Rothbard’s America’s Great Depression, Chapter Nine
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Public expenditures had temporarily bumped up markets
People thought their worries were over in early 1930
*  Worth emphasizing: “early 1930” was no more than eight months into a depression that lasted
ten years by conventional accounts
* More positive PR from leaders and more public works
More Inflation
* December 1929: Federal reserve claims to want laissez-faire and liquidation of malinvestments
o It actually went in a strong “easy money” direction in early 1930
o Rediscount rate down, more permissive on acceptances, etc.
* Massive increase in reserves is counteracted by contractions of shaky banks
o This was led by the NY Federal Reserve Bank and George Harrison, its head
o Bank failures blunted their efforts to inflate out of depression
The Smoot-Hawley Tariff
* Hoover maintains the fallacious view that tariffs help farmers
©  Actually, this hurts them by cutting them off from foreign markets
* Hoover signs the Smoot-Hawley Tariff Act
o It was broadly opposed by economists, bankers, and other leaders
o But supported by Progressives, farm organizations, and the AFL
* Created the highest tariff rates in U.S. history
o Encouraged a worldwide resurgence of protectionism
* There was also a small, failed effort to put protectionist policies on silver
Hoover in the Second Half of 1930
* Production, prices, foreign trade, and employment continue to decline
* Hoover tries to weaken bankruptcy laws (again, propping up unsound businesses)
* Massive merchant shipping construction boom due to subsidies (and timed to coincide with
huge tariffs!)
* Immigration ban from a State Dep’t press announcement, defying Congressional refusal
o Rothbard likens this to “curing” a surplus by banning the sale of the good
* PR campaign to encourage young people to return to school in the fall and avoid seeking
employment
* Conference held to widen home ownership and prop up bad mortgages (familiar...)
* Hoover pats himself on the back for his plans in October, but these plans aggravated the
depression in the coming years
o Recall Bastiat’s words on the seen and the unseen
* Hoover hypothesizes that scarce credit and credit being absorbed by speculators was the
problem
*  Wages being held up contributed to increasing unemployment
* Employers not permitted to discharge their least productive employees
* Government threatens the stock exchange to curtail short-selling
* Emergency Committee for Employment formed; advises building of dams and other public
works
© Head member Edward Bernays, the guy who wrote Propaganda
* Second annual message in December: production falling but consumption steady (a good
combo for politicians but bad for the economy!)
* H. Parker Willis and Joseph Stagg Lawrence sound the alarm
* Also, Albert H. Wiggin, chairman of board of Chase Nat’l Bank speaks out




Tariff negative effects from 1924-1929 were blunted due to mass of foreign bond purchases
Consumption is outpacing production! Danger!

Reminders of 1921 lessons about letting prices and wages fall to end depression

o He was unheeded (along with Willis and Lawrence)
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The Public Works Agitation

Bad advice from many economists lead to Employment Stabilization Act & Board

©  More public works!

Senator Robert Wagner’s awful argument

© Gov’t takes responsibility for foreign trade via tariffs, money via Federal Reserve...

©  Why not take responsibility for employment, too?

o Pushes Wagner Bill for even more public works

Additional requests/advice for public works from Emergency Committee for Public Works,
Gerard Swope of General Electric, Emergency Committee for Employment

The Fiscal Burden of Government

Why is government spending added naively to GDP? Gov’t expenditures hurt the economy
Rothbard proposes Gross Private Product (GPP)

Government fiscal burden increased in 1930, rather than decreased, making things worse

On the bright side, taxes fell from 1929-1930, but expenditures rose, giving gov’t a bigger piece
of the pie, especially at state and local levels
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