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			PRAISE FOR FDR’S FOLLY

			“The next time economic cataclysm looms, leaders should read Jim Powell’s book.”

			—National Review

			“[Powell] has demonstrated that (a) not only did Roosevelt not end the Depression, but (b) by incompetent measures, he prolonged it.”

			— Chicago Sun-Times

			“Only now has a book been written in language that non-economists can understand that argues persuasively that the policies of the Roosevelt administration actually prolonged the Depression and made it worse. That book is FDR’s Folly by Jim Powell. It is very readable, factual, and insightful. . . . This book is an education in itself.”

			—Thomas Sowell, syndicated columnist

			“Admirers of FDR credit his New Deal with restoring the American economy after the disastrous contraction of 1929–33. Truth to tell—as Powell demonstrates without a shadow of a doubt—the New Deal hampered recovery from the contraction, prolonged and added to unemployment, and set the stage for ever more intrusive and costly government. Powell’s analysis is thoroughly documented, relying on an impressive variety of popular and academic literature, both contemporary and historical.”

			—Milton Friedman,
Nobel Prize–winning economist

			“There is a critical and often forgotten difference between disaster and tragedy. Disasters happen to us all, no matter what we do. We bring tragedies upon ourselves by hubris. The Depression of the 1930s would have been a brief disaster if it hadn’t been for the national tragedy of the New Deal. Jim Powell has proven this.”

			—P. J. O’Rourke,
author of Parliament of Whores and  Eat the Rich

			“Powell debunks most arguments advanced by such FDR hagiographers as James MacGregor Burns and Arthur M. Schlesinger Jr.”

			— The Hill

			“The material laid out in this book desperately needs to be available to a much wider audience than the ranks of professional economists and economic historians, if policy confusion similar to the New Deal is to be avoided in the future.”

			—James M. Buchanan,
Nobel Prize–winning economist

			“[FDR’s Folly] fills an important gap in the literature critical of FDR’s domestic program. . . . Powell is simply excellent on the reasons for the depth and persistence of the Depression. . . . Powell’s book, which has been needed for decades now, provides an excellent overview of a period in American history regarding which the conventional wisdom could not be more wrong.”

			—The American Conservative

			“I found Jim Powell’s book fascinating. I think he has written an important story, one that definitely needs telling.”

			—Thomas Fleming,
bestselling author of The New Dealers’ War 

			“A prosecution brief against the New Deal . . . [Powell] is out to indict. But it counts for a great deal that he is successful. And it counts for even more that he is pressing a case that has rarely been presented to the general public by hagiographic historians, professional and amateur.”

			—The American Spectator

		

	
		
			INTRODUCTION
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			THE GREAT DEPRESSION has had an immense influence on our thinking, particularly about ways to handle an economic crisis, yet we know surprisingly little about it. Most historians have focused on chronicling Franklin D. Roosevelt’s charismatic personality, his brilliance as a strategist and communicator, the dramatic One Hundred Days, the First New Deal, Second New Deal, the “court-packing” plan, and other political aspects of the story. Comparatively little attention has been paid to the effects of the New Deal.

			In recent decades, however, many economists have tried to determine whether New Deal policies contributed to recovery or prolonged the depression. The most troubling issue has been the persistence of high unemployment throughout the New Deal period. From 1934 to 1940, the median annual unemployment rate was 17.2 percent.1 At no point during the 1930s did unemployment go below 14 percent. Even in 1941, amidst the military buildup for World War II, 9.9 percent of American workers were unemployed. Living standards remained depressed until after the war.2

			While there was episodic recovery between 1933 and 1937, the 1937 peak was lower than the previous peak (1929), a highly unusual occurrence. Progress has been the norm. In addition, the 1937 peak was followed by a crash. As Nobel laureate Milton Friedman observed, this was “the only occasion in our record when one deep depression followed immediately on the heels of another.”3

			Scholarly investigators have raised some provocative questions. For instance, why did New Dealers make it more expensive for employers to hire people? Why did FDR’s Justice Department file some 150 lawsuits threatening big employers? Why did New Deal policies discourage private investment without which private employment was unlikely to revive? Why so many policies to push up the cost of living? Why did New Dealers destroy food while people went hungry? To what extent did New Deal labor laws penalize blacks? Why did New Dealers break up the strongest banks? Why were Americans made more vulnerable to disastrous human error at the Federal Reserve? Why didn’t New Deal securities laws help investors do better? Why didn’t New Deal public works projects bring about a recovery? Why was so much New Deal relief spending channeled away from the poorest people? Why did the Tennessee Valley Authority become a drag on the Tennessee Valley?

			Curiously, although the Great Depression was probably the most important economic event in twentieth-century American history, Stanford University’s David M. Kennedy seems to be the only major political historian who has mentioned any of the recent findings. “Whatever it was,” he wrote in his Pulitzer Prize–winning Freedom from Fear (1999), the New Deal “was not a recovery program, or at any rate not an effective one.” 4

			It’s true the Great Depression was an international phenomenon—depression in Germany, for instance, made increasing numbers of desperate people search for scapegoats and support Adolf Hitler, a lunatic who couldn’t get anywhere politically just a few years earlier when the country was still prosperous. But compared to the United States, as economic historian Lester V. Chandler observed, “in most countries the depression was less deep and prolonged.”5 Regardless whether the depression originated in the United States or Europe, there is considerable evidence that New Deal policies prolonged high unemployment.

			FDR didn’t do anything about a major cause of 90 percent of the bank failures, namely, state and federal unit banking laws. These limited banks to a single office, preventing them from diversifying their loan portfolios and their source of funds. Unit banks were highly vulnerable to failure when local business conditions were bad, because all their loans were to local people, many of whom were in default, and all their deposits came from local people who were withdrawing their money. Canada, which permitted nationwide branch banking, didn’t have a single bank failure during the Great Depression.

			FDR’s major banking “reform,” the second Glass-Steagall Act, actually weakened the banking system by breaking up the strongest banks to separate commercial banking from investment banking. Universal banks (which served depositors and did securities underwriting) were much stronger than banks pursuing only one of these activities, very few universal banks failed, and securities underwritten by universal banks were less risky. Almost every historian has praised FDR’s other major financial “reform,” establishing the Securities and Exchange Commission to supervise the registration of new securities and the operation of securities markets, but in terms of rate of return, investors were no better off than they were in the 1920s, before the Securities and Exchange Commission came along.

			FDR didn’t do much about a contributing factor in the Great Depression, the Smoot-Hawley tariff which throttled trade. Indeed, he raised some tariffs, while Secretary of State Cordell Hull negotiated reciprocal trade agreements which cut tariffs only about 4 percent. FDR approved the dumping of agricultural commodities below cost overseas, which surely aggravated our trading partners.

			FDR tripled taxes during the Great Depression, from $1.6 billion in 1933 to $5.3 billion in 1940.6 Federal taxes as a percentage of the gross national product jumped from 3.5 percent in 1933 to 6.9 percent in 1940, and taxes skyrocketed during World War II.7 FDR increased the tax burden with higher personal income taxes, higher corporate income taxes, higher excise taxes, higher estate taxes, and higher gift taxes. He introduced the undistributed profits tax. Ordinary people were hit with higher liquor taxes and Social Security payroll taxes. All these taxes meant there was less capital for businesses to create jobs, and people had less money in their pockets.

			In addition, FDR increased the cost and risk of employing people, and so there shouldn’t have been any surprise that the unemployment rate remained stubbornly high. Economists Richard K. Vedder and Lowell E. Gallaway, in their 1997 study Out of Work: Unemployment and Government in Twentieth-Century America, reported: “New Deal policies (and some Hoover-era policies predating the New Deal) systematically used the power of the state to intervene in labor markets in a manner to raise wages and labor costs, prolonging the misery of the Great Depression, and creating a situation where many people were living in rising prosperity at a time when millions of others were suffering severe deprivation. . . . Of the ten years of unemployment rates over 10 percent during the Depression, fully eight were during the Roosevelt administration (counting 1933 as a Roosevelt year).”8 Vedder and Gallaway estimated that by 1940 unemployment was eight points higher than it would have been in the absence of higher payroll costs imposed by New Deal policies.9

			Economists Thomas E. Hall and J. David Ferguson reported, “It is difficult to ascertain just how much the New Deal programs had to do with keeping the unemployment rate high, but surely they were important. A combination of fixing farm prices, promoting labor unions, and passing a series of antibusiness tax laws would certainly have had a negative impact on employment. In addition, the uncertainty experienced by the business community as a result of the frequent tax law changes (1932, 1934, 1935, 1936) must have been enormous. Since firms’ investment decisions very much depend on being able to plan, an increase in uncertainty tends to reduce investment expenditures. It should not be a surprise that investment as a proportion of output was at low levels during the mid-1930s.”10

			Black people were among the major victims of the New Deal. Large numbers of blacks were unskilled and held entry-level jobs, and when New Deal policies forced wage rates above market levels, hundreds of thousands of these jobs were destroyed. Above-market wage rates encouraged employers to mechanize and in other ways cut total labor costs. Many New Deal policies were framed to benefit northern industries and undermine the position of employers in the South, where so many blacks worked. “New Deal labor policies contributed to a persistent increase in African American unemployment,” reported economist David E. Bernstein.11

			When millions of people had little money, New Deal era policies made practically everything more expensive (the National Industrial Recovery Act), specifically maintained above-market retail prices (the Robinson-Patman Act and the Retail Price Maintenance Act) and above-market airline tickets (Civil Aeronautics Act). Moreover, FDR signed into law the Agricultural Adjustment Act, which led to the destruction of millions of acres of crops and millions of farm animals, while many Americans were hungry.

			New Deal agricultural policies provided subsidies based on a farmer’s acreage and output, which meant they mainly helped big farmers with the most acreage and output. The New Deal displaced poor sharecroppers and tenant farmers, a large number of whom were black. High farm foreclosure rates persisted during the New Deal, indicating that it did almost nothing for the poorest farmers. Historian Michael A. Bernstein went farther and made a case that New Deal agricultural policies “sacrificed the interests of the marginal and the unrecognized to the welfare of those with greater political and economic power.”12

			The flagship of the New Deal was the National Industrial Recovery Act, which authorized cartel codes restricting output and fixing high prices for just about every conceivable business enterprise, much as medieval guild restrictions had restricted output and fixed prices. That FDR approved contraction was astounding, because the American people had suffered through three years of catastrophic contraction. With the National Industrial Recovery Act, it actually became a crime to increase output or cut prices—a forty-nine-year-old immigrant dry cleaner was jailed for charging 35 cents instead of 40 cents to press a pair of pants.

			This wasn’t full-scale government control as in the Soviet Union, but it came closer than anybody had thought possible. Although the NIRA was struck down by the Supreme Court in May 1935, the New Deal continued to multiply restrictions on business enterprise. “Perhaps the greatest defect in these limited planning measures,” wrote economic historian Ellis W. Hawley, “was their tendency toward restriction, their failure to provide any incentive for expansion when an expanding economy was the crying need of the time.”13

			While FDR authorized the spending of billions for relief and public works projects, a disproportionate amount of this money went not to the poorest states such as the South, but to western states where people were better off, apparently because these were “swing” states which could yield FDR more votes in the next election. The South was already solidly Democratic, so there wasn’t much to be gained by buying votes there. It was observed at the time that relief and public works spending seemed to increase during election years. Politicking with relief and public works money got to be so bad that Congress passed the Hatch Act (1939).

			The New Deal approached its climax in 1938 as Thurman Arnold, head of the Justice Department’s Antitrust Division, began to file about 150 lawsuits against companies employing millions of people. Hawley called this “the most intensive antitrust campaign in American history.”14 Whatever the merits of the government’s claims, these lawsuits made it politically more risky for businesses to pursue long-term investments, and private investment remained at an historically low level throughout the New Deal—prolonging the Great Depression.

			All the highly publicized relief programs and public works projects couldn’t make up for the damage inflicted by New Deal taxes, restrictions, antitrust lawsuits, and the rest. Indeed, the more money the government spent on relief and public works, the more tax revenue it needed, and the more damage done to the economy.

			As a cure for the Great Depression, government spending didn’t work. In 1933, federal government outlays were $4.5 billion; by 1940 they were $9.4 billion, so FDR more than doubled federal spending, and still unemployment remained stubbornly high. Changes in federal budget deficits didn’t correspond with changes in gross domestic product, and in any case the federal budget deficit at its peak (1936) was only 4.4 percent of the gross domestic product, much too small for a likely cure.15

			The most that could be said in FDR’s defense was this, by Donald R. Richberg, former head of the National Recovery Administration: “Although the tremendous expenditures and supports for agriculture and industrial labor that were projected in the Roosevelt administration did not end a huge unemployment problem, they did raise new hopes and inspire new activities among the American people which turned them away for a time at least from even more radical political programs.”16

			FDR had assumed unprecedented arbitrary power supposedly needed to get America out of the Great Depression. Although Democrats controlled Congress, FDR was impatient with American democracy, and he issued an extraordinary number of executive orders—3,728 altogether17—which is more than all the executive orders issued by his successors Harry Truman, Dwight D. Eisenhower, John F. Kennedy, Lyndon B. Johnson, Richard M. Nixon, Gerald R. Ford, Jimmy Carter, Ronald Reagan, George H. W. Bush, and Bill Clinton combined. In the name of fairness, FDR saw to it that some individuals were treated much more harshly than others under the federal tax code. NRA codes denied individuals the fundamental liberty to enter the business of their choosing. Compulsory unionism denied individuals the right to work without joining a union. Americans gave up these liberties and more without getting out of the Great Depression, as had been promised. Principal legacies of the New Deal have been a massive expansion of government power and loss of liberty.

			FDR’s failure to end chronic high unemployment and his increasingly arbitrary tactics were reasons why, after 1936, his political support declined. Republicans gained seats in Congress during the 1938 elections, and they gained more seats in 1940. FDR’s own vote totals declined after 1936, and Republican presidential vote totals increased over both those of 1936 and 1932.

			FDR didn’t make the recovery of private, productive employment his top priority. Along with advisers like Louis Brandeis, Felix Frankfurter, Rexford Tugwell, and Thomas Corcoran, FDR viewed business as the cause of the Great Depression, and he did everything he could to restrict business. His goal was “reform,” not recovery. Accordingly, the New Deal taxed money away from the private sector, and government officials, not private individuals, made the spending decisions. New Deal laws determined what kind of people businesses must hire, how much they must be paid, what prices businesses must charge, and it interfered with their ability to raise capital.

			The British economist John Maynard Keynes recognized that FDR’s priorities were subverting the prospects for ending high unemployment. He wrote FDR a letter which was published in the December 31, 1933, issue of the New York Times. Keynes warned that “even wise and necessary Reform may, in some respects, impede and complicate Recovery. For it will upset the confidence of the business world and weaken their existing motives to action. . . . I am not clear, looking back over the last nine months, that the order of urgency between measures of Recovery and measures of Reform has been duly observed, or that the latter has not sometimes been mistaken for the former.”18

			Newspaper columnist Walter Lippmann observed that New Deal “reformers” would “rather not have recovery if the revival of private initiative means a resumption of private control in the management of corporate business . . . the essence of the New Deal is the reduction of private corporate control by collective bargaining and labor legislation, on the one side, and by restrictive, competitive and deterrent government action on the other side.”19

			The failure of the New Deal seems incredible considering that FDR is widely rated among America’s greatest presidents. Moreover, many of the brightest minds of the era were recruited to Washington. FDR, who graduated from Harvard College, filled many of his top positions with graduates of Harvard Law School. They had clerked with the most respected judges of the era. These and other New Dealers were hailed for their compassion and their so-called progressive thinking. They were widely viewed as more noble than the greedy businessmen and reckless speculators who were thought to have brought on the depression. New Dealers wanted to eliminate poverty, abolish child labor, and right other social wrongs. Many New Dealers saw themselves as trying to make the world over. How could such bright, compassionate people have gone so wrong?

			This book attempts to explain what went wrong and why. I draw on major findings by economists about the actual effects of the New Deal—how it promoted cartels, imposed confiscatory taxes, made it harder for companies to raise capital, made it more expensive for companies to employ people, bombarded companies with dubious antitrust lawsuits, and relentlessly denounced employers and investors, prolonging high unemployment. Published during the last four decades, these findings have been virtually ignored by pro–New Deal political historians like James MacGregor Burns, Arthur M. Schlesinger Jr., Frank Freidel, William Leuctenburg, and Kenneth S. Davis. In his autobiography, Schlesinger acknowledged that he “was not much interested in economics.” It is remarkable how such respected historians, writing about the most important economic event of twentieth-century American history, could disregard the growing economics literature which challenges their views.

			Unless we clearly understand the effects of the New Deal, we cannot say we understand it at all—and more important, what the Great Depression experience means for us now. It would be tragic if, in a future recession or depression, policymakers repeated the same mistakes of the New Deal because they knew only the political histories of the time.

			I believe the evidence is overwhelming that the Great Depression as we know it was avoidable. Better policies could have prevented the bank failures which accelerated the contraction of the money supply and brought on the Great Depression. The Great Depression could have been over much more quickly—the United States recovered from the severe 1920 depression in about a year. Chronic high unemployment persisted during the 1930s because of a succession of misguided New Deal policies.

			A principal lesson for us today is that if economic shocks are followed by sound policies, we can avoid another Great Depression. A government will best promote a speedy business recovery by making recovery the top priority, which means letting people keep more of their money, removing obstacles to productive enterprise, and providing stable money and a political climate where investors feel that it’s safe to invest for the future.

		

	
		
			CHAPTER ONE

			HOW COULD SUCH BRIGHT, COMPASSIONATE PEOPLE BE WRONG?

			THE GREAT DEPRESSION was a testing time for “progressive” ideas, because practically everything was tried. Some New Dealers were outright socialists, and they had their day. Some New Dealers were advocates of a corporate state, and FDR had a go at that. Some believed the key to good times was compulsory unionism. Those who blamed Wall Street for the Great Depression drafted securities regulations, those who blamed private monopolies unleashed antitrust lawsuits, and those who blamed the “maldistribution of wealth” succeeded in enacting “soak the rich” taxes. Then there were the pump primers who claimed that government spending and budget deficits would bring recovery.

			All these ideas were associated with the “progressive” movement. Among its most influential works was journalist Herbert Croly’s  The Promise of American Life (1909). “Traditional American confidence in individual freedom has resulted in a morally and socially undesirable distribution of wealth,” he wrote. He denounced “the chaotic individualism of our political and economic organization.” Croly warned that the control of wealth shouldn’t depend on “the accidental good intentions of individuals” but rather “should be efficiently performed by the state.”1

			World War I gave most Americans their first opportunity to see what a government-run economy would look like, and the “progressives” loved it. The federal government seized control of industries, fixed prices, and ran everything through bureaucracies like the Shipping Board, War Finance Corporation, War Labor Board, and Food Administration. One of the most powerful bureaucracies was the War Industries Board, which regulated all industries producing war materials—some 30,000 items altogether.2 Inevitably, such power extended far beyond war materials. As historians Samuel Eliot Morison, Henry Steele Commager, and William E. Leuchtenburg reported, “Baby carriages were standardized; traveling salesmen were limited to two trunks; and the length of uppers on shoes was cut down. It was such a regimentation of the economy as had never before been known, and it later served as a model for the New Deal.”3

			The early years of the Great Depression brought many “progressive” solutions modeled after World War I government agencies. Economist George Soule acknowledged, “Many of those who now advocate economic planning have been doing so, in one way or another, since the experiences of 1917–18. ”4 Journalist Stuart Chase proposed establishing a Peace Industries Board like President Wilson’s War Industries Board.5

			Columbia University historian Charles A. Beard spoke for many “progressives” when he wrote “The Myth of Rugged Individualism” in the March 1931 Harper’s Magazine. He said, “The cold truth is that the individualist creed . . . is principally responsible for the distress in which Western civilization finds itself. . . . The task before us, then, is not to furbish up an old slogan, but to get rid of it, to discover how much planning is necessary, by whom it can best be done.”6

			Many “progressives” visited the Soviet Union and came away more convinced than ever that a government-run economy offered the best solution. Stuart Chase wrote A New Deal (1932), in which he said that communists didn’t need “further incentive than the burning zeal to create a new heaven and a new earth.” Chase closed his book by asking, “Why should Russians have all the fun of remaking a world?”7

			If “progressive” ideas were good, they should have worked. They should have cured the number one social problem of the Great Depression—chronic high unemployment. Republican president Herbert Hoover was discredited, FDR won a popular mandate in 1932, Democrats gained more seats in Congress during the 1934 elections, and FDR achieved an overwhelming victory in 1936. Democrats controlled both houses of Congress throughout the New Deal period. Moreover, control of the White House meant control of patronage—“many thousands of openings available with the proliferation of New Deal alphabetical agencies,” as historian James T. Patterson put it.8 In addition, as Virginia’s Democratic senator Carter Glass and others acknowledged,9 billions of dollars in relief and public works spending were deployed to states where it could do FDR the most good during the next election. Although the Supreme Court struck down some early New Deal laws, such as the National Industrial Recovery Act and the Agricultural Adjustment Act, major features were revived in subsequent New Deal laws that the courts upheld, so New Dealers got what they wanted.

			“Progressive” ideas didn’t fail for lack of talent. Dozens of New Dealers were skilled attorneys trained at Harvard, the most prestigious institution of higher education in the land. Lawyers from other top-tier universities like Yale, Columbia, and the University of Chicago also joined the government. Some of America’s most successful businesspeople were New Deal advisers. The Great Depression was compared to a wartime emergency, and many New Dealers had served in President Woodrow Wilson’s administration during World War I. These people were bright and seasoned; they worked hard and were full of hope. How was it possible for such people to be so tragically wrong?

			THE STORY BEGINS with FDR himself. Born on January 30, 1882, he had all the advantages wealth could bring. His father, James, inherited wealth and worked in the railroad and coal mining businesses. FDR attended the best schools, including Groton and Harvard. He briefly practiced law and soon showed a flair for politics. After he was elected to the New York State Senate in 1910, he served as assistant secretary of the navy in the Wilson administration.

			His real seasoning came after he was stricken with poliomyelitis at Campobello, New Brunswick, Canada, in August 1921. The disease led to incurable paralysis of his legs; he spent much time in a wheelchair and learned to get around with leg braces and canes. He never walked again without assistance, but he resolved to rise above his disability. “Polio steeled FDR to the hardships of a political career,” observed historian Richard T. Goldberg. “He may have become president even if he hadn’t contracted polio, but with the disability he became more compassionate, made more widespread contacts, concentrated on his priorities, and learned to bide his time before making a crucial decision. Polio tested and sharpened FDR’s basic character. Having emerged from this struggle with courage and optimism, he learned to endure and master the great political crises of his career.”10

			During the 1928 election, Democratic presidential candidate Al Smith failed to carry New York State, but FDR won the governorship by a narrow margin, about 25,000 votes.11 He won a landslide victory in 1930. By 1932, the depression had dragged on for three years, and the public blamed Hoover. FDR was one of three Democrats seeking the presidential nomination and likely victory in the fall. Al Smith wanted to avenge his 1928 loss to Hoover, and he had the backing of the Tammany Hall machine. Speaker of the House John Nance Garner, a Texan, was the third candidate. Two-thirds of the convention votes were needed to win the nomination. The convention voted three times without producing a winner. If FDR couldn’t win on the fourth ballot, his prospects were expected to fade quickly, so his campaign manager, James Farley, struck a deal with Garner to be the vice presidential candidate on FDR’s ticket. Then FDR displayed his knack for bold moves. Rather than wait at home for convention representatives to call on him several weeks later, giving him official word of their decision, he boarded an airplane from Albany to Chicago and delivered an acceptance speech. Included were his famous words “There is nothing to fear but fear itself” and “I pledge you, I pledge myself, to a new deal for the American people.”

			FDR, who embraced “progressive ideas,” certainly wasn’t a thinker. “Roosevelt responded less to principles than to personalities, and these could be presented best in conversation,” observed historian George Martin.12 Indeed, FDR appeared to be utterly ignorant of economics. He seemed willing to try practically anything as long as it involved more government control over the economy. He was apparently unaware that such policies had been tried before in many other countries—and failed.

			It didn’t bother him that New Deal policies contradicted one another. When an adviser gave FDR two different drafts of a speech, one defending high tariffs and the other urging low tariffs, FDR told the adviser: “Weave the two together.”13 The Agricultural Adjustment Act forced food prices above market levels, in an effort to help farmers, but higher food prices hurt everybody who wasn’t a farmer. The National Recovery Administration forced up prices of manufactured goods, hurting farmers who had to buy farm tools and equipment. Agricultural allotment policies cut cultivated acreage, while the Bureau of Reclamation increased cultivated acreage. Relief spending helped the unemployed, while corporate income taxes, undistributed profits taxes, Social Security taxes, minimum wage laws, and compulsory unionism led to higher unemployment rates. New Deal spending was supposed to stimulate the economy, but New Deal taxing depressed the economy.

			Leon Keyserling, a lawyer who helped draft several important New Deal measures, including the National Labor Relations Act, the Social Security Act, and the Housing Act of 1937, acknowledged that FDR could be fickle: “Roosevelt switched to the second New Deal, which switched from the measures like the Agricultural Adjustment Act and the NRA, he switched to a campaign of pillorying business through the royalist phraseology and through the death of the holding companies. This was a political switch associated with his 1936 campaign. Then later on he switched to ‘Mr. New Deal is dead; we now have Mr. Win the War.’ But these things didn’t represent philosophies and schools; they were more or less opportunistic depending on who had his ear at the time.”14

			FDR absorbed the spirit and tactics of class warfare. For instance, Interior Secretary Harold Ickes quoted FDR as saying this about his loyal friend Harry Hopkins, who headed New Deal relief programs: “Harry does get along with the economic royalists. There is something debonair and easygoing about him that makes him personally attractive; he seems to like to accept invitations to expensive homes; he loves horse racing and poker and women, and, except for his social-service and relief records, he would be highly acceptable to this class.”15

			Despite FDR’s limitations as a thinker, he was a political genius. He envisioned a new political coalition that could sustain his policies, and he pulled it together. He knew how to inspire loyalty and how to keep people working with him, despite their often bitter disagreements. He knew how to steal the thunder of his political opponents, particularly those on the “left.” He became overconfident following his landslide victory in 1936, and a succession of blunders led more and more people to oppose the New Deal, but Republicans didn’t come close to finding anybody who could beat him.

			FDR had a magnificent tenor voice and projected his personality and program to the American people, who needed somebody to believe in. “Thoroughly experienced public speaker though he was,” observed speechwriter Samuel Rosenman, “he was generally very nervous as the time to get up to deliver his speech drew near. He seldom found any pleasure at a meeting or at a banquet until his speech had actually begun. He would nervously smoke cigarette after cigarette. His hand would shake as he drank water. While waiting to be introduced, he would fidget in his chair. Once he had gotten to his feet and said, ‘My friends,’ he was a changed man— relaxed, in perfect touch with his audience, every fiber concentrated on what he was saying and in the effect it was producing—all traces of nervousness gone.”16

			WHEN FDR NEEDED advice about government finances, he turned to his neighbor and friend Henry T. Morgenthau Jr. more than anyone else. Morgenthau served as FDR’s Treasury secretary for eleven years, almost the entire time that FDR was president. Historian John Morton Blum described Morgenthau as “a tall man, heavy but not stout, squinting a little behind pince-nez, seeming therefore to frown, but given sporadically to a wide slow smile.”

			Born in New York City in 1891, the son of a successful Manhattan real estate investor, Morgenthau took a while to find his way. He went to Phillips Exeter Academy but dropped out after two years. In 1904, he entered Cornell University and studied architecture (his father considered it useful for a real estate career),17 but he quit after three semesters. Then he worked at the Henry Street Settlement House, which had been started by Lillian Wald to help poor, mostly Jewish immigrants on Manhattan’s Lower East Side. “The settlement house movement,” explained historian George Martin, “which was spreading rapidly in the United States, was originally inspired by an English model, the Toynbee Hall [founded 1884] in London. The idea was that men and women who had recently graduated from the universities would make a ‘settlement’ in a slum, share the problems of the poor and work with them to reform neighborhood conditions. . . . The American settlements, however, developed differently from the English. Their emphasis shifted from education and culture toward social reform, and their leaders often entered politics to demand that sanitation laws be enforced, new parks be opened, and new laws passed.”18 Morgenthau was certainly inspired by Wald’s belief that social problems could be cured with more laws.

			Later, in Texas recovering from typhoid fever, he became interested in farming and decided to pursue that career since it offered the prospect of independence from his father. He returned to Cornell and studied agriculture. He bought several hundred acres of land in Dutchess County, New York, near East Fishkill.19

			Morgenthau met his neighbor FDR at a Hyde Park luncheon in 1915. FDR encouraged him to run for sheriff and remembered that “He is an awfully nice fellow.” Apparently the two men kept in touch, and in 1920, when FDR won the Democratic nomination for vice president, Morgenthau directed the Democratic campaign in Dutchess County.20 Morgenthau and his wife often accompanied FDR, playing Parcheesi at Hyde Park and cruising in the Florida Keys. Elinor Morgenthau worked with Eleanor Roosevelt, urging that women register to vote. FDR and Morgenthau supported Al Smith’s losing bids for the presidency in 1924 and 1928. After FDR was elected New York’s governor in 1928, he named Morgenthau as his conservation commissioner, and Morgenthau served until FDR went to Washington. Then FDR made Morgenthau chairman of the Federal Farm Board and governor of its successor, the Farm Credit Administration. When, in November 1933, FDR’s first Treasury secretary, Federal Reserve Bank of New York governor William Woodin, took a leave of absence because of failing health, Morgenthau became acting secretary of the Treasury. By January 1934, it became clear that Woodin couldn’t return, and Morgenthau was named Treasury secretary.

			During his first four years, Morgenthau seemed to be an unquestioning New Deal loyalist, even when he advocated policies that didn’t work. Not until the economic collapse of 1938 did Morgenthau break ranks and publicly suggest that the administration would need to stop hammering business if there were going to be a sustained recovery of private employment. Nonetheless, he remained Treasury secretary until the end, leading the charge for sky-rocketing taxes to finance the war effort.

			THE NEW DEAL gave away billions of dollars for various relief programs, and Harry Hopkins was in charge of those. He was utterly loyal to FDR, he had a keen sense of what FDR wanted, he was industrious in trying to do it, and he became one of FDR’s most trusted advisers.

			“You could mark him down as an ulcerous type,” remarked Dr. Jacob Goldberg, who had worked with him in New York City. “He was intense, seeming to be in a perpetual nervous ferment—a chain smoker and black coffee drinker. He was always careless in his appearance. Most of the time he would show up in the office looking as though he had spent the previous night sleeping in a hayloft. He would wear the same shirt three or four days at a time. He managed to shave almost every day—usually at the office.”21

			Hopkins was born in Sioux City, Iowa, in 1890, the son of a harness maker who believed in the Democratic populism of William Jennings Bryan. After graduating from Grinnell College, he got a job in a New Jersey summer camp run by Christadora House, a charitable institution serving poor children, and he became a full-time social worker at Christadora House. Drawn to politics, he helped the campaign of New York mayoral candidate John Mitchel, who won and named Hopkins executive secretary of the Board of Child Welfare. He wasn’t pleased, however, that the New York press described participants in his programs as “leaning on their shovels.” In April 1917, he started working for the Red Cross in New Orleans, then Atlanta. He then moved on to the Association for Improving the Condition of the Poor, in New York. He took over management of the Tuberculosis Association, spent its $90,000 surplus, incurred debts, and arranged mergers with the New York Heart Association, the Associated Out-Patient Clinic, the Allied Dental Clinic, and the Children’s Welfare Clinic.22 Hopkins was a rising star of the welfare movement.

			Hopkins met FDR before the future president was running for governor of New York. In August 1931, FDR established the Temporary Emergency Relief Administration, and Hopkins was recommended for the job of executive director. He accepted and won FDR’s loyalty by doing whatever he wanted. When FDR remarked that slum boys might work to preserve forests, Hopkins and Conservation Commissioner Morgenthau arranged to have some 10,000 boys commute to Bear Mountain, north of New York City, where they planted trees. This program became a model for the New Deal Civilian Conservation Corps and the National Youth Administration.23

			Hopkins played a minor role in FDR’s presidential campaign and was on the sidelines during the transition. He hoped to conduct some kind of relief effort on a national scale, but he wasn’t called to Washington until March 22, 1933, when he was named the head of the Federal Emergency Relief Administration. During his first two days on the job, newspapers reported that he had disbursed $5 million.24 After FERA had spent its appropriation, Hopkins managed the Civil Works Administration, then the Works Progress Administration, and had a hand in the National Youth Administration. Although he was honest, he did help steer spending in ways that would help Democrats.

			In December 1938, after bad health and the death of his second wife led Hopkins to limit his responsibilities, FDR appointed him secretary of commerce. During World War II, he handled missions to British prime minister Winston Churchill and Soviet boss Joseph Stalin.

			FDR LOOKED TO another social worker, Frances Perkins, for his secretary of labor, and she held this post for more than twelve years, until after his death. Perkins emerged as the leading administration champion of compulsory unionism, minimum wage laws, and Social Security. “Brisk and articulate, with vivid dark eyes, a broad forehead and a pointed chin, usually wearing a felt tricorn hat,” wrote historian Arthur M. Schlesinger Jr., “she remained a Brahmin reformer, proud of her New England background . . . and intent on beating sense into the heads of those foolish people who resisted progress. She had pungency of character, a dry wit, an inner gaiety, an instinct for practicality, a profound vein of religious feeling, and a compulsion to instruct.”25

			Fannie Coraline Perkins was born in 1880 in Boston. Her father, Fred, was a clerk for the Jordan Marsh store and later moved the family to Worcester, where he started a stationery business. She entered Mount Holyoke, the first American college dedicated to the education of women, and there in 1902 she heard a talk that changed her life. The speaker was forty-three-year-old Florence Kelley, national secretary of the National Consumers’ League, which campaigned for the elimination of “sweatshops” and child labor.26 Kelley, a socialist, had worked at Jane Addams’s Hull House, where the mission was to enlighten the educated classes and improve the lives of poor Italians, Greeks, Slavs, and Jews who lived around Chicago’s South Halsted Street.27

			Perkins, following her graduation, taught successively at Protestant schools in Worcester, Monson (Massachusetts), and Lake Forest (Illinois), but her dream was to work in a settlement house. She got a job at Chicago Commons, a settlement house in a neighborhood of Polish, Irish, German, and Scandinavian immigrants. Thousands of these people, children as well as adults, worked long hours for little money in the garment industry, and Perkins was shocked. Perkins helped out at Hull House. She counseled troubled families, helped them collect their pay, and attended meetings of people who believed that labor unions would be the salvation of the world. She joined the Socialist Party.28

			She served on the commission that investigated the fire at Manhattan’s Triangle Shirtwaist Company, where 146 female garment workers died. The vice chairman of the commission was Alfred E. Smith, Democratic majority leader in the New York State Assembly. After he was elected governor in 1918, he appointed Perkins to the New York State Industrial Board, which monitored factory conditions. A decade later, Governor Roosevelt made her the state industrial commissioner. He subsequently chose her to be his secretary of labor and the first woman to hold a cabinet-level position in the federal government.

			A NUMBER OF FDR’s most important New Deal policies were the work of some leading academics who served as his “brain trust”— the phrase seems to have been coined by New York Times reporter James Kieran.29 The man who put together the “brain trust” was Columbia University law professor Raymond Moley. Officially, he was assistant secretary of state, but he drafted speeches, analyzed issues, and made recommendations to FDR. He played a major role during the One Hundred Days. By the summer of 1933, however, Moley had a falling-out with Secretary of State Cordell Hull, who insisted that Moley be dismissed. FDR offered him a post in the Justice Department, but the disillusioned Moley left the administration to become the editor of Today, a pro–New Deal magazine that merged with Newsweek, and he became increasingly critical of the New Deal’s antibusiness policies.

			Later, Samuel Rosenman recalled a White House dinner he attended with FDR and Moley: “That night in the small family dining room, for the first and only time in my life, I saw the President forget himself as a gentleman. He began twitting Moley about his new conservatism and about the influence of his ‘new, rich friends’ on his recent writings, which had been very critical of the Administration. The President grew angry, and the exchanges between them became very bitter. . . . Moley resented this, and said something to the effect that Roosevelt’s inability to take criticism was leading him down the wrong paths.”30

			Moley was born in 1886 in Berea, Ohio. After graduating from Baldwin-Wallace College, he got a teaching job. “Meanwhile,” Moley recalled, “I had absorbed the ideas and spirit of the Progressive movement, although I was never an admirer of Theodore Roosevelt. I doubted his sincerity and was repelled by his ham acting. I preferred Wilson’s more intelligent approach to reform. And he was a Democrat!”31 From 1919 to 1923, Moley served as director of the Cleveland Foundation, which sponsored studies about Cleveland community issues. The most impressive of the studies, the Cleveland Crime Survey—crime had become a big national issue because of Prohibition—led Moley to collaborate with Harvard Law School professor Felix Frankfurter. The study was highly enough regarded that Columbia University hired him as a law professor in 1923. He wrote two books about criminal justice, Politics and Criminal Prosecution (1928) and Our Criminal Courts (1930).

			During the mid-1920s, while doing work for the National Crime Commission, Moley met Louis Howe, a former newspaperman who had become ghostwriter and political strategist for FDR back when he was a New York state senator. In 1928, Howe invited Moley to meet FDR, who had become a Democratic candidate for governor of New York. FDR appointed him to a commission studying a new parole system for New York State.

			FOUR YEAR SLATER, when FDR set his sights on the Democratic presidential nomination, Samuel Rosenman suggested that FDR assemble a group of professors to help him develop a platform for national issues. Rosenman was a Columbia-trained lawyer who worked with the Tammany Hall Democratic machine, won election to the New York State Assembly, became a speechwriter for FDR, and was appointed by FDR to the New York Superior Court.

			Moley asked Adolf Berle Jr., a Columbia Law School professor, if he would be interested in working on issues with FDR. Berle feared that free markets, left to themselves, tend to produce monopolies, and so he called for government control of the economy. For a while, he was a lawyer for the Reconstruction Finance Corporation, and later he was assistant secretary of state.

			Born in Boston in 1895, the son of a Congregationalist minister, Berle was a whiz who graduated from Harvard College when he was eighteen and from Harvard Law School at twenty-one. He worked briefly in Louis Brandeis’s law firm and gathered intelligence for the U.S. Army during World War I. After attending the Paris Peace Conference, he made news by denouncing the vindictive terms that the Allies imposed on the Germans there. During the 1920s, he tried to decide whether he wanted to do good or do well. He served as a lawyer for Indians, he lived for two years in the Henry Street Settlement (where Henry Morgenthau had worked), and he started a law firm for corporate clients. In 1927, Columbia Law School hired Berle as a professor.

			There, with economist Gardiner C. Means, he wrote the influential 1932 book The Modern Corporation and Private Property, funded by a Laura Spelman Rockefeller Foundation grant. Berle and Means asserted that the top 200 corporations dominated the American economy, and they claimed that because big publicly held businesses were run by salaried managers, not the shareholders, they were inherently inefficient. Salaried managers cherished perks and didn’t want to work hard, and Berle believed that the average shareholder, with comparatively few shares, was powerless. The implication, of course, was that some kind of government intervention was needed to make a capitalist economy more efficient. Time magazine described it as “the economic Bible of the Roosevelt administration.”32

			Berle was five feet seven inches tall, and historian Kenneth S. Davis noted that “his narrow-shouldered body had a somewhat unfinished look, as if its growth had been arrested in midadolescence, and his head appeared, by contrast with his torso, abnormally large, which augmented the general impression he gave of physical immaturity, though his general health was excellent.”33 Lillian Wald, founder of the Henry Street Settlement, remembered his “precious loyalty and friendship.”34 William O. Douglas called him “creative, and the essence of integrity.”35 According to British philosopher Isaiah Berlin, he had a “pleasant, smooth manner, and a vanity which likes to be appeased.”36

			SINCE AGRICULTURE WOULD be a key issue in FDR’s 1932 presidential campaign, Raymond Moley thought his fellow Columbia University professor Rexford Guy Tugwell, an economist especially interested in agriculture, ought to be in the brain trust. Tugwell was born in Sinclairville, New York, in 1891. His father, Charles, was in the cattle and meat business, and when Rex was thirteen the family moved near Buffalo, where Charles developed an orchard. In 1911, Rex left western New York to enroll at the Wharton School of Finance and Commerce, at the University of Pennsylvania. One of his professors there was Scott Nearing, a socialist who was to influence many people over the years.

			After receiving his B.A. in 1915, Tugwell became an economics instructor at the University of Pennsylvania. He earned an M.A., then began teaching at the University of Washington. He joined the faculty of Columbia University in 1920. There he met John Dewey, who believed that education should discourage individualism and promote collectivism. With his Ph.D. completed in 1922, Tugwell was promoted to assistant professor and became a full professor nine years later. Along the way, he began writing articles for the New Republic, which had begun in 1914 and published the work of “progressives” like Walter Lippmann, Charles Beard, and H. G. Wells. Many of Tugwell’s friends were socialists in the League for Industrial Democracy.37 During the summer of 1927, Tugwell visited the Soviet Union with a group of trade unionists and socialists, including Stuart Chase. In American Economic Life and the Means of Its Improvement (1928), written with Thomas Munro and Roy E. Stryker, Tugwell expressed admiration for the Soviet Union. Soviet central planning, he said, “appears to produce goods in greater quantities . . . and to spread such prosperity as there is over wider areas of the population,”38 although he acknowledged that “ruthlessness, a disregard for liberties and rights” also existed.39 Soon after the presidential election, in January 1933, Tugwell gave an interview with the New York World-Telegram in which he urged big tax increases to redistribute the wealth. “Take incomes from where they are and place them where we need them,” he remarked.40 Among FDR’s advisers, Tugwell was the best-known advocate of central planning, and his political fortunes rose and fell with the National Recovery Administration, the New Deal’s biggest attempt at central planning.

			FARM STATE VOTES were crucial for FDR’s electoral victories, and he picked Henry A. Wallace, a distinguished agricultural expert, to be his secretary of agriculture. Wallace had been born on an Iowa farm in 1888, and after graduation from Iowa State College, he went to work on Wallace’s Farmer , a newspaper that his grandfather had started. He promoted hybrid corn to improve productivity, and he urged the government to provide relief for farmers, although he had opposed the Smoot-Hawley tariff (1930), which raised tariffs to record levels. He believed that the future of American civilization depended on continuing the agricultural tradition, and he supported policies that would encourage people to remain in agriculture. He was alarmed about the long-term trend in which more and more people left agriculture to find jobs in manufacturing and services.

			As biographers John C. Culver and John Hyde wrote, “Rarely has a public figure’s talent so perfectly matched his opportunity. Henry A. Wallace, born to a family whose very mission was the preservation of agriculture, had become the mobilizing general of just such an effort. The prophet of reform had become the agent of change; the thinker had become the doer. Few men knew more about agriculture than Wallace, and no man anywhere burned with greater zeal to rescue farmers from their cruel misfortune. This was Henry Wallace’s hour.”41 The biographers expressed admiration for Wallace’s “breathtaking energy level”: “Operating on four hours’ sleep, he regularly put in fourteen- to sixteen-hour days, working past midnight, arising at five, and briskly walking three miles. . . . There was also his extraordinary intellectual self-confidence. Long-time department employees had never seen a secretary deal with scientists and economists on their own terms, or rattle off facts and figures that almost always proved correct. . . . Most striking of all, however, was his zeal and sense of purpose. He brought to his task the solemn dedication of a crusading reformer.”42

			Wallace excelled as a spokesman for big commercial farmers who benefited from his Agricultural Adjustment Acts (1933, 1938), and he began speaking out on a wider range of issues. He supported New Deal policies aimed at city dwellers, cultivated a reputation as an all-around “liberal,” won the support of labor unions, and became interested in international affairs. When FDR decided to run for a third term in 1940, he picked Wallace as his running mate. Wallace’s views became too much for many Democrats to swallow, and in 1944 the Democratic convention selected Harry Truman for vice president when FDR ran for a fourth term.

			MARRINE RECCLES DOMINATED Federal Reserve policy during the New Deal, and he emerged as the earliest advocate of views later associated with the British economist John Maynard Keynes— namely, that government spending, if there’s enough of it, might stimulate recovery from a depression.

			Eccles was that rarity among New Dealers, a businessman. He was considered politically legitimate because he didn’t come from Wall Street. He was born in September 1890, in Logan, Utah, the oldest son of the second family of David Eccles, who had emigrated from Scotland and built successful businesses in lumber, livestock, sugar refining, railroads, and banking. Marriner inherited several businesses and expanded them. During the early years of the Great Depression, First Security Corporation, a bank run by Marriner, his brother George, and Idaho banker E. G. Bennett, remained open despite bank runs. Their bank didn’t close until ordered to by FDR’s March 1933 executive order. Long before anybody in America heard of Keynes, Marriner became convinced that the key to business recovery was government spending, and he pressed his views on a number of U.S. senators. He came to FDR’s attention and helped draft the Banking Act of 1933, which, among other things, authorized federal deposit insurance.

			Eccles thought the Great Depression happened because rich people controlled too much wealth. The rationale for this view was that as people earn more income, the percentage that they spend tends to go down, and the percentage saved and invested tends to go up. Eccles believed the key to business recovery was getting more money in the hands of average people, who spend a higher percentage of their earnings. In February 1933, he testified before the Senate Finance Committee and claimed that government spending was the most important policy for recovery.

			Eccles moved to Washington in February 1934 and worked as an assistant to Treasury Secretary Henry Morgenthau, analyzing monetary issues. He also drafted the law establishing the Federal Housing Authority (FHA) to guarantee home mortgage loans issued by savings and loan associations. When FDR offered to appoint Eccles chairman of the Federal Reserve Board, he demanded more power over monetary policy. The Banking Act of 1935 made the changes Eccles had demanded. It established the Federal Reserve Board, which gained power at the expense of Federal Reserve regional banks, especially the New York bank. Eccles became the first Fed chairman. He stepped down in 1948, serving as vice chairman until 1951, then returned to private business.

			JESSE HOLMAN JONES, another businessman who played a major role in the New Deal, was president of the Reconstruction Finance Corporation, which, during the New Deal, funded the Federal Emergency Relief Administration, the Home Owners’ Loan Corporation, the Farm Credit Administration, the Regional Agricultural Credit Corporation, the Federal Home Loan Bank Board, the Federal Farm Mortgage Association, the Federal Housing Administration, the Rural Electrification Administration, and the Resettlement Administration. The RFC helped the Tennessee Valley Authority market electrical appliances through the Electric Farm and Home Authority. Among other government agencies the RFC started were the Export-Import Bank, the Commodity Credit Corporation, and the Federal National Mortgage Association.

			“Like few other government officials in American history,” observed historian James S. Olson, “he built the RFC in his own image, transforming it from a large, impersonal agency to a personal fiefdom. Jones was a powerful, imposing man. Tall by the standards of the 1930s, his huge chest and larger belly, covered with double-breasted suits, seemed to fill whatever room he entered. He was always in command. The round face topped with fine, grey-white hair was almost grandfatherly in appearance, except for those out-of-place thick, black eyebrows.”43

			Jones was born in 1874 in Robertson County, Tennessee. His family had been farmers for many generations, but his parents wanted him to get a good education, so they moved to Dallas, and his father began working for his brother’s lumberyard. Jesse pursued a brief course of studies at Hill’s Business College. He joined his uncle’s business, did well, and, when his uncle died, acquired control. Meanwhile, he got involved with Democratic politics. He worked in the campaign to elect Woodrow Wilson president, and Wilson offered him the position of secretary of commerce. Jones declined, preferring to manage the Red Cross Military Relief Section in World War I. During the subsequent peace, Jones returned to private business and, among other things, purchased the 
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