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Hoover and Laissez-Faire

The U.S. has "abandoned the laissez faire of the 18th century," 
and new emphasis has been placed on "social and economic 
justice"

"We have learned that the impulse to production can only be 
maintained at a high pitch if there is a fair division of the 
product...by certain restrictions on the strong and the 
dominant."

Hoover's GOP convention speeches: I am originator of the best 
of the New Deal

1920, FDR on Hoover: "I wish we could make him President of 
the United States.  There could not be a better one."



Hoover and Laissez-Faire
Spoke of government-business cooperation

Formation of trade associations to make possible self-regulation 
of industry, including codes of "fair competition"

One trade association executive condemned the businessman 
who operated his business "in entire disregard of the effects on 
his competitor and the rest of the industry"; another 
businessman complained that "our profits are absolutely 
unprotected"

This language pervades business periodicals in the 1920s

See Butler Shaffer, In Restraint of Trade: The Business 
Campaign Against Competition, 1918-1938



Hoover and Laissez-Faire

Journalist John T. Flynn, who began as a Progressive, saw 
where these allegedly "voluntary" trade associations were 
certain to lead:

Trade associations "are harassed by the unwillingness of those 
rebellious and adventurous spirits who refuse to accept their 
rule.  They are forever running into the disturbing fact that while 
a trade may, after a fashion, 'rule itself,' it cannot rule some 
other trade which is in collision with it.... It is this very weakness 
which sends trade associations to Congress and the 
legislatures every year with appeals to the government to join 
them in some program of regulation.  [MORE]



Hoover and Laissez-Faire

But the practice of regulating others is habit forming.  It is a 
mania.... As soon as men find themselves in a game they begin 
to invent rules for that game, and the more extensive and 
complicated the rules become.  At first they depend upon a 
certain spiritual pressure operating through the law of honor to 
support the rules.  But very soon they seek more effective 
means of getting the rules obeyed.  This involves a kind of 
force."



The White House Conferences

In a series of conferences, Hoover urges businessmen not to 
cut wages, and to go ahead with planned 
expansion/construction activities

The Nation, November 1929: "What Mr. Hoover is really trying 
to do, apparently without knowing it, is to create a Supreme 
Council of National Economy in the United States, and it will be 
interesting to see how far he can go in our topsey-turvey 
capitalist economy.  He is right in wanting a planned economy."
Leo Wolman, Amalgamated Clothing Workers of America: the 
Hoover conferences are a "Supreme Economic Council or 
Americanized Gosplan." 



The White House Conferences
Hoover: need to maintain high wages; wage cuts will 
deprive workers of "purchasing power"
Confuses wage rates with wage incomes
Also, the Depression came in the midst of a dramatic 
upward trend in the share of national income devoted to 
wages and salaries, and a downward trend in the share 
going to interest and dividends and entrepreneurial income
Moreover, the main problem was not in the consumer-goods 
industries.  Historian Gary Dean Best: "Increased consumer 
spending would largely assist the consumer goods 
industries, where the volume of business showed the least 
decline from predepression levels; it did little or nothing for 
the heavy industries that had been most affected by the 
depression and where the bulk of unemployment was 
concentrated"



High-Wage Policy

Lionel Robbins: "It may prove to be no accident that the 
depression in which most measures have been taken to 
'maintain consumers' purchasing power' is also the depression 
of the widest extent and most alarming proportions."

Another critic: "It would be very nice if simply by doubling or 
tripling all wage rates overnight, we could end the depression, 
but its effect would be rather to make unemployment complete 
rather than partial."

1930 Business Week article: "This Time They Did Not Cut 
Wages"



High-Wage Policy

Alexander Hamilton Institute, 1931: "The efforts to maintain 
wage scales have been an important factor in prolonging the 
business depression."

Economist Leo Wolman: Impossible to cite any similarly severe 
depression in which what he called "the wages of prosperity" 
were maintained for so long



Smoot-Hawley Tariff
Originally intended to provide tariff protection for agriculture

Hoover ignored advice of economists and signed bill into law, 
raising tariffs an average of 59 percent on over 25,000 items
Overlooked aspect of Smoot-Hawley: contribution to Hoover's 
high-wage policy

Vedder and Gallaway: "Tariffs insulate the owners of both 
labor and capital resources from foreign competition, 
allowing them higher prices for their output and, in the case 
of labor, higher wages"
V & G go on to suggest that unemployment would have 
been 3.8% lower by 1932 without these tariff increases 



High-Wage Policy

Lee Ohanian on high-wage policy and Depression

Vedder and Gallaway estimate that Hoover's high-wage policy 
accounts for 77% of the observed increase in unemployment 
from 1929 to 1931



Farm Policy

Agitation for higher farm prices from end of World War I through 
'20s
Bloated agricultural sector following WWI
Efforts to keep farm prices at historic highs
March 1919, Congress pegs wheat price at $2.26/bushel (over 
twice the prewar price) and uses War Finance Corporation to 
subsidize foreign purchases of American wheat
Naturally, overproduction of wheat continued under these 
incentives



Farm Policy

Mid-1920, government supports (U.S. grain corporation 
purchases, War Finance Corp's export subsidies) are lifted; 
grain price plummets 50%

Agriculture recovers more slowly than other sectors from 
depression of 1920

Northwestern Miller editor Henry Adams Bellows: "The farmer 
from 1920 to 1924...regarded the economic abstractions of 
supply and demand as mere dust thrown to blind his 
eyes.  Political leaders, capitalizing on his rebelliousness, told 
him that he was being systematically robbed, and that all he 
needed was adequate legislation against the robbers."



Farm Policy

Federal response to 1920 collapse: tariffs on agricultural 
imports

Agriculture was largely export driven, yet farmers supported 
this

Certain lobbies within American agriculture did enjoy 
concentrated benefits -- e.g., wool, sugar, and butter



Farm Policy

Government interventions under Hoover and FDR based on the 
idea that agriculture had been uniquely depressed since WWI
But had it?

Economist H. Thomas Johnson: agricultural depression of 
1920s "a statistical artifact rather than an economic fact"
The highest point farm bankruptcies reached was in 1927, 
at 1.8 per 100, which was lower than the rate for American 
businesses at large
Farm incomes were actually high by historical standards 
from 1923-29, and average farmland values were above 
prewar levels throughout the decade 



Farm Policy

Stanford economist Joseph Davis: "In retrospect, in the light of 
revised data and a truer perspective, [the mid-to-late 1920s] 
should properly be regarded as moderately prosperous and 
relatively normal for agriculture."

Where did the idea of an agricultural depression come 
from?  The U.S. Department of Agriculture and its "parity" 
concept
Numbers were fudged; relevant data excluded (such as the 
explosion in farm productivity and dramatic lowering of costs -- 
historian Vernon Carstensen: "It almost seems that many 
[agricultural economists] were reluctant to acknowledge [in the 
1920s] that the tractor had been invented.")



Farm Policy

Even with the fudged numbers, the difference between farm 
and nonfarm income was less than 15%

USDA had doubts that U.S. farmers could be competitive in 
wheat production

Bovard: "The USDA's analysis presumed that farmers could not 
voluntarily adjust to changed market conditions.  But between 
1919 and 1925, farmers reduced their wheat acreage in 
response to market prices from 74 million acres to 52 million 
acres.  In 1924, less than eight months after the USDA's 
announcement that wheat exports were doomed, the market 
price of wheat began to rise without any government help; by 
1925, wheat was $1.50 a bushel far above prewar prices."



Hoover's Farm Policy

1928 speech accepting Republican nomination for president, 
Hoover pledges to create a Farm Board to "establish for our 
farmers an income equal to those of other occupations."

Told this new Farm Board, "I invest you with responsibilities 
and resources such as have never before been conferred by 
our government in assistance to any industry."

$500 million budget -- sounds small to modern ears, but this 
was the largest sum ever authorized for nondefense purpose



Hoover's Farm Policy

Farm Board's Grain Stabilization Corporation buys up wheat 
from farmers at above world prices; this is wheat that would 
otherwise have been exported

If we withhold this wheat from the market, the resulting 
shortage will be a boon for American farmers as the world 
demands its product

U.S. exports were as much as 50,000,000 bushels less in the 
year from 1929-30 than in the preceding year

But what happened instead?  The world simply looked to 
Canadian and Argentinian farmers



Hoover's Farm Policy

As Rothbard notes, the Farm Board's large withheld supply of 
wheat hung over the market, pushing prices down
Similar experience with cotton



Reconstruction Finance Corporation

Supplies failing businesses, mainly railroads and banks, with 
emergency low-interest loans; later lent to the states for 
unemployment relief and public-works projects

One historian: "The businesses [Hoover] hoped to save either 
went bankrupt in the end, after fearful agonies, or were 
burdened throughout the 1930s with a crushing load of debt."



Taxes

Modest income tax rate reductions in 1929; major increases in 
1932

Revenue Act of 1932

top marginal tax rate increased from 25 percent to 63 percent

new or higher taxes: corporate, estate, gift, cars, tires, gasoline, 
toiletries, electric energy, luxury items, bank checks, telephone 
and telegraph messages



Public Works

More funds expended on public works in four years than in 
previous 20

Federal government subsidizes shipbuilding at a time when 
shipping is suffering a decline, thanks to shrinking of 
international trade caused by Smoot-Hawley



Hoover In Retrospect

Hoover: "We might have done nothing.  That would have been 
utter ruin.  Instead, we met the situation with proposals to 
private business and to Congress of the most gigantic program 
of economic defense and counterattack ever evolved in the 
history of the Republic."
John Nance Garner, FDR's VP nominee: Hoover leading the 
country down the road to socialism 
Rexford Tugwell: "We didn't admit it at the time, but practically 
the whole New Deal was extrapolated from programs that 
Hoover started."


