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The New Deal

Franklin Delano Roosevelt

Early Life


Who was FDR?



Distant cousin of Teddy




FDR of Hyde Park, NY



Teddy of Oyster Bay, NY



Hyde Park family democrats




Oyster Bay family republicans



Only child of a traditional elitist family in the European fashion




Estates




Marriages to distant relatives





Eleanor Roosevelt






Fifth cousin





Effect was to bind families



Went to Groton and Harvard

Became a lawyer and worked for a firm in New York that specialized in anti-trust law

Public Life

Publicly FDR served as a state senator of New York, Assistant Secretary of the Navy, New York Governor, nominee for vice president in 1920
He acquired polio in 1921 and his ability to overcome this disability demonstrated his perseverance and strength

He was a Progressive initially but by 1930s he had shed the moralism associated with Progressivism and was simply a secular reformer
Elected President

He was mainly elected because he was not Hoover

He won in a landslide

FDR’s election was a monumental shift in the dominance of the Democratic Party

United the industrial Northeast with the South

There was little cooperation between FDR and Hoover during the period between the election and FDR’s inauguration



Banks failed during this time in record numbers

American lost confidence in the economy and in government’s ability to do anything about it

The Democrats contributed to the banking crisis by releasing information on banks receiving funds from the Reconstruction Finance Corporation

Roosevelt refused to confirm of deny that he would devalue the dollar

Gold began being depleted from large banks in New York, Chicago, and Philadelphia

Governors of New York and Illinois declared bank holidays

The First New Deal
Bank Holiday


Roosevelt assumed office in early march 1933


He first declared a bank holiday for the country

This was done under the auspices of the WWI  Trading With the Enemy Act of 1917

He got passed the Emergency Banking Relief Act

Allowed banks to re-open only after federal examination

Re-opened banks could not pay out in gold

The RFC received bank stocks in return for soundness approval

The effect was to shift control of the economy to Washington from Wall Street

All this contributed to the growth of state capitalism which Hoover had established
Gold Reserve Act of 1934 formalized the executive order on gold


The economy responded to these changes



The devaluation of the dollar contributed to a reverse of deflation

This was done without the Federal Reserve expanding the money supply

Manufacturing increased

Nondurable 35%

Durable 83%

Unemployment dropped

28%-23%

The First Hundred Days


A great deal of legislation passed during this period


Beginning with the Emergency Banking Relief Act of March 9



This was replaced with the Banking Act of 1933




Payment of interest on checking stopped




Commercial and investment banking separated

Banks had to become insured with the federal government

Federal Deposit Insurance Corporation (FDIC) (FSLIC)

This was an old William Jennings Bryan idea


Relief for mortgage debt was provided by:



Federal Farm Mortgage Corporation



Home Owners Loan Corporation




These provided credit to stave off foreclosures


Securities and Exchange Act of 1934

Created the Securities and Exchange Commission to regulate securities exchanges


Reform of utilities



Tennessee Valley Authority




Built dams to provide electricity


The government provided unemployment relief



Federal Emergency Relief Act (FERA)




Gave grants to states for relief




Also established the Civil Work Service Program





Civilian Conservation Corps





Civil Works Administration

These programs provided work for the unemployed

The AAA and NRA
The main acts of the first hundred days were the Agricultural Adjustment Act (AAA) and the National Industrial Recovery Act (NIRA)

The AAA sought to reform agriculture to bring relief to farmers

The program sought to establish equivalent purchasing power of farmers they had enjoyed in the 1910s

This was done through:

Production controls through benefit payments

Non-recourse loans where loans were given based on target prices

If target not met farmer would default and the government took control of the commodity

Marketing agreements allowed for buyers of commodities to set target prices which they agreed to buy

The Agricultural Department agreed to buy any surplus at the target price that couldn’t be bought by buyers

The AAA did reduce production, but so did weather conditions

The AAA tended to help wealthy farmers rather than small ones


The National Industrial Recovery Act



Created the Public Works Administration




Relief program to create needed infrastructure


Also created the National Recovery Administration (NRA)

Sought to keep wages at certain levels while reducing production through limitations
Also sought to spread work to more people by placing limitations on hours of work per week

Some wanted to create the NRA as something based on the WWI War Industries Board
Government, labor, and business cooperated to manage the economy for the war effort

Others wanted to use trade associations that had developed in the 1920s as instruments of national planning

Still others sought direct loans to industry and government sanctioned trade associations

The NRA was a compromise of these positions

It authorized firms to write codes of fair competition

Trade associations would be the vehicle through which the program was administered

These codes set labor standards, minimum wages, maximum hours, working conditions, rules of collective bargaining, etc.

Industries agreed to recognize and bargain with organized labor and forbade yellow dog contracts which prevented workers from joining unions
The codes generally accepted by industries and businesses sought to raise prices and bring stability to the businesses

The codes sought to reduce price undercutting

The price codes worked by setting controls on production

Various different codes on hours of machinery operation, production quotas, restrictions on plant construction



Once a code was approved by the NRA then it became law

These provisions of the First New Deal did set the country on the road to recovery, but it was a slow dragging recovery


Industrial production began to rise but it then fell again in late 1933

Unemployment began to fall initially but then it leveled off
The slow recovery can be attributed to the nature of the NRA as a measure based on self-regulation, and the reformist aims of New Deal bureaucrats


It was difficult for the NRA to bring about cooperation on prices

It was also difficult for the NRA to punish price-cutters due to the idea of self-regulation


The aim of the NRA was also debated by those who saw it as a means to:
Harness the potential of business for the benefit of society through impartial government planning

Others saw it as a means to get government directly involved in economic planning

And still others saw it as a means to improve the status and well-being of workers and labor unions

So the R in NRA tended not to actually stand for Recovery, but for Reform by those concerned about its aims

The NRA failed to bring recovery because it contributed to the further contraction of the economy

The businesses in the NRA set uniform and high prices and cut production in order to maximize profits

In order to keep wages high, workers had to be either laid off or have their work load reduced

The NRA undermined the influence of independent unions as company coded unions controlled workers’ activities

The NRA underscored that people thought that the Depression was caused by overproduction and underconsumption

The NRA and the AAA decreased productivity and the ability for businesses and individuals to profit to the point to where they could reinvest in the economy

In this way these programs contributed to the ongoing nature of the depression

In 1935 the issue became moot as the Supreme Court declared both the NRA (1935) and AAA (1936) unconstitutional


Unconstitutional delegation of legislative authority

One effect of the collapse of the AAA and NRA was an increase in production and investment and a return to recovery

The Second New Deal

But this renewed recover only lasted a couple of years before the U.S. experienced another serious downturn in the economy

This depression within the depression was an effect of continued government planning of the economy

Roosevelt was reelected by a wide margin in 1936

Court Packing

Roosevelt was furious about the Supreme Court’s ruling on the AAA and NRA

First in 1937 he sought to pack the federal court system with judges favorable to his programs


Replace each judge over 70 with a new judge


Would have replaced 50 overall and 6 on the Supreme Court

This plan was a miscalculation for it gave off an image that Roosevelt was flouting the Constitution in terms of separation of the branches of government

A strong opposition arose in response to this plan

Roosevelt Swings Left

After the election Roosevelt swung to the left

Under the influence of people like law professor and advisor Felix Frankfurter and Supreme Court justice and progressive Louis Brandeis, Roosevelt was convinced that further restraints needed to be placed on businesses


This is an effect of the progressive influence in the New Deal

Big business and monopolies had been a long standing target of progressive reformers

The Second New Deal was aimed at reducing the concentration of power in big businesses in order to recreate a society based on small independent businesses
Taxation and Welfare

The approach taken to create this idealized society was to attack the concentration of wealth through taxation and the expansion of the welfare state


Taxed were levied on:



Inheritance and gifts



Income taxes increased on wealthy



Taxes on undistributed corporate profits


Anti-trust prosecution revived

Public utility holding companies were dissolved unless they could prove that they were essential in the production and distribution of electricity



The Federal Reserve Board was reorganized




The board of governors was placed under the president’s control

The Social Security Act of 1935 was the basis for the expansion of the welfare state


This was a tax on employers and workers



Established:




Unemployment insurance




Old-age insurance

Also provided funds for the disabled and dependent mothers and children

The welfare state broke up the influence of concentrated wealth and power over individuals

It basically shifted this influence from the private sector (business and industry) to the public sector or government


By mid-1937 the economy stopped expanding



There was a serious contraction in the economy



It became a depression in a depression



Federal Reserve policy encouraged excess reserves in banks

The Fed increased the amount of reserves that banks had to keep in order to reduce excess reserves

The effect was to increase the amount of excess reserves banks kept



Taxes took money out of the economy



Welfare contributed to higher labor costs for businesses


Union activity caused wage rate increases

The Wagner Act of 1935 created the National Labor Relations Board with enforcement judicial powers and made it easier for unions to organize

The AFL was reluctant to organize unskilled labor

A new labor organization, the Committee for Industrial Organization (CIO) took advantage of the Wagner Act’s provision for organizing unions

The CIO organized workers various industries and began to undermine the influence of the AFL in union affairs

The AFL opposed “dual unionism”

The CIO also encouraged and conducted numerous successful strikes in favor of increased wages

Wages increased with little demand for what industries produced and there was no increase in labor productivity

Employment declined and wages remained high

It wasn’t until after 1938 did the economy begin to slowly pull out of this depression within a depression


The midterm elections was a setback for Roosevelt and the New Deal



Republicans gained seats in congress

This represented in part a reaction to Roosevelt’s attack on business and wealth during the second New Deal

In late 1938 congress passed a flat tax on corporate profits and allowed for the undistributed profits tax to expire


This was basically a tax reduction for corporations

The rollback of corporate taxes and the Republican gains in the congress allowed for recovery to return to the economy

The Republican gains in congress allowed for a political check on New Deal programs




Once again the recovery was slow due to several reasons

Workers in government job programs such as the WPA, the CCC, and the PWA thought of these jobs as full time employment

Private investment continued to be sluggish

Industries were not favorable to investment due to slow or negative growth

Residential construction remained depressed

Slow recovery 

People did not have confidence that their property rights and capital would be protected

This was an effect of the New Deal’s overall planning and control of businesses and the economy

And the Second New Deal’s attack on wealth

As a result they tended not to make long term investments

After 1938 no new reform initiatives were undertaken by Roosevelt

This development can be attributed to the growing resistance to government management and New Deal programs
But it can also be attributed to international developments related to the rise of Imperial Japan in the Pacific region and of Nazi Germany in Europe during the 1930s

By 1940 international developments had attracted the attention of Roosevelt and the American people
Legacy of the New Deal

Domestic Economics

Gold standard destroyed

This encouraged the Federal Reserve to base monetary policy on free reserves in banks and controlling that by controlling interest rates

This encouraged an inflationary monetary policy and price inflation occurred

Also the growth of the government during the New Deal created federal fiscalism

State governments began to rely more and more on federal government grants

This allowed for the federal government to control state and local government spending

New Deal legislation also contributed to the further redistribution of income from higher earners toward lower earners

This process began in 1913 with the federal personal income tax and has continued to the present day

The New Deal increased government activism in the redistribution of wealth
Regulation and welfare

The New Deal brought about a huge expansion of government regulatory activities

All businesses were affected, but agriculture especially so

The New Deal also brought about rise of the government into the arena of social welfare programs

Social security is the epitome of the American social welfare system

This system has been growing despite increasing burdens on the system due to the pay as you go nature of the program and the development of longer life spans for Americans

International trade and finance

During the New Deal congress gave the president to use bilateral or multilateral negotiations to obtain tariff reductions

Done through the Reciprocal Trade Agreement Act

Since 1934 presidential initiative has been the basis of foreign trade policy and has had the effect of reducing tariffs

After WWII the U.S. affixed the international value of the dollar on a gold standard

$35 an ounce of gold

This had the effect of making the U.S. dollar the standard currency in the world as governments invested in dollars instead of gold

Ultimately the U.S. devalued its currency by going off this gold standard by the 1970s and allowing the dollar to float on the free currency market

However the effect of U.S. postwar international finance was that the dollar remained the standard in international finance even after it was allowed to float

