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INTRODUCTION

The central difficulty during my term as President was, obviously, the world-
wide "Great Depression." Domestically it first appeared in late 1929, eight
months after my inauguration, and continued in the United States not only
during my term but for eight years more, until the start of the Second World War
in 1941.

That fateful eleven-year period is the subject of this volume of my Memoirs. |

have divided it into three major parts:

The Great Depression
The Presidential Election of 1932
The Aftermath

As in the previous two volumes of my Memoirs, | have treated the material
topically rather than chronologically, so as to present a clearer picture of the
events, policies and forces in motion at the time.

| wrote the sections on the Depression and the Election of 1932, for the most
part, less than three years after | left the White House. Later | clarified and
condensed some parts, in particular eliminating documents which had become
public. These | have indicated by references. The section on the Election of 1932
is more detailed than would be necessary but for the fact that this election was a
turning point in American life —and possibly in that of the world.

The section entitled The Aftermath, concerning the continuation of the
Depression from Mr. Roosevelt's inauguration in 1933 until 1941, was written
from 1942 to 1944. | have included here, from later dates, some quotations
which bear on this period.

Throughout | have endeavored to treat persons and events with the
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Vi ] Introduction

restraint of a post-mortem. While occasionally mentioning my own views, | have
rested criticism of Mr. Roosevelt's policies by other persons upon statements of
his sometime associates rather than on quotations of his Republican opponents.

As this volume will demonstrate, the "Great Depression” did not start in the
United States. To be sure, we were due for some economic readjustment as a
result of the orgy of stock speculation in 1928-1929. This orgy was not a
consequence of my administrative policies. In the main it was the result of the
Federal Reserve Board's pre-1928 enormous inflation of credit at the request of
European bankers which, as this narrative shows, | persistently tried to stop, but
| was overruled. Aside from the inevitable collapse of this Mississippi Bubble,
some secondary economic forces also contributed to the October, 1929, events.
But even this slump started in foreign countries before it occurred in the United
States, and their difficulties were themselves a contributing factor to the stock
market crack. Our domestic difficulties standing alone would have produced no
more than the usual type of economic readjustment which had re-occurred at
intervals in our history.

Eighteen months later, by early 1931, we were convalescing from our own ills
when an economic hurricane struck us from abroad. The whole financial and
economic structure of Europe collapsed at this time as a result of the delayed
consequences of the First World War, the Versailles Treaty, and internal
policies.

The immediate effect of Central Europe's collapse was the terrible
unsettlement of all economically sensitive nations everywhere. Among the dire
consequences were Britain's suspension of payments to foreigners, abandonment
of the gold standard by scores of nations, trade wars, political revolutions in
more than a dozen countries outside of Europe, and disaster for the American
economy.

The eventual effect of this gigantic catastrophe was to kindle political and
social revolutions in all the defeated nations of Central and Eastern Europe.
Communism reached its dread hand into those areas, and Fascist dictators arose
as the antidote. In the end, these forces were to plunge the world into a Second
World War.

It is easy for the reader to look back and say that from the very beginning we
should have anticipated the European storm and enacted in advance
unprecedented measures to counteract it.
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America had never before been confronted with such a combined domestic
and foreign storm and, therefore, had little experience by which it could be
guided.

Whatever our apprehensions may have been, it can be said at once that
neither the American people nor the Congress would have approved such
unprecedented measures before these ill winds began to strike our shores. It is
not given to mortals clearly to foresee the violence or the emergence of hidden
forces of destruction. As a measure of proof of public and Congressional
unconcern, | may recall that | had repeatedly, yet without success, urged the
reorganization of our whole banking system during the two years before the
European storm revealed that weakness to our people.

General Prosperity had been a great ally in my election in 1928. General
Depression, who superseded, was in some part responsible for my defeat in
1932. The recovery which began in July steadily increased over that summer, but
not sufficiently to overcome that particular political opponent.

| give more attention to the campaign of 1932 than might be otherwise
desirable, because | then accurately forecast that attempts would be made to
revolutionize the American way of life. The effort to crossbreed some features of
Fascism and Socialism with our American free system speedily developed in the
Roosevelt administration. The result was that America failed to keep pace with
world recovery. Instead we continued with subnormal levels of lessened
productivity, high unemployment, and costly relief measures until our man
power and industries were absorbed by the war eight years later, in 1941.

That our administration policies were right is amply evidenced by the fact
that after the world turned toward recovery in July, 1932, the twelve nations
retaining their free economies, and pursuing our policies, fully recovered, within
two or three years, to levels above the boom year of 1929.

All this will be illuminated in detail and conclusively proved in this volume.

I would be remiss if | did not acknowledge the devoted assistance | have
received from my friends and my staff, particularly I should mention Dr. Arthur
Kemp, Bernice Miller, Loretta Camp, and Madeline Kelly.
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THE ORIGINS OF THE DEPRESSION

CHAPTER 1

THE ORIGINS OF THE GREAT
DEPRESSION

In the large sense the primary cause of the Great Depression was the war of
1914-1918. Without the war there would have been no depression of such
dimensions. There might have been a normal cyclical recession; but, with the
usual timing, even that readjustment probably would not have taken place at that
particular period, nor would it have been a "Great Depression.” *

The Great Depression was a two-stage process of several phases. We had a
normal recession due to domestic causes beginning with the stock-market slump
in October, 1929, but we were on the way out of it when the European
difficulties rose to hurricane force and struck us in April, 1931. Thus the Great
Depression did not really begin in the United States until the European collapse.

THE DEPRESSION WAS NOT STARTED IN THE UNITED STATES

It has been asserted that the American stock-market slump pulled down the
world. That was not the fact.

A study by the National Bureau of Economic Research states: "Several
countries entered the phase of recession in 1927 and 1928, long before the date
usually taken as marking the crisis in the United States, that of the Wall Street
crash of October, 1929."

L In confirmation of this paragraph the reader should refer to a consensus of European opinion
given in a footnote on page 63 n.

2Willard L. Thorp, "The Depression As Depicted by Business," National Bureau of Economic
Research News Bulletin, No. 43, Sept. 19, 1932.

(2]
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The report enumerates Bolivia, Australia, Germany, Brazil, India, and
Bulgaria as having entered the depression phase before the American stock
market crash.
Thse Report of the Agent General for Reparations Payments as to Germany
states:

A considerable increase has taken place since the beginning of 1929 in the number of
business concerns in difficulties. Business failures during the first five months of the year
were about 20 per cent more numerous than in the corresponding part of 1928. . . .

German stock prices had fallen sharply by the summer of 1929. Great
Britain, Canada, Holland, Sweden, and Japan also had entered a business
recession prior to the stock-market crash. On this Leonard P. Ayres, an eminent
economist, states:

Wholesale commodity prices had been falling in England and Canada since the
beginning of 1925, and serious declines got under way in a long list of other countries in
1928 and early in 1929. The market prices of stocks turned down in Germany in the
summer of 1928; in Great Britain and the Netherlands early in the spring of 1929, and in
Sweden in the summer of that year. Industrial activity began to decline in Canada and in
Italy in the spring of 1929, and in Japan in the summer of the same year.*

France also had shown weakness prior to the slump in the United States. The
French index of common-stock prices had dropped from 543 in January, to 491
in June.

Large areas of the world are not very sensitive to economic tides— such as
China, Russia, Central Asia, and Central Africa. Eliminating these countries, the
economic situation began to decline in more than four-fifths of the economically
sensitive peoples of the world before it began in the United States.

We could not but be affected by the degenerative forces moving elsewhere
in the world. Our immediate weak spot was the orgy of stock speculation which
began to slump in October, 1929. The inflation

% Federal Reserve Bulletin, September, 1929, p. 622.
* Leonard P. Ayres, The Chief Cause of This and Other Depressions, Cleveland, 1935,
pp. 11-13.
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which led to the orgy was a contributory cause of our own difficulties.
Secondary causes arose from eight years of increasing productivity. By our
energies in invention and enterprise, we had raised our per capita productivity to
levels never hitherto known in the world. Various, economic studies showed that
in the twenties our productivity per person increased by over 30 per cent—a ratio
without parallel. As a result of distortions in this advance, some readjustments
were due.

The depth of our recession during the first seventeen months did not
constitute a major depression, and our internal strength enabled us to begin a
strong convalescence during the first three months of 1931. Had no external
influences struck us, it is certain that we should have passed out of the slump
shortly.

THE GREAT STORM CENTER WAS IN EUROPE

The great center of the storm was Europe. That storm moved slowly until
the spring of 1931, when it burst into a financial hurricane. At that moment the
enormous war destruction, the economic consequences of the Treaty of
Versailles, revolutions, unbalanced budgets, hugely increased armaments,
inflation, the gigantic overproduction of rubber, coffee, and other commodities,
through overstimulation from artificial controls, and a score of other aftermaths
of the war which I give in detail later, finally broke through all efforts to fend off
their explosive forces. The wounds of Europe were so deep that the total collapse
of most European economies in mid-1931 plunged us into depths not witnessed
since our depressions of 1820, 1837, and 1872.

It is of some economic interest that the time of the European depression
indicated the approximate ten-year rhythm of economic collapse which followed
the Napoleonic Wars and the American and European wars of the 1860's and
1870's.

® An overwhelming mass of literature has been written about the cause of the Great Depression.
For brevity's sake, the writers may be divided into two major groups: (1) those searching for a single
responsible cause, condition, or person; and (2) those who searched patiently and objectively for the
truth, recognized the obvious falsity of a single cause for a highly complex phenomenon, and were
unwilling to compromise devotion to scientific truth for the sake of some temporary political
advantages.

There are, of course, many subdivisions within each group. Those who sought a single cause or

person as a scapegoat seemed to find in me an ideal subject. Fortunately, most of this species will be
forgotten much sooner and more completely than the
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DOMESTIC IMPULSES TO OUR SLUMP

In after years | often had reason to recall the scriptural text: “There ariseth a
little cloud out of the sea, like a man's hand. Say unto Ahab, Prepare thy chariot,
and get thee down, that the rain stop thee not."”

One of these clouds was an American wave of optimism, born of continued

progress over the decade, which the Federal Reserve Board transformed into the
stock-exchange Mississippi Bubble. Another of the little clouds arose from the
fact that the segment of our economy based on catching up with the war lag was
coming to its terminal, particularly in the construction industries. Still another, a
by-product of our enormous increase in individual productivity, was a need for
readjustment of commodity prices between groups.
Our reconstruction from the war had proceeded with such steady success, and the
other impulses to progress were so very great that, with the growing optimism,
they gave birth to a foolish idea called the "New Economic Era." That notion
spread over the whole country. We were assured that we were in a new period
where the old laws of economics no longer applied.

MY WARNINGS AGAINST SPECULATION AND CREDIT INFLATION

During 1925, | began to be alarmed over the growing tide of speculation and
gave warnings as to the dangers of this mood. In a press statement on New
Year's day, 1926, | said:

There are some phases of the situation which require caution . . . real estate and stock
speculation and its possible extension into commodities with inevitable inflation; the
overextension of installment buying; the extortion by foreign government-fostered
monopolies dominating our raw material imports; the continued economic instability of
certain foreign countries; the lag in recovery of certain major agricultural products;

searchers for truth. Of these latter | recommend Charles S. Tippetts, Headmaster of Mercersburg
Academy and formerly Dean of the School of Business Administration of the University of
Pittsburgh; Garfield V. Cox of the University of Chicago; Rufus S. Tucker, formerly of Brookings
Institution; Leonard P. Ayres of the Cleveland Trust Company; Arthur F. Burns, W. C. Mitchell and
Willard L. Thorp of the National Bureau of Economic Research; Joseph Schumpeter of Harvard
University; and, on the international nature of the depression, Gottfried Haberler and Lionel Robbins.
Many others, too numerous to mention, have tried to contribute objectively to an understanding of the
forces in motion.
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the instability of the coal industry; the uncertainties of some important labor
relationships—all these are matters of concern. . . .

This fever of speculation is also widespread in real estate and, unless our financial
policies are guided with courage and wisdom, this speculation may yet reflect into the
commodity markets, thereby reversing the cautious buying policies of recent years.
Psychology plays a large part in business movements, and overoptimism can only land us
on the shores of overdepression. Not since 1920 have we required a better informed or
more capable administration of credit facilities than now if we are to continue an
uninterrupted high plane of prosperity. In any event there should be no abatement of
caution in the placing of forward orders, particularly in view of the great increase in sales
of a great variety of merchandise on the installment basis.

The New York Times (January 1, 1926) and the New York Financial
Chronicle (January 2nd) both endorsed this caution. During 1926 | continued to
issue warnings that the reckless speculation would undermine our prosperity (for
instance, at Staunton, Virginia, March 21st and Caldwell, Idaho, August 17th).

THE FEDERAL RESERVE INFLATION OF CREDIT

My Annual Report as Secretary of Commerce, published in midyear of
1926, said:

No one doubts the extreme importance of credit and currency movement in the
"business cycle." Disturbances from this quarter may at once interfere with the
fundamental business of producing goods and distributing them. Many previous crises
have arisen through the credit machinery and through no fault of either the producer or
consumer. . . .

That the Federal Reserve System should be so managed as to result in stimulation of
speculation and overexpansion has received universal disapproval.

Behind these alarms was my knowledge that the Federal Reserve Board had
deliberately created credit inflation. The Reserve System had been established
early in the Wilson administration on December 23, 1913. The act was largely
fathered by Senator Carter Glass and was hailed by him, President Wilson, and
Secretary of the Treasury William G. McAdoo as the remedy to the whole
problem of booms, slumps,
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and panics. They asserted that, by the control of discount rates, open market
operations, and currency issues, business crises could be eliminated. They
contended that raising rediscount rates and restriction of credit through the sale
of government securities by the Reserve Banks (“open market operations")
would curb all speculation, and that the opposite actions by the Reserve Banks
would stimulate business activity. A few of their expressions were:

We shall have no more financial panics. . . . Panics are impossible. . . . Business men
can now proceed in perfect confidence that they will no longer put their property in peril. .
.. Now the business man may work out his destiny without living in terror of panic and
hard times. . . . Panics in the future are unthinkable. . . . Never again can panic come to the
American people.

A contribution to optimism and the belief in the "New Era" was the illusion
that the economic system was thus completely immune from financial crises.
Bankers, accepting this illusion, neglected many of their own responsibilities.

THE CREDIT INFLATION OF 1925-1926

The Federal Reserve Board, during 1925, had undertaken credit expansion
by open market operations and by lowering discount rates. It had been led into
this action by Governor Benjamin Strong of the New York Federal Reserve
Bank upon the urging of Montagu Norman, head of the Bank of England,
Hjalmar Schacht of the Reichsbank, and Charles Rist of the Bank of France, who
came to New York and Washington to press this expansion. It was direct
inflation.

One reason for the action lay in the British resumption of gold convertibility
of sterling in 1925 at the prewar rate of $4.86 to the pound.®

® The eminent British economist Lionel Robbins, in The Great Depression, Macmillan & Co.,
London, 1934, asks why inflation took place; and he proceeds (p. 52):

"The answer seems to be that it was the direct outcome of misdirected management on the part
of the Federal Reserve authorities—an error of management, however, which Englishmen at any rate
have no right to speak of with reproach, for it seems almost certain that it was carried out very largely
with the intent to ease our position.

"The situation seems to have been roughly as follows. By the spring of 1927 the upward
movement of business in the United States, which started in 1925, showed signs of coming to a
conclusion. A moderate depression was in sight. There is no reason to suppose that this depression
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This was a fictitious rate. The exchange, after the war, had dipped as low as
$3.60. The natural market rates were the real measure of the pound as determined
by world markets. These lower values represented the weight of the great
domestic debts, the war inflation, and the price levels in Britain. | believe it was
national pride more than economic sense that had induced the British to resume
the prewar gold content of the pound. Having adopted the higher content, they at
once found themselves in difficulty supporting its exchange value, as this rate
fixed the price of their exports too high, slackened their trade balances, and
weakened their gold reserves. They invented the idea that the United States
should expand credit and maintain lower interest rates than Britain so that she
could attract capital and thus foreign exchange in her direction.

The other European central bankers were in difficulties because of their own
government inflations from unbalanced budgets, military and public works
expenditures, and bureaucratic expansion. It was also to their benefit to have
cheap money in the United States which they could borrow through the high
interest rates they offered. Their ills required an altogether different remedy than
""cheap money" in the United States.

The consequences of the Federal Reserve Board action were disastrous to
our economy. It induced unwise investment in European loans and bank
advances. Worse still, it stimulated speculation in common stocks on American
exchanges by making large funds available to those who wanted to borrow on
small margins. The immediate proof

would have been of very great duration or of unusual severity. It was a normal cyclical movement.

"Meantime, however, events in England had produced a position of unusual difficulty and
uncertainty. In 1925 the British authorities had restored the Gold Standard at a parity which, in the
light of subsequent events, is now generally admitted to have been too high. The consequences were
not long in appearing. Exports fell off. Imports increased. The Gold Standard was in peril. The effects
of the over-valued exchange made themselves felt with greatest severity in the coal trade. Throughout
1926 there raged labour disputes, which were the direct consequence of these troubles—first the
general strike, then a strike in the coal-fields which dragged out for over six months, still further
endangering the trade balance. By 1927 the position was one of great danger. International assistance
was sought. And in the summer of that year, partly in order to help us, partly in order to ease the
domestic position, the authorities of the Federal Reserve System took the momentous step of forcing
a regime of cheap money."
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was that during 1925 alone loans to stock brokers had increased from
$1,160,000,000 to $2,800,000,000, and common stocks had risen 40 per cent.

In November, 1925, it was confirmed to me by Adolph Miller, a member of
the Reserve Board, that Strong and his European allies proposed still more "easy
money policies," which included continued manipulation of the discount rates and
open market operations—more inflation.

At once, as Secretary of Commerce, | protested to Daniel Crissinger,
Governor of the Board, that such action would further stimulate speculation and
was not the remedy for Europe's ills anyway. Crissinger was a political appointee
from Marion, Ohio, utterly devoid of global economic or banking sense. The
other members of the Board, except Adolph Miller, were mediocrities, and
Governor Strong was a mental annex to Europe. | got nowhere. President
Coolidge insisted that the Board had been set up by Congress as an agency
independent of the administration, and that we had no right to interfere.

I was so alarmed, however, that | took up the matter with members of the
Senate Banking and Currency Committee—the legislative father of the Board. |
hoped to make the Board stop, look, and listen. | especially interested Senator
Irvine Lenroot, who undertook to write to the Board asking for information.” In
one of my memoranda to the Senator, upon which he based his correspondence, |
said: "The effects of these proposed policies upon the United States mean
inflation with inevitable collapse which will bring the greatest calamities upon our
farmers, our workers, and legitimate business."

A lively correspondence ensued, wherein | aided the Senator. The initial
letter which | drafted for the Senator to sign, and which he dispatched on
December 23, 1925, contained these important passages:

I am much disturbed over the continued expansion of speculation on the New York
Stock Exchange ever since the time | addressed the Board. It

" In preparing this material, | asked Mr. Lawrence Richey to obtain from Senator Lenroot copies
of his correspondence and any memoranda which | might have given him relating to this matter. His
covering letter to Mr. Richey of May 3, 1933, said:

"I may add that my letters were written after conversation with, and at the suggestion of, ex-
President Hoover who furnished me with the data and assisted in their preparation.”
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does not appear to me that the speculative purchase of large amounts of securities upon
credit can be otherwise than dangerous, because it absorbs the credit funds of the country;
because of the tendency of speculative fevers to extend into the commodities; and also
because it must result in a collapse which will carry losses into every part of the country. .

... This gigantic expansion of credit upon which it has been carried . . . lends gravity
to the situation, for its inevitable collapse would be even more dangerous to commerce
and industry by virtue of its widespread character. . . . This large movement in the New
York stock market has not been one of realignment of values under new investment but
one of sheer speculation. . . . "Street" loans have increased nearly one billion dollars since
this movement began and have now reached the gigantic total of nearly $2,700,000,000,
or about 40 per cent more than any amount hitherto known in our credit history. Nor is it
likely that this represents anything like all the credit being used in this outbreak of
speculation. . . . We should make certain that the . . . Federal Reserve System is not a
contributor to this expansion either directly or indirectly. . . . There has been a very
considerable expansion ... in security holdings of the Federal Reserve System . . .
paralleling the last outburst of speculation in stocks. . . . There is connection between the
credit released by the Federal Reserve System and this great increase ... in street loans . . .
because advances from the Federal Reserve are capable of great pyramiding.

What with the Senator's hints of public exposure and the opposition of Mr.
Miller and myself, the proposed further inflation of credit was dropped for a
while.

THE FEDERAL RESERVE CREDIT INFLATION OP 1927

However, in the spring of 1927 the same European bankers returned to the
United States and with Governor Strong were most urgent that the policies of
inflation of credit be resumed. They argued that the economic situation in Europe
demanded more of this medicine. The United States was not in need of credit
expansion. Our industry and commerce were amply supplied. What Europe
needed was not credit but disarmament, balancing of budgets, harder work, and
more production. But these bankers won over the majority of the Board to their
proposals. A determined policy aimed at further inflating credit was entered
upon over Adolph Miller's opposition.
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Unfortunately at that time | was in the South managing the relief of the great
Mississippi flood. When | returned in August from that job, | heard for the first
time from Mr. Miller of the Board's secret action. | saw Crissinger at once.
Together with Mr. James, another member of the Board, he argued against my
"parochial view" of world affairs but assured me they would not let the situation
get out of hand.

After my interview with Crissinger | gave him a memorandum, the gist of
which indicates my views at the time:

The safety of continued prosperity will depend on caution and resistance to
expansion of credit which will further stimulate speculation. . . . Our banking system can
check the dangers of speculative credits. . . . The real test will be whether we can hold this
prosperity without an era of speculation and extravagance with its inevitable debacle. . . .
Unless our financial policies are guided with courage and wisdom this speculation . . . can
only land us on the shores of depression. . . . Not since 1920 have we required . . . a more
capable administration of credit facilities than now . . . inflation of credit is not the answer
to European difficulties. They arc far deeper than that.

At this time, again | urged President Coolidge, as | had done eighteen
months before, to send for Crissinger and express alarm at the situation. Mr.
Coolidge, a strict legalist, again insisted that the Reserve Board had been created
by the Congress entirely independent of the Executive and that he could not
interfere. The Secretary of the Treasury, Mr. Mellon, also declined and seemed
to think my anxiety was alarmist and my interference unwarranted.

THE MISSISSIPPI BUBBLE OF 1927-1929

One trouble with every inflationary creation of credit is that it acts like a
delayed time bomb. There is an interval of indefinite and sometimes
considerable length between the injection of the stimulant and the resulting
speculation. Likewise, there is an interval of a similarly indefinite length of time
between the injection of the remedial serum and the lowering of the speculative
fever. Once the fever gets under way it generates its own toxics.

This renewed action to inflate credit was begun by the Reserve Banks
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in July by open market operations, and the discount rate was lowered in August.
The fever of speculation began to get out of hand fourteen months later in the
autumn of 1928. The vital relationship of this Federal Reserve expansion of
credit to the stock-market orgy is easily shown.

The theoretical ratio of credit expansion through the Reserve Banks was
about ten to one when it reached the borrower. This action, when the country
was already in an optimistic mood, was greedily seized upon by the gambling
public. Speculation quickly expanded as | had prophesied that it would. The
increased tempo of the speculative activity appeared in the increase in bank
debits to individual depositors' accounts in 141 cities—from $53,600,000,000 at
the end of June, 1927, to $82,400,000,000 eighteen months later. The volume of
bank deposits increased only slightly, illustrating the increasing turnover which
typifies a speculative orgy. But a more vivid proof of the inflation came from
loans to New York stockbrokers and bankers on stocks. These rose from
$3,560,000,000 in June, 1927, to $5,500,000,000 in September, 1928, to more
than $8,500,000,000 in September, 1929. The effect upon common stocks is
shown in the Federal Reserve Bulletins by the ascent of the index of common-
stock prices from 114 in June, 1927, to 216 in September, 1929. The prices had
thus about doubled.

That commerce, industry, and agriculture gained little from the inflation is
easily shown by the indexes of business, which also demonstrate that the
movement was primarily one of stock speculation and promotion, not one of
expansion in the volume of business or increase in commaodity prices. Between
June, 1927, and June, 1929, wholesale commaodity prices rose from 94.1 to 95.2;
factory employment, from 99.5 to 102.7; freight-car loading, from 104 to 108;
and department store sales (adjusted index), from 106 to 113.

The concurrent measures of the European central banks spread speculation
over the other principal economic centers of the world.

There is an interesting commentary on the attempts of Mr. Miller and myself
to inject some sanity and protection of American interests into the Reserve
System. A member of the Board, Charles Hamlin, kept a diary which is now in
the Library of Congress. His record of my intervention in the matter is far from
complimentary. He confirms that



The Origins of the Depression [13
I had sought the intervention of Coolidge and Mellon. But he amply confirms my
opinion of Crissinger.

It does not follow that these international banking policies were inaugurated
for the personal profit of the gentlemen concerned or for that of their friends.
Undoubtedly, they were acting in the hope of preventing European difficulties.
But certainly, the huge budget deficits, currency inflation, vast increase in
armaments, and growing military alliances which were at the root of the trouble
were not to be cured by a poultice of inflated credit from the United States. | do
not attribute the whole of the stock boom to mismanagement of the Federal
Reserve System. But the policies adopted by that System must assume the greater
responsibility.

The fact that action of such gigantic moment may be set on foot in a
democracy, without adequate public consideration or check, emphasizes the
dangers8 of undue powers in the hands of mere individuals, governmental or
private.

& An interesting summary of the contribution of Federal Reserve policies to the boom appeared
five years later in the magazine Sphere of July, 1935, summarizing public statements by Adolph
Miller, a member of the Reserve Board at that time:

"Mr. Miller, of the Federal Reserve Board, states that the easy credit policy of 1927, which was
father and mother to the subsequent 1929 collapse, was originated by Governor Strong, of the New
York Federal Reserve Bank, and that it did not represent a policy either developed or imposed by the
Board on the Reserve Banks against their will.

"The policy was the result of a visit to this country of the Governors of foreign central banks,
who unequivocally stated in New York that unless the United States did adopt it there would be an
economic collapse in Europe. It was a European policy, adopted by the United States.

". .. Mr. Miller states that after waiting for the individual Reserve Banks to initiate a policy of
safety, the Board, in February, 1929, took matters into its own hands, adopted a policy of ‘direct
pressure' and issued a ‘warning' to the public. It did so, says Mr. Miller, because its anxiety over the
situation had become very great. That was one month before Mr. Hoover was inaugurated as
President.

"The fact seems to be that the Board, in January, 1928, intended to curb the speculation, but was
overridden by President Coolidge, who issued his famous statement from the White House that the
speculation was not dangerous and merely reflected the growing wealth and power of the United
States.

"The Board only began issuing warnings when Mr. Hoover was about to take office; and it was
safe to do so then because the Board knew that Mr. Hoover, from 1926 on, had been protesting that
the money policy of the Reserve System was certain to bring about disaster and calamity. Mr.
Hoover, before and after he took office, was struggling desperately to curb credit extravagance. He
wanted to deflate the utter extravagance then rampant, and his every influence in the Presidency was
in that direction. The record will show that he became the victim of a policy that was anathema to
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It was difficult for the public to believe that such griefs and tragedies lay
hidden in so obscure a process as credit inflation when forced on an already
optimistic people. It set the stage for wicked manipulations and promotions of
stocks. Its collapse brought hunger and despair to millions of homes. It destroyed
the savings of millions of families.

It also furnished ammunition to radicals for attacks on the whole American
system. The exhibition of waste, fraud, and greed which flowed from this
artificial credit inflation appears in their literature as a typical phenomenon of our
free civilization; whereas it was the exception.

There are crimes far worse than murder for which men should be reviled and
punished.

SECONDARY CAUSES OF OUR MARKET BOOM

There were some secondary causes contributing to the boom. In 1928 the
Committee on Economic Changes, which | had appointed under the
chairmanship of Mr. Arch Shaw, gave a warning of another but much smaller
cloud coming out of the economic sea. They stated that from our very increase in
efficiency we might get some readjustments. They reported that, from an increase
in production efficiency of some 30 per cent per person during the 1920's, very
little had gone to decrease prices of industrial products. The average price level
had remained about the same from 1922 to 1929. The Committee found that
about three-fourths of the gains from increased efficiency and decreasing costs
had gone to increased industrial wages and one-fourth to increased profits. The
buying power of the industrial workers had been increased, and increased profits
had become a stimulant to speculation. But as labor and business absorbed the
benefits of increased efficiency, such other groups as the farmers and the "white-
collar" classes benefited only by a small increase in buying power. Therefore,
these groups could not absorb the increased production of industry. To put it
another way, had there been a decrease in price levels, the nonindustrial groups
could have bought more goods, thus sustaining production.

him the whole time it was in operation. Had the Administration listened to him in 1926, Mr. Miller
would not now have to be apologizing for a whole series of disastrous developments."
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In consequence, during the late twenties, we ran into relatively distorted
production of some industrial goods, and a readjustment of income between
groups had become necessary.

There were some other secondary economic pressures also present. During
the war, building construction, industrial equipment, and capital goods generally
had to be suspended to make way for war supplies and war labor. Coming out of
the war, we had two capital goods economies—one carrying on the immediate
need of a growing population and industry, and the other busily catching up with
the war suspensions, a sort of super-layer on construction economy. For instance,
we needed, say, 400,000 new dwellings annually for population growth and for
the replacement of worn-out buildings. We were compelled to increase
construction to about 800,000 houses to catch up with losses during the war and
to meet the current demand. This super-layer of construction applied in many
directions other than just housing, for example to power, railways, highways, and
many capital goods. But when we had caught up with the lag that whole segment
of our economy slumped. The halt came in 1928-1929, and would itself have
required some economic adjustment had there been no other troubles. This
phenomenon may offer some explanation for the previous postwar ten-year cycle
of depressions.

Another of our domestic ills was a weak banking system, unable to take
shocks, which | describe more fully later on.

But, standing alone, even the stock speculation, the other domestic
readjustments, and our weak banking system, could not have created the degree
of ultimate wreckage that occurred in the United States, had we not had the panic
in Europe. The prospect of that collapse was the apparition that stood beside all
of us who knew something of the situation. And fear of it had to guide many of
our steps in the earlier stages.

The "New Era" economic philosophy was due for a jolt.



CHAPTER 2

WE ATTEMPT TO STOP THE ORGY
OF SPECULATION

By the last months of 1928, Benjamin Strong of the Federal Reserve Bank
of New York had died and Daniel Crissinger of the Federal Reserve Board had
resigned. Roy Young had been appointed by President Coolidge to the
Governorship of the Reserve Board. Young was an able, courageous, and
cooperative man. Prior to my inauguration as President | conferred several times
with him and found him fully alive to the situation. He agreed to use the full
powers of the Board to strangle the speculative movement.

On February 7, 1929, the Board issued public notice of drastic "direct
action" to the banks to restrain indirect use of Federal Reserve credits for
speculative loans. But the stimulant had been too successful. The fever was
beyond control.

Moreover, the effect of the Board's action was greatly minimized by an
unfortunate press statement by President Coolidge, a few days before he left
office, in which he assured the country that its prosperity was "absolutely
sound," and that stocks were "cheap at current prices."”

The stock boom was blowing great guns when | came into the White House.
Being fully alive to the danger inherent in this South Sea Bubble and its
inevitable reaction, my first interest was to get it under restraint. It was obvious
that there had to be vast liquidation of paper values, and especially a liquidation
of the mental attitude of people mesmerized by the idea of speculation as a basis
of living and of national progress.

The initial difficulty was a lack of government authority, except such as
could be exerted by the Federal Reserve System. To ask Congress for

[16]
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powers to interfere in the stock market was futile and, in any event, for the
President to dictate the price of stocks was an expansion of Presidential power
without any established constitutional basis.

I, therefore, resolved to attack the problem from several directions in
addition to securing cooperation from the Federal Reserve System.

To create a spirit of caution in the public, I sent individually for the editors
and publishers of major newspapers and magazines and requested them
systematically to warn the country against speculation and the unduly high price
of stocks. Most of them responded with strong editorials. This had no
appreciable effect, however.

Secretary of the Treasury Mellon and others, at my request, issued repeated
statements urging the public to convert their stocks into bonds and advising
other forms of caution. This also had no effect.

My second line of attack, six weeks after my inauguration, was to request
Henry M. Robinson, President of the First Security National Bank of Los
Angeles, to go to New York and to talk in my name to the promoters and
bankers behind the market. He fully agreed with me as to the dangers of the
situation. But the New York bankers all scoffed at the idea that the market was
not "sound." They were certain this was a "New Era," to which old economic
experience did not apply. To prove it, Thomas Lamont of Morgan's wrote me a
long memorandum which makes curious reading today.

My third effort was to send for Richard Whitney, the President of the New
York Stock Exchange, and urge that the Exchange itself curb the manipulation
of stocks. | informed him that | had no desire to stretch the powers of the
Federal government by legislation to regulate the Stock Exchange—that
authority rested only in the Governor of New York, Franklin D. Roosevelt. |
stated that | preferred to let American institutions and the states govern
themselves, and that the Exchange had full power under its charter to control its
own members and to prevent it from being used for manipulation against the
public interest. Mr. Whitney made profuse promises, but did nothing.

Through the use of some Federal powers in post-office fraud matters we did
stop a flock of bucket-shop operators.

A dispute arose between Governor Young of the Federal Reserve Board and

! He was subsequently sent to the penitentiary for mishandling trust funds.
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important banks as to whether or not the discount rates should be raised as a
brake on speculation. Governor Young contended that to raise the rate simply
gave the banks larger returns by penalizing commercial business. He contended
that the banks could curb loans for speculation, just by simply refusing to make
such loans.

I held with the Governor, who now proceeded by direct action. He issued
orders to the Reserve Banks to refuse rediscounts to banks which were lending
largely on stocks. Their practice was to rediscount their commercial bills at the
Reserve Banks, then loan the proceeds to the market.

At one moment the Federal Reserve Board's action forced money rates for
speculative purposes up to 20 per cent per annum. But people who dreamed of
100 per cent profit in a week were not deterred by an interest rate of 20 per cent
a year. Mr. Young fully demonstrated the futility of the idea upon which the
Reserve System had been founded that it could control booms. Control of
interest rates could not stop them. When the public becomes mad with greed and
is rubbing the Aladdin's lamp of sudden fortune, no little matter of interest rates
is effective.

We did at one time almost secure a stranglehold on the stock market when
the Reserve Banks had so tightened the call-loan situation that a moment arrived
when there was no money available to the market. A break seemed inevitable.
But Charles E. Mitchell, President of the National City Bank of New York,
announced that in this emergency his bank would furnish the deficient credit.

Senator Glass expressed my feelings when he said of Mr. Mitchell:

He avows his superior obligation to a frantic stock market over against the
obligations of his oath as a director of the New York Federal Reserve Bank....

Mr. Mitchell's proclamation is a challenge to the authority and the announced policy
of the Federal Reserve Board. The challenge ought to be promptly met and courageously
dealt with.

The Board should ask for the immediate resignation of Mr. Mitchell as a Class A
director of the New York Federal Reserve Bank. . . .

The whole country has been aghast for months and months at the menacing
spectacle of excessive stock gambling, and when the Federal Reserve Board mildly seeks
to abate the danger by an administrative policy,
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fully sanctioned by law, rather than by a prohibitive advance in rediscount rates, which
might penalize the legitimate business of the entire country, an officer of the System
issues 2a defiance and engages in an attempt to vitiate the policy of the Federal Reserve
Board.

The Federal Reserve Board on August 6th finally increased the discount rate
to 6 per cent. It had no effect whatsoever on this Mississippi Bubble.

All our efforts to secure an orderly readjustment covered six months and
perhaps served somewhat to slow up the orgy. The real trouble was that the
bellboys, the waiters, and the host of unknowing people, as well as the financial
community, had become so obsessed with the constant press reports of great
winnings that the movement was uncontrollable.

The stock-market slump on October 29, 1929, came seven months after |
entered the White House.

When the inevitable black morning of their dream dawned, the exponents of
the "New Era" were surprised. Promptly we had a flood of reassuring statements
to the anxious speculators from economists, bankers, the press, and labor
leaders. Professor Irving Fisher of Yale said that stocks had not even reached
their full values. Charles E. Mitchell of the National City Bank announced that
"the reaction had outrun itself." The New York Times praised the soundness of
the financial structure. Mr. Rockefeller, Mr. Morgan, Mr. Raskob all announced
that they were buying stocks. William Green of the American Federation of
Labor declared, "In a few months we will be back to normal." A left-wing
economist, Stuart Chase, said, "The stock market will not affect general
prosperity.”

1 am not a pessimistic soul, but I was not impressed by any of this
optimism. The press insistently urged that 1 make a statement. Obviously, as
President, | had no business to make things worse in the middle of a crash. Loath
to speak of the stock market, | offered as encouragement a short statement on
our progress in the productive system and the long-view strength of the country.

The normal business cycle periodically must readjust disequilibriums which
are a part of the rhythm of any growing free economy. But this was more than

2 New York Times, March 29, 1929.
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rhythms. Our overpriced stocks and real estate were bound to come down; and
the degree of down is influenced by the degree of up—which means a descent
from overvalue to undervalue. The boom had lifted securities and real estate far
up and, to this degree, was to deepen further the slump by the downward swing.

Within a few weeks the slump began seriously to affect industrial
employment and farm prices, confronting us with problems of the first order.



CHAPTER 3

OUR WEAK AMERICAN BANKING SYSTEM

Before | proceed with this narrative, | must describe in some detail a
weakness which increased our difficulties. Our banking system was the weakest
link in our whole economic system.

As | have said, the American people had been living for some years under an
illusion of the absolute security to be had from the Federal Reserve System. We
were slow to realize other dangers in our banking system. These dangers were
present in our inexpressibly feeble and badly organized deposit banking, credit,
and security promotion structure, enhanced by lack of scruples among some
leaders.

As | look back over our whole era of boom and slump, and our passage
through the valley of the shadow after the European panic, | feel that our own
banking and financial system was the worst part of the dismal tragedy with which
| had to deal.

I can truthfully say that | recognized some of the weaknesses of the system
from the first. Time and again from my first Annual Message to Congress, |
urged the Congress to reform the banking laws to make depositors safe.

The public had become callous to bank failures because we had had over
4,000 such failures in the eight good years before the depression. More than
10,000 deposit institutions were to disappear in the five years after 1929, despite
governmental props under the banking system. Their mortality rate was about 40
times that of industrial and commercial firms. But our people were so used to
bank failures that it took a major storm to arouse public demand for
reorganization.

Among all our banking ills, 1 give a few of outstanding importance.

1. Our banking system was the outgrowth of a muddle of good and
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bad laws and the high spirit of enterprise in our people. There were 52 different
bank regulatory systems, one for National Banks, one for the other member
banks of the Federal Reserve System, and forty-nine others for state banks and
the District of Columbia. The Federal regulatory systems were much better than
those of the states. The Federal inspection system was good, as far as it went, but
the states' systems shaded all the way from good to purely political. The Federal
Reserve and National Bank inspections covered only a minority of the number of
banks.

2. There were too many banks. In 1929 there were about 25,000 commercial
banks, trust companies, and savings banks entrusted with the people's deposits.
Of the commercial banks, 7,500 were National Banks and 14,300 state. There
simply were not enough capable bankers to go around among 25,000 banks. And
there were some very evil ones in some large banks.

3. Of these deposit institutions, more than 3,500 had less than $100,000
capital and, of these, some 1,500 had less than $25,000 capital. A safe banking
life, including payment of bank salaries, simply could not be led on such capital.

4. All commercial banks were permitted to loan excessive amounts of
demand deposits on long-term mortgages and to invest in long-term bonds.
When stress came, long-term assets could not be quickly liquidated, and
depositors' demands had to be met by calling in the short-term business loans.
That paralyzed business and employment. The supposed restriction on
withdrawal of "time" deposits and their use for long-term lending amounted to
nothing, for if the banker refused to cash a time deposit before due date, his bank
fell under suspicion.

5. Our agricultural areas must have mortgage capital from the great centers
to buy farms and equipment. They must have seasonal capital to raise livestock,
to plant, harvest, and market the ground crops. In the normal working of the
banking system, the banks and loan concerns in the farm area borrowed
seasonally from the nearest cities. These cities borrowed in turn from New York
and other large centers. The moment depression came, the city banks drew in
funds from their country correspondents or refused to furnish their usual needs.
The insurance companies abruptly ceased lending on mortgages, and foreclosed
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wholesale those in default. As a result, farmers and small business men were the
immediate victims.

6. Only one-third of the total number of banks were members of the Federal
Reserve System, and therefore only one-third had the safety valve of rediscount
privilege with the Reserve Banks. Moreover, the rediscount privilege was limited
to short-term commercial paper. Those banks also had no method of realizing on
mortgages. In the slump they could sell many bond holdings in the market, but
only at a loss and often for less than their true value.

7. The theory of the Federal Reserve System can well be repeated here. The
idea was that speculation could be checked by increasing interest rates, and
restricting credit by open-market operations; and on the other hand, that business
could be activated by decreasing interest rates and expanding credit by open-
market operations. Experience had amply demonstrated that decreased rates and
open-market operations could stimulate speculation in good times; but we were
soon to prove that they could not activate business in bad times. Thus these
activities proved incapable of either checking booms or checking depression.
And the system stimulated a false sense of security which in itself led to
EXCesSes.

8. Many of the larger banks had "affiliates" through which they speculated
in stocks and engaged in stock promotion, indirectly using their depositors'
money with ultimately great losses.

9. Nor was our financial weakness solely in the banks. Throughout the
whole business of providing capital for our economic life there ran a pollution—
the habit of making money by manipulation and promotion of securities. And
that promotion too often disregarded the merits of the goods it sold. In addition,
the financial world, instead of providing merely the lubricants of commerce and
industry, had often set itself up to milk the system. Worse still, instead of being
financial advisers to commerce and industry, the financiers had, in many cases,
set themselves up to dictate the management of it.

That the fault lay not in our economic system as a whole, but in the singular
weakness of the banking system, is evidenced by the fact that the 5,100 banks
which failed in the three-year depression period represented 25 per cent of the
number of banks. Yet in the same period



24 The Great Depression
the failure of industrial enterprise represented only 1.5 per cent of the number of
concerns.

That it was possible, by proper organization and inspection, to have a
banking system in which depositors were safe was demonstrated by Britain,
Canada, Australia, and South Africa, where no consequential bank failure took
place in the depression. Their governments gave no guarantees to depositors.
Their economic shocks were as great as ours —or worse. But their banks did not
try to manage industry or to promote stocks, and the British had evolved
methods of restraining a large part of their irresponsible promoters without
burning down the house.

If we had possessed adequate banking laws and a sound financial system, we
should never have needed the Reconstruction Finance Corporation, the Home
Loan Banks, and the half-dozen other government props to credit, which we
were compelled to introduce later on.

It is not out of place to present here my opinion of the whole financial
system, written on February 17, 1933, to my friend Arch W. Shaw. It was written
after the three years' ordeal with banks and before the bank panic of March
which greeted Mr. Roosevelt's inauguration. It was intended to be a sort of last
will and testament on our economic system:

Dear Mr. Shaw:

I have your request that | should state in writing what | said to you a few
days ago as to the broad conclusions I have formed from experience of the last
four years as to the functioning of our economic system. It is, of course,
impossible in the time | have left at my disposal or within the reach of a short
statement, to cover all phases of the problem.

Our whole economic system naturally divides itself into production, dis-
tribution, and finance. By finance | mean every phase of investment, banking,
and credit. And at once | may say that the major fault in the system as it stands is
in the financial system.

As to production, our system of stimulated individual effort, by its creation
of enterprise, development of skill, and discoveries in science and invention, has
resulted in production of the greatest quantity of commaodities and services of the
most infinite variety that were ever known in the history of man. . . . We can say,
without qualification, that the motivation of production based on private
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initiative has proved the very mother of plenty. It has faults, for humanity is not without
faults. Difficulties arise from overexpansion and adjustment to the march of labor-saving
devices, but in broad result it stands in sharp contrast with the failure of the system of
production, as in its greater exemplar—Russia—where after fifteen years of trial, in a
land of as great natural resources as ours, that system has never produced in a single year
an adequate supply of even the barest necessities in food and clothing for its people.

In the larger sense our system of distribution in normal times is sufficient and
effective. Our transportation and communication is rapid and universal. The trades
distribute the necessities of life at profits which represent a remarkably small percentage
of their value.

The system moves supplies of everything into remotest villages and crossroads; it
feeds and clothes great cities each day with the regularity and assurance which cause
never a thought or anxiety. The diffusion of commaodities and services in a social sense
has faults. In normal times out of our 120,000,000 people there are a few millions who
conscientiously work and strive, yet do not receive that minimum of commodities and
services to which they have a just right as earnest members of the community.

There is another fringe of a few hundred thousand who receive more than they
deserve for the effort they make. But taxes are furnishing rapid correction in this quarter. .
.. The enlarging social sense of our people is furnishing the impulse to correction of
faults. ... It is not to be brought about by destruction of the system.

The last four years have shown unquestionably that it is mainly the third element of
our system—that is, finance—which has failed and produced by far the largest part of the
demoralization of our systems of production and distribution with its thousand tragedies
which wring the heart of the nation. I am not insensible to the disturbing war inheritances,
of our expansion of production, nor to the effect of increased labor-saving devices on
employment, but these are minor notes of discord compared to that arising from failure of
the financial system. This failure has been evidenced in two directions: that is, the lack of
organization for domestic purposes and the weakness . . . through which we have been
infinitely more demoralized by repeated shocks from abroad.

The credit system in all its phases should be merely a lubricant to the systems of
production and distribution. It is not its function to control these systems. That it should
be so badly organized, that the volume of currency
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and credit, whether long or short term, should expand and shrink irrespective of
the needs of production and distribution; that its stability should be the particular
creature of emotional fear or optimism; that it should be insecure; that it should
dominate and not be subordinate to production and distribution—all this is
intolerable if we are to maintain our civilization. Yet these things have happened
on a gigantic scale. We could have weathered through these failures with some
losses and could have secured reorganization as we went along. . . . The rain of
blows from abroad, however, on the system of such weakness has wholly
prostrated us by a second phase of this depression which came from a collapse of
the financial systems in Europe.

In this system | am not referring to individual banks or financial institutions.
Many of them have shown distinguished courage and ability. On the contrary, |
am referring to the system itself, which is so organized, or so lacking in
organization, that it fails in its primary function of stable and steady service to
the production and distribution system. In an emergency its very mechanism
increases the jeopardy and paralyzes action of the community.

Clearly we must secure sound organization of our financial system as a
prerequisite of the functioning of the whole economic system. The first steps in
that system are sound currency, economy in government, balanced governmental
budgets, whether national or local. The second step is an adequate separation of
commercial banking from investment banking, whether in mortgages, bonds or
other forms of long-term securities. The third step is to secure effective
coordination between national and state systems. We cannot endure fifty odd
separate regulatory systems which are both conflicting and weakening. We must
accept the large view that the mismanagement, instability, and bad functioning of
any single institution affects the stability of some part of production and
distribution and a multitude of other financial institutions. Therefore there must
be cooperation within the financial system enforced by control and regulation by
the government, that will assure that this segment of our economic system does
not, through faulty organization and action, bring our people again to these
tragedies of unemployment and loss of homes which are today a stigma upon
national life. We cannot endure that enormous sums of the people's savings shall
be poured out either at home or abroad without making the promoter responsible
for his every statement. We cannot endure that men will either manipulate the
savings of the people so abundantly evidenced in recent exposures.

That it has been necessary for the government, through emergency action
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to protect us (while holding a wealth of gold) from being taken off the gold standard, to
erect gigantic credit institutions with the full pledge of government credit to save the
nation from chaos through this failure of the financial system, that it is necessary for us to
devise schemes of clearing-house protections and to install such temporary devices
throughout the nation, is full proof of all | have said. That is the big question. If we can
solve this, then we can take in hand the faults of the production and distribution systems—
and many problems in the social and political system. But this financial system simply
must be made to function first.

There is a phase of all this that must cause anxiety to every American. Democracy
cannot survive unless it is master in its own house. The economic system cannot survive
unless there are real restraints upon unbridled greed or dishonest reach for power. Greed
and dishonesty are not attributes solely of our system—they are human and will infect
socialism or any ism. But if our production and distribution systems are to function we
must have effective restraints on manipulation, greed, and dishonesty. Our Democracy has
proved its ability to put its unruly occupants under control, but never until their conduct
has been a public scandal and a stench. For instance, you will recollect my own opposition
to government operation of electric power, for that is a violation of the very fundamentals
of our system; but parallel with it | asked and preached for regulation of it to protect the
public from its financial manipulation. We gained the Power Commission, but Congress
refused it the regulatory authority we asked.

I have time and again warned, asked, and urged the reorganization of the banking
system. The inertia of the Democracy is never more marked than in promotion of what
seem abstract or indirect ideas. The recent scandals are the result. Democracy, always
lagging, will no doubt now act and may act destructively to the system, for it is mad. It is
this lag, the failure to act in time for prevention which | fear most in the sane advancement
of economic life. For an outraged people may destroy the whole economic system rather
than reconstruct and control the segment which has failed in its function. | trust the new
Administration will recognize the difference between crime and economic functioning;
between constructive prevention and organization as contrasted with destruction.

During these four years | have been fighting to preserve this fundamental system of
production and distribution from destruction through collapse and bad functioning of the
financial system. Time only can tell if we have succeeded. Success means higher and
higher standards of living, greater
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comfort, more opportunity for intellectual, moral, and spiritual development.
Failure means a new form of the Middle Ages.

If we succeed in the job of preservation, certainly the next effort before the
country is to reorganize the financial system so that all this will not happen
again. We must organize for advance in the other directions, but that is another
subject.



CHAPTER 4

FEDERAL GOVERNMENT RESPONSIBILITIES
AND FUNCTIONS IN ECONOMIC CRISES

With the October-November stock-market crash the primary question at
once arose as to whether the President and the Federal government should
undertake to mitigate and remedy the evils stemming from it. No President
before had ever believed there was a governmental responsibility in such cases.
No matter what the urging on previous occasions, Presidents steadfastly had
maintained that the Federal government was apart from such eruptions; they had
always been left to blow themselves out. Presidents Van Buren, Grant, Cleveland
and Theodore Roosevelt had all remained aloof. A few helpful gestures,
however, had been made in the past. On one such occasion it was in the form of a
little currency relief; on another, the deposit of Federal money in some banks;
and there was the crisis when Cleveland announced his fidelity to the gold
standard to steady a panicky public.

Because of this lack of governmental experience, therefore, we had to
pioneer a new field. As a matter of fact there was little economic knowledge to
guide us. The previous great postwar depression of the 1870's had left almost no
real economic information except as to consequences in prices, production, and
employment. | may reiterate that it is not given even to Presidents to see the
future. Economic storms do not develop all at once, and they change without
notice. In my three years of the slump and depression they changed repeatedly
for the worse—and with the speed of lightning. We could have done better— in
retrospect.

The break in the stock market in late October, 1929, was followed
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by succeeding slumps until, by the end of November, industrial stocks had fallen
to 60 per cent of their high point. Even so, the business world refused, for some
time after the crash, to believe that the danger was any more than that of run-of-
the-mill, temporary slumps such as had occurred at three- to seven-year intervals
in the past.

However, we in the administration took a more serious view of the
immediate future, partly because of our knowledge of the fearful inflation of
stock-market credit, and, in the longer view, because of our fear of the situation
of European economy. | perhaps knew the weaknesses of the latter better than
most people from my experience in Europe during 1919 and my knowledge of
the economic consequences of the Versailles Treaty.

Two schools of thought quickly developed within our administration
discussions.

First was the "leave it alone liquidationists” headed by 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.” He often used the
expression, "There is a mighty lot of real estate lying around the United States
which does not know who owns it,"” referring to excessive mortgages.

At great length, Mr. Mellon recounted to me his recollection of the great
depression of the seventies which followed the Civil War. (He started in his
father's bank a few years after that time.) He told of the tens of thousands of
farms that had been foreclosed; of railroads that had almost wholly gone into the
hands of receivers; of the few banks that had come through unscathed; of many
men who were jobless and mobs that roamed the streets. He told me that his
father had gone to England during that time and had cut short his visit when he
received
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word that the orders for steel were pouring toward the closed furnaces; by the
time he got back, confidence was growing on every hand; suddenly the panic had
ended, and in twelve months the whole system was again working at full speed.

I, of course, reminded the Secretary that back in the seventies an untold
amount of suffering did take place which might have been prevented; that our
economy had been far simpler sixty years ago, when we were 75 per cent an
agricultural people contrasted with 30 per cent now; that unemployment during
the earlier crisis had been mitigated by the return of large numbers of the
unemployed to relatives on the farms; and that farm economy itself had been
largely self-contained. But he shook his head with the observation that human
nature had not changed in sixty years.

Secretary Mellon was not hard-hearted. In fact he was generous and
sympathetic with all suffering. He felt there would be less suffering if his course
were pursued. The real trouble with him was that he insisted that this was just an
ordinary boom-slump and would not take the European situation seriously. And
he, like the rest of us, underestimated the weakness in our banking system.

But other members of the Administration, also having economic
responsibilities—Under Secretary of the Treasury Mills, Governor Young of the
Reserve Board, Secretary of Commerce Lamont and Secretary of Agriculture
Hyde—Dbelieved with me that we should use the powers of government to
cushion the situation. To our minds, the prime needs were to prevent bank panics
such as had marked the earlier slumps, to mitigate the privation among the
unemployed and the farmers which would certainly ensue. Panic had always left
a trail of unnecessary bankruptcies which injured the productive forces of the
country. But, even more important, the damage from a panic would include huge
losses by innocent people, in their honestly invested savings, their businesses,
their homes, and their farms.

The record will show that we went into action within ten days and were
steadily organizing each week and month thereafter to meet the changing tides—
mostly for the worse. In this earlier stage we determined that the Federal
government should use all of its powers:
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(a) to avoid the bank depositors' and credit panics which had so generally
accompanied previous violent slumps;

(b) to cushion slowly, by various devices, the inevitable liquidation of false
values so as to prevent widespread bankruptcy and the losses of homes and
productive power;

(c) to give aid to agriculture;

(d) to mitigate unemployment and to relieve those in actual distress;

(e) to prevent industrial conflict and social disorder;

(f) to preserve the financial strength of the United States government, our
credit and our currency, as the economic Gibraltar of the earth—in other words,
to assure that America should meet every foreign debt, and keep the dollar
ringing true on every counter in the world;

(9) to advance much-needed economic and social reforms as fast as could
be, without such drastic action as would intensify the illness of an already sick
nation;

(h) to sustain the morale and courage of the people in order that their
initiative should remain unimpaired, and to secure from the people themselves
every effort for their own salvation;

(i) to adhere rigidly to the Constitution and the fundamental liberties of the
people.

While fearful, we could not know at this early stage to what extent the
European situation might affect us.

SUSTAINING MORALE IN THE PEOPLE

One of the duties of the times was to maintain confidence of our people in
the future. With the powerful spiritual and economic strength of the United
States, this could be only a passing phase in the life of the nation. There was a
multitude of gloomy prophets who depicted that the era of progress was
exhausted, that our way of life was nearing an end, that our social and political
system was disappearing. The minor but shrill notes of the Socialists and
Communists added other discords. All these tones of gloom and discouragement
grew louder and louder as the depression deepened.

Some indication of our efforts to counteract these forces can be given in a
few quotations.
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In a radio address on February 12, 1931, | said:

It is appropriate that | should speak from this room in the White House
where Lincoln strived and accomplished his great service to our country.

His invisible presence dominates these halls, ever recalling that infinite
patience and that indomitable will which fought and won the fight for those
firmer foundations and greater strength to government by the people. From these
windows he looked out upon that great granite shaft which was then in
construction to mark the country's eternal tribute to the courage and
uncompromising strength of the founder of the Union of states.

Here are the very chairs in which he meditated upon his problems. Above
the mantelpiece hangs his portrait with his Cabinet, and upon this fireplace is
written:

"In this room Abraham Lincoln signed the Emancipation Proclamation of
January 1, 1863, whereby 4,000,000 slaves were given their freedom and slavery
forever prohibited in these United States."

It was here that he toiled by day and by night that this Union created by the
fathers might be preserved and that slavery might be ended. . . .

The Federal government has assumed many new responsibilities since
Lincoln's time, and will probably assume more in the future. ...

Due to lack of caution in business and to the impact of forces from an
outside world, one-half of which is involved in social and political revolution, the
march of our prosperity has been retarded. We are projected into temporary
unemployment, losses, and hardships. In a nation rich in resources, many people
were faced with hunger and cold through no fault of their own. Our national
resources are not only material supplies and material wealth but a spiritual and
moral wealth in kindliness, in compassion, in a sense of obligation of neighbor to
neighbor and a realization of responsibility by industry, by business, and the
community for its social security and its social welfare.

The evidence of our ability to solve great problems outside of government
action and the degree of moral strength with which we emerge from this period
will be determined by whether the individuals and the local communities
continue to meet their responsibilities. . . .

Victory over this depression and over our other difficulties will be won by
the resolution of our people to fight their own battles in their own communities,
by stimulating their ingenuity to solve their own problems, by taking new
courage to be masters of their own destiny in the struggle of life. . . .
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In an address at Valley Forge on May 30, 1931, | said:

... It was not the glory of battle for which these fields are remembered. No
great battle was fought here. It was not the pomp of victory, for no martial
triumph was won here. It was not the scene where peace was signed by which
independence of a great nation was won. It was not the tombs of courageous
men who, facing the enemy, gave the supreme sacrifice for their country to
which we bow in reverence. A thousand other fields mark the courage, the glory,
the valor, the skill, the martial triumph of our race. Yet the instinct and the
judgment of our people after the abrasion of the years have appraised this place
as a foremost shrine in the War of Independence. . . . It is a shrine to the things
of the spirit and of the soul.

It was the transcendent fortitude and steadfastness of these men who in
adversity and in suffering through the darkest hour of our history held faithful to
an ideal. Here men endured that a nation might live.

* * *

... The American people are going through another Valley Forge at this
time. To each and every one of us it is an hour of unusual stress and trial. You
have each one your special cause of anxiety. So, too, have I. The whole nation is
beset with difficulties.... These temporary reverses in the march of progress have
been in part the penalty of excesses of greed, of failure of crops, and the malign
inheritances of the Great War and a storm of other world forces beyond our
control. Their far-reaching effects have fallen heavily upon many who were in
no wise concerned with their causes. Many have lost the savings of a lifetime,
many are unemployed, all know the misgivings of doubt and grave concern for
the future.

No one who reviews the past and realizes the vast strength of our people
can doubt that this, like a score of similar experiences in our history, is a passing
trial. From it will come a greater knowledge of the weaknesses of our system,
and from this knowledge must come the courage and wisdom to improve and
strengthen us for the future. Numerous are the temptations under the distress of
the day to turn aside from our true national purposes and from wise national
policies and fundamental ideals of the men who builded our Republic. Never
was the lure of the rosy path to every panacea and of easy ways to imagined
security more tempting. . . .

The Revolution, of which Valley Forge was the darkest but perhaps the
most glorious moment, was fought not alone for national independence but to
retain our freedom to continue unhampered the most promising social
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experiment in all human history. . . . It brought America to a greatness
unparalleled in the history of the world.

* * *

Valley Forge met such a challenge to steadfastness in times and terms of
war. Our test is to meet this challenge in times and terms of peace. It is the same
challenge. It is the same test of steadfastness of will, of clarity of thought, of
resolution of character, of fixity of purpose, of loyalty to ideals, and of unshaken
conviction that they will prevail. We are enduring sufferings, and we are assailed
by temptations. We, too, are writing a new chapter in American history. If we
weaken, as Washington did not, we shall be writing the introduction to the
decline of American character and the fall of American institutions. If we are
firm and farsighted, as were Washington and his men, we shall be writing the
introduction to a yet more glorious epoch in our Nation's progress.

* * *

Freedom was won here by fortitude, not by the flash of the sword. Valley
Forge is our American synonym for the trial of human character through
privation and suffering, and it is the symbol of the triumph of the American soul.
If those few thousand men endured that long winter of privation and suffering,
humiliated by the despair of their countrymen, and deprived of support save their
own indomitable will, yet held their countrymen to the faith, and by that holding
held fast the freedom of America, what right have we to be of little faith?

In an address at Indianapolis on June 15, 1931, | said:

For the first time in history the Federal government has taken an extensive
and positive part in mitigating the effects of depression and expediting recovery.
I have conceived that if we would preserve our democracy this leadership must
take the part not of attempted dictatorship, but of organizing cooperation in the
constructive forces of the community and of stimulating every element of
initiative and self-reliance in the country. There is no sudden stroke of either
governmental or private action which can dissolve these world difficulties;
patient constructive action in a multitude of directions is the strategy of success.
This battle is upon a thousand fronts. . . . Some . . . people . . . demand abrupt
change ... in our American system. . . . Others have indomitable confidence that
by some legerdemain we can legislate ourselves out of a world-wide depression.
Such views are as
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accurate as the belief we can exorcise a Caribbean hurricane by statutory law. . .

With the sweep of the economic hurricane from Europe, voices in the
country vehemently demanded more violent action by the Federal government.
Many of them were advocating collectivist ideas gleaned from the Socialists, the
Communists, and the Fascists. Some even cried for dictatorship. | expressed my
views on various occasions, but a summing up on August 11, 1932, will indicate
what they were:

The function of the Federal government in these times is to use its reserve
powers and its strength for the protection of citizens and local governments by
supporting our institutions against forces beyond their control. It is not the
function of the government to relieve individuals of their responsibilities to their
neighbors, or to relieve private institutions of their responsibilities to the public,
or of local government to the states, or of state governments to the Federal
government. In giving that protection and that aid the Federal government must
insist that all of them meet their responsibilities in full. It is vital that the
programs of the government shall not compete with or replace any of them but
shall add to their initiative and their strength. It is vital that by the use of public
revenues and public credit in emergency the Nation shall be strengthened and
not weakened.

... It does not follow, because our difficulties are stupendous, because there
are some souls timorous enough to doubt the validity and effectiveness of our
ideals and our system, that we must turn to a state-controlled or state-directed
social or economic system in order to cure our troubles. That is not liberalism; it
is tyranny. It is the regimentation of men under autocratic bureaucracy with all
its extinction of liberty, of hope, and of opportunity. No man of understanding
says that our system works perfectly. It does not. The human race is not perfect.
Nevertheless, the movement of a true civilization is toward freedom rather than
regimentation. This is our ideal.

Ofttimes the tendency of democracy in presence of national danger is to
strike blindly, to listen to demagogues and slogans, all of which would destroy
and would not save. We have refused to be stampeded into such courses. . . .

Our emergency measures of the last three years form a definite strategy
dominated in the background by these American principles and ideals, and
forming a continuous campaign waged against the forces of destruction on an
ever widening or constantly shifting front.
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Thus we have held that the Federal government should in the presence of
great national danger use its powers to give leadership to the initiative, the
courage, and the fortitude of the people themselves; but it must insist upon
individual, community, and state responsibility ... to supplement and strengthen
the initiative and enterprise of the people. That they must, directly or indirectly,
serve all the people. Above all, that they should be set up in such form that, once
the emergency is passed, they can and must be demobilized and withdrawn,
leaving our governmental, economic, and social structure strong and wholesome.

We have not feared boldly to adopt unprecedented measures to meet the
unprecedented violence of the storm. . ..

These programs, unparalleled in the history of depressions in any country
and in any time, to care for distress, to provide employment, to aid agriculture, to
maintain the financial stability of the country, to safeguard the savings of the
people, to protect their homes, are not in the past tense—they are in action. . . .



REMEDIAL MEASURES
CHAPTER 5

A SUMMARY OF THE EVOLUTION OF
THE DEPRESSION

To provide a clear economic perspective of the depression, | will summarize
its different phases—as they were definitely different—and then give a detailed
account of each. The depression divided itself roughly into six successive
periods, or phases. Each phase began with new destructive forces; each had its
own acute crisis. As each developed we undertook new measures to ward it off,
to cushion its effects and to restore the constructive forces in our economic life.
Except for the last phase, each ended in an upturn and a brief hope that the worst
was over.

THE FIVE PHASES DURING MY ADMINISTRATION

The first phase spanned the seventeen months from the stock-market crash
in October, 1929, to April, 1931. This was a period of a comparatively mild
domestic readjustment, such as the country had experienced before.
Unemployment of the family breadwinners rose to about 2,000,000, or probably
not more than 1,000,000 over the normal. By January, 1931, we had paid the
price for our own economic misdeeds and were convalescing. We made steady
upward progress from January until April, 1931, when the earthquake of
financial panic reached us from Central Europe.

The second phase of the depression comprised the four months from April
through July, 1931, when we suffered the first quake from the financial eruption
in Continental Europe. This was a period when heavy blows rained on our
convalescing economic system. The remedies
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we applied, however, stopped the development of panic, and again we had a
flash of hope for recovery. That hope lasted less than a month. This was merely
a preliminary to a still greater shock from abroad.

The depression’s third phase also covered about four months, but the shocks
were more severe than the previous ones. They began with the difficulties of the
British in August, 1931, which culminated in their abandonment of the gold
standard and their suspension of payments of most foreign obligations, public
and private. During this period a score of countries abandoned the gold standard.
The number of families in the United States without employed breadwinners in-
creased to about 4,000,000. Purchases of our farm products from Europe
practically ceased; prices of farm products slumped badly; banks were toppling
all around us; and foreigners, showing their fear that we would not hold to the
gold standard, began to withdraw gold from us. Our citizens began hoarding
currency and gold.

We immediately initiated a series of measures—which I will give in detail
later—that again prevented panic. Our difficulties and the paralyzing fears of our
own people once more began to relax, with a few rays of sunlight appearing
about mid-November, 1931.

The fourth period of the depression swept in in early December, 1931, and
lasted eleven months. It brought an irregular but general descent to the bottom of
the depression pit, which was reached in June, 1932. It was in this period that a
Democratic Congress bent on the political destruction of the Republican
administration added to the impact of the blows from Europe and the weakness
of our own banking system. We narrowly escaped being forced off the gold
standard by drains from abroad. Farmers were pushed into even deeper distress
and the unemployed increased, until about 7,000,000 families were without
breadwinners.

Eventually we forced great legislative and other measures through this
opposition Congress, which turned away panic and started us on the road to real
recovery around July, 1932. That upturn lasted four months, until the
Republicans were worsted in the Maine elections in the latter part of September.

The fifth period of the depression began with the election on November 5,
1932. Recovery was interrupted in the United States by public
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apprehension over the heterodox economics, currency tinkering, and other
policies announced by the New Dealers. The unwillingness of Mr. Roosevelt as
President-elect to cooperate in meeting the situation finally culminated in a bank
depositors' panic of February, 1933.

The sixth phase of the depression began with the inauguration of the New
Deal. The rest of the world turned to recovery in July, 1932, and only the United
States marched in the opposite direction with the election of 1932. If the New
Dealers had carried on our policies instead of deliberately wrecking them and
then trying to make America over into a collectivist system, we should have
made complete recovery in eighteen months after 1932, as did all the dozen
other nations with a free economy. We continued in the sixth phase of the
depression until war intervened in 1941.

Each of the five phases of the depression is discussed in detail in the
subsequent chapters.



CHAPTER 6

FIRST PHASE OF THE DEPRESSION -
OCTOBER, 1929, TO APRIL, 1931

As stated, the first phase of the depression lasted seventeen months from the
stock-market crash in October, 1929, to the European collapse in April, 1931.

For clearer presentation, | deal with these measures topically rather than
chronologically, and I have divided them roughly into:

Liquidation of Stock-Exchange Loans
Measures to Restore Employment by
Indirect Relief of the Unemployed
Measures to Support Agriculture
Direct Relief of Distress
The Economic Movement During the First Phase

LIQUIDATION OF STOCK-EXCHANGE LOANS

The immediate phenomenon to be dealt with was the liquidation of the loans
on stocks, which amounted to more than $8,000,000,000 on the New York Stock
Exchange alone, together with the problems of unemployment and agriculture.

Governor Young and the Federal Reserve Banks, in constant conference
with myself, Secretary Mellon, and Under Secretary Mills, established
cooperative measures to cushion the drastic liquidation down to $3,000,000,000.
Most of the large banks had participated in the loan orgy. Had the liquidation
been conducted with less skill, panic could have resulted which would have
injured millions of innocent depositors.

[41]
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MEASURES TO RESTORE EMPLOYMENT AND RELIEF

During the first phase of the depression, unemployment reached such
threatening dimensions that relief of distress was imperative.

At the outset | must clarify a distinction between "direct relief" and "indirect
relief.”" "Direct relief," as used here, means relief given directly to individuals or
families through charitable, local, county, municipal, or state action. "Indirect
relief" comprises Federal and state public works, together with stimulation of
private construction, "spreading of work," restriction of immigration,
government financial measures to support private employment, and action in the
foreign field.

Less than a month after the crash, we began to organize indirect relief. On
November 18th, | instructed Secretary of Commerce Lament to set up an
organization of experienced men to assure as much public and private
construction work as possible. The next day, with the Secretary, | called the
major railway presidents to the White House. At the end of our meeting they
issued a statement that the railways would continue and even expand their
construction and maintenance programs over the next year.

A few days later | invited the public utility leaders to confer and secured
their promise to continue and expand their construction activities. We made
similar arrangements with the larger manufacturers.

On November 23rd, | wired the governors and mayors, asking their
cooperation to expand public works. They responded with full assurances. To
stimulate Federal public works, | instructed the departments to expedite our own
program, for which we had some $420,000,000 available. In addition, I
instructed the Postmaster General and the Shipping Board to expedite all the ship
construction possible under the authority which we possessed in that field. A
month later, in my message to Congress, | recommended further Federal
appropriations for these purposes.

As a result, we were assured that many billions of dollars would be spent
and many thousands employed on capital improvement during the first phase of
the depression.
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MAINTENANCE OF WAGES AND AVOIDANCE OF STRIKES

With a view to developing programs to aid the unemployed aside from
construction work, on November 21st, | assembled a meeting of leading
industrialists at the White House. | felt that a most important part of our recovery
in this period rested on the maintenance of wages and avoidance of strikes. Many
of the leaders were not at first impressed with the gravity of the situation but
became more seriously concerned as the meeting proceeded. My secretary,
Walter Newton, made a note on what took place:

The President . . . outlined the situation. He said that he would not have called them
were it not that he viewed the crisis more seriously than a mere stock market crash; that
no one could measure the problem before us or the depth of the disaster; that the
depression must last for some time; and that there were two or three millions unemployed
by the sudden suspension of many activities. He warned them that we could expect a long
and difficult period at best; that there must be much liquidation of inflated values, debts
and prices with heavy penalties on the nation; that no one could at this time measure the
destructive forces we must meet, since the stock boom and collapse were world-wide; that
Europe was still under the influence of the destructive aftermath of the war.

The President further proceeded to point out that our immediate duty was to consider
the human problem of unemployment and distress; that our second problem was to
maintain social order and industrial peace; the third was orderly liquidation and the
prevention of panic, and the final readjustment of new concepts of living. He explained
that immediate "liquidation" of labor had been the industrial policy of previous
depressions; that his every instinct was opposed to both the term and the policy, for labor
was not a commaodity. It represented human homes. Moreover, from an economic view-
point such action would deepen the depression by suddenly reducing purchasing power
and, as a still worse consequence, it would bring about industrial strife, bitterness,
disorder, and fear. He put forward his own view that, in our modern economy and on
account of the intensified competition from shrinkage in demand and the inevitable loss of
profits due to a depression, the cost of living would fall even if wages were temporarily
maintained. Hence if wages were reduced subsequently, and then no more and no faster
than the cost of living had previously fallen, the burden would not fall primarily on labor,
and values could be "stepped down." Thereby great hardships and economic and social
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difficulties would be avoided. In any event the first shock must fall on profits and not on
wages.

President Hoover held the fundamental view that wages should be maintained for the
present; that planned construction work should be maintained by industry, and
governmental agencies even should increase construction to give as much employment as
possible; that the available work should be spread among all employees by temporarily
shortening the work-week of individuals; and that each industry should look after distress
among its own employees. By these means industry would help to "cushion down" the
situation.

A discussion followed in which the industrial representatives expressed major
agreement. The program was accepted subject to its approval by labor leaders and the
agreement by them that they would initiate no strikes or demands for increased pay
during the present situation. It was also agreed that those present would sponsor a larger
meeting of industrial leaders in Washington on December 5th to further organize the
program of co-operation by industry as a whole.!

The same afternoon | conferred with the outstanding labor leaders and
secured their adherence to the program. This required the patriotic withdrawal of
some wage demands which already had been made.

In the meantime, various business organizations had been called by the
United States Chamber of Commerce to confer in Washington on the situation.
The purpose was to gain wider support of the industrialists' undertaking of two
weeks earlier. On December 5th | addressed these groups, and after a reserved
review of the situation, so as not to add to public alarm, | said:

... The cure for such storms is action; the cure for unemployment is to find
jobs. ...

All of these efforts have one end—to assure employment . . . The very fact
that you gentlemen come together for these broad purposes represents an
advance in the whole conception of the relationship of business to public
welfare. You represent the business of the United States, undertaking through
your own voluntary action to contribute something very definite to the
advancement of stability and progress in our economic life. This is a far cry
from the arbitrary and dog-eat-dog attitude of the business

* This note is also quoted in Myers and Newton, The Hoover Administration, pp. 26-27.
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world of some thirty or forty years ago. And this is not dictation or interference
by the government with business. It is a request from the government that you
co-operate in prudent measures to solve a national problem. A great
responsibility and a great opportunity rest upon the business and economic
organization of the country. The task is one fitted to its fine initiative and
courage.

Those conferences in Washington established four understandings vital to
the recovery program: (a) no strikes or lockouts that leaders could prevent; (b)
wage rates not to be reduced except as the cost of living fell; (c) within their
resources, employers to look after the relief of their own employees; (d) where
possible, a sharing of work. The three last provisions were currently referred to
in our discussions as the "employers' direct relief." As all this was voluntary, we
did not expect a 100 per cent compliance; but we did receive an astonishing
support.®

THE WAGE AGREEMENT HELD

Throughout my whole administration, the wage agreement held up fairly
well in the organized trades and industrial good will developed in a most
gratifying and inspiring way. Our real difficulty was with the unorganized
trades. In their case, it was a matter of constantly urging employers to support
the plan in the national interest. However, most of the nonunion employers
complied.

We had abundant evidence that labor leaders appreciated our efforts. The
publication of the American Federation of Labor (American Federationist) said
on January 1, 1930:

The President's conference has given industrial leaders a new sense of their
responsibilities. . . . Never before have they been called upon to act together ... in
earlier recessions they have acted individually to protect their own interests and .
.. have intensified depression.

On October 6, 1930, William Green, president of the American Federation
of Labor, said:

At that conference [the President] suggested that peace be preserved in industry and
that wages be maintained during the period of unemployment through which we are
passing. The great influence which he exercised upon that occasion served to maintain

2 These relief measures by employers had a profound effect. At one time we estimated that
2,000,000 workers were being kept from becoming a public charge either through dividing the work
or through direct relief by employers.
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wage standards and to prevent a general reduction of wages. As we emerge from this
distressing period of unemployment we are permitted to understand and appreciate the
value of the service which the President rendered the wage earners of the country and
industry when he convened the White House conference to which | have just referred.

In a public address on October 6th to the American Federation of Labor I
reviewed these measures and expressed my satisfaction with the spirit shown by
both labor leaders and employers.

In the 1931 convention of the American Federation of Labor, held at Vancouver, the
executive council in its report again expressed appreciation of my efforts and of the
substantial success attending them, and stated:

... In the full year of 1921 there were ninety-two wage cuts per hundred firms
reporting to the Bureau of Labor Statistics, while in the full year of 1930 there were only
seven firms per hundred firms reporting.

Although wage cuts have increased in 1931, there still has been no widespread
tendency toward a liquidation of wages such as we experienced in 1921.

In the first seven months of 1931 the number of cuts reported per hundred firms was
twelve compared to fifty-four in 1921.

These accomplishments in the creating of industrial good will were
evidenced by the sharp decrease in labor conflicts. We had fewer strikes and
lockouts than in any other four years of recent history.?

® The Department of Labor record of man-days lost by strikes and lockouts:

1929 9,975,000 1931 6,386,000
1930 2,730,000 1932 6,462,000

The high figure for 1929 was influenced by attitudes prior to the good-will program.
The record of Mr. Roosevelt's administration was one of stimulating labor conflict instead of
seeking to find healing measures. His record of man-days lost in strikes and lockouts was:

1933 16,872,000 1937 28,425,000
1934 19,592,000 1938 9,148,000
1935 15,456,000 1939 17,812,000
1936 13,902,000 1940 6,701,000

The comparative record cannot be attributed to the reluctance of men to strike because of
unemployment fears, for unemployment in just as large a degree continued during the Roosevelt
period.
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FEDERAL EMPLOYMENT AGENCIES

Another vital factor in our employment and indirect relief program was the
Federal employment service. In April, 1930, | asked the Congressional leaders to
increase our appropriations for expansion of this service, and it was done. The
Federal service concerned itself with interstate problems and coordination of the
state services. Senator Wagner of New York, however, promptly brought in a
bill which would have transferred the control of Federal offices to the states and
local governments. It would have put workers' jobs in control of political
machines, such as Tammany in New York, or the Hague gang of Jersey City.
Therefore, | vetoed it, and on March 7, 1931, | explained my stand in a statement
disclosing the above facts. | directed the Secretary of Labor to submit a bill to
the Congressional committees which would set up more coordination between
the Federal and state agencies in interstate job placements; although supported
by the labor leaders, it was ditched by the Democratic opposition. However, we
reorganized the service on lines of expanded voluntary cooperation with state
and local agencies. The effect of this reorganization appeared in the increase in
placements. Together with cooperating state and municipal employment offices
1,104,136 persons were placed in 1931. The record showed 2,174,179 were
placed in 1932. The service to agricultural seasonal workers expanded from
559,571 workers in 1929 to 886,605 in 1932.

RESTRICTION OF IMMIGRATION

In order to cope successfully with the unemployment problem, | felt it
necessary to restrict immigration. Early in the administration | had completed the
steps necessary to put in force a law passed during President Coolidge's
administration restricting immigration by quotas from each country outside the
Western Hemisphere. That law also provided that entrance might be refused to
immigrants likely to become public charges. In view of the large amount of
unemployment at the time, | concluded that directly or indirectly all immigrants
were a public charge at the moment—either they themselves went on relief as
soon as they landed, or, if they did get jobs, they forced others onto
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relief. 1, therefore, stopped all immigration with some minor exceptions as to
tourists, students, and professional men and women, and | made the order apply
even to the non-quota countries. This was put into effect on September 9, 1930.

We held to this policy throughout my administration. Reports issued from
time to time showed that the persons departing exceeded those arriving by
several hundred per cent.

The following figures show the results of this order even more clearly:

Immigrants  Emigrants

1929 279,678 69,203
1930 241,700 50,661
1931 97,139 61,882
1932 35,576 103,295

DEPORTATIONS

While the deportation of convicted aliens, illegal entries, and other
undesirables does not pertain to unemployment | mention it here because the law
was administered by the Labor Department, which enforced it rigidly. The
results were:

Deportations

Fiscal Year Number
Hoover Administration . . . . . 1930 16,631
1931 18,142
1932 19,426
1933 19,865*

Labor policies as a whole came up in the Presidential campaign of 1932 and
I shall review them in that connection.

A CENSUS OF THE UNEMPLOYED

In order to find out exactly how much unemployment there was at the time,
in April, 1930, six months after the market slump, | ordered the first accurate
house-to-house census of unemployed ever made in the

* How quickly the attitude of the administration changed is shown by the following table of the
first four years of Roosevelt:
Deportations

Fiscal Year Number
Roosevelt Administration 1934 8,879
1935 8,319

1936 9,195
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United States. This became the base by which, with the application of statistical
indexes, the subsequent estimates of unemployment were made during my
administration.

Although this house-to-house census seemed simple on the face of it, it
turned out to be most complicated. The enumerators found themselves faced
with a dozen different situations. They had to list the shiftless citizen who had no
intention of living by work as unemployed. A household of four adults capable
of work, of whom only the father had ever worked for pay, might be listed as
only one unemployed; but the number could be stretched to enumerate the other
three, especially since they might tell the census taker that they wanted work.
Other perplexing cases included persons out of work but not looking for a job;
persons in the seasonal trades resting—as usual—between seasons; persons laid
off temporarily or laying off voluntarily; persons idle for short periods between a
job lost and one for which they had been engaged. While listed as unemployed,
these groups were not in distress, but their number was so large that they
constituted an important part of the estimates.

This census showed on paper that 2,429,000 persons were out of jobs and
that 758,000 still retained their jobs but were laid off temporarily without pay—a
total of 3,187,000. But a rough review of the facts indicated that probably
500,000 to 1,000,000 of these persons did not intend to work under any
circumstances, while another 500,000 to 1,000,000 represented "between-
jobbers,” mostly in the seasonal trades. Even in highly prosperous times like
1927-1929, when there was no distress, the pool of unemployed averaged about
1,500,000.

We also found that there was an average of 1.7 breadwinners to each family.
One breadwinner, generally speaking, was enough to keep a household from
want; therefore, in each ten families which needed no relief, there might yet be
seven unemployed persons. Also many families without one employed member
had savings or other income which would keep them going for the time being—
although, of course, this class would constantly diminish as the depression went
on.

These statistics on unemployment did not indicate with accuracy the degree
of destitution. In considering all the factors, we concluded that there were about
1,000,000 families without breadwinners in April, 1930.
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The Census Bureau and the Bureau of Labor Statistics estimated that the
average monthly total labor force during 1930 was 50,080,000 persons. The
unemployed would be about 6 per cent. The relief measures we had taken proved
sufficient for that time.

MEASURES TO SUPPORT AGRICULTURE

Immediately after the stock-market slump, | called a White House
conference of leading farm organizations (November, 1929), to discuss measures
to meet its effect upon agriculture. The fall in prices did not begin to develop
seriously until the following January (1930), when export orders for farm
products began to drop and credits with which to carry them in storage became
restricted.

At the time of the 1929 market crash, the 1929 crop was partially marketed.
The farmers had raised the crop at costs which, if not realized in selling the
remainder, would be ruinous. The Federal Farm Board had already been created,
upon my recommendation, with a capital of $500,000,000 and wide powers
generally to aid agriculture. It had a strong chairman in Alexander Legge, who
had been for many years president of the International Harvester Company and
could hardly be classed as a radical.

FARM BOARD SUPPORT OF PRICES

We now determined that the Farm Board should give indirect support to
prices which had seriously declined. Some action was taken in January, 1930,
and on February 3rd to support a floor under prices of both wheat and cotton by
loans and purchases. Criticism of these operations in the eastern press drove
Chairman Legge to make a characteristic statement on February 25th:

Some objection has developed in the grain trade against the action of the Farm
Board.

... In connection with these objections | should like to make this statement as a
conservative business man, addressed to the conservative business men of the country.

The country as a whole was thrown into depression through the collapse of
speculation on the New York Stock Exchange. The action of the President in securing co-
operation of the business world absolutely prevented this collapse from developing into a
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panic and has enormously mitigated its effects upon employment and business,
including agriculture.

The cooperation of the great employers of the country in upholding wages,
and therefore the buying power of the public, the action of the railways, the
public utilities, the industries, the Federal Government, the States, the
municipalities in undertaking great programs of construction, are greatly
mitigating unemployment and giving protection to the workman and stability to
business.

The farmer also was the victim of this collapse. His products and his labor
were jeopardized the same as the other workers through the currents started in
considerable part from the same causes. His only direct support in this
emergency is the Farm Board, through powers conferred upon it. The Board is
endeavoring through finance of the farmer's own organizations to help restore
stability and expedite recovery from a crisis which the farmer did not create and
for which he is not responsible.

The measures taken are purely emergency measures on a par with those
taken by other business agencies of the country, and | am confident that the
Board deserves and will receive the support of all thinking business men in its
endeavor to contribute its part toward the swift recovery of the country as a
whole from this situation.

The Farm Board eased the farmers over the 1929-30 winter marketing hump
and the bulk of the 1929 crop harvest was marketed at fair prices. At the end of
April it withdrew support to allow prices to reach their natural level as a guide to
the farmers for the following planting season.

RELIEF OF THE GREAT DROUGHT

While the outlook was generally improving during the first seven months of
1930, another calamity hit us in August—a drought throughout large agricultural
sections of the Midwest and South. About a million farm families and twenty
million animals were affected. The first result was an acute shortage of feed for
animals. | secured at once from the railroads half-rates on feedstuffs shipped into
stricken sections, and | directed an expansion in Federal highway construction in
those localities to aid farmers with supplementary employment. | also called a
meeting at the White House of governors of the states concerned, to devise other
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relief measures. This conference decided (August 15th) that the situation could
be brought under control, and distress alleviated by an appropriation from
Congress for seed loans to the farmers, by direct relief to needy families through
the Red Cross, by persuading the banks and insurance companies to extend
mortgages and interest, and by systematically handling highway and other public
works to give farmers cash employment. All these things were done. | secured an
immediate appropriation from the Red Cross of $5,000,000 which we
subsequently increased by a popular appeal to $15,000,000. We furnished seed
to the farmers through the Department of Agriculture.

The problem of marketing farm products arose again with the harvest of
1930. That autumn the Farm Board renewed its support of prices until the
following April (1931), when again it allowed prices to readjust themselves to
natural levels. During the marketing season of the 1930 crop, we, for instance,
held the prices 'of wheat 25 to 30 cents a bushel above the European markets.

The New York Times of November 19, 1930, reported the directors of the
Chicago Board of Trade as confirming that these actions had alone prevented
widespread panic in the agricultural markets. The Board of Trade had not
hitherto been friendly or very cooperative. The Farm Board lost about
$100,000,000 in stabilization operations over these two winters, but we saved
many times that amount to the farmers. This was not a perfect solution, but it did
cushion the blows that agriculture was taking.

STOPPING SOVIET SHORT SALES OF WHEAT

An interesting but momentarily alarming side issue arose late in September,
1930. We were informed that the Soviet government had been selling large
amounts of wheat short on the Chicago market. Investigation confirmed this and
| demanded that the Chicago Board of Trade and other markets prohibit
transactions by foreign governments. In order to secure this action by them for
the protection of our farmers, 1 was compelled to threaten Federal control. Soon
thereafter the Communist government began dumping large amounts of wheat
upon the European markets and broke the price several cents a bushel. The
Soviets, out of their short selling in Chicago, however, took a considerable
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sum which would otherwise have gone to our American farmer.

DIRECT RELIEF OF DISTRESS

| have already described such measures of indirect relief as public and
private construction and the "employers' relief."

Fearful of the inevitable increase of unemployment and distress during the
winter of 1930-1931, however, and wanting to be sure of no failure in their care,
| initiated a relief program by setting up the President's Committee for
Unemployment Relief. | appointed Colonel Arthur Woods, former Police
Commissioner of New York, as chairman, with a committee of thirty leading
citizens to assist him. | requested the governors of the states to cooperate by
forming nonpartisan committees of responsible men and women, in each state,
these committees in turn to organize such committees in each municipality and
county. This was carried out in each locality where unemployment existed. We
thus set up some 3,000 nonpartisan committees of devoted, intelligent men and
women. They were given the primary responsibility to see that no one went
hungry or cold. In October, 1930, Colonel Woods reported to me that his
organization was functioning everywhere.

On January 2, 1931, our government departments estimated the total
unemployed at 6,050,000. This, with the usual deductions demonstrated in our
previous census and taking account of the fact that this was the low point in
seasonal work, indicated about 2,300,000 families without employed
breadwinners. | directed Colonel Woods to check these estimates and to make a
complete survey of the work load of his committees by his own independent
agents. He confirmed the department's estimates as approximately correct and
reported that needs were being well cared for by the local county and municipal
committees and by the "indirect relief."

In a conference with the national committee and the state committees, |
insisted that the first obligation of direct relief rested on local communities, and
that they should not call upon the state and Federal governments until the load
overtaxed their capacities. | said that if Federal aid became necessary we would
act through the state committees
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in supplementing state appropriations, and would insist that both Federal and
state aid be supplemented by the local authorities; also that the whole should be
administered by the nonpartisan committee system as the only method by which
waste, politics, and graft could be prevented. | added emphatically that direct
relief to individuals from the Federal government would bring an inevitable train
of corruption and waste such as our nation had never witnessed. ®

As a result of surveys, the state committees reported it unnecessary at that
time for the state governments to make substantial appropriations for relief other
than public works, and likewise no call was involved upon the Federal
government except for our "indirect relief."

PRESSURE FOR DIRECT PERSONAL FEDERAL RELIEF OR DOLES

Early in 1931 came much public discussion and conflict as to the method of
relieving distress. Should direct personal relief be organized and administered
upon a local community and state basis, or should the Federal government take
over the whole direct operation with doles and other devices?

The gist of this discussion was not a question of relief or no relief. It was
solely a dispute over the method of organization.

During the winter season of 1931, the Senate Democrats, aided by Senator
Borah and by all the radical groups in the country, demanded appropriations for
direct Federal doles to individuals in distress. Both our relief committees and the
Red Cross, looking after the Midwest drought distress, reported that such action
was not needed. Hoping that | could keep relief measures out of politics, | called
individually to the White House Senator Robinson and Representative Garner,
the Democratic Senate and House leaders, also Senator Borah representing the
"left wingers," and the Republican leaders. | went over the groundwork of relief
for both agriculture and unemployed, our "indirect" relief measures, and our
system of direct relief to those in distress through our committees and the Red
Cross. | insisted that if the local committees became exhausted they should apply
to the state committee, and this in turn to the state government; that if these
resources were exhausted, then and then only should the Federal government
contribute

® Years later this was proved all too true.
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to state aid and that to be administered by the system of non-partisan
committees. | insisted that if Federal action followed any other course it would
destroy local responsibility and introduce graft, politics, waste, and
mismanagement. Constant repetition of this thesis became a sort of patter with
me. | did not, however, satisfy my political opponents. They saw great political
grist in emotional appeals to presumed sympathy— or human greed.

An ugly incident offered an opportunity to some Democratic members of
Congress and to Senator Borah. They gladly seized upon it. In the relief of the
Arkansas drought-sufferers, the Red Cross, in August, 1930, had properly
insisted on delivering relief directly to the Negro and white tenant families. The
plantation owners insisted upon distributing it, obviously to keep these
dependents under control. | backed the Red Cross in refusing. An alleged riot by
"starving people” in February, 1931, attacked the local Red Cross and was
greatly exploited in the Congress. When | sent my military aide, Colonel
Hodges, to investigate the "riot," he found that it was a fake.

The opposition in Congress continued its efforts to force various Federal
doles by amendments to a bill for seed-loan appropriations, which | had
recommended for the drought areas. | was now proved "heartless,” to the great
exultation of my opponents. Senator Borah assailed me mercilessly. On February
3, 1931, I issued a public statement saying:

Certain senators have issued a public statement to the effect that unless the President
and the House of Representatives agree to appropriations from the Federal Treasury for
charitable purposes they will force an extra session of Congress.

I do not wish to add acrimony to a discussion, but would rather state this case as |
see its fundamentals.

This is not an issue as to whether people shall go hungry or cold in the United States.
It is solely a question of the best method by which hunger and cold shall be prevented. It
is a question as to whether the American people, on one hand, will maintain the spirit of
charity and mutual self-help through voluntary giving and the responsibility of local
government as distinguished, on the other hand, from appropriations out of the Federal
Treasury.... If we start appropriations of this character we have not only impaired
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something infinitely valuable in the life of the American people but have struck at the
roots of self-government. . . .

And there is a practical problem in all this. The help being daily extended by
neighbors, by local and national agencies, by municipalities, by industry and a great
multitude of organizations throughout the country today is many times any appropriation
yet proposed. The opening of the doors of the Federal Treasury is likely to stifle this
giving and thus destroy far more resources than the proposed charity from the Federal
government.

The basis of successful relief in national distress is to mobilize and organize the
infinite number of agencies of self-help in the community. That has been the American
way of relieving distress among our own people, and the country is successfully meeting
its problem in the American way today.

I then reviewed our various measures of unemployment and drought relief
and the reports from governors and other leaders that it was working most
satisfactorily. | continued:

I have indeed spent much of my life in fighting hardship and starvation both abroad
and in the Southern states. |1 do not feel that I should be charged with lack of human
sympathy for those who suffer. ... In all the organizations with which | have been
connected over these many years, the foundation has been to summon the maximum of
self-help. 1 am proud to have sought the help of Congress in the past for nations who
were so disorganized by war and anarchy.... But even these appropriations were but a
tithe of that which was coincidentally mobilized from the public charity of the United
States and foreign countries. There is no such paralysis in the United States and | am
confident that our people have the resources, the initiative, the courage, the stamina and
kindliness of spirit to meet this situation in the way they have met their problems over
generations.

...  am willing to pledge myself that if the time should ever come that the voluntary
agencies of the country together with the local and state governments are unable to find
resources with which to prevent hunger and suffering in my country, 1 will ask the aid of
every resource of the Federal government because | would no more see starvation
amongst our countrymen than would any Senator or Congressman. . . .

The American people are doing their job today.

Despite and contrary to all the smearing, we got through the first phase of
the depression until the spring of 1931 and no one went hungry or cold—if our
committees knew of it.
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LEGISLATIVE ACTION

The December 1929-1930 session of Congress, upon my recommendation,
increased public works appropriations and authorized seed loans to the drought
areas. It failed, however, to accept my recommendations on the much needed
reform of the banking laws, and most other reforms.®

ECONOMIC MOVEMENT DURING THE FIRST
PHASE OF THE DEPRESSION

In my message of December 3, 1929, to the regular session of Congress, | did
not wish to add alarms to the already rising fears. Therefore, | gave a guarded
discussion of the economic situation arising out of the crash of six weeks
previously, and reviewed the steps taken to protect the situation.”

Our various measures taken in late 1929 and early 1930 soon began to have
encouraging effects. The New York Times announced on February 12, 1930, that
the country had begun to recover. The economic indexes confirmed this hope.

On February 18th, Myers and Newton point out:

In the Cabinet discussion it was agreed that the danger of a banking panic from the
stock collapse definitely had passed. The stockholders' loans of eight and a half billion had
been liquidated to three billion with the help of the Federal Reserve System. It was
obvious that . . . although the banks had sustained great losses from customers'
withdrawals and the depreciation of securities, uneasiness among depositors generally had
been prevented.

The President now was able to announce to the press that the preliminary shock of
the collapse had abated; also that the Department of Labor index of all employment,
which had dropped from 93.3 in October to 86.0 at the end of December, had by this date
increased to 92.8, which indicated the return of several hundred thousand men to work.
The governors' reports and independent surveys showed that in thirty-six States no
important distress had developed from unemployment, and that in the other twelve States
measures put in operation by private and local authorities were meeting the

® Ample evidence of this is given in Chapter 40.
" The State Papers and Other Public Writings of Herbert Hoover, Vol. I, pp. 138-166.
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situation. The danger of a general panic in finance and industry had been averted.

During the next six weeks the economic indexes continued to grow still
more favorable. There were significant increases in the demands for steel and
other raw materials. Construction work generally was reviving, even surpassing
the normal. In addition, our fears as to Europe had not yet materialized.

In consequence of these favorable indications, on May 1st (1930), |
addressed the United States Chamber of Commerce, the major purpose being to
express appreciation of the cooperation we had received from the business world
and to urge its continuance. | indulged in some moderate optimism saying, "We
are not through the difficulties of our situation,” but "I am convinced we have
passed the worst and with continued effort we shall rapidly recover."”

Presidents cannot be pessimistic in times of national difficulties. They must
be encouraging. However, this bit of optimism was later distorted by our
opponents to make me say, "Prosperity is just around the corner," which | never
did say. It was no doubt a political mistake on my part to open the way for such
an attack if things went wrong— which they did.® During the remainder of 1930
the country was steadily and successfully readjusting itself despite some
adversities and much licking of wounds.

In addition to the mid-western drought calamity, the Congressional election
in November, 1930, went against us. General Prosperity gave way to General
Depression as a campaign issue. The result of the election was a Democratic
majority in the House and an effective opposing coalition in the Senate. The
Democratic-controlled Congress was not to come into session until a year later.
Prices of commodities and securities fell sharply with the election. | tried to
patch up this threat to public morale by an agreement to "cooperate" with the
Democratic leaders.

My message to the short session of Congress on December 2, 1930,

8 President Roosevelt likewise became optimistic at various rimes from 1934 to 1937. With the
slumps which followed, he was subjected to the same unkind remarks. His most unfortunate phrase
at a moment of temporary recovery was "We planned it that way." But it went sour again.
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again reviewed at length the economic situation and our actions. Some
paragraphs of summary deserve to be quoted here:

In the larger view the major forces of the depression now lie outside of the
United States, and our recuperation has been retarded by the unwarranted degree
of fear and apprehension created by these outside forces.

The extent of the depression is indicated by the following approximate
percentages of activity during the past three months as compared with the highly
prosperous year of 1928:

Value of department-store sales . . . . . .. 93% of 1928
Volume of manufacturing production ... 80% of 1928
Volume of mineral production . ....... 90% of 1928
Volume of factory employment....... 84% of 1928
Total of bank deposits . .............. 105% of 1928
Wholesale prices—all commodities . ... 83% of 1928
Costof Living..................... 94% of 1928

Various other indexes indicate total decrease of activity from 1928 of from
15 to 20 per cent.’

RECOVERY STARTS

Early in 1931 the situation improved sharply. There were many evidences of
progress. The New York Times on March 23 concluded that the depression had
passed bottom, that we were on our way out; and this view was supported by the
press generally. All the business indexes at the end of March showed sharp rises
in employment, pay rolls, prices of commodities and securities, and industrial
production beyond the usual seasonal movements.

The bank failures during the first three months of 1931 were inconse-
quential, and foreign confidence in our strength was unimpaired, as indicated by
the increasing volume of deposits in our banks from abroad.

The Federal Reserve Board's report at the end of March indicated a strong
movement to recovery. During this first quarter of 1931, they showed:

° The full text appears in The State Papers and Other Public Writings of
Herbert Hoover, Vol. I, pp. 428-440.
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Industrial production .. ...... increased 12 per cent
Payrolls.................. increased 10 per cent
Common stocks . ........... increased 11 per cent
Construction contracts . . . .. .. increased 25 per cent

The need for direct relief sharply decreased. A survey by our committees at
the end of March showed that 120 cities had ended their relief measures as they
were no longer necessary. The percentage of unemployed to the total labor force
had apparently decreased by about 25 per cent.

Had there been no other malign forces in the world, the American
depression to all appearances had run its course. The public mind was
recovering from its mania of extravagance and speculation. There had been no
panics. Significant reforms had taken place in business management. Our
cushioning measures had made the industrial effects of the slump less severe
than those of some previous slumps. We had sustained agriculture and cared for
the destitute.

But we were scarcely to set our feet on the floor from our economic sickbed
when Europe struck us a stunning blow. We were soon to learn that there was a
delayed bomb in financial Europe.



CHAPTER 7

SECOND PHASE OF THE DEPRESSION-
APRIL TO AUGUST, 1931

In the spring of 1931, just as we had begun to entertain well founded hopes
that we were on the way out of the depression, our latent fears of Europe were
realized in a gigantic explosion which shook the whole foundations of the world's
economic, political, and social structure. At last the malign forces arising from
economic consequences of the war, the Versailles Treaty, the postwar military
alliances with their double prewar armament, their frantic public works programs
to meet unemployment, their unbalanced budgets and the inflations, all tore their
systems asunder.

Out of their war inheritances came even deeper explosive forces. Dissolution
of the old Central European empires had created twelve new states, each erecting
trade barriers against the others. Austria had been reduced to a gigantic
poorhouse, and her only hope was economic union with Germany. Russia had
been economically isolated by the Communist revolution, and no longer exported
a large volume of raw materials and food in exchange for Eastern European
manufactures. As a result, many countries had to seek new sources of raw
materials and food supplies and, in turn, sell their goods in new markets. Thus
the older channels of commerce were dislocated and restricted. Contributing to
the European collapse was the huge overproduction of several commodities. This
surplus was induced by cartels which had artificially increased prices and thus
stimulated production. High prices stifled consumption. In the meantime, great
bubbles of speculation
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sprang up in foreign countries in the stocks of corporations which were
producers of these commodities—of which rubber and coffee were examples.
The collapse in prices created side depressions affecting all South Asia (and
incidentally Britain and Holland) and all northern Latin America.

European statesmen did not have the courage to meet the real issues. They
continued to assert, even after the explosion, that the remedy lay in more credits,
more government expenditures, more deficits, and more inflation.

All these things we had known and long feared. But the violence of these
forces we did not know. And there were still other hidden explosive materials.
They only gradually appeared. In retrospect, it is evident that the inflationary
action of our Federal Reserve System in 1925 and 1927, undertaken at the
instance of foreign bankers, had contributed to delay their crisis, but in the end
created a time bomb through immense short-term borrowing of Central
European banks from banks all over the rest of the world.

Like the Sarajevo incident of 1914 which lighted the fuse of the First World
War, the agreement between Germany and Austria for a customs union, which
was announced on March 21, 1931, touched off the European explosion. The
French and British governments interpreted this as a start toward repudiation of
the Versailles Treaty, one of the keystones of which was the political separation
of Germany and Austria.

A customs union of a small state of 6,000,000 people and a great state of
60,000,000 people was scarcely a serious menace. But France and Britain at
once declared that it would not be permitted. On the surface, this was just
another exhibition of European power politics. But underneath, in order to bring
pressure to bear, the Bank of France and other French banks presented for
payment the short-term bills which they held from Austrian and German banks.
It was the last push against an already tottering economic structure in Europe.
The full amount of these French-held bills is not known, but it was estimated at
$300,000,000. Other holders of European bank obligations became frightened.
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THE PANIC IN AUSTRIA AND GERMANY

Austria and Germany began frantic efforts to secure foreign exchange and
gold. To accomplish the purpose, they began to curb imports; to control capital
movements, they started borrowing from every source they could find.

Apprehension began to run like mercury through the financial world. It
spread through the world's markets all during the first half of April. Security and
commodity markets in the United States began to slump. | directed the
Department of Commerce and the Treasury to inquire at home and abroad as to
the situation in each country. They reported steady European selling of American
securities in our markets, some flight of capital from Europe to us, and a sharp
decrease in orders for our export commodities. European insiders were
apparently protecting themselves from something sinister to come.?

2 Four years after this was written | made a journey over Europe in the winter months of 1938,
visiting fourteen countries, and discussed the causes of the great European debacle of 1931 with
statesmen and economists of Belgium, France, Switzerland, Austria, Germany, Poland, the Baltic
States, Sweden, and Britain.

The sum of two score views of leading men was well summed up at a meeting | had in Vienna
with President Miklas, Finance Minister Neumayer, President Kienbock of the Austrian National
Bank and three University economics professors. | had asked their views as to the underlying causes
of the European economic collapse in 1931 which had been touched off from Vienna. In a note |
made at the time, the Austrians said in sum:

"There were several primary and a number of secondary causes. The primary causes were, first,
the weakening of the economic structure of every nation in Europe by the war; second, the economic
consequences of the Treaty of Versailles which had divided the Danube Valley among five states,
each of which had set up trade barriers by tariffs, discriminatory rail rates, quotas, etc., and thus
weakened and impoverished the productivity of that whole great area. This had impoverished and
paralyzed the great financial and trade center of Vienna with its skills and former resources. Third,
the reparations and intergovernmental war debts which distorted all finance and exchange and
through pressures had forced the export of goods into unnatural channels. Fourth, the economic
isolation of Russia by the Communist destruction of her productivity, thus stopping the flow of food
and raw materials into Europe and closing a large part of the market for European manufactured
goods in Russia. Fifth, immediately after the Treaty and despite the League, military alliances and
power politics had steadily increased armaments with their inevitable unbalanced budgets. Sixth, the
rise of the school (the totalitarian liberals) which believed governments could produce employment
and increase productivity by bureaucratic control and dictation of business with the consequent fright
to business. From this followed hesitation and increasing unemployment. Seventh, the attempts of
governments to provide for this unemployment by public works
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In speaking before the Gridiron Club on April 27, 1931, | could not refrain
from showing apprehension, for I said:

. . . If, by the grace of God, we have passed the worst of this storm, the future
months will be easy. If we shall be called upon to endure more of this period, we must
gird ourselves for even greater effort ... So far our people have responded with courage
and steadfastness. If we can maintain this courage and resolution we shall have written
this new chapter in national life in terms to which our whole idealism has aspired. May
God grant to us the spirit and strength to carry through to the end.

World commaodities and securities continued to decline in the markets. On
May 7th, our Ambassador to Germany, Frederic M. Sackett, arrived in
Washington on an urgent mission. His purpose was to inform me that Chancellor
of Germany Briining had disclosed to him a detailed account of the disastrous
financial crisis then developing in his country. Mr. Briining had outlined the
increasing economic strain as shown by the flight of capital, currency
difficulties, unemployment, drying up of credits from abroad, pressures for
payment of debts, and refusal to give renewals of accounts due from German
banks to foreigners. The Chancellor had also set forth the danger from the
Communist and Nazi elements, and the old military groups, now rallying to
Hitler, all bent on destroying the representative government. However, Mr.
Sackett thought that there was no danger of political or economic crisis in
Germany before autumn.

Aside from any economic repercussions which might affect us, it seemed to

drove budgets into further deficits with a train of foreign and domestic borrowing, kiting of bills and
disguised inflation. From all this flowed government controls of imports and exports in an effort to
protect currencies and gold reserves, all of which created more unemployment. The whole of the
process was an aftermath of the World War and the Treaty of Versailles. If there had been no war,
there would have been no world depression.

"The crack started at its weakest point, that is, in Austria, and was widened when the French
demanded payment of short-term bills as a pressure measure to prevent the proposed economic union
with Germany in 1931."

It did not occur to these gentlemen in Europe that | was personally responsible for the
worldwide depression as Mr. Roosevelt so repeatedly charged.

The Austrians, of course, laid great emphasis upon the Treaty of Versailles as a cause. And, in
fact, many of us had protested in 1918 that it would make Vienna the center of poverty in Europe
with political and social instability which was bound to radiate woe and disturbance to all Europe.
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me that the United States had a broad interest in supporting the efforts of liberal-
minded men in Germany, Austria, and Eastern Europe to sustain their
representative governments against the political forces besetting them. These
democratic governments were the foundation of any hope of lasting peace in
Europe.

I informed the Ambassador of my convictions and assured him of my desire
to help, although | had the direst forebodings of the economic effect their
situation might have upon the United States.

The first important American press notice of the situation in Europe was a
May 13th dispatch from Vienna, disclosing that Austria's largest private bank, the
Kreditanstalt, was in such trouble that depositors were rioting outside its offices.
On May 15th, our Budapest legation reported great excitement and runs on banks
in Hungary over rumors of financial difficulties. On May 18th, one of our leading
banks informed me that it was selling $100,000,000 worth of American securities
for a European client. Foreign orders for our wheat and cotton almost ceased, and
as a result, our prices of commodities and securities were steadily falling.

On May 20th, | called in Federal Reserve Board officials to discuss our
threatened economy. They intimated that | was seeing ghosts so far as the United
States was concerned, and declared that nothing was going on that they and our
banks could not easily handle.

In the remaining days of May the crisis developed even more acutely.
Various efforts of a patch-up kind were undertaken to sustain the Austrian
National Bank, which was now also in trouble. Temporary loans were made
under the leadership of the Federal Reserve Bank of New York and the Bank of
England. The French, however, refused to participate in these efforts. During the
last few days of May and the first days of June, German difficulties had also
become so evident that they were being openly discussed in the American press.
The situation had developed far more quickly than Ambassador Sackett
anticipated.

EXCHANGE AND GOLD IN MID-1931

I must digress here to discuss certain phenomena of international exchange,
finance, and gold in order to make subsequent events clear.
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When the European crisis began, the currencies of the world were generally
based upon convertibility into gold of a definite weight and fineness for each
currency, and the central banking institutions of each country held substantial
gold reserves to protect convertibility and foreign exchange. The ebb and flow
of trade and credit necessarily resulted in some movement of gold from one
country to another to settle balances. World monetary relations were, therefore,
simple and direct.

The interlocked functions for which gold was used—currency, deposit
reserves, and settlement of international balances—were, at the time of this 1931
crisis, thrown into utter confusion by interferences of frantic governments. The
Central European states, trying to attract to themselves a movement of gold and
capital, raised interest rates. That failed, however, and then they tried to stop by
law the flight of capital and the outward movement of gold to pay debts or to
buy imports. Then they restricted imports and devised stimulants to exports, in
order to create a surplus of foreign exchange in their favor. Although not
initially acknowledged, this was in effect an abandonment of the gold standard,
beginning in Central Europe, which was to disturb the world, including
ourselves, with shocks for many a year to come. The whole process was a
terrible destruction of world trade. No merchant could know what he might
receive in payment by the time his goods were delivered. Risks, thus multiplied,
further hampered trade.

At this time—June, 1931—the European press cried out that by our
economic policies the United States was sucking up the world's gold, thereby
undermining exchanges, currencies, and their gold standards. This was not only
untrue, but it was the usual Europeans' practice of blaming Uncle Sam for their
own failures. When questioned by the press on this, I replied that our gold stock
in two years had been increased by about $600,000,000 to its present volume of
about $5,000,000,000, but that this increase had come from domestic and
foreign sources other than Europe—from which, on balance, we had received
very little. In the same period the European gold stocks had increased by
$1,500,000,000. | stated that some flight of capital had now started from Europe
to us because of the citizens' lack of confidence in the currencies of their own
countries. This flight of capital and the movements of gold from one country to
another were subsequently to give
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us great anxiety. Gold coming into the United States was absorbed at once into
our currency and credit structure. When it was withdrawn, it tended to cause a
shrinkage in the volume of credit or even endanger our currency coverage. We
were especially pregnable to such movement because of the large foreign
deposits in our banks: deposits not only those of foreign individuals and banks,
but also of foreign governments. During the years prior to 1931, our banks had
accumulated a good deal of gold from many smaller nations who sent the
reserves behind their currencies with confidence that dollars were as good as
gold. By this device they earned interest on their currency reserves.

We were later to see our own citizens yielding to spasms of fright and
exporting their capital, which moved gold from under our currency and credit
structure. To stop gold exports would be in effect a refusal to pay our debts in
gold and thus would amount to a repudiation of the gold standard.

During this new stage of the depression, the refugee gold and the foreign
government reserve deposits were constantly driven by fear hither and yon over
the world. We were to see currencies demoralized and governments embarrassed
as fear drove the gold from one country to another. In fact, there was a mass of
gold and short-term credit which behaved like a loose cannon on the deck of the
world in a tempest-tossed era.

| SECURE A MORATORIUM ON INTERGOVERNMENTAL PAYMENTS

As the strain increased in all international payments and exchange, | asked
Secretaries Stimson and Mellon (May 11, 1931) to study some method of
relieving the pressure through relaxation of the huge worldwide
intergovernmental payments for reparations and war debts. These payments
totaled more than $1,000,000,000 a year between governments, of which we
annually received about $250,000,000 by way of payments on our war debts.

The Secretaries were unable to make any suggestion. On the 5th of June |
called them and Under Secretary Mills to the White House and suggested that, in
order to ease the situation, | should propose to all governments a moratorium of a
year on all intergovernmental payments. In payments to the United States this
would give actual relief for eighteen months, as installments had just been paid.
Mr. Mellon objected
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that it was Europe's mess, and that we should not involve the United States.
Messrs. Stimson and Mills supported my idea. As Mr. Mellon was leaving for
Europe next day on a vacation, | suggested that he look into the situation abroad.
| was also relieved to be able to deal directly with Mr. Mills, who would be
acting Secretary of the Treasury and had a younger and more vigorous mind than
Mr. Mellon.

The next day the German Finance Minister visited London. He informed the
British government and also publicly stated that the Austrian panic was infecting
Germany, but implied that he did not expect an acute crisis for sixty days. But
people do not wait for a disaster sixty days away. In the following week runs
were begun upon all German banks, both by citizens and by foreign banks, the
latter demanding payment of outstanding German trade bills and acceptances.

| had previously agreed to make two addresses in the Midwest and was so
compelled to be away from the Capital for a few days. As Congress was not in
session, | requested midwestern Congressional leaders to meet me on the train,
where | outlined my proposals for the moratorium. | wished to secure their
support if Congressional action should become necessary.

When | returned to Washington on June 18th, Mr. Mellon, now in Europe,
had reversed his views and was telephoning frantically that action must be taken
at once or American financial safety would be seriously involved. | also found
an official appeal from President von Hindenburg stating that the Weimar
Republic was in danger of collapse. The full text of Hindcnburg's message was:

Mr. President:

The need of the German people which has reached a climax compels me to adopt the
unusual step of addressing you personally.

The German people has lived through years of great hardship, culminating in the
past winter, and the economic recovery hoped for in the Spring of this year has not taken
place. | have, therefore, now taken steps, in virtue of the extraordinary powers conferred
upon me by the German Constitution, to insure the carrying out of the most urgent tasks
confronting the Government and to secure the necessary means of subsistence for the
unemployed. These measures radically affect all economic and social conditions and
entail the greatest sacrifices on the part of all classes of the population. All possibilities
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of improving the situation by domestic measures without relief from abroad are
exhausted. The economic crisis from which the whole world is suffering hits particularly
hard the German nation which has been deprived of its reserves by the consequences of
the war. As the developments of the last few days show, the whole world lacks
confidence in the ability of the German economic system to work under the existing
burdens. Large credits received by us from foreign countries have been withdrawn. Even
in the course of the last few days the Reichsbank has had to hand over to foreign
countries one third of its reserves of gold and foreign currency. The inevitable
consequence of these developments must be a further serious restriction of economic life
and an increase in the numbers of unemployed who already amount to more than one
third of the total number of industrial workers. The efficiency, will to work, and
discipline of the German people justify confidence in the strict observance of the great
fixed private obligations and loans with which Germany is burdened. But, in order to
maintain its course and the confidence of the world in its capacity, Germany has urgent
need of relief. The relief must come at once if we are to avoid serious misfortune for
ourselves and others. The German people must continue to have the possibility of
working under tolerable living conditions. Such relief would be to the benefit of all
countries in its material and moral effect on the whole crisis. It would improve the
situation in other countries and materially reduce the danger to Germany due to internal
and external tension caused by distress and despair.

You, Mr. President, as the representative of the great American people, are in a
position to take the steps by which an immediate change in the situation threatening
Germany and the rest of the world could be brought about.

VON HINDENBURG

| spent the two days after my return to Washington interviewing and
telephoning Congressional leaders and ranking members of committees in both
houses and both parties, seeking their approval of my moratorium proposals.
Senator Robinson and Speaker Garner, Democratic leaders of the Senate and
House, refused to take any position, but Senator Glass and some other important
Democratic members did agree.

As soon as | was sure of enough Democratic votes in addition to the
Republican to pass legislation, | instructed the Secretary of State to communicate
the proposal to the different governments.

Although | had urgently impressed upon all members of Congress that the
subject must be confidential until we had had time to lay it
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before the other governments. Senator King of Utah told it "off the record" to
reporters with the result that a garbled and antagonistic account went out to the
press both at home and abroad. | was, therefore, compelled either to risk
displeasing the other governments by not giving them the courtesy of a few days
for consultation or, alternatively, to have my proposal discussed by their peoples
in a garbled and destructive form.> Therefore, on the 20th of June | issued a
statement to the press for release the following morning:

The American Government proposes the postponement during one year of all
payments on intergovernmental debts, reparations and relief debts, both principal and
interest, of course, not including obligations of governments held by private parties.
Subject to confirmation by Congress, the American Government will postpone all
payments upon the debts of foreign governments to the American Government payable
during the fiscal year beginning July 1st next, conditional on a like postponement for one
year of all payments on intergovernmental debts owing the important creditor powers.

The statement then gave the names of members of Congress who had
approved, and continued:

The purpose of this action is to give the forthcoming year to the economic recovery
of the world and to help free the recuperative forces already in motion in the United
States from retarding influences from abroad.

The world-wide depression has affected the countries of Europe more severely than
our own. . . . The fabric of intergovernmental debts, supportable in normal times, weighs
heavily in the midst of this depression.

From a variety of causes arising out of the depression such as the fall in the price of
foreign commodities and the lack of confidence in economic and political stability abroad
there is an abnormal movement of gold into the United States which is lowering the credit
stability of many foreign countries. These and the other difficulties abroad diminish
buying power for our exports and in a measure are the cause of our continued
unemployment and continued lower prices to our farmers.

Wise and timely action should contribute to relieve the pressure of these adverse
forces in foreign countries and should assist in the reestablishment of confidence, thus
forwarding political peace and economic stability in the world.

2 Walter Lippmann and other opposition pundits hauled me over the coals repeatedly for this
lack of international courtesy.
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. .. The essence of this proposition is to give time to permit debtor governments to
recover their national prosperity. | am suggesting to the American people that they be
wise creditors in their own interest and be good neighbors.

A flood of propaganda had come from Europe urging that we cancel the war
debts. Therefore | stated that no such proposal was involved, and gave reasons
for noncancellation, continuing:

I wish further to add that while this action has no bearing on the conference for
limitation of land armaments to be held next February, inasmuch as the burden of
competitive armaments has contributed to bring about this depression, we trust that by
this evidence of our desire to assist we shall have contributed to the good will which is so
necessary in the solution of this major question.?

The American press at once hailed the proposal in the most glowing terms.
Prices of farm products and securities rose at once, retail trade expanded, and
men were called back to work. On the 29th of June the New York Times
summarized the situation:

Great results [are] already achieved . . . that a severe financial crisis was hanging
over Germany is fully established . . . that danger . . . not only to Germany but of all
Europe and the United States was removed. . . . We cannot but wonder with the rest of the
world at the happy revulsion of feeling which everywhere followed. . . .

During this period and subsequent weeks, | was in hourly touch with our
representatives in London, Paris, Berlin, and Vienna by transatlantic telephone,
and they were in similar close touch with one another. It was the first time that
such extensive use had been made of the telephone by our government officials.
Mechanical devices prevented the conversations from being tapped; and the
telephone afforded far better understanding and much quicker contact than were
possible with the slow coding and decoding of formally phrased cables.

Within a week, fifteen of the governments concerned had accepted the
proposals unconditionally; the only important opponent was the

% "Only an intervention 'in extremis' by President Hoover and his proposal for a moratorium
saved Germany" (June 20, 1931), wrote Andre Francois-Poncet, the French Ambassador. See his
memoirs, The Fateful Years, Harcourt, Brace & Co., New York, 1949, p. 5.
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French. They still vibrated from hideous wrongs done them by Germany and
were slow to lend any helping hand to their brutal enemy. That government
raised a host of technical and fictitious difficulties and continued to produce
fresh ones as fast as we met them. They kept this up for more than three weeks.
Discouragement and destructive forces again began to haunt the world. Further
runs on Central and Eastern European banks became prevalent, and further gold
poured out of Europe.

Finally on July 5th, I instructed our Ambassador to France, Walter Edge, to
inform the French government that | had secured enough support for the
proposal and did not require the inclusion of France. They might therefore
continue to exact payments from other governments as they fell due, while the
other countries would continue to exact payments due from France. It happened
that this would leave France (including her payments to the United States) little
better oft on balance than if she accepted the moratorium, and would isolate her
from world cooperation.

In the meantime, the French private institutions had withdrawn most of their
banking and commercial loans from other parts of Europe and did not stand to
lose on this account. But the withdrawals had made the general situation more
acute. Upon receipt of my final message, the French Cabinet very heatedly
reversed itself and accepted the plan, with a few minor reservations. However,
irreparable damage had been done to the morale of the whole economic world by
its delays and its propaganda.

On July 6th, I announced to the press the completion of the agreement, and |
breathed easier in the hope that it might still save the situation. There was again
a momentary lift in the economic world— but it lasted less than a week.

THE TIME BOMB, AND THE STANDSTILL AGREEMENT

During the French delay, the spirit of panic had gained force and the drains
upon Germany, Hungary, and Eastern European countries severely depleted the
gold reserves against their currency. But something worse was impelling the
crisis. By July 15, 1931, practically all Austrian, German, Hungarian, and
European banks farther east had
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been closed. Various meetings between government representatives were taking
place in Europe, but they got precisely nowhere.

In the meantime, Secretary of State Stimson had gone to the South of France
on a holiday, and Under Secretary William R. Castle was acting Secretary. |
suggested through him to the British government that they call a conference in
London on the European financial situation. | requested Messrs. Mellon and
Stimson to attend. The meeting was set for the 20th of July. On the 16th and
17th, however, at an intermediate meeting in Paris of various government
representatives, including Secretary Stimson, it was proposed by the French that
the British, French, and American governments should lend Germany
$500,000,000. I informed Secretary Stimson (who urged it) by telephone that the
United States government could not join in such a plan, as in my view it would
be totally ineffective even if Congress were called into session and approved it.

With these bank closings in Central Europe, | naturally wanted to know if
American banks had any loans to or deposits in the banks of this crisis area. |
first telephoned Henry Robinson, chairman of a large California bank, who had
had much experience in international banking. He told me that many of our
banks had bought German trade bills and "bank acceptances,” both sixty- and
ninety-day paper. The trade bills were supposed to be secured by bills of lading
covering goods shipped, and to be payable on delivery of the goods. The bank
acceptances were simply "kited" bills without any collateral. Robinson expressed
great alarm.

| at once inquired of the Federal Reserve officials what amounts of these
bills were held by American banks and business houses. After some inquiry,
they informed me that our banks held only $400,000,000 or $500,000,000 of
them, and that they could be easily handled. Worrying over the matter during
that night 1 was somehow not satisfied with this report, and in the morning I
directed the Comptroller of the Currency to secure an accurate report on such
American holdings direct from the banks. Twenty-four hours later | received the
appalling news that the total American bank holdings probably exceeded
$1,700,000,000; that certain banks having over $1,000,000,000 of deposits held
amounts of these bills which, in case of loss, might affect their capital
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or surplus and create great public fears. Here was one consequence of the
Reserve Board maintaining artificially low interest rates and expanded credit in
the United States from mid-1927 to mid-1929 at the urging of European bankers.
Some of our bankers had been yielding to sheer greed for the 6 or 7 per cent
interest offered by banks in the European panic area.

Worse still, the Comptroller informed me that these European banks were
already in default on many bank acceptances and were frantically endeavoring to
secure renewals. He thought the "acceptances” comprised a major part of
American bank holdings and informed me that some of the "trade bills" did not
have the collateral documents attached.

When the Comptroller's information began to come in, | sent for Secretary
Mills who was also fearful, and requested him to ask his friends in the Bank of
England by telephone what they knew about the volume of these bills. In a day
or two they replied, in alarm, that there might be $2,000,000,000 in the banks of
Britain and the Dominions, together with Sweden, Norway, Switzerland,
Holland and Denmark. They also stated that there were quantities in Latin-
American and Asian banks. They said the German and other Eastern European
banks were frantically trying to renew the bank acceptances and were being re-
fused.

It looked at this time as if Germany, Austria, Hungary, and other Eastern
European countries had as much as $5,000,000,000 of these short-term bills
afloat. The Germans had also, over the years since the war, floated many long-
term loans by their governments, their municipalities, and their business houses.*
It looked as if the German total external debt alone, excluding reparations but
including long-term debt, might possibly exceed $5,000,000,000. They not only
had paid all their reparation installments to the Allies out of this borrowed
money, but had paid for reconstruction of German industry and their budget
deficits. It was obvious that they and the others could not meet their short-term
obligations, at least for the present.

Thus, the explosive mine which underlay the economic system of

* The Secretary of State and |, as Secretary of Commerce, had frequently protested at the
German bond issues in the United States on the ground that their payment was second to reparations,
and that they were being used to pay the Allies.
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the world was now coming clearly into view. It was now evident why the
European crisis had been so long delayed. They had kited bills to A in order to
pay B and their internal deficits.

I don't know that | have ever received a worse shock. The haunting prospect
of wholesale bank failures and the necessity of saying not a word to the
American people as to the cause and the danger, lest | precipitate runs on our
banks, left me little sleep.

The situation was no longer one of helping foreign countries to the indirect
benefit of everybody. It was now a question of saving ourselves.

That day, July 19th, | came to the conclusion that, in view of the confusion
among leaders in Europe, we must take a strong hand if we were to save our
situation as well as theirs. | had in mind a new and drastic solution. I called in
Secretaries Mills and Castle, Senator Dwight Morrow, and our Ambassador to
England, Charles G. Dawes, who was then in Washington. They fully agreed to
my proposals.

| cabled Secretaries Stimson and Mellon my plan, which was for a
"standstill" agreement among all banks everywhere holding German and Central
European short-term obligations. As my cable outlining the plan might become
public, it had to be carefully phrased so as not to fire further alarms as to the
already tense Central European situation. The cable read:

The essence of the problem is the restoration of confidence in Germany's economic
life, both in Germany and abroad.

1. On the political side, the United States hopes that, through mutual good will and
understanding, the European nations may eliminate all friction, so that the world may rely
upon the political stability of Europe.

2. On the economic side, the present emergency is strictly a short-term credit crisis.
Fundamental pressure on German economy during the period of depression has been
relieved by the joint action of the creditor powers in suspending all payments upon
governmental debts during the period of one year. But Germany has financed her
economic activities to a very great extent through the medium of short-term foreign
credits. There is no reason to doubt the soundness of the basis upon which these credits
rest, but the general uncertainty which has prevailed for the last few weeks resulted in
such a loss of confidence that the German banking and credit structure was subjected to a
very severe strain. This strain took two very definite forms,
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both of which resulted in a drain of banking resources and the depletion of German gold
and foreign exchange holdings.

In the first place there was a flight from the mark within Germany. In the second
place there was a withdrawal of foreign deposits and a curtailment on the part of foreign
banks of outstanding lines of credit.

(a) As to the first, namely, the internal flight from the mark, this can be and is being
successfully combated by the vigorous action of the German Government and the
Reichsbank. Once unreasonable fear has been eliminated, it is certain that the patriotism
of the German people can be relied on to prevent the destruction of the credit of their own
country.

(b) As to the external credits, we believe that the first approach to this problem is the
development of a program that will permit the maintenance for an adequate period of
time of the present outstanding lines of credit. In this connection it is our understanding
that this volume of credit, together with the freed reparations and the natural gain from
the allaymcnt of the panic, should be adequate to meet the needs of German economic
life for the immediate moment.

On the other hand, it must be apparent that, unless provision is made for the
maintenance of these credits, an attempt to provide new ones, whether of short- or long-
term character, would be ineffective. In the development of such a program the
governments of the countries having principal banking centers, including the United
States, Belgium, France, Great Britain, Holland, Italy, Japan, and Switzerland, and other
important banking centers, might well undertake to encourage their bankers so to
organize as to permit the maintenance for an adequate period of time of present-day
outstanding lines of credit to Germany.

The responsibility for working out the details of such a program and the methods of
making it effective with due regard to the protection of the banks and the needs of
German economy should be left to the banking communities of the respective countries
and the central banks could, we believe, be relied on to furnish the necessary leadership,
cooperation and direction.

Such voluntary arrangements should be supplemented, for the time being, by strict
control of all foreign exchange transactions by the Reichsbank so that the integrity of the
program can be maintained and the banks that are participating can be assured that there
would be no arbitrary withdrawal either from within or without Germany.

3. It is our belief that if such a program could be made promptly effective
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it would result in an immediate restoration of confidence and that in a comparatively short
time the necessity for restrictions of this character would disappear and normal conditions
would once more prevail. There is all the more ground for faith in such a result in view of
the fact that the United States debt suspension program has now become effective and
that the events which succeeded the announcement of that program clearly demonstrate
that relief from payment of intergovernmental debts established in the minds of the
business world the basis for renewed confidence.

4. A committee should be selected by the Bank for International Settlements or
created by some other appropriate method to secure cooperation on the following
question:

(a) In consultation with the banking interests in the different countries, to provide for
the renewal of the present volume of outstanding short-term credits from those countries.

(b) In making an inquiry into the immediate further needs in credit of Germany.

(c) In the development during the course of the next six or eight months of plans for
a conversion of some proportion of the short-term credits to long-term credits.

My telephone conversations with Secretaries Stimson and Mellon were far
less optimistic about Germany's ability to pay than this cable might indicate. |
insisted on the complete necessity of what | called a ""Stand-still" agreement.

The Secretaries, in reply, objected to placing this plan before the London
Conference lest we appear to be dictating its policies. The Conference met, and
the French again proposed a joint loan of $500,000,000 to Germany to be
participated in by several governments. Mellon and Stimson again strongly
urged this measure upon me. | replied that this was a banker-made crisis, and
that the bankers must shoulder the burden of solution, not our taxpayers;
moreover, that the amount proposed would not be a drop in the bucket. It was
merely partial relief of banks at government expense. Or even if a loan to
Germany was provided by American, British, and French and other banks
themselves, it would be a wholly inadequate solution. | again informed them by
telephone in detail of the situation as to German and other Central European
short-term obligations in the United
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States and abroad. | also stated that such a loan would not even take care of the
American situation alone.

At this point | instructed Mr. Mills to ask a friend in the Bank of England by
telephone what their idea was of the French loan proposal. He quickly learned
that the Bank of England did not approve of such a loan. Also, the British
Treasury officials had no faith that it would meet the crisis. The affair began to
take the color of the usual attempt of European political officials to make us the
first to refuse something and therefore the scapegoat for anything that happened.
Indeed, one reason given to me by Messrs. Stimson and Mellon for American
governmental support of a loan was fear of just that. | finally telephoned them
emphatically that we would not participate in such a loan and that | was
publishing the gist of the standstill proposal to the world that very minute. They
protested against the publication as undiplomatic. | issued it nevertheless.

The next day the Conference, with the now public proposal in front of it,
adopted the essence of my plan and delegated the Bank for International
Settlements at Berne to carry it out. Its success depended on bankers of all
countries holding the bills and agreeing further that they would accept pari-passu
payments on unsecured bills when payment could be extracted by the Bank for
International Settlements.

A group of our New York banks informed me that they could not agree to
the stand-still plan and that the only solution was for our government to
participate in a large international loan to Germany and other countries. My
nerves were perhaps overstrained when | replied that, if they did not accept
within twenty-four hours, | would expose their banking conduct to the American
people. They agreed.

On July 23rd | made a statement expressing satisfaction with the acceptance
of my plan by the Conference.

THE GIGANTIC CENTRAL EUROPEAN KITING OF BILLS—AND ITS DISASTERS

We believed that the amount of these short-term bills afloat could not
exceed $5,000,000,000. But the European financial bomb was far bigger than
our estimates showed. That became clear a year later when
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the Bank for International Settlements made a long detailed report, which said in
part:

When at the end of March, 1931, the Bank for International Settlements closed its
books for the first financial year, the world-wide depression, although characterized by an
unusually sharp fall in prices, still showed in most respects the main tendencies of an
ordinary depression. On the capital markets there was a large supply of short-term funds
at declining rates . . . government credit had not yet been seriously weakened. . . .

[But] it is now possible to estimate that the total amount of short-term international
[private] indebtedness which existed at the beginning of 1931 aggregated more than
$10,000,000,000. At that time the magnitude of this indebtedness was not known . . .
central banks began to realize . . . a danger and they endeavored . . . to strengthen their
reserves of foreign exchange. . .. The menace . . . did not appear as self-evident as it does
today. . . . [it was] almost certain to break the situation at some point. The liquidation in a
single year [was] of more than six billion of short-term indebtedness . . . of the balance . .
. still outstanding, a substantial part has in fact become blocked. . . .

It is unnecessary to emphasize the havoc wrought . . . or to dwell upon the stagnation
that resulted. . . . Each contributed their part to the persistent fall in prices . . . [and]
accentuated the deflationary forces which are oppressing world economy. . . . In an effort
to cope with the situation . . . new forces, themselves dislocating, were introduced into the
international economic system of the world . . . a whole series of steps designed to arbi-
trarily arrest the continuation of transfers and to protect home currencies, such as
exchange control, standstill agreements, restrictions on imports and exchange [and]
suspension of the gold standard . . . with consequent depreciation of currencies . . . [also]
to control capital movements and especially to prevent the flight of capital . . . further to
control imports . . . [with] allotted foreign exchange for import of "necessary” raw
material . . . governments have established import quotas or clearing arrangements. Ex-
change control . . . forces trade into a kind of strait-jacket. . . . This interference offers no
solution . . . [but] aggravates [it].

No greater proof of one cause of the hurricane that swept our shores is
needed than this statement. It is also obvious that | was right when | maintained
that half a billion of government money would have been only a drop in this ten-
billion-dollar bucket.
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EFFECTS ON THE UNITED STATES

During the period from April to August, 1931, we lost all the economic
gains of the first three months of that year and more. Industrial production
decreased by 15 per cent; construction contracts by 20 per cent; farm prices
dropped 10 per cent on the average and more in the export commaodities.
Common stocks had fallen 20 per cent.®

A MOMENTARY START AT RECOVERY AGAIN

However, with the combined moratorium on intergovernmental payments
and the standstill agreement, we had avoided a panic in the United States. With
both these measures, the world breathed more easily again, and recovery began
to show itself in the market places. It was only a momentary breathing spell, for
the larger forces mentioned by the Bank for International Settlements had now
begun to gnaw like wolves into the financial vitals of Britain.

When this economic earthquake spread to our shores, Americans were to
learn about the economic interdependence of nations through a poignant
experience which knocked at every cottage door.

® The Federal Reserve Board indexes show something of the changes during this second stage
of the depression:

Common Dept. Merchandise
Stock Industrial ~ Store Factory  Farm Exports Construction
Prices Production  Sales Payrolls  Prices ($ Millions) Contracts
April 109 90 106 74 70 215 82
May 98 89 97 72 67 204 78
June 95 83 95 68 65 187 74
July 98 80 91 64 65 181 68

August 96 78 88 64 64 165 63



CHAPTER 8

THIRD PHASE OF THE DEPRESSION—
AUGUST TO NOVEMBER, 1931

EFFECTS OF THE BRITISH COLLAPSE

Our breathing spell was short. We had scarcely begun to hope that Central
Europe had struck bottom when we received a new and worse blow from Britain.

The first indication came with the beginning of French withdrawals of their
considerable gold deposits from London, July 24, 1931. The French also had
more than $800,000,000 in deposits payable in gold in American banks. These
French withdrawals from Britain were at once interpreted as a lack of confidence
in the stability of British currency and credit. Quickly a run on Britain started
from other countries. The British at that time were bankers for the world, holding
large deposits from all countries and in turn making loans to other countries. In
addition they held the huge amounts of German and other Eastern European
short-term bills. Confronted by withdrawals from every quarter and unrealizable
loans to Central Europe, the British financial situation was akin to that of a bank
faced with depositors' demands, but unable to call in its loans and turn them into
cash.

The Bank of England tried to stop the run and attract capital—and thus gold
to Britain—by the usual device of raising interest rates. That device does not
work in times of fear, and, in this instance, had little effect except to spread more
fear. On August 1st, the British government inquired if our government had any
objection to their negotiating a $250,000,000 private bank loan, largely in the
United States. This we encouraged, and it was completed at once by our banks.
On

[81]
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August 5th came a further severe break in British exchange, and on the 26th the
British government inquired of us if we would approve another $400,000,000
loan from our banks. We did approve, and the loan was made. Both loans,
however, mostly served to create more fear.

Economic earthquakes also have political effects. During the last week in
August, revolutions stemming from economic shocks took place in several South
American countries. This gave no boost to world confidence. Then, suddenly, a
new shudder of fear was sent through the world from report of a mutiny in the
British Navy on September 14th.

Finally, on September 21st, the Bank of England defaulted on payments to
foreigners. Most security and commodity markets in Europe closed at once.
Quickly Denmark, Sweden, Norway, Holland, Bolivia, and India refused gold
payment. Greece, Italy, Germany, Austria, and Hungary already had imposed
such restrictions on exchange which amounted to the same thing.*

In spite of this setback, the United States kept open and doing business on all
its exchanges, paying gold dollars over the international counter. But it seemed to
me that the bottom was fast dropping out of the economic world. Certainly it
dropped out of commaodity prices in the United States. Failures among our weak
and improperly run banks flamed up, and insensate runs on good banks began in
a number of places. Our banks in interior cities were asking for more and more
help. Bankers began to make the situation worse by fears of their own. Unable to
liquidate long-term loans, they called in or restricted the short-term loans so
necessary to industry and commerce.

At this time foreigners concluded that the United States would be the next
bulwark of international stability to collapse. They began to withdraw their
deposits from our banks in gold. By the end of October we were to lose about
$700,000,000 from our gold supply. This cramped our volume of credit and
increased our bank demands on their borrowers. To add to our troubles, domestic
hoarding of gold and currency

! There have been elaborate attempts to prove that the British debacle was the result of having
established too high a convertibility or any convertibility of their currency into gold. At best that is
only a partial explanation. Certainly their huge loans on feeble security (which we also made)
contributed to their difficulties.
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by our citizens began. Our exports to the world dropped to about one-third of the
1929 rate. Worse still, our exports of principal farm products to Europe had now
dropped to almost zero, further demoralizing commodity prices. Our
unemployment swelled.

In the five months from April to September the price of wheat had dropped
to 55 cents from 74 cents per bushel; the price of cotton to 6 cents per pound.

The ordeal we were passing through is well indicated by the comparison of
the Federal Reserve Board's economic indexes of this time (the end of
September, 1931) with those of the previous April, when the European panics
began. The indexes showed that in this period there was a

Fall in industrial production . . .. 18 per cent
Fall in factory pay rolls . . ... .. 20 per cent
Fall in construction contracts . . . 30 per cent
Fall in common stocks .. ...... 40 per cent

THE AMERICAN LEGION ABANDONS A CASH BONUS AT MY REQUEST

In the midst of this nightmare the American Legion announced its annual
convention and its purpose of seeking payment of the "bonus" of $3,400,000,000
in cash from the Federal government. | went to Detroit on September 21st,
stayed one hour and addressed the convention. As a result | staved off that
blow—for a while.

In mid-September | held an off-the-record press conference. Presidential
secretary Walter Newton's note of this meeting states:

The President asked the press to use its utmost exertion to keep the country "steady
in the boat,” to which the press responded helpfully. He gave an outline of the situation,
both its dangers and the tendency of news statements to overestimate these dangers and to
make the situation worse. .. . He stated that the world again was faced with a crisis as
great as that of June, but with the difference that the economic situation in Great Britain
was fundamentally stronger than had been that of Central Europe. No doubt the British
crisis seriously weakened the whole economic fabric of the world. All now depended
upon the United States. We now were the Verdun of world stability.?

2 Myers and Newton, The Hoover Administration, Charles Scribner's Sons, New York, 1936,
pp. 120-121.
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WE DETERMINE ON MORE UNPRECEDENTED ACTIONS

With the Bank of England's collapse, | determined that bold action must be
taken if panic were not to extend to the United States. We were dealing not alone
with tangibles, such as unemployment, falling prices, movement of gold,
exchange goods, bank deposits, loans, and commodities, but with fear. And fear
had grown in virulence because of the greatly increased speed of communication
over the world. Our people began postponing purchases and new enterprises—all
of which added to our difficulties. It was easy to expound upon the unlimited
resources of the United States, its stocks of food, its production and its skills, and
the evanescent character of our difficulties; but, when fear strikes, such comfort
has little effect. Our job was to dissipate fear as well as to deal with tangible
things.

| determined first to try to mobilize our private institutions and, if that failed,
to summon every resource of the Federal government. The center of our
weakness now was obviously in our banking and financial system—the element
most sensitive to fear. And one of our difficulties was that we did not know in
advance how weak it was.

At this time | was faced with a practical Democratic control of the Congress,
whose antagonism no man could measure or conciliate. The skirmishing
preliminary to the Presidential campaign of 1932 had begun. Out of power for
three administrations, the Democrats at last saw a chance for victory. They were
hot with partisanship, and many of them would not have regretted if
demoralization extended through the election.

THE NATIONAL CREDIT ASSOCIATION

During September | had called to the White House for a confidential meeting
the Advisory Council of the Federal Reserve Board, consisting of twenty-four
bankers, together with the Board itself and Treasury officials. The British had not
yet collapsed, but already the signs were ominous enough in our banking world. |
suggested that our banks create a central pool of credit of $500,000,000, with
powers to borrow another billion, to be administered by their own committee to
rescue banks throughout the country which were under pressure. We



Remedial Measures [ 85
also tentatively discussed a government corporation for the purpose. | requested
that they organize the banks in each Federal Reserve District to make loans on
assets of closed banks and thus relieve depositors. This they agreed to do.

On October 2, 1931, eleven days after the British collapse, through Mr.
Mellon, I called the heads of the leading banking, insurance, and loan agencies,
together with leading Federal officials, to meet with me on the evening of the
4th. I also asked the Congressional leaders of both parties and the chairmen of
the committees concerned to a similar meeting on the evening of October 6th. |
was by no means sure that the financial institutions either would or could take up
the burden. In case they failed, | intended to arrange for a special session of
Congress, or in any event, to inform the Congressional leaders of the situation.

To avoid public alarm and press speculation, the meeting with the forty
banking and insurance leaders was held in Mr. Mellon's home. It attracted no
public notice.

After general discussion of the situation, | presented a program in two
parts—one concerning relief for general banking, and the other, relief from
mortgage pressure on farms, homes, and real estate generally. In order to avoid
confusing the two subjects, | gave the two programs separately.

To the banking group, | proposed a stop to policies of "getting liquid" by
needless calling of loans, and urged that they try to furnish full credit to industrial
concerns and to other banks under pressure, all as a vital necessity to maintaining
employment and prices. | pointed out that the city banks were recalling the
advances which they seasonally made to the country banks to finance the crops
and thus adding to the pressures.

| proposed that the banks set up a corporation with $500,000,000 paid-in
capital, to help banks in need and to loan against the assets of closed banks, so as
to melt large amounts of frozen deposits and generally stiffen public confidence.
| suggested that this new corporation should have powers to borrow another
billion dollars in addition to its capital. On the assurance of Governor Meyer, |
promised that the Federal Reserve Banks would assist them to the utmost of their
powers.

I informed the conference that | had called a meeting of the Congressional
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leaders for two days later, declaring that I could take no risks of failure to meet
the situation, but urging that American private enterprise demonstrate its ability
to protect both the country and itself.

A few of the group evinced enthusiasm for my ideas. But they constantly
reverted to a proposal that the government do it—despite my urgings that such a
course should be avoided if private enterprise were to perform its own functions.

We had a long and sometimes not too pleasant discussion in which some of
them in courteous terms gave me some unnecessary elementary instruction in the
principles of banking and insurance.

Finally, however, the banking group agreed to call a meeting of all New
York banks the next day to see whether they could not effect my proposal.

To the insurance and real estate loan groups | proposed that we establish a
system of mortgage discount banks, the details of which I give later. They were
considerably less than enthusiastic. However, | requested them to meet with me
and a larger group of their representatives at the White House three days later.

| returned to the White House after midnight more depressed than ever
before.

I had long since arranged to attend the World Series at Philadelphia the next
day. Although I like baseball, I kept this engagement only because | felt that my
presence at a sporting event might be a gesture of reassurance to a country
suffering from a severe attack of "jitters."”

The bankers having asked that | place my proposals as to a bank guarantee
corporation in writing for their meeting, | dictated and signed a letter on the train
en route to the game, explaining both the proposals and the reasons for them:

October 5, 1931
Honorable George Harrison
Federal Reserve Bank
New York City

Dear Mr. Harrison:

The request which | laid before the leading New York bankers last night for
cooperation in unity of national action to assure credit security can, in the light of our
discussion, be simplified to the following concrete measures:
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1. They are to take the lead in immediate formulation of a national institution with a
capital of $500,000,000. The function of this institution to be:

(a) The rediscount of bank assets not now eligible in the Federal Reserve System in
order to assure the stability of banks throughout the country from attack by unreasoning
depositors. That is to prevent bank failures.

(b) Loans against the assets of closed banks to enable them to pay some early
dividend to depositors and thus revive many business activities and relieve families from
destitution.

2. It is proposed that the capital be underwritten by the banks of the United States as
a national effort, possibly with the support of the industrials. New York being the
financial center of the nation must of necessity assume both the initiative and the major
burden. The effort should be participated in by the country at large by appropriate
organization.

3. As | said last night, we are in a degenerating vicious cycle. Economic events of
Europe have demoralized our farm produce and security prices. This has given rise to an
unsettlement of public mind. There have been in some localities foolish alarm over the
stability of our credit structure and considerable withdrawals of currency. In consequence,
bankers in many other parts of the country in fear of the possibility of such unreasoning
demands of depositors have deemed it necessary to place their assets in such liquid form
as to enable them to meet drains and runs. To do this they sell securities and restrict
credit. The sale of securities demoralizes their price and jeopardizes other banks. The
restriction on credit has grown greatly in the past few weeks. There are a multitude of
complaints that farmers cannot secure loans for their livestock feeding or to carry their
commodities until the markets improve. There are a multitude of complaints of business
men that they cannot secure the usual credit to carry their operations on a normal basis
and must discharge labor. There are complaints of manufacturers who use agricultural
and other raw materials that they cannot secure credits beyond day to day needs with
which to lay in their customary seasonal supplies. The effect of this is to thrust on the
back of the farmer the load of carrying the nation's stocks. The whole cumulative effect is
today to decrease prices of commodities and securities and to spread the relations of the
debtor and creditor.

4. The only real way to break this cycle is to restore confidence in the people at
large. To do this requires major unified action that will give confidence to the country. It
is this that | have asked of the New York bankers.

5. | stated that if the New York banks will undertake to comply with this
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request, | will seek to secure assurance from the leaders of appropriate committees in
Congress of both political parties to support my recommendation at the next session for

(a) The extension of rediscount eligibility in the Federal Reserve System.

(b) If necessity requires, to re-create the War Finance Corporation with available
funds sufficient for any emergency in our credit system.

(c) To strengthen the Federal Farm Loan Bank System.

Yours faithfully,
HERBERT HOOVER

| was not able to work up much enthusiasm over the ball game, and in the
midst of it | was handed a note informing me of the sudden death of Senator
Dwight Morrow. He had proved a great pillar of strength in the Senate and his
death was a great loss to the country and to me. | left the ball park with the chant
of the crowd ringing in my ears: "We want beer!"

That evening the bankers' committee reported that they would form the
National Credit Association as requested.

STRENGTHENING THE FEDERAL LAND BANKS

Believing that we would secure little real cooperation from the insurance
and other real estate loan agencies in farm mortgages, | sent for Chairman Bestor
of the Federal Farm Loan Board and with him worked out a method for further
liberalizing the suspensions of foreclosures on farm loans by the Federal Land
Banks. We also formulated a plan that |1 would present to the meeting of the
Congressional leaders by which the government would advance more capital to
these banks to enable them to expand their loans by $1,000,000,000 and thus aid
farmers who were being pressed from other quarters to pay off mortgages.

THE CONGRESSIONAL MEETING

On the evening of October 6th | met the Congressional group at the White
House. They comprised thirty-two leading Senators and Congressmen, in
political makeup about equally Republican and Democratic. Congress was not in
session, but the group included the majority and minority ranking members of
the committees concerned.
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I recounted the various steps we had taken and frankly presented the world
situation confronting us. | pointed out the drop of 70 per cent in our exports; that
our tax collections had fallen by 50 per cent; that we were faced with a huge
deficit and must expect new taxes, more reliable than those dependent upon
personal income. | had prepared in advance a memorandum which | read to
them. In summary, it said:

The nations of Europe have not found peace. Hates and fears dominate their
relations. War injuries have permitted no abatement. The multitude of small democracies
created by the Treaty of Versailles have developed excessive nationalism. They have
created a maze of trade barriers between each other. Underneath all is the social turmoil of
communism and fascism gnawing at the vitals of young democracies. The armies of
Europe have doubled since the demobilization. They have wasted the substance which
should have gone into productive work upon these huge armies and massive fortifications.
They have lived in a maze of changing military alliances and they have vibrated with
enmities and fears. They have borrowed from any foreign country willing to lend, and at
any rates of interest, in order to carry unbalanced budgets.

The Treaty of Versailles imposed impossible reparations upon the former enemy
states. ... [I described the way the Germans and others had paid reparations by foreign
loans and a flood of short-term bills.]

The Allied countries of the Continent—France, Italy and Belgium—are obliged
periodically to reduce their impossible debts by devices of inflation and devaluation.
Nineteen countries in the world, in two years, have gone through revolutions or violent
social disturbances. Whether or not Germany and Central Europe will avoid Russian
infiltrated communism or some other "ism," is still in the balance, and that does not
contribute to a revival of world confidence.

The British, while more prudent, are suffering deeply from the shocks of the
financial collapse on the Continent. Their abandonment of the gold standard and of
payment of their external obligations has struck a blow at the foundations of world
economy. The procession of countries which followed Britain off the gold standard has
left the United States and France as the only major countries still holding to it without
modification.

The instability of currencies, the now almost world-wide restrictions on exchange,
the rationing of imports to protect these currencies and the default of bad debts, have cut
deeper and deeper into world trade.
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We are finding ourselves in much the same position as the British, but in lesser
degree. Long-term loans which we made to Europe and the mass of kited bills bought
from them are affecting us sadly with each new default. Like the British, we too are
increasingly unable to collect moneys due us from abroad. Extensive deposits in our
banks owned by foreigners are demand liabilities on our gold reserves and are becoming
increasingly dangerous. After the British abandoned the gold standard, even the dollar
came under suspicion. Out of an unreasoning fear, gold is being withdrawn from our
monetary stocks and bank reserves. These devitalizing drains and the threat of them hang
like a Damoclean sword over our credit structure. Banks, fearing the worst, called
industrial and commercial loans, and beyond all this the dwindling European
consumption of goods has decreased purchases of our farm products and other
commaodities and demoralized our prices, production and employment.

We are now faced with the problem, not of saving Germany or Britain, but of saving
ourselves.

Mr. Mills added further explanations, including our impending deficit, the
hoarding of currency, the current drain on our gold reserves, and the necessity to
expand the functions of the Federal Reserve System in order to offset the
shrinkage in credit.

| presented a program for Congressional action if the bankers’ movement
did not suffice. | hoped those present would approve my program in order to
restore confidence which was rapidly degenerating into panic.

The group seemed stunned. Only Garner and Borah reserved approval. The
others seemed shocked at the revelation that our government for the first time in
peacetime history might have to intervene to support private enterprise. In order
to have some definite conclusions, and for public announcement, | already had
dictated the outlines of a memorandum for the legislators to consider, which we
might issue to the press as expressing our views. There was strong opposition to
a Federal charter for the system of mortgage discount banks, and, in order to get
agreement on a statement, | substituted the expansion of the Federal Land
Banks. After much discussion and changing of some particulars, the press
statement was agreed upon at one o'clock in the morning and handed to the
press. It ran as follows:
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The prolongation of the depression by the succession of events in Europe, affecting
as they have both commodity and security prices, has produced in some localities in the
United States an apprehension wholly unjustified in view of the thousand-fold resources
we have for meeting any demand. Foolish alarm in these sections has been accompanied
by wholly unjustifiable withdrawal of currency from the banks. Such action results in
limiting the ability of the banks in these localities to extend credit to business men and
farmers for the normal conduct of business, but beyond this to be prepared to meet the
possibility of unreasoning demands of depositors the banks are compelled to place their
assets in liquid form by sales of securities and restriction of credits, so as to enable them
to meet unnecessary and unjustified drains. This affects the conduct of banking further
afield. It is unnecessary to specify the unfortunate consequences of such a situation in the
districts affected both in its further effect on national prices of agricultural products, upon
securities and upon the normal conduct of business and employment of labor. It is a
deflationary factor and a definite impediment to agricultural and business recovery.

There is no justification for any such situation in view of . . . the strong position of
our Federal Reserve System. Our difficulty is a diffusion of resources and the primary
need is to mobilize them in such a way as to restore in a number of localities the
confidence of the banker in his ability to continue normal business and to dispel any
conceivable doubt in the mind of those who do business with him.

In order to deal with this wholly abnormal situation and to bring about an early
restoration of confidence, unity of action on the part of our bankers and cooperative
action on the part of the government are essential. Therefore, | propose the following
definite program of action, to which I ask our citizens to give their full cooperation:

1. To mobilize the banking resources of the country to meet these conditions, |
requested the bankers of the nation to form a national institution of at least $500,000,000.
The purpose of this institution to be the rediscount 