced; public industrial expansion will
slow down and possibly cease because thero‘ié 1little need
for more schools, more sewers, subdivisions, all that is

needed is replaeement."a
Ad justment to technological shifts is more difficult

1Eauin G. Hourse, America's Capacity to Produce,
(Washington D. C.: The Brookings Ina?!f%i!en, 19347, p.158.

“iordecal Ezekial, Op. gitey pe 70



113

in a stable population than when the general population
increases, as in the past, when the increase tended to
minimize the difficulty because the growth of the popu-
lation tended to outstrip the rate of deeline of the occu-
pation which was being technologically pushed aside. The
ad Justment can be made by future generations when the pop=-
ulation is still growing. The cabmen of New Yorkdid not
have to learn to drive automobiles but their sons made the
ad justment, "Today this adjustment must be made by the
individual because the population is no longer a cushion
against which the displaced individual may bump." Con-
cern over the arrested population growth is obviously
based on the thought that "what is required to eall forth
productive activity is expanding demands for suech basie
things as food, elothing, and aheltor".a
Capitalism camnot live without ever expanding--

without contimued progress. It is a notable fact

SR SOeTATELY Foature BF § Sapitaiiet svbes End

also the essential basis for c¢ycles of prosperity

and depression. If we succeed in chooking economie

progress, weé may also tgoroby Gestroy the system of
free enterprise itself.

Lgordecai Zzekial, op. gibes ps 70.

2Harold G. Moulton, Income end Zconomie Progress,
OD« eites Do 68,

3
Alvin H. Hansen, Full Recovery or Stagnation, op. cit.,

Do 115,
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Under the most favorable conditions it would have
been difficult enough to effect without serious strain a
transformation from a rapidly expanding economy to one in
which the rate of extemsive growth is swiftly declining.
At this trying time it was discovered that our economy was
frozen by monopolistie practices so that the intensive in.
vestment possibilities are seriously restricted as well.
We are developing an institutional framework in which our
productive resources, caught in the straight.jacket of an
inflexible price structure, are unable to find full enploy-
ment .t

A soclety has a mumber of decisions to make at & time
when population is no longer expanding. It must begin to
search for intemsive investments so that savings which in
this period outrun profitable investment opportunities may
not pile up and thus reduce the production of consumgtion
goods because the surplus overhangs the market; or savings
may be discouraged by reducing interest rates in order thus
to make savings and investment more nearly equal; or the
agencies of govermment may be used to gather excess savings
and the investments be made at the initiative of the gov-
ernment; or the investment may be curtailed to enable a
partial equilibria %o be established while the funds gath-
ered are disbursed through the medium of government in the

1Ib1d o9 Do 298.
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hope that the more profitable oubtlook will cause the in-
dustry to take up the investment phase of the problem.

The search for intensive investment opportunities
mist begin with the freeing of the productive process
from its monopolistic controls which restrict production
on the basis of sueh overhanging surpluses.

In other words, it is necessary, first, to discover
the causes of the business crises, before any real solution
can be offered. The task requires that some knowledge be
at hand as to how long, if at all, oversaving has taken
place.

The process seems t0 have begun sometime during the
first World War when the American people were induced to
save as a patriotie gestures The spending of funds for
private consumption were restricted by the war effort,
since government spending was absorbing such a huge portion
of the productive capacity of the mtion. Americans be
came bond-conscious. Savings (deferred spending) grew to
an extent that America begame a net oreditor nation. The
Furopeans as well as Americans collectively invested the
funds so saved in armaments and gun powder which were blown
up on the battlefields,

The population had been taught to save by government

action, An overexpanded money supply made it relatively
eagy for certain individuals to gain possession of huge
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amounts of money with which they were unable to purchase
consumers goods. These conditions started a run on for-
eign bond purchases t¢o such an extent that from 1922.28
there were sent abroad over eight billionm dollars in
American funds, and the balance of deferred spending went
into the speculative boom markets, to boost stoek and

bond prices to undreamed of levels. With the collapse of
foreign trade because of the cession of foreign loans and
the stock market crash, the problem of too little spend-
ing began to affeet business and mamufacturing. It would
geem foolish for a businessman to produce any more goods
when there was already a supply overhanging the market,
not because there was no utility in the goods, but because
theability to buy had been disproportionately placed in
the hands of persons whose demands had been largely sat-
iated, and who because of the knowledge that the oppor-
tunities of expected return are less, hava been unwilling
or unable to find a place to invest.

President Roosevelt has never been willing to admit that
continual spending by government is the solution of the
problem of making our economic system work. He has great
faith in the ability of Ameriscan business to take over the
task of investment when the national income has been raised

to a satisfactory level. The difference between a tempor-
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arily unbalanced budget during an emergency and an.ﬁn»
balanced budget to finance government investment simule
taneously with private investment %o provide a higher
sbtandard of living is realized by President Roosevelt.
At this point he lines up with the balanced budget side
of the discussion. ;
~ If the President is a believer in the balanced
budget solution, there will be apologies for the unbals
anced state of the budget and attempbts will be made to
balance it. This is sufficient evidence to imply that it

is not the funetion of government to continuously invest

1

‘huge sums, but merely to help the economic system to
become righted again. The Administration believes that
the economic system needs no fundamental changes. If it
thought such changes were needed

» ¢« » » 8l1 that it would have had to do was to fold
its hends and wait--.let the system continue to de-
fault to itself and to the lie.

But as your profits re and the values of
your securities and investments eome back, do not
forget the lessons of the past. We must hold con-
stantly to the resolve never again to become com-
mitted to the philouoggy of the boom era, to indivi.
Qualism run wild, to the false promise that Ameri.
oan business was great because it had built up fin-
ancial control over industrial production and
distribubtion in the hands of a few individuals and
corporations by the use of other peoples money, that
Govermment should be ever ready to purr against the
legs of high finance; that the bendfits of the free
competitive system should trickle down by gravity
from the top to the bottom; and above all, that
Government had no right, in any way, to interfere
with those who were using the system of private
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profit %o the damage of the rest of the Ameriean

citizens.

« » o » %o used the facilities and resources availe

able only to CGovernment, to permit individual enter.

prise %o resume its normal functions in a soclally
sound competitive order: We provided credit at one
end of the buiiness meghanism and purchasing pewer

at the other.

A1l of which was done in the support of the system of
free enterprise and the protection of individualistic cape
italism. It was conceived that as soon as things were on
& more even keel that the problems would again be solved by
private investors taking over the function of investment
and spending. There was no resognition that the monopo-
lization of industry had made any fundamental changes in
the operation of the system. If only people could get
purchasing power and start the ball rolling, the tradi-
tional method of spending and of investment would carry
the system along thereafter.

As an added prerequisite, credit faeilities for busi-
ness mast be available. As the problem has developed it
became the purpese to free the credit faecilities of the
gountry in an effort to make the borrowing of funds easier
as well as to liquify the frozen investments of many
thousands of mortgage companies, insurance companies,

brokers, saving banks, and saving and loan associations.

IFranklin D+ Roosevelt,; Publie Papers
» .ci‘b. v
sec. 194, (Ootober 23, 1936), pp. b: 344%* e i
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To this end

The lending policy of the Roosevelt Administration

had the objective of emergency relief work--to pro-

tect private equities by buttressing their shaky
underpinning with the eredit of the Federal Govern-
ment tg scale down old debts, and to reduce interest
rates.

What this policy failed to realize, besides the fact
that business confidence cannot be recovered without some
method of showing profits, is that credit facilities are
liquid. For years, even before the erash in 1929 the
banks of the United States were finding it difficult to
loan their funds for commereial purposes. The effort was
made to find profitable outlets by whieh the banks
entered fields of investment and poured funds into the
stockmarket. The businessman has not been willing to
borrow because the chances of success, measured in terms
of profit, are slight. Therefore the extension of credit
facilities has little more effect than to increase the
bank reserves. To the Administration, however, the mere
expansion of credit seems to be a desirable end in itself.
It helps the debtors of the community.

As a result of these efforts bank deposits in

active commereial banks have increased by ten billion
dollars, or more than thirty percent.

The Federal Reserve S&stom has éaﬁgﬁt.aﬁd.aécém;
plished a reduction of interest rates for the purpose

1Raymond loley, After Seven Years, op. cit., p.370.
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of stimulating business reoovery.l

Very definitely the effort is to disturdb the economie
institutions as little as possible. Assistance was to be
used to try to inerease economic activity, but that did
not mean that all assistance was desirable. In the veto
message on the soldiers bomus the President excluded
spending as a means of inereasing purchasing power:

Wealth is not created, nor is it mare equitably
distributed by bonus payments. A government like an
individual must ultimately meet legitimate obligae
tions out of the production of wealth by the labor
of human beings applied to the resourgces of nature.
Zach country which has attempted this form [printing
press-money] of meeting its obligations has suffered
disastrous consequences.

The statement that the spending of money is the
most effective means of hastening regovery, is so ill
considered that little comment is necessary. Every
authorization of expenditure by Congress has been
predicated not on the mere spending of money to hasten
recovery, but on the sounder principle of preventing
the loss of home and farms, saving industries from
bankruptey, safeguarding bank deposits, and most ime
portant of all giving relief and jobs through publie
works to individuals and families faced with starvation.
These greater and broader concerns of the American
people have a prior e¢laim for our oonsiaeratian at
this time. [Than the bomus Question].

The President has made his declaration for a sound
economy as the basis of business recovery and a return to

the good old days when there was nothing to worry about

lPrenklin D. Roosevelt, Publiec Paperss op.cit., IV,
sec. 141, (October 2, 1935), Dp. 407=8.

2Ibid., sec. 62, (May 22, 1935), Pp. 188-9.
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but how to feed the population and how to protect them.

With business recovery forseen as a result of freer
credit relationships and a balanced budget there is of
necessity in the President's mind some concept about busi-
ness confidence. If business will only venture forth and
produce consumers goods while paying high enough wages,
the consumers will be able to buy the goods produced and
the balance between production and consumption will be
established. This effort will result from the activities
of the government in restoring the confidense of businessmen
that government investment is not going to contimue to
compete with business. Fresident Roosevelt's budget
message had said:

I anm submitting to the Congress a budget for

the fiscal year 1936, which balances except for ex-

penditures to give work to the unemployed. If this

budget receives the approval of the Congress, the

country will henceforth have the assurance that with

the single exception of this one item every current

expenditure of whatever nature will be fully covered

by our estimates of current receipts. Such deficits

as ocour will be due solely to this cause and it

be expected to decline as rapidly as privatl industry

is able to reemploy those now out of work.

That permanent recovery in President Roosevelt's
mind must include the ideas of business investment, con-
fidence, and balanced budget is clearly brought out by

the fact that during the campaign while the plans were

11bid., sec. 3, (Jamuary 3, 1935), ppe 323,
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President Roosevelt places his supreme falth in Americen
business to solve the perplexing ﬁrcblema that he had so
lightly accepted during the first campaign. The solution
to the problem of saving and investment and the problem
of unemployment wbro both such basic ones that thé Presi-
dent was willing to let them solve themselves.

Thus the President displays his ideas on the balanced
budget. He does not account for the surplus of goods ex-
eept that it is an accident of non-planning. He says that
investment must take place to solve the problem of this
gsurplus but that the investment must hé private investment.
If anyone should have been in a position to know that
American business was not able and had not been able to
provide profitable investment for savings, it was Presi-
dent Roosevelt. He had not been willing to face the facts
that government investment continmuing over the years could
meke possible a rational program which would inelude
private investment, experimentation for the development
of more efficient production techniques, and an inereasing
standard of living for the mation.

The President would rather have the demand for spending
mpdnd upon him than to impose it. Demands for spending

have come from progressives, from Congress, and from

business itself. It is for this reason that the President

has allowed government investment to develop into a cross
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As a result of the emergency and of constant pressure

the President has been driven to accept spending at least
as a partial solution to the problem of getting purchasing
power into the hands of those persons unable to buy the
products of our industry.

During the last thirty years private investment has
disintergrated. Consumer spending was supplemented by

war loans, foreign trade loans and emergency relief loans.
These were pump-priming schemes called by other names.

In the pump priming effort, industry expanded
its production and absorbed the publiec spending funds,
raising the national income somewhat, cutting down
unemployment somewhat, and raising profits amd divi-
dends. But private enterprise gained little momen-
tum of its own.{There was no private investment in
large capital consuming enterprises) On the contrary,
it adjusted itself to the expeatation of public ex
penditures and rested heavily on the purchasing of
the Federal Government. Something similar had
happened between 1914.16 before the Amerisan entry
into the World War. American business became
heavily dependent upon purchases of war materials
made by Great Britain and France and was threatened
with a disastrous business slump as Allied funds
began to run down. Under the Harding and Coolidge
Administrations business throv: on foreign loans
which later went into default.

The vast oversaving or surplus which has resulbed
since the stoek market crash has neither been used %o
buy armaments to be blown up nor have we givanlit away to
foreigners %o use and default in its ropayménty We
have provided a means of reduecing that surplus by feeding

16§Charlcs A. Beard, The 01d Deal and The New, Op. Gibe,
Pe .
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American people and attempting to solve American social
problems.

There seems 0 be a general acceptance in the Ameri.
can mind that government spending is worse than private
spending. This thought is dependent upon who initiates
the spending. If private business initiates it, the re-
sults are considered safe and orthodox. It is, indeed,
not even called spending but "prudent investment"; should
the government do it the term is "spending extravagance".

If expenditure will return to society more than is
gpent, the investment is prudent. However, if spending
has no desire for fubture return, it should probably be
called extravagance. Whether spending should take place
or not is dependent upon full employment. Under con-
ditions of less than full employment spending must be
started and maintained; until such time as investment
absorbs all savings and people are able to purchase the
goods which they need and which constitute the surplus
which is causing less than full employment.

We are faced with an ever increasing debt..that
debt may be publiec or private--it is the basis upon which
our soclety rests. The act of giving up the consumption
of goods today for a future claim upon industry 1s.the

establishment of a debt relationship. Therefore, it
would be impossible to repay all debts because those
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debts are in the form of machinery and capital goods.

To spend consumption goods today and not receive
value in the form of increase& producers' goods will re-
sult in debts 1ncreasing.faater than productive capacity
of the country. There are sure %o result disturbdbances
far worse than the present one. This is because those
claims against future production tend to be centralized
in the hands of a few people who are not able $0 consume
their share of the goods soeciety has profuced., If the
debt structure which business must carry is dispropor-
tionately heavy the fixed charges become such an impor-
tant a part of the cost of produetion, that industrial
production will be affected especially where one or a
few concerns are able to control the supply in the market.
The result is idle men--idle men produce nothing.

With the realization that in order to have full
recovery idle men must be put to work, a poliey of drain.
ing off enormous savings into government indebtedness
is of paramount importance. This ean be asceomplished
only through an unbalanced budget. President Roosovelﬁ.‘
however, without recognizing that his program depends on
such unbalanced budgets explains that

Government strives to inerease the publie wealth,
%o build up public health and strength of the people,
and help our system of private enterprise.

If you ean think back to the experiences of the
early years of this administration, you will remember
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the doubts and fears expressed about the rising
expenses of government., But to the surprise of
the doubters, as we proceded to carry on the pro-
gram which ineluded publie¢ words and relief, the
country got richer, instead of poorers « « « I
want to make it clear that it is essential in our
easonomy that private funds be put to work and all
of us recognize that sush funds are entitled to a
fair profit.

To allow these funds to earn a fair profit is making
the future disequilibrium a certainty unless the govern-
ment is willing to constantly drain off the excess deferred
spending and allowing the claims against the government
to be the storage place for security in emergenecy situa-
tions.

An additional one and a half billion dollars in
the Fational debt need not give concern to any citi-
zen, for it will return to the people of the United
States many times over in inecreased buying power and
eventually in mueh greater Government tax reoeipti
because of the increase in the citizens' incomes.
The dollar which the Governmment put in did its work

many times over. When the worker spent the dollar at the
local shop it resulted in a profit and all along the
"line of trade and commsree, new profits, new business,
new income, new work, new purchasing power were created

in the oommnnity"ﬁz This is the concept of the "multip-

lpranklin D. Roosevelt, Vital Sneéggea. IV, (May 1,
- 1938, P 436.

pranklin D. Roosevelt, Publie Papers, V. sec. 185,
(October 17, 1936), pp.509-10,
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lier" in which Mr. Keynes said that funds borrowed by the
Government and spent (redistribution of the claims to the
surplus) would result in an inerease in the national
income by more than two times the amount which was
borrowed. To borrow, the government must spend more than
ite income, this is an unbalanced budget. |

Some people feel that borrowing to effect this poliasy
is a bether procedure than to print greenbacks, but by the
mechaniocs of the banking system, the results would be
about the sames The Government Bonds are placed in the
banks in exchange for deposits by the Federal Government
and they are used if necessary as methods of building up
the reserves in the Federal Reserve System; and the green-
backs would soon find their way into bank reserves in the
Federal Reserve System. The only difference being in
the psychology that when people lend to the Government
they do not realize that it amounts to the same kind of
an operation as the issue of greenbacks would.

The President's interest in inflationary methods of
solving a part of the economic problems which faced him
might be the result of such knowledge. An inerease in
the amount of money placed in the hands of a portion of
the population vhich does not have purchasing power is
one method of reducing the overhanging surplus. All
American dollars are alike and can be exchanged for eagh
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other«-0ld dollars look like new ones and the surplus
will be reduced by the amount of purchasing power
distributed.

It should be sald here; however, thatb:

It is wholly fallacious %o assume that & govermnment
can safely rely, in a private capitalistiec economy,
upon spending its -ng out of depression to a suse
tained recovery. Public expenditure my indeed maine.
tain inoome and employment on a higher level so long
as the expenditures are being made, but there is no
agsurance that they will really prime the pump s0
that private enterprise can go forward on its own
steam., Moreover any sudden increase in taxation
might easily result in a serious deeline in the rate
of private investment and so check expansions

: But it does not follow thut a larger amount of
community spending at the expense of capital accumue
lation would cause economic insecurity. Once equile
ibrium had been reached on a new level of public ex
penditures, there is no reason vhatever to suppose
that the proportion of such expenditures to total
ingome ig of itsell caugg of concern for those
interested in stability.

In other words, Government spending of itself eannot
bring a return of prosperity; as soon as govermment spend-
ing stops, private investment will diminish. Until very
recently private invesiment was thought to be able %o
expand indefinitely. Surely government investment need
not stop either. The problem seems to imply government
expenditure in utility yielding enterprises. So long as

those enterprises can be undertaken which will yield

1Alvin H. Hansen, Full Recovery or Stagnation,
gnum.ppt 7
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sufficient social income o justify the investment of
labor and capitel in them contimued investment should
not cease.

It should be remembered that capital investment acted
exactly the same during this recovery as in the decade of
the twentles,

olng along with, but not antieipating the aivance

in consumption expenditures. Vhen income stopped
rising, investment deolined amnd yet full employment
in & dynamiec economy which saves a part of its
income cannot be maintained unless new investments,
quite indépendent of the factors involved in the

p priming principle of expanﬁinﬁ. are constantly

eing mgde at & reasonable interest rate to insure

saving. i

Bubt saving, whioh is the difference between amount
gonsumed and the personal ingome, has far outebripped
investment at the present rates of interest. It is
virtually impossible %o know what a lowered interest rate
would dv. The suggestion has been made that more saving
will take place because the amounts necessary to provide
g minimam of seourity will need to be greater. The amount
nedessary for deposit in ar anmuity increases rapidly as
the interest rate falls, Together with this suggestion,
is the interesting comment that reduced interest rates
will not stimulate business activity, since a huge change

in interest rate will change unit cost of the items

11vides pe 290,
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produced 1little, while a change in the demand schedule
makes the interest rate virtually insignificant,

The logie of the situation wonuld lead oﬁe to suppose
that:

The Government must (1) encourage and if nec
essary finange developuent of new products and in-
dustries; (2) finance the purchase of new railroad
equipment om a self-liquidating basis; (3) reduce
interest rates on Federal Housing Authority Loans;
and (4) reform the tax structure to tap savings
rather than relduce purchasing power. Supplement
private invesiment by public investment onm a con-
siderable scale, suggested by the consbtruction of
hospivals, highways, sewer systems, rural electri-
fication networks, express highunys, bridges,; and
various projecvs self-liguida ingag? nots

As for the Federal budget blame san be placed
on an obsovlete system of public acecounting for the
gurrent alarm about its unbalance. The budget
ghould not be gonsidered out of balange if income
from texes is anaagg %0 pay the carrying charges
on the public debt. i

Bvery accountant in his effort to make an aceurate
¢heck on the business organization for which he works,
tries to write off the capital of the plant over a period
of years, but the Federal ascounting system writes off the
capital at the time of expenditure. There are listed the
debts of the United States Government, but no assets.

In spite of the President's apparent desire for
business %o take over from the government the task of
spending as has been suggested above, he has the attitude
that investment should be curtailed. The Administration

1Kenneth Ge Crawford, "From Pump Priming To Pumping,
Nation , CXLVIII, (May 27, 1939), p. 606,
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has endeavored& by changes in the tax structure %o limit
the increase in investment because '

a regovery based on capital investment would cere
tainly be less permanent than that of 1922 and 1
would lead to a swift collapse on a gradd scale.

Sueh plant expension is unsound the President believes.

I do not believe that the period of expansion
is at an end, but the physical plant will not expand
in the future at the same rate at which it expanded
in the past. We may build more faetories, but the
fact remains that we have enough now to supply tge
entire domestie needs and more if they are used.

I do not want peonle to belleve that because of
the unjustified optimism we can resume the ruinous
prastice of inereasing our erop output and our fact-
ory output in hope that a kind providence will find
buyers at high prices. Sueh a course may bring
immediate and false properity, but it is the kind
of properity which will lead us into amother tailspin.®
By thig statement the President is sonfusing attempts

o establish partial equilibria with attempts to establish
general equilibrium. VWhereas partial equilibria destroy
the possibility of establishing that general equilibrium.
As a result of this policy instead of discouraging
savings which would seem to be the simplest solution to

a problem of more saving than investment, or an inerease

1pavid C. Coyle, "Fortune Round Table", Fortune
Magazine, XIX, (March 1939), p. 19.

SFranklin D. Roosevelt, Fublic Papers, 0pegifies I
sesy 130, (Nay 22, 1932), pe SAB: — o ommmer T

SIbid., V, sec.56, (May 12, 19236), p. 191, note.
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in investment o absorb saving, the investment possibile

ities were reduced.

The very core of the difficulty is to be found
in the failure of the New Dealers to distinguish be-
tween discouraging investment and discouraging saving.
If it is true, as the New Dealers assert, that attrac-
tive investment opportunities in twentieth century
Americe are extremely scarce, then saving should be
discouraged but at the saue tife every encouragement
should be given to investment.

This is the very reason that investment opportunities
mst ﬁh given a certain direction. A vast portion of the
saving is done by that part of the population which cannot
possibly consume its income. We can neither educate them
to reduce savings, nor can the interest rate affect the
amount of their aavings; nor can their savings be short
¢ircuited while they continue to make the decisions as to
the placés of investment opportunities.

Basically the purpose of any action must be to dis-
tribute purchasing power in such a way that the surplus
is used %o feed clothe, and shelter the American people:

For while savings and expenditure for consum.
ption are funetions of national income, investment

is not. To translate consumer needs into effective

demand requires either a change in the present pattern

of income distribution or an inereased advance of

purchasing gcwar through private or governmental
investment.

lsumner H., Slichter, "The Great imeriean Experiment”,
Atlantic Mﬁnthlly CLXIII, (Agrilg l?ﬁg), Pe 471.

2theodore J. Krebs, "Vast Underdeveloped Eeonomie
Frogg%er", American Zeonomic Review, XXX, (February, 1941),
Pe e
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Three palliatives are open for distribubing
income: (1) Letting excess savings be put in more
plants and equipment, to add capacity to already
unutilized or parly utilized plants. (2) Let excess
savings be put to work raising the American stan-
dard of living by commmunity consumption projects;
hospitals, vocational training, low cost housing,
parks, educational plants, ete. (3) Government invest.
ment of excess savings in implements of death.l
The present Administration was willing to do none of

these in the first term in office, though some of the
policies discussed seemed to indicate that all three of
the possibilities were under consideration.

If the opportunity of choosing investment possibil-
ities is placed in the hands of the Government, it would be
possible to reduce the surplus by redueing savings. This
may be done by a process of taxation or inereased wage
payments set by law with prices being kept low by govern-
ment action. The present lend-spend administration poliey
is attempting to solve a problem, which will become more
acute in the futuze_aa the population reaches its maxi-
mun size, by emergency methods. The solution has been
questioned by the thought that

Capitalist America, when it turned %o planned
economy, devoted its interest mainly to the econsumers,
and the Roosevelt Administration did everything in
its power to raise standards of consumption of the

American people, whereas the growth of eagita% was
neglected, not to say treated with hostility.

11bide, pe 194,

ZGustav Cassel, "From Protection %o Planned FTeonomy to
Dictatorship", International Coneiliation, CCCIII, (Oetober,
1934), pe 319.
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"You cannot borrow your way out of debt; but you
can invest your way into a sounder tuture."l is the way
the President has stated the case for unbalanced budgets.
It is not the borrowing that is important, but the invest.
ment. The importance of investment is twofold; first ,
because the surplus is reduced, thereby enabling the con-
sumer to demand goods which will start industrial aetivity,
and second, because proper investment will bring better
living standards to the whole population,

The reason for the cross purpose between attempting
to balance the budget and spending and investment by g0V
ernment is elear.

Governments are in the process of becoming
intermediaries between the ultimate saver and the
investment outlets, but the process of production
is still carried on by private enterprise. This
is neither Socialism in produetion nor even in
ownership of wealth, The Government is becoming
the investment banker. This is the ultimate sige
nificance of the great rise of Government debts
throughout the world. When one views the problem
in this manner the role of public debt and of
Govermment expenditure-.not for current cONSUMp -
tion, but for eapital outlays--.indeed the whole
question takes on a different aspect frgm that
which it had in the Nineteenth Century.

These unbalanced budgets are the basis for the feed-
ing and clothing of those people whose only claim to the

£00ds of society is their ability to work for wages.

1Prenklin D, Roosevelt, Public Papers, op. cit.,
IV, sec. 173, (November 29, 1 s Do haikle

31§A1v1n H. Hansen, Full Recovery or Stagnation, op.cit.,
Pe & .
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They are in a measure a redistribution of society's
goods. But the problem is that without any changes in
distribution the same people who ascumilated the sur-
pluses before will be in a favorable position to do so
again. The problem is a recurrent one unless the Gove
ernment continues to sbtand at the gate and redivide

the goods so that all classes of society will be able to
consume the goods produced. ‘

How much more efficient the process would be for the
reinvestment in productive channels to be on the basis
of social need, rather than merely to redistribute the
small present output of a society which is produced for
maximum profit,

Although President Roosevelt would not accept the
faot thet his poliecy of lendsspend was anything but a
temporary measure to feed and elothe people until busi-
ness could get on its feet, the temporary poliey has
continued besause of politiceal exigencies 0 such an
extent that to all intents and purposes it may be con-
sidered as a continuous government investment process.
Directly counter to it and operating to cheek the effic-
iency of sush aetivity is the poliey of balanecing the
budget which would result in larger accumnlations and
greater unemployment, if sush balancing could be effected.
To add to the confusion of this inconsistency thefreeing
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of eredit to enable business to take up the tortured
task of carrying the investment responsibility for this
society has not served its purpose as the President had
antieipated. The banking atruc%nte has had huge umsed
reserves for potential credit relationships for yesars.

The present administration may well rg-examine its
entire attitude toward saving and 1nvestﬁent. A reale
istic view must accept that either spending must take
place or that deferred spending must be reduced. If
deferred spending continues unabated, then publie spend-
ing nmust distribute the elaims for consumers goods to the
portion of the population without purahasing power. This
mist be done because productionfwill not continue unless
past production is consumed. ‘

If balanced budgets are a virtue, savings st be
reduced, There will be no method of absorbing such save
ings unless the business elements of the community wiil
do the spending. This inerease in private investment can
come, however, only as demand for consumer goods increases.
Consumer goods industries are depressed because oi over

saving.



CONCLUSION

The problems of reform and recovery, which the Roosevelt
Administretion has attempted to solve, require coordinated
and purposeful actiocn In order that these ends might be ach-
ieved. It mey be that at certain times emergency ection is
desirable, but to place the solutions to such difficult pro-
blems upon & permanent emergency basis is to increase in
number the problems to be solved.

Piecemeal reforms which result in minor adjustments
-without removing the ceuses of the depression have taken &
considerable portiocn of the effort of the administration.
This method has turned out to be

no revolution because it effected no enduring changes
in the class relations in American 1ife., It started
out hopefully by attempting to allay class hostili-
ties, it ends ironically enough by making the cleav-
age between classes more pronounced than it had ever
been before. Agriculture was in a state of unrest,

an orgenized capital and an organized labor confronted
each other, like two hostile afmios, across the no-mans
land of government regulation.

The basls for the cross purposes discovered in this study
is that policles which were attempted had not been grounded on

a logical understanding of, what effect these policles would

1oharles A. Beard, The Old Desl and the New, op. Cits,
pe 130, —
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have in the long run.

With this in mind, the cross purpose which developed be-
tween "trust busting" and "trust boosting" has been that
even though the policies in the short run were aiming at
better distribution of the national income, in the long run,
the results of the policiles offset each other. "Trust bust-
ing" was an old faghioned etomization of the big business.,

It was made manifest by the attacks of the President upon
accurmalation and economic power, the passage of the Securi-
ties and Exchange Act, the Undistributed Profits Tax and in-
creased inheritance texes, the demand for competition on
government bids, antitrust prosecutions in the courts, and by
government induced increases in purchasing power with éttempts.
to keep prices from rising. The trust encouragement pro-
grem sought by establishing a balance between production and
consumption to accomplish what the economic system was to
have done--establish a security and a stability for the na-
tion, The policies which were to have dome this were the
National Industrial Recovery Act which was to have enabled
businesses to organige into cooperative trusts for the purQ
pose of reducing production and raising prices, the Agricul-
tural Adjustment Act which gave the farmer the opportunity of
trustification for the purpose of reducing production and
railsing prices, the Act for the regulation of the 0il indus-
try, the CGuffy Coal Act, the development of the idea of the
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profit lien so that inefficient as well as effilcient produce
ers were entitled to a falr return on their investment and a
fair profit, and the Bankruptey Act which was to have re-
tarded the deflation of corporate bankruptey. All of the
actions teken in the short run were adjustments made when the
occasion for such adjustments became necessary, But defin-
itely these were at cross purposes in the long run,

In the closed economy and the promotion of international
trade the immediate needs were the consideration upon which
the cross purpose were justified., It is in this portion of
the policles that the greatest amount of experimentation has
taken place., There wes attempted in the building of the
closed economy the insulation of the Americen economic system
from disturbing effects of the entrance of foreign goods into
the American merket. This was to be accomplished by subsidi-
zatlon for the purpose of reducing production and reising
prices, by increasing trade restrictions and meking possible
the incresse in Americen teriff retes, by the establishment
of fluetuating money with which the surpluses were to be dump=
ed abroad, and by & general trend toward self-sufficiency.
These were all short run meesures to enable the balance be-
tween abllity to consume and to produce to be established end
meintained, There was & promotion of foreign trade also.

Not jJust to dump surpluses but to try to understand the pro-
blems of the other countries when trade relations were being

formed, The promotion of foreign trade took the form of
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reciprocal trade agreements with the maintenance of the most
favored nation clause in the agreements, the return of the
United States to a fixed gold content dollar and the estab-
lishing of a2 stebilization fund for the purpose of maintsine
ing convertabllity intc the leading foreign currencies, the
establishment of export-import banks, and the development of
the international outlook, The eross purpose of such actions
can only be justified on the basls of political expediency.
There 1s not even the hidden philoaoﬁhical differences which
were to be found in the "trust boosting" and "trust busting"
g@ross purpose, A

: Reduction of farm surpluses and the back-to-the farm
movement show the mental struggle between accepting the hard
facts of an 6verexpanded agriculture and the ideslization of
the rural environment., In spite of the fact that the farm
has proven itself to be neither a cradle of demoscratic thought
nor a place where inventive genlus abounds the President
8till turns to the land as a solution to the problem of over-
erowded cities., The thought is that no one starves on a
farm, that getting back to the soil will enable the people to
work out thelr own problems. This belief does not consider
the efficiency of production which has been built up in the
United States. It substitutes for the efficient producer of
food products the inefficient subsistence farm. The preduno
tive capacity of a portion of the Amnrican farmers 1s so
great that it 1s possible for half the farm population to be
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withdrawn from production and production to be cut by only
slightly more than ten per cemt. The proposal of surplus re-
duetion includes the support of twice as many farmers as
could profitably remain on their farms 1f market conditions
were allowed to operate. Simultaneously we are cutting down
on farm prices and buying power of the farmers by making it
possible for & portion of the population to raise a part of
ite own food supply. |
The president's propesals to balance the budget and to
continue governmental spending are the last of the cross pur-
poses discussed in this study. One of the implications of
balanced budgets is that private industry can telte over the
task of investment if the government makes the field of ine
vestments attractive enough. This includes building up bus-
iness confidence and freelng of credit facilities so that if
business desires to borrow, that borrowing will be easy. The
other implication is that the emounts of savings can be re-
duced by lowering the interest rate. With the balanced bud-
get the government pleces full faith in the ability of busine
ess to accomplish this difficult task of finding the invest-
ment need and being willing to make the investment in spite of
the fact that the population 1s no longer growing as rapidly
as previcusly and the producer is placed thereby into a
buyers market. The point of view that investment will be dif-
fleult to find end that 1t will not show the profits which
private investers demand for investment is the one from which
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there follows the idea of continued government spending. The
Preaident although he has let himself be driven into the po-
sition of spending has never sald that he believes in con=-
tinuous spending although for all practical purposes guch has
been developing and the budget does not show signs of being
balanced for some time to come. The President has supported
another phase of this concept; he does not want investment by
private industry which will over build the plent and cause
another depression., He has also supprrted the idea of the
maltiplier by which government spending will inerease the
national income by much more than the amount spent. The
eross purpose of balancing the budget and continual govern-
ment investment is based on the faet that Mr, Rocsevell e~
lieves that business can absorb the surplus by higher wages
and smaller production, but he desires that people shall not
starve and government spending takes place for that reason.
In order not to upset the balance and keep business confle. -
dence which 1s now leaning heavily on government spendiag, a
continmued spending program can be expected. The guestion
boils down to whether savings shall be reduced, whether spende~
ing can be increased, and whether investment cen continue at
g high level in our present system of economics.

The general discussion of the cross purposes centers ar-
ound the concept of overproduction. If the acceptance of an
era of abundance makes any difference in the thinking of Pre-
sident Roosevelt it is shown by the fact that he is contin-
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ually seeing the vast overproduction of goods which he has
termed "scareity in the midst of plenty". At the same time
that he bellieves in an era of plenty he sees large portions
of our population in dire need and in order to attempt to
supply them 1t is necessary that a concept of scercity enter
into his thinking., Thore seems to be no attempt to under-
stand thet the system of the distribution of the national ine
come into the varicus sheres may be et fault. 8Since the par-
ticular method of solving problems for Mr. Roosevelt is to
weit until they arise, there is nc attempt to prevent maldis-
tribution of the national income. The President would rather
have the government correct the meldistributicn after it has
teken place.

Whereas éo accept the present level of pruductive.etfort
is to condemn vast porticns of our populations te perpetual
poverty, & preventive mecsure against maléistribution of
#ational income would enable industry to inerease production
to amply supply with consumers! goods the entire population,

" These preventive measures would include govermment investment
in less profitable but socially desirable activities and the
development of wider ability to buy so that the consumers
goods industries will be stimulated and the number of consume-
ers goods available to the public at lowest casﬁ will be in-
freased, This would foster the fundamentel ends of the econ~
omle system,
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The distribution of the national income into shares ace
cording to the function performed has become a problem again-
st which President Roosevelt has struggled., The distribution
of income must contain a fair share to the factors of pro-
duction whether their function is performed at all, This 1s
because 1t 1s traditional that profits and interest shall be
paid and the President bellieves that a continuation of this
practice is a method of preserving exlsting relationships,

The need for payment to the entrepreneur has been lar-
gely eliminated by the process of widely held corporate stoek
certificates with the control gathered into the hands of &
few individuals. The main concern of theseé people is the
manipulation of the value of their equity holdings. Their
interest in production is secondary to the effect of sueh
production upon the value of the equity holding. It may be
that additional production would reduce rather than enhance
the value of such certificates of control. Administrators
are engaged for the task of producing goods in these corpor-
ate enterprises. It is they who make the decisions as to how
the industrial plant shall be run in the most efficient man-
ner. The need for payment for waiting power has disappeared
because capital surplus appears without paymént as incomes
inerease. Certain groups in the higher income brackets re-
tain a surplus not beceuse of the expected return upon in-
vestment, but because they do not purchase consumers goods

with all their incomes. This is the case today. Even though
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there are no profitable investment outlets the surplus con=-
tinues to be maintained even against the direct shoek of an
unfavorable attitude on such deferred spending by the govern=
ment,

With the insistence of the President that these factors
of production shall receive their shares unchanged from the
past, 1t may be seen that any experimentation includes this
thought. Roosevelt has offered action and comstant experi-
mentation, 1t is true, but, unlike scientific experimentation
his working hypotheses were vague, if formulated at #11. The
apparatus (in this case the boards, commissions, and adminis-
trative actions) which he has set up for his experiments are
80 politically V§1unb10.and he has had to defend them with
such geal, that 1f the experiment proved unsuccessful the
apparatus continues to stand and operate even though & new
experiment 1s tried to undo the effects which the unsuccess-
ful experiment continues to produce.

Mr., Jacob Viner has suggested that,

if much of the array of governmental encouragement
to monopoly could be removed, or where removal was
imprecticgl, if Government regulation were directed
to foster cylical patterns of price behavior followe
ing the competitive pattern, the ehief product of
moappely, the prieevinrloxibility prdb}em. would
shrink to easily tolerable dimensions.

The recognition of monopoly price as an important factor in

13&00‘) Viner, oD« MQ, Ps 5,
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the depressed condition of the economy is one of the problems
that President Roocsevelt saw, but tried to solve by old fash-
ioned "trust busting", The suggestion is to: |

Consider some of the elements in the prevalling
pattern of government relatiomship to monopoly and
price inflexibility. Promiscuous issue of wide
opéen corporate charters by the states; until within
the last year or two slack end faint hearted en-
forcement of the antitrust laws, already gutted by
court ssbotage; protection of monopolistic price
structures by Federal tariff; positive encourage- ,
ment of monopolistic price practices by legislation,
such as the National Industrial Recovery Act, The
Webb-Pomerene Act, The Guffy Coal Acts so called
fair trade laws which compel businessmen to act as
if they were monopolists even if they wish not toj
concealed protection of monopoly by doctored and
other ordinances; tacit encouragement to monopoly
through acceptance in Government contracts, sys-
tematically, and without protest of identical bids
and of list prices higher than even the monopolists
can obtain in what remains of the open market; ap-
proval end even enforcement, for regulated indus-
tries, such as railroads, of rate policiles which
make rates behave even more preversely, as far as
eyclical fluctuation is concerned, than the prices
of unregulated monopoliesi encouragement to and
protection of labor monopolies; deliberate school-
ing of agriculture in iho pleasure and profit of
monopolistic behavior.

~ This is a suggestion to foster business eycles rather
than suppress them, When business eycles are suppressed the
advocates of this kind of reasoning feel that there i1s lost
the beneficial catharsis of inefficient plants and supersbun-
dent debt debris. This suggestion at least has consistency.
It believes In "trust busting”, in increasing foreign trade,
in letting the farm problem work itself out within the price

1V1nﬂr, op. 2&_0) PP+ 5-6.
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structure, and in a balanced budgst with private investment
as the key to recovery. HNad this method of solving the pro=
blemfor'the depression been rollowadithe government activity
would at least have been an effort pulling in cne direction
instead of at cross purposes.

Or if the decision to acecept the opposite point of view
would have been accepted the "trust boosting" i1dea together
with the reduction of ferm surplusses, the establishment of
a closed ¢conomy and & policy of contimual governmental
spending would have consistently pulled in the direction of
promoting recovery.

President Roosevelt eccepts the idee that the assumps
tions of free competition are worn ocut, that the economie
syatem doee not work that way, but he will not forege the
exerclse of the power he holds in his grasp to discourage
monopoly. The discussion above seems Lo indicate that the
eross purposes from the lack of systematic thought have
resulted in the continuetion of the present depression.
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