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Chairman Brown, Senator DeMint, other members of the committee: It is
always an honor to be invited here to participate in a small part in our selfrule via representative government here in the oldest and strongest and
most successful large Republic in the world. We today face an economic
crisis, and a crisis that has few parallels. Thus we are driven back to
historical analogies. It can be said that economic theory is always
crystallized history, is always us drawing on lessons from the past. But
usually enough of the past has gone into making the theory that we are
happy with the crystallized version. For this crisis, however, there is only
one even close past parallel: the Great Depression and the New Deal. And
so this time it is, I think, best to drink the history raw.
Drawing lessons from the New Deal for the Great Depression requires,
first, understanding what the New Deal was. Franklin Delano Roosevelt
took everything that was on the kitchen shelf and threw it into the pot on
March 4, 1933 and then began stirring—fishing things out that seemed
nasty (and watching the Supreme Court fish a bunch of stuff out too),
adding spices, adding new ingredients as they came along, all the while
watching the thing cook and trying to turn it into something tasty. Try
everything—and then reinforce and extend the things that seem to be
working well. Ellis Hawley’s The New Deal and the Problem of
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Monopoly remains the best account of this process. As Franklin Delano
Roosevelt said on May 23, 1932:
The country needs and, unless I mistake its temper, the country
demands bold, persistent experimentation. It is common sense to take a
method and try it. If it fails, admit it frankly and try another. But above
all, try something. The millions who are in want will not stand idly by
silently forever while the things to satisfy their needs are within easy
reach…

It is only after the fact that we can say what the New Deal was. And it is
only after the fact that we can try to assess the parts of it that were
worthwhile and the parts of it that were not. In the middle of it nobody
was really sure what was going on.
I believe that in retrospect the New Deal is best divided into four
components: (a) income redistribution to level the gross inequalities and
inequities that had grown so large in the Gilded Age; (b) social insurance
programs that diminished the risks that Americans would find themselves
destitute and totally dependent on spotty and inadequate individual acts of
charity; (c) structural reforms of the economy; and (d) what we now call
macroeconomic policy—the government’s taking responsibility for and
acting as the balance wheel on the aggregate flow of spending and thus
production and employment. Of these I believe (a) and (b), income
redistribution and social insurance, surely made post-New Deal America a
much better place but had little if any impact on recovery from the Great
Depression. I also believe that (c), structural reforms of the economy, had
little or no net impact on recovery as well. Some of the structural reforms
appear to me to have been well thought-out—REA, NLRA, and Thurman
Arnold’s drives for enforcement of the antitrust laws come to mind. Others
appear to me to have been neutral or worse—the NIRA and the PUHCA
come to mind.
Indeed, last month I reread John Maynard Keynes’s two substantial letters
to Franklin Delano Roosevelt in the 1930s and found that my conclusions
were the same as those of Keynes, who protested:
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...a great deal of what is alleged against the wickedness of [utility]
holding companies is surely wide of the mark.... No one has suggested
a procedure by which the eggs can be unscrambled. Why not... leave
the existing organizations undisturbed, so long as the voting power is
so rearranged... that it cannot be controlled by... a minority...?... Finally,
the railroads.... Whether hereafter they are publicly owned or remain in
private hands, it is a matter of national importance that they should be
made solvent. Nationalise them if the time is ripe. If not, take pity....
And here too let the dead bury their dead...1

and:
You are engaged on a double task, Recovery and Reform…. For the
first, speed and quick results are essential. The second may be urgent…
but haste will be injurious, and wisdom of long-range purpose is more
necessary than immediate achievement… [T]he order of urgency
between measures of Recovery and measures of Reform has [not] been
duly observed…. In particular, I cannot detect any material aid to
recovery in NIRA…. The Act is on the Statute Book; a considerable
amount has been done towards implementing it; but it might be better
for the present to allow experience to accumulate… NIRA, which is
essentially Reform and probably impedes Recovery, has been put
across too hastily, in the false guise of being part of the technique of
Recovery…2

This leaves the fourth aspect of the New Deal—the recovery-generating
aspect—macroeconomic policy, which I also divide into four components:
(a) conventional monetary expansion, (b) quantitative easing, (c) bankingsector recapitalization and regulation, and (d) fiscal policy expansion.
How effective was it? Let me pause to note that if this were six years ago
in 2003 or eight years ago in 2001 we would all be taking it for granted
that the expansionary monetary and fiscal policies of the types tried during
the New Deal were effective. Indeed, had Senator McCain won the
presidential election last November the members of this and the previous
panel would include one or more senior McCain economic advisors like
1
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Douglas Holtz-Eakin, Kevin Hassett, or Mark Zandi—all of whom would
be arguing that New Deal-like monetary and fiscal stimulus programs
were effective as part of the process of arguing for the McCain fiscal
stimulus program or the McCain banking recapitalization program that
would, had recent history taken another branch, now be moving through
the congress.
Back at the start of the Great Depression none of the major industrial
powers of the world pursued expansionary macroeconomic policies.
Instead, they held that that government is best which governs least as far
as economic policy was concerned and bound themselves with the golden
fetters of the classical gold standard. A balanced budget was necessary to
maintain confidence that a country would maintain its gold parity—hence
no fiscal policy expansion. Under the gold standard the domestic money
supply was determined by the ebb and flow of gold reserves—hence no, or
rather little, conventional monetary policy or quantitative easing. And
under the gold standard countries except for Great Britain had very limited
powers to support or recapitalize their own banks: when Austria tried in
1931 it found itself faced with an immediate choice of abandoning its
banking policy or abandoning the gold standard.
So a New Deal was simply not possible as long as countries remained on
the gold standard during the Great Depression—only after the golden
fetters were cast off could the government even try to use its monetary,
fiscal, and banking policy tools to promote recovery. This constraint gives
us as clear evidence as we want that the New Deal—or rather New Deals,
for each major industrial country during the Great Depression had its
own—mattered for recovery. We know when each of the five major
industrial countries cast off the gold standard fetters and began its New
Deal. We know how quickly each of them recovered from the Great
Depression.
There is a strong rank correlation between how early a country abandoned
gold and began its New Deal on the one hand and how rapid and complete
its recovery was on the other, as this chart that I have reproduced from
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Eichengreen (1992) and then added to shows.3 Statisticians will tell you
that if you thought before looking at the evidence summarized in this rank
correlation that there was only a fifty-fifty chance that New Deals
mattered for recovery, then after looking at this evidence you should
rationally be 95.2% sure that New Deals mattered.

We economists are pretty sure that all four components of macreconomic
policy helped. It is very hard to write down a model of the economy in
which some tools work and others do not. All four operate through
boosting spending—conventional monetary policy and bankingrecapitalization policy by lowering the interest rates that businesses
seeking funding to spend on expanding capacity are charged, quantitative
easing by putting cash in people’s pockets that burns a hole through them
if not spent, fiscal policy expansion by having the government spend
3

Barry J. Eichengreen (1992), “The Origins and Nature of the Great Slump Revisited,”
Economic History Review 45:2 (May), pp. 213-39.

5

directly. Any model of the economy in which increases in spending boost
not just prices but production and employment will see all four be
effective. Any model of the economy in which increases in spending just
cause inflation but don’t boost employment and output will see none of
them be effective—but we already know that the odds of such being the
right model are only 4.8% at best.
Which of the four components of macroeconomic policy helped the most
in the New Deals’ aiding of recovery? That is a much more difficult
question. The Depression itself provides little evidence of the balance of
power between monetary, banking, and fiscal policy.
Christina Romer argues powerfully that quantitative easing was
decisive—that “nearly all the observed recovery of the U.S. economy
[starting in 1933] prior to [the beginning of World War II] in 1942 was
due to monetary expansion,” and this monetary expansion was entirely
quantitative easing because conventional interest-rate open-market policy
had been tapped out before the recovery began.4 One thing that students of
the Great Depression do agree on is that it is next to impossible to evaluate
how powerful fiscal policy expansion was in the Great Depression because
it simply was not tried on a sufficiently large scale. As Eichengreen (1992)
wrote a decade and a half ago:
In the U.S., the most important fiscal change of the period, in 1932,
was a tax increase, not a reduction, observed budget deficits were
small. Cyclically-corrected deficits were smaller still. This is the
conclusion of Brown… for the U.S.; Middleton… for Britain; and
Jonung… for Sweden…. In contrast, in countries like the U.S. (and to a
lesser extent the U.K.) the [monetary] expansion of currency and bank
deposits was enormous. The one significant interruption to monetary
expansion in the U.S., in 1937, revealingly coincided with the one
significant interruption to economic recovery…. Even in Sweden,
renowned for having developed Keynesian fiscal policy before Keynes,
monetary policy did most of the work…
4
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For evidence of the ability of fiscal policy to boost employment and
production—if used on a sufficiently larges scale—we have to wait until
World War II. Monetary policy contraction, banking-sector collapse, and
the transformation of irrational exuberance into unwarranted pessimism
carried the U.S. unemployment rate from 2.9% up to 22.9% from 1929 to
1932. Monetary expansion and banking reform then drove the
unemployment rate down to 9.5% by the start of large-scale mobilization
in 1940. And wartime government expenditure and deficits drove the
unemployment rate down to 1.2% by 1944.
Thus my belief is that the principal lessons of the Great Depression and
the World War II eras for economic recovery are twofold:
1. The government should not sit on its hands. The French
government sat on its hands, relying on its commitment to the gold
standard and the equilibrium-restoring forces of the market to
handle the Depression. As of 1937—eight years after the previous
business-cycle peak—it was still waiting, like Japan in the 1990s,
for the self-correcting forces of the marketplace to come to its
rescue.
2. All four macroeconomic policy tools are likely to have some
power. A prudent policy will not rely on any of conventional
monetary policy or quantitative easing or fiscal expansion or
banking policy alone, but will instead combine all four—and, like
Roosevelt, seek to reinforce success.
2036 words.
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BEN BERNANKE
Q: How much has Ben Bernanke's reputation suffered as a result of his failure to
stop the recession?
A: I don't think Bernanke's reputation as an economist has suffered at all. I think
it is stronger than ever. Friedman and Schwartz's Monetary History of the United
States argued that the Federal Reserve call by itself could have stopped the
Great Depression in its tracks--but did not. This thesis of The Monetary History of
the United States has taken a profound hit over the last two years, for Ben
Bernanke has--via open market operations and quantitative easing--done exactly
what Friedman-Schwartz recommended and claimed would have stopped the
Great Depression in its tracks. Yet we all now think that that is not enough--that
we need banking policy and fiscal policy as well. And this is an intellectual loss
for Friedman-Schwartz. But it is an intellectual victory for Bernanke-Keynes, who
argued that all the conventional interest rate and quantitative easing monetary
policy in the world might not be enough if the capitalization of the banking sector
vanished and the credit channel got itself well and truly wedged. This is where
we seem to be.
Paul Krugman wrote:
“Has anyone else noticed that the current crisis sheds light on one of the great
controversies of economic history? A central theme of Keynesʼs General Theory
was the impotence of monetary policy in depression-type conditions. But Milton
Friedman and Anna Schwartz, in their magisterial monetary history of the United
States, claimed that the Fed could have prevented the Great Depression... if the
Fed had done more--if it had expanded the monetary base faster and done more
to rescue banks in trouble. So here we are, facing a new crisis reminiscent of the
1930s. And this time the Fed has been spectacularly aggressive about
expanding the monetary base: And guess what--it doesnʼt seem to be working
well enough...”
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THE FEDERAL RESERVE IN THE GREAT DEPRESSION
Q: Why do we need to do all this fiscal policy and banking policy stuff? Didn't
Milton Friedman and Anna Schwartz prove that the Federal Reserve caused the
Great Depression by inept and destructive policies?
A: I think you have to be careful here. Friedman and Schwartz's Monetary History
of the United States argued not the Federal Reserve caused the Great
Depression but that the Federal Reserve all by itself could have stopped the
Great Depression--but did not.
This thesis of The Monetary History of the United States has taken a profound hit
over the last two years, for Ben Bernanke has--via open market operations and
quantitative easing--done exactly what Friedman-Schwartz recommended and
claimed would have stopped the Great Depression in its tracks. Yet we all now
think that that is not enough--that we need banking policy and fiscal policy as
well.
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GOVERNMENT WORKERS AND UNEMPLOYMENT
Q: Amity Shlaes writes that the New Deal did not diminish unemployment much-that unemployment was 25% in 1933 and still 19% in 1938. Doesn't this prove
that the New Deal was ineffective?
A: Amity Shlaes is using the Lebergott unemployment series--and Christie Romer
wrote the book, literally--it's her dissertation--on what is wrong with the Lebergott
series. The Romer series or the Weir series paints a very different picture: a fall
in unemployment from 23% in 1932 to 9% in 1937, a jump back up to 12% in the
recession of 1938, and then a fall to 11% in 1939.
As Bush Administration Commerce Undersecretary Michael Darby pointed out,
the big difference between the series that matters here concerns their treatment
of government relief workers: is someone working for the WPA or the CCC
employed or unemployed? From the perspective of "how good a job is the private
sector doing at generating jobs," there is a case for counting them as
unemployed. But if the question is "did the New Deal help?" then there is
absolutely no case at all for using the Lebergott series because WPA and CCC
workers had jobs and were very glad to have them. Shlaes has, I think, simply
not read the footnotes to the edition of Historical Statistics of the United States
that she got her numbers out of.
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HERBERT HOOVER
Q: Wasn't the Great Depression really the fault of that dangerous leftist Herbert
Hoover with all of his interventionist meddlings in the economy?
A: Herbert Hoover is an interesting case. He wanted to meddle--he wanted to be
an activist president--but his Treasury Secretary Andrew Mellon persuaded him
not too. Mellon persuaded him to raise taxes during the Great Depression to
assure investors that the U.S. would stay on the gold standard and not fund
government spending by printing money. Mellon persuaded him to avoid
expansionary monetary policy of any kind. Herbert Hoover did call business
leaders into the White House for conferences, and did plead with them not to fire
workers or cut wages too much, but I have never been able to find any sign that
this had an effect--no sign that industrialists called to the White House for
meetings changed their business practices in any way. Herbert Hoover did start
the Reconstruction Finance Corporation, but funded it at a very low level.
Because of Mellon's blocking position in the administration, the New Deal could
not get under way until 1933.
Afterwards, Herbert Hoover was very angry at himself for taking Mellon's counsel
and at Mellon for giving it. Until George W. Bush unleashed his White House staff
to slime Paul O'Neill, Herbert Hoover held the record for the most vicious attack
by a President on his own Secretary of the Treasury, writing in his memoirs that
he was very sorry about the influence exercised by:
ʻthe “leave it alone liquidationists” headed by [my] Secretary of the Treasury
Mellon, who felt that government must keep its hands off and let the slump
liquidate itself. Mr. Mellon had only one formula: “Liquidate labor, liquidate
stocks, liquidate the farmers, liquidate real estate.” He insisted that, when the
people get an inflation brainstorm, the only way to get it out of their blood is to let
it collapse. He held that even a panic was not altogether a bad thing. He said: “It
will purge the rottenness out of the system. High costs of living and high living will
come down. People will work harder, live a more moral life. Values will be
adjusted, and enterprising people will pick up the wrecks from less competent
people”...ʼ
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FISCAL POLICY
Q: MANY ECONOMISTS SAY THAT FISCAL POLICY DOES NOT WORK--THAT ROOSEVELT'S
DEFICIT SPENDING DID NOT PULL THE U.S. OUT OF THE GREAT DEPRESSION.
A: THEY ARE WRONG. ROOSEVELT'S DEFICIT SPENDING DID PULL THE U.S. OUT OF THE
GREAT DEPRESSION--BUT IT DID NOT DO SO UNTIL WORLD WAR II, WHICH WAS WHEN
THE DEFICIT SPENDING REALLY TOOK PLACE. THE DEFICITS OF THE NEW DEAL ERA
SEEMED LARGE AND SHOCKING TO PEOPLE AT THE TIME, BUT THEY WERE SMALL
RELATIVE TO THE SCALE OF THE WHOLE ECONOMY. PEAK UNEMPLOYMENT IN THE
GREAT DEPRESSION HIT 23%. TO REDUCE THAT TO 5% WOULD HAVE REQUIRED
DEFICITS AS LARGE AS 9% OF GDP OR MORE--WHICH WE DID NOT HAVE UNTIL WORLD
WAR II. THUS IT IS NOT SURPRISING THAT UNEMPLOYMENT STAYED ABOVE 10% UNTIL
THE EVE OF WORLD WAR II.
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THE NIRA AND NLRA AS NEUTRAL
Q: Did structural reforms like the NIRA and the NLRA help recovery?
A: I think there is somewhat more than a grain of truth in the claim that much of
the New Deal, especially its structural interventions in the economy, was
ineffective and neutral *as far as its impact on recovery from the Great
Depression was concerned. And there is a grain of truth in the claim that some of
it was counterproductive.
John Maynard Keynes told Roosevelt so in a letter of February 1, 1938. And
Keynes went on to argue that the reason the U.S. recovery had stalled out in
1937-1938 was that Roosevelt's policies were not Keynesian enough--that "the
present [renewed] slump could have been predicted with absolute certainty" by
anybody knowing the year before how Roosevelt was going to try to reduce
deficit spending and tighten money. But that the New Deal was not Keynesian
enough does not mean that we should be even less Keynesian now than we are
being. And the argument that Milton Friedman and John Maynard Keynes were
both wrong when they blamed the renewed 1938 downturn on contractionary
macroeconomic policies--well that is an argument that Ohanian is a very brave
man indeed to make.
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THE NIRA AND THE NLRA AS HARMFUL
Q: Wasn't the New Deal harmful to recovery because it introduced blockages into
labor and product markets?
A: I don't think anyone has argued that the NIRA and the NLRA boosted
aggregate demand and put more people to work. That said--output and
employment were growing very rapidly in the period when the NIRA was in effect,
so if it was doing harm it seems likely that other aspects of the New Deal-abandoning the gold standard, giving up the target of achieving immediate
budget balance, quantitative easing--were doing good. The years during which
the NRA was in effect saw the unemployment rate go from 22.9% down to
14.4%.
And Milton Friedman was certain that the recession of 1937-8 was not due to the
NLRA and to greater union power but rather to a bad mistake of monetary policy
in raising reserve requirements. In early 1937 the Federal Reserve doubled
required reserves out of fear of future inflation, and the economy fell off a cliff as
a result. I don't know anybody who hated strong unions more than Milton
Friedman--yet he did not blame them for the recession of 1937-38.
To step back, the "impediments to market competition" that Ohanian blames for
the persistence of the Great Depression were still around and were stronger than
ever in the late 1940s and 1950s. If they did not produce high structural
unemployment then, what reason is there to think that they produced high
structural unemployment in the U.S. in the 1930s?
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THE NIRA: MORE
Q: What is your view of Roosevelt's signature initiative of his first year in office-the National Recovery Administration, the National Industrial Recovery Act?
A: I believe that my view of the NRA is the same as John Maynard Keynes's
view: that it was a mistake. When I read John Maynard Keynes's open letter to
Franklin Delano Roosevelt of December 31, 1933, I can hear Keynes desperately
trying not to be impolite while discouraging Roosevelt from any further policy
moves along the lines of the NRA. Keynes wrote:
I cannot detect any material aid to recovery in NIRA.... The Act is on the Statute
Book; a considerable amount has been done towards implementing it; but it
might be better for the present to allow experience to accumulate.... NIRA, which
is essentially Reform and probably impedes Recovery, has been put across too
hastily, in the false guise of being part of the technique of Recovery...
I think the NIRA could have done significant damage to the economy had it not
been negated by the Supreme Court. As things were, however, I don't think it had
a material effect. Output was too depressed and demand too low for the NRA
codes to have materially depressed it further during the short time it was in
operation.
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The NLRA: MORE
Q: Some economists blame slow recovery from the Great Depression in the
United States on the NLRA and the consequent rise to power of American labor
unions--that they pushed up wages, and so priced workers out of the labor
market.
A: The NLRA came too late to be blamed for the Great Depression. The most
you can do is blame it for the 1937-8 recession. If you are going to blame strong
unions for high unemployment in the late 1930s, you then have to come up with a
reason for why even stronger unions in the 1950s did not produce high
unemployment. And you have to explain why Milton Friedman disagrees with
you--why Milton Friedman does not see union power but rather the contraction of
the money stock as the cause of the rise of unemployment in 1937-8.
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SLOW RECOVERY FROM THE DEPRESSION
Q: Shouldn't the economy have recovered completely from the Great Depression
by 1936? Doesn't the fact that the Great Depression continued through the 1930s
suggest that the New Deal was harmful?
A: The same models that tell Professor Ohanian, starting in 1932, that the Great
Depression should have been over by 1936 also tell him, if you start them in
1928, that the Great Depression did not happen at all.
The pattern across industrial economies is: the later you start your New Deal, the
worse you do. That is a striking pattern.
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UNEMPLOYMENT LOWER BEFORE ROOSEVELT
Q: IF THE NEW DEAL WAS SUCH A SUCCESS WHY WAS UNEMPLOYMENT LOWER BEFORE
ROOSEVELT, AS PROFESSOR OHANIAN SAYS?
A: THIS IS TRUE ONLY FOR A VERY PECULIAR DEFINITION OF "BEFORE ROOSEVELT"--A
NORMAL PERSON WOULD THINK THAT "BEFORE ROOSEVELT" MEANT 1932 OR PERHAPS
THE WINTER OF 1932-33. BUT COLE AND OHANIAN MEAN, INSTEAD, AN AVERAGE OF
1930-1932. 1929 WAS A BOOM YEAR OF EXTREMELY HIGH UN EMPLOYMENT. 1930
WAS AN AVERAGE YEAR. 1931 WAS A BAD YEAR. BUT IT WAS ONLY AFTER THE
FINANCIAL CRISES OF LATE 1931, SAY MILTON FRIEDMAN AND ANNA SCHWARTZ, THAT
THE CRATERING OF THE SYSTEM OF FINANCIAL INTERMEDIATION AND THE SUDDEN RISE
IN THE RESERVE-DEPOSIT AND CURRENCY-DEPOSIT RATIOS TURNED THE DOWNTURN
INTO THE GREAT DEPRESSION.

TO COMPARE THE NEW DEAL TO THE AVERAGE OF
1930-1932 IS NOT JUST TO MOVE THE GOALPOSTS--IT IS TO PICK UP THE GOALPOSTS
AND RUN AS FAST AS YOU CAN OUT OF THE STADIUM.
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WEEKLY HOURS AT THE END OF THE 1930S
Q: Total hours worked per adult in 1939 remained about 21% below their 1929
level--doesn't that prove that the New Deal was a failure?
A: Cole and Ohanian work very hard to try to convince their readers that things
got worse after Roosevelt took office. But, as they know well, they didn't: things
got better--they just did not get enough better to get employment back to normal
until the huge burst of federal deficit spending that was World War II.
Break their claim into two parts. The first part: unemployment was 22.9% in 1932
and down to 11.3% in 1939--yes, that tells us that recover was incomplete.
The second part: hours of work per employed person were 13% lower in 1939
than in 1929. Cole and Ohanian assume that all of this decline in hours of work
per week per employed person is due to deficient demand rather than to a muchdesired increase in leisure. I don't think that is right. In 1949 hours worked per
adult were 18% and in 1959 17% below their 1929 level. But does that mean that
the economy was even more depressed in the 1950s than it was in 1939? No.
You don't want to maintain that the interwar decline in hours worked tells us
about cycle and not trend. Is there anyone who will say that the decline in hours
worked from 1914 to 1952 tells us that the economy was performing much worse
along a business-cycle dimension in 1952 than it was in 1914? No. The 19141950 period saw the last sharp decline in the American workweek--a decline that
does not mean that the economy was depressed and performing poorly in 1959
or 1949 (or 1939) relative to 1914 or 1929, but instead that Americans had
decided to take a substantial part of their increased technological wealth and use
it to buy increased leisure.

20

PRIVATE INVESTMENT
Q: DIDN'T ROOSEVELT'S NEW DEAL POLICIES DESTROY BUSINESS CONFIDENCE AND
DEEPEN THE GREAT DEPRESSION?
A: THE MOST AGGRESSIVE CLAIM TO THIS EFFECT THAT I HAVE SEEN COMES FROM
PROFESSOR BRYAN CAPLAN OF GEORGE MASON, WHO WROTE THAT: "[ROBERT]
MUGABE HAS MADE PEOPLE AFRAID TO INVEST IN ZIMBABWE. WHY SHOULD [BRAD]
DOUBT THAT - ON A SMALLER SCALE, OF COURSE - ROOSEVELT MADE PEOPLE AFRAID
TO INVEST IN THE U.S.?"
THE ANSWER IS: NO, FRANKLIN DELANO ROOSEVELT BEARS NO RESEMBLANCE TO
ROBERT MUGABE.
AND THE ANSWER IS: NO, FRANKLIN DELANO ROOSEVELT'S POLICIES DID NOT DEPRESS
PRIVATE INVESTMENT BY MAKING BUSINESSMEN MORE SCARED TO INVEST IN AMERICA;
WHEN FDR TOOK OFFICE BUSINESSMEN WERE ALREADY TOTALLY SCARED TO INVEST IN
AMERICA--NET INVESTMENT WAS WELL BELOW ZERO, AND COULD HARDLY DROP ANY
FURTHER.
PUBLIC CONFIDENCE IN MARKETS REACHED A NADIR IN 1933, WHEN HALF THE BANKS IN
THE COUNTRY HAD CLOSED, WHEN WALL STREET WAS OUT OF BUSINESS, WHEN THE
DOW STOOD AT ITS APPALLING LOWS. BEFORE THE NEW DEAL THERE WAS NO
SECURITIES INDUSTRY, NO BANKING INDUSTRY, NO MORTGAGE INDUSTRY, NO CAPITAL
FORMATION OR LENDING OF ANY KIND. 40 PERCENT OF HOME MORTGAGES WERE IN
DEFAULT. IT WAS ONLY WITH THE PASSAGE OF NEW DEAL EFFORTS--THE SEC, THE
FDIC, THE FSLIC--THAT THE MECHANISMS OF PRIVATE CAPITAL BEGAN TO KICK BACK
INTO GEAR. DON'T TAKE IT FROM ME. TAKE IT FROM FEDERAL RESERVE CHAIRMAN BEN
BERNANKE, WHO WROTE IN HIS ESSAYS ON THE GREAT DEPRESSION THAT: "ONLY
WITH THE NEW DEAL'S REHABILITATION OF THE FINANCIAL SYSTEM IN 1933-35 DID THE
ECONOMY BEGIN ITS SLOW EMERGENCE FROM THE GREAT DEPRESSION"...

21

