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THEN, AND NOW

Why Roosevelt’s Explosive
1933-45 Recovery Worked

Part 2, by Richard Freeman

The following is Part 2 of 3 of an article that appeared in a to the ancient truths. The measure of the restorations liesin
LaRouche in 2004 special repoBEconomics. TheEnd of A the extent to which we apply socia values more noble than
Delusion. Part 1 (se€ElR, April 26, 2002) traced the roots of mere monetary profit.”

President Franklin Roosevelt's economic outlook, and ThePresident spokeof Happiness: not the L ockean notion
showed that his approach was grounded in the Americarof hedonistic pleasure-seeking that prevailed under Mellon
System of political economy, as defined by Alexander Hamiland Coolidge, but the L eibni zian conceptionthat iscommuni-
ton and by the Constitutional principle of the General cated in the U.S. Declaration of Independence. “Happiness

Welfare.

B. The New Deal Recovery of
1933-37

Roosevelt’ stask as President wasto restoretheprinciples
of the American Revolution for an economic recovery, with
its center, the General Welfare clause. He succeeded bril-
liantly, pulling America and the world out of a descent into
Hell.

Roosevelt would have to take on all the major elements:
the banking collapse, the physical economic depression, the
destruction of the living standards of the people. On the one
hand, avery big job, and on the other hand, one for which he
was well-prepared.

On March 4, 1933, Roosevelt outlined his conception in
his first inaugural address. “ So, first of al, let me assert my
firm belief that the only thing we have to fear isfear itself—
nameless, unreasoning, unjustified terror which paralyzes
needed effortsto convert retreat into advance. . . .

“The money-changers have fled from their high seatsin
thetempleof our civilization. Wemay now restorethat temple
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lies not in the mere possession of money; it liesin the joy of
achievement, in the thrill of creative effort. . . . Our greatest
primary task isto put people to work. Thisis no unsolvable
problem if we face it wisely and courageoudly. It can be ac-
complished in part by direct recruiting by the government
itself, treating the task as we would treat the emergency of
awar.”

Roosevelt called for the* supervision of all formsof trans-
portation and of communications and other utilities [such as
electricity], which have a definitely public character” and
“strict supervision of all banking and credits and invest-
ments.”

The President concluded: “| am prepared, under my con-
stitutional duty to recommend the measures that a stricken
nation in the midst of a stricken world may require. These
measures, or such other measures as the Congress may build
out of its experience and wisdom, | shall seek, within my
constitutional authority, to bring to speedy adoption.

“But in the event that the Congress shall fail to take one
of these two courses, and in the event that the national emer-
gency istill critical, | shall not evade the clear course of duty
that will then confront me. | shall ask the Congress for the
oneremaininginstrument to meet thecrisis—broad executive
power to wage awar against the emergency, as great as the
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power that would be given to meif we were in fact invaded
by aforeign foe.”

Roosevelt was proclaiming that he intended to succeed.
He would avail himself to the fullest, of the great powers
the U.S. Constitution deliberately created in the Office of
President, to be used exactly in a period of crisis. He would
act within the framework of the U.S. Constitution, without
ever violating it.

Roosevelt also, many times, addressed the downtrodden
citizen, believing that government’s purpose isto alow that
citizen to be a productive human being. In his speech accept-
ing his second Democratic Presidential nomination in June
1936, he evoked “ Charity—in thetrue spirit of that grand old
word. For charity, literally trand ated fromtheoriginal, means
love, thelovethat understands, that doesnot merely sharethe
wealth of the giver, but in true sympathy and wisdom helps
men to help themselves.

“We seek not merely to make government a mechanical
implement, but to give it the vibrant persona character that
isthe very embodiment of human charity.

“We are poor indeed if this nation cannot afford to lift
from every recessof Americanlifethedread fear of theunem-
ployed that they are not needed intheworld. We cannot afford
to accumulate adeficit in the books of human fortitude.

“Governments can err, Presidents do make mistakes, but
the immortal Dante tells us, that Divine justice weighs the
sins of the cold-blooded and the sins of the warm-hearted in
different scales.

“Better the occasional faults of a government that lives
in the spirit of charity, than the consistent omissions of a
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Just as Franklin Roosevelt was
about to be inaugurated,
international financiers
pressure forced German
Chancellor Kurt von
Schleicher to resign—thefirst
step in Hitler’s coup—and an
assassination attempt was
made, in Miami, against
Roosevelt himself. Had von
Schleicher survived and
implemented the “ Lautenbach
Plan,” similar to the New Deal,
World War Il would not have
occurred.

government frozen in theice of itsown indifference. ... To
some generations, much isgiven. Of other generations, much
is expected. This generation of Americans has arendezvous
with destiny.”

The Recovery Measures

FDR saw the crisisworsening before his eyes, from mass
unemployment to banking failures; and that he needed to at-
tack them at their core. Thisrequired:

 Building technology-transmitting infrastructure, both
hard and soft, including great infrastructure projects, such as
the Tennessee Valley Authority, that produced a spectacular
increase in the rate of productivity, aswell asthe productive
powers of labor, for the United States as awhole. The TVA
built an integrated development project which developed
abundant hydroelectric power, flood control and river diver-
sion, scientific agricultureand new industry; it spread literacy
and education, and eradicated malaria. TVA'’sinfrastructure
projects employed large numbers of people.

 Public works. The government ran public works em-
ployment programs, that hired millions of unemployed, prin-
cipaly building infrastructure. In so doing, the “multiplier
effect” of the public works programs reactivated the idled
industrial and related workplaces of the private sector: The
large volume of goods needed by the infrastructure projects
required increased output from the factories, and the rehiring
of workers. In addition, the new infrastructure greatly in-
creased the technological level of the whole economy.

» Banking and credit. Roosevelt had to stop the crash of
the U.S. banking system, and, by related measures, halt the
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process of farm and home foreclosures. Economic activity
required that the banking system work. Simultaneously, Roo-
sevelt had to ensure the flow of credit into the economy’s
productiveactivities. Roosevelt did not haveaNational Bank;
instead, he reshaped the Reconstruction Finance Corporation
into a Hamiltonian instrument, which issued and directed
cheap and abundant credit into the physical economy and
infrastructure, producing growth in turn.

* Protectionist regulation. Roosevelt issued a slew of
measures of protection and regulation, which increased
America's sovereign control over its credit and economic
affairs. To the extent that these measures deliberately weak-
ened Wall Street and the City of London, Roosevelt could
shift the economy from speculation to production.

» Social justice. Roosevelt introduced measures, which
uplifted the downtrodden, gave economic security to the el-
derly, etc.

These New Deal measures must be viewed, asthey were
in actuality, as a single, integrated package, subsumed by a
higher ordering principle, whose elements reinforced each
other. For public works and infrastructure-building to suc-
ceed, there had to exist a stable, functioning banking system,
and directed credit. For the banking system to function, its
loanshad to be sound, and infrastructure-building, by guaran-
teeing a growing economy and stable businesses, provided
the key to sound loans.

As Roosevelt stated clearly at the conclusion of his first
inaugural address, he intended to implement his New Dedl
program onacrash basis, focussing the resources of the econ-
omy, and the minds of the population, on amission. Thisdid
not mean that he achieved success within weeks—some of
these missions took years to come to full fruition—but that
the broad, sweeping features of the mission were launched
and pushed forward as a package.

Roosevelt called the U.S. Congress into emergency ses-
sion on March 9, to tackle the banking crisis, and got the
key measure through Congress and signed into law within 24
hours. To maintainthat momentum, he decided not to disband
the Congress, but to keep it in session, and working. Within
the span of his celebrated 100 days—between March 4 and
June 16—he realized 15 pieces of legislation or executive
orders. Much of this was major legislation. It included acts
for public worksand infrastructure, emergency banking reor-
ganization, regulation of banksand stocks, etc. Some histori-
ans, idiotically, havecriticized Roosevelt for not getting every
measure through in the first year, and introducing some in
1934, 1935, 1936, etc. But of course, no President can always
control the pace of Congress. Roosevelt just kept leading
them forward.

Ending 35 Yearsof theBritish
SystemintheU.S.

The President wastearing up, root and branch, the British
System policy that the financiers had imposed on the U.S.
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following the 1901 assassination of William McKinley. He
kept the population abreast of thiscombat, and morally moti-
vated, through his “fireside chats.” Already during his first
week in office, Roosevelt had received an unprecedented hal f-
million piecesof mail. The peoplewere engaged and combat-
ivefrom the start.

L et uslook at therevol utionary achievementsof themajor
elementsof theNew Deadl: 1) banking and credit; 2) infrastruc-
ture-building; 3) public works employment; 4) protectionist
regulation; and 5) social justice. Roosevelt was orchestrating
all theseeffortsat oncefor the maximum effect onthenational
emergency. However, the New Deal did not solve al the
severe problems of that emergency. It required the mobiliza-
tion of 1939-44 for World War 11, to inject into the economy
the “science driver” principle—inclusive of the “machine-
tool principle”’—which is central to the American System of
political economy. The science-driven 1939-44 mobilization
built much new manufacturing capacity, of the highest tech-
nological quality. Theinteraction of the science-driver princi-
ple with the preceding accomplishments of the New Deal,
produced explosive anti-entropic growth.

1. Banking and Credit

President Roosevelt’s move to reverse, what had seemed
an unstoppable banking collapse, required that he break the
City of London-Wall Street dictatorship over the American
credit system, under which those banks had directed credit,
almost exclusively, into speculation. Roosevelt promulgated
aseriesof protectionist measures, whichincreased America's
sovereign control over its credit and economic affairs. They
deliberately took Wall Street’s and the City of London’s
“hands’ off the American economy, sothat it could shift from
speculation to production.

Roosevelt's first actions accomplished a substantial,
though partial, banking reorganization. But by acting swiftly
and decisively, he instilled confidence. After three years of
anunrelenting diet of bank failures, within 31 days, Roosevelt
had 75% of the banks open and operating. On his second day
in office, March 5, 1933, his executive order used aprovision
of the Trading With the Enemy Act of 1917, to declare a
National Bank Holiday, which superseded the separate indi-
vidual state bank holidays, and closed indefinitely al the
banksin the United States beginning March 6. The order also
gave the Secretary of the Treasury control over all transac-
tionsin gold and foreign exchange.

Roosevelt had to move quickly. That week, he met fre-
guently with his financial team, led by Treasury Secretary
William Woodin; Cabinet advisers; and representativesfrom
the outgoing Hoover Administration led by former Treasury
Secretary Ogden Mills. By theweehoursof March 9, banking
legidation had been worked out—the Emergency Banking
Act. The Reconstruction Finance Corporation, whose loans
to troubled banks under the Hoover Administration had done
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nothing to help them, would now purchase capital (stock
equity) and capital notes of troubled banks. The purchases
would capitalize the troubled banks, without adding to their
debts. The Act also had aprovision, won by ahard Roosevelt
fight, that authorized the district Federal Reserve Banks of
the Federal Reserve System to discount previously ineligible
assets, and to issue new Federal Reserve notes against them,
thereby increasing liquidity for the economy asawhole. And
it instructed the Comptroller of the Currency to name receiv-
ors for the purpose of shutting down banks that were in-
solvent.

The Act set up three classifications of banks for action:
banks that that were sound and could open under their own
power; banksthat would require an RFC capital infusion; and
banksthat a Conservator would liquidate.

At 12 noon on March 9, President Roosevelt sent a mes-
sage to Congress: “1 cannot too strongly urge upon the Con-
gress the clear necessity for immediate action” on the Emer-
gency Banking Act.

Historian William Leuchtenburg described the next tu-
multuous scene: “ Shortly before 1 P.M., Roosevelt’ shanking
message was read, while some newly elected Congressmen
werestill trying to find their seats. The House[of Representa-
tives] had no copies of the hill; the Speaker [of the House]
recited the text from the one available draft, which bore | ast-
minute correctionsin pencil.”

During the debate on the bill, “ Speaker [of the House
Henry] Rainey [D-I11.] observed that the situation recalled the
world war, when ‘on both sides of this Chamber, the great
war measuressuggested by the admini strationweresupported
withpractical unanimity. . . . Today weareengagedinanother
war, more seriouseveninitscharacter and presenting greater
dangersto the Republic.” ”

According to the record, Bertrand Snell, the Republican
floor leader, said, “ The houseis burning down, and the Presi-
dent of the U.S. saysthisis the way to put out thefire.” The
House voted unanimously for the Act; then the Senate, by 73-
7. (A few Senatorsargued that it would strengthen the role of
the New York banks.) The Senate adjourned at 7:52 p.m.
Roosevelt signed it into law at 8:37 p.m. The whole affair,
from the first introduction to the final signature had taken
eight hours.

Thisdemonstratesavital point: that the emergency bank-
ing reorganization that, in the present period, Lyndon
LaRouchehas proposed for adoption, can be put through; that
under emergency crisisconditions, and with agood swift kick
totheright place, Congresscan act immediately, even against
its own previous axioms.

FDR’sReorganization, and LaRouche's

On Sunday night, March 12, Roosevelt delivered hisfirst
radio “fireside chat” to an estimated 60 million Americans—
half the popul ation of the United States—on the banking situ-
ation, including that “ Some of our bankers . . . had used the
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money entrusted to themin speculations.” He told them what
the Banking Act contained, and promised the reopening of
the banks next morning. Those eligible to reopen under the
Act, did so with extra supplies of cash. Yet—and nothing
so demonstrates the tremendous confidence that Roosevelt
transmitted to the population—on this and subsequent days,
American citizens put more money into the banks than they
took out.

By March 15, some 70% of the 18,399 nationally char-
tered banks that had been in existence, sound or unsound,
prior to March 3, had reopened without RFC assistance; and
76% weresooperating by April 12. Duringthecourseof 1933,
the Comptroller of the Currency’s appointed conservators
liquidated 1,100 banksasinsolvent. Another 3,115 nationally
chartered banks remained troubled—and closed—»but not in-
solvent. At first, these banksrefused RFC cash infusions, but
that changed. Soon, banks that had thought that they could
operate under their own powers were taking RFC infusions.
By June 1935, the RFC had an investment of $1.3 hillionin
the purchase of stock and capital notes of 6,800 banks, which
meant that the RFC owned more than one-third of all out-
standing capital in U.S. banking system. At that point, the
RFC decided the bankswere stable, and started the disinvest-
ment from them, which it completed in amatter of years.

The 1933 Emergency Banking Act wasapartia reorgani-
zation: It did not write down alot of the speculative financial
obligations of the banks. To a large extent, the Depression
and banking collapse had al ready wiped out al ot of thisspecu-
lativefinancial paper. Under the Act, somebankswere placed
into bankruptcy, while some were reorgani zed and wrote off
their bad paper, and had their checking and savings accounts
strengthened through the RFC’s purchase of some of their
capital.

Lyndon LaRouche has presented a far more sweeping
bankruptcy reorganization proposal for the banking system
taken as an entirety, which would write down tens of trillions
of dollars of bad paper, and protect accounts, within the con-
text of creating a National Bank to direct credit into the pro-
ductive economy.

The 1,100 U.S. banks put out of existence by Federal
conservators in 1933, were but afraction of the number that
would have failed without Roosevelt’s action. In 1934, only
61 commercial banksfailed; in 1935, only 32. Roosevelt had
halted the hemorrhaging of the system.

TheCredit Crunch

Simultaneously, Roosevelt needed to get somecredit into
the physical economy, but the M organ-Mellon-du Pont bank-
ing crowd blocked him, while planning to overthrow himin
acoup d'état. In 1931, a depression year in which lending
was significantly off its 1929 level, U.S. bank loans to the
American economy totalled $38.1 billion. But by the end of
1935, after twoand ahalf yearsof theNew Deal, U.S. banks—
still dominated by Wall Street—had slashed their loansto the
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Ferdinand Pecora (right) conducted crucial hearingsin early
1933 which exposed the House of Morgan’ s corruption of America
inthe“ Roaring Twenties,” much more thoroughly than “ Enron”
looting and corruption is being exposed now. Roosevelt made
great use of the Pecora hearings.

economy to alevel of $20.3 hillion, a fall of 50% from the
Depression levelsof 1931! Instead of lending, the bankswere
buying government bonds. In 1929, only 21% of bank funds
were invested in U.S. government securities/bonds; but by
1934, it was 58%. The bankswere acting to force the produc-
tiveeconomy to collapse, and oot thegovernment’ shond rev-
enues.

Roosevelt appealed in vain to the bankers, both in public
and in private, to work with the New Deal. He knew the Tory
treason of these bankers to its pedigree. On the eve of his
inauguration, he had written to an acquaintance, “ There will
be no one in [the Cabinet] who knows the way to 23 Wall
Street [the House of Morgan empire, most important arm of
British financein the United States]. Noonewhoislinked in
any way with the power trust or with the international
bankers.”

Seeking to break Wall Street’s destructive power over
the physical economy, the President worked with the Senate
Committee on Banking and Currency and its chief counsd,
the colorful and persistent Ferdinand Pecora, who conducted
the committee' s investigation into how Wall Street built its
speculative bubbles. These hearings were launched in 1933.
Pecoracalled J.P. Morgan’ s son Jack Morgan, now chairman
of the banking empire, other top Morgan partners, and other
Wall Street leaders before the committee.

Thetestimony lifted theveil fromWall Street’ sdeliberate
building of financial pyramids, and buying of top politicians,
including former President Coolidge. The hearings led di-
rectly to the Glass-Steagall Act of 1933, which split invest-
ment banking from commercia banking, prevented insider
loans by banks to their partners, and established the Federal
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Deposit Insurance Corporation, to provide government bank
insurance of small depositors for the first time in the na-
tion’shistory.

The Glass-Steagall Act was part of a package of new
regulation of Wall Street, including the 1934 Securities and
Exchange Act, which prevented various Wall Street specula-
tions and set up the Securities and Exchange Commission.
Each of these Acts had useful effect, although each was cir-
cumscribed within a particular domain; their power was in
their cumulative effect.

Roosevelt acted against the financial royalists on two
other fronts. He used every lever of power he had to lower the
bank rate on short-term business loans, from 4.7% in 1932,
t02.9% by 1935, and 2.1%in 1939. And he decided to create
an instrument to get directed Hamiltonian credit into the
economy.

The Reconstruction Finance Corporation was that instru-
ment. We have seen that the RFC had been set up in January
1932, by the Hoover Administration, as an (unsuccessful)
bank bailout mechanism; and, that Roosevelt used it under
the Emergency Banking Act of 1933, to infuse capital into
banks and stabilize the banking system. FDR liked the way
that the RFC had been set up. At itsinception, it had issued
stock, which was bought by the U.S. government, meaning
that thegovernment ownedit. But the RFC wasasel f-support-
ing and self-subsisting public corporation, financed through
its own revolving fund, and through selling its own notesto
the public through the Treasury Department, could pursue an
independent policy.

Now Roosevelt decided to broaden the RFC's scope far
beyond its dealings with banks. It made loans for useful pur-
poses of reconstruction, which once paid back, with interest,
increased the pool of money that the RFC had to lend again.
Thus, it functioned essentially asabank, and by thelate 1930s,
the RFC becamethelargest singleinvestor in economic proj-
ects, and biggest bank, in terms of volume of lending, in the
United Sates. Congress did not have to approve each of the
RFC's important projects, given its self-supporting nature
outside the Federal budget process.

The RFC Buildsthe Economy

On entering office, Roosevelt immediately appointed a
new RFC director—Jesse Jones, atall former lumberman and
banker from Texas, who shared the President’s distrust of
Wall Street. By the Summer of 1934, recognizing the well-
established pattern of the bankers credit crunch, Roosevelt
and Jonesmoved to makeachange. In June, FDR gained from
Congress a change in the RFC' s charter, which enabled it to
make direct loansto business and industry. Roosevelt told an
American Bankers Association meeting in 1934, “The old
fallacious notion of the bankers on the one side and the Gov-
ernment on the other side, as being more or less equal and
independent units, has passed away. Government by the ne-
cessity of things must be the leader, must be the judge of the
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conflicting interests of al groups in the community, includ-
ing bankers.”

Under Roosevelt’s prodding, the RFC provided capital
for important public agencies, whose activities ranged from
preventing home foreclosures, to providing funds for public
works employment in infrastructure. During 1933-38, the
RFC disbursed $9.5 billion. While $4 hillion went to banks,
more than $1 billion apiece went to public works and to rail-
roads, $1.5 billion to agriculture, and hundreds of millionsto
housing. These were considerable amounts of money at that
time, and moreover, theimpact of these RFC fundsto agricul-
ture, housing, and so on, were multiplied: Where the sums
wereused for infrastructure construction, they spun off orders
which stimulated industry and employment in the private
sector.

For example, the RFC extended at least $500 million to
the Federal Emergency Relief Administration (FERA); with
thesefunds, Harry Hopkinsran FERA’ s Civil Works Admin-
istration, the public works program that built infrastructure
and provided jobs to the unemployed. The RFC spent hun-
dredsof millionsof dollarspurchasing securitiesfromHarold
Ickes' PublicWorksAdministration (PWA), thepublicworks
program for great infrastructure projectsin the United States.
The RFC lent $246 million for programs carried out through
the Rural Electrification Administration, including the con-
struction of power linesacrossrural America, and thefinanc-
ing of the purchases of electrical appliances by rural Ameri-
cans. The RFC also lent money to 632 different levee and
irrigation districts, so that these districts could construct wa-
ter-management and flood-control projects.

In 1934, the RFC created the Export-Import Bank of the
United Statesasadivision. Initialy it financed trade with the
Soviet Union; a few years later the Export-lmport Bank’s
charter was changed, to finance American capital goods and
other exports worldwide.

The RFC also set up other public lending corporations,
whose stock it owned. The RFC built amultiplier effect into
theagenciesit created, so that these agenciescould lend, over
time, 10to 15timestheir initial capital, for useful, vital func-
tions.

Take the desperate home-foreclosure picture. In 1933,
40% of thenation’ smortgageswerein default, and thousands
of home owners were foreclosed each week, and thrown out
their homes. The mortgage-lending institutions were bank-
rupt. Therefore, the RFC created and owned the Home Own-
ers Loan Corporation (HOLC) in June 1933. The RFC used
$200 million to purchase all of the HOLC's initial capital
stock; the HOL C was then allowed to issue up to $2 billion
inbonds, whichit could lend; theamountsincreased in subse-
quent years. The HOLC traded its bonds for shaky home
mortgages, and issued cash advances to help homeowners
pay taxesand makerepairs. Inthisway, it prevented millions
of homeowners from being foreclosed on and evicted. When
the Corporation opened for businessin Akron, Ohio, adouble
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column of homeownersstretched for three blocksdown Main
Street by 7:00 am.

When it ceased operationsin 1936, the HOLC, using its
RFC-backed bonds to raise capital, had lent more than $3
billion to refinance mortgages, a15-fold multiple of itsinitial
$200 million capital base from the RFC. The benefits were
enormous: The agency had hel ped refinance onein five mort-
gaged urban private dwellingsin America. The RFC repeated
the processin the farm sector, to prevent the massive foreclo-
sure of family farms. Here, it created the Federal Farm Mort-
gage Corporation (FFMC), and bought al of FFMC'’s stock.
By 1936, the FFM C had refinanced morethan 20% of all farm
mortgages in the country, preventing loss of American farms
by foreclosure.

In 1938-39, the RFC’ s dirigistic operations through gov-
ernment agencies were dramatically scaled back. But the be-
ginning of the economic mobilization for World War Il re-
launched the Corporation as an instrument of economic
recovery. On June 25, 1940, Congress approved legislation
which permitted the RFC to be more flexible in its setting of
interest rates, maturities, and amounts and collateral require-
ments for loans. Over the next five years, the RFC would
disbursefar larger amounts—al most $23 billion—in connec-
tion with the war mobilization. FDR took top-down control
over the economy to wage war. Even the imperious Federal
Reservewasmadetotakeordersduring 1940-45, and lowered
interest ratesto 1%.

The RFC’' smode of operation for the war buildup was as
follows: It established the Defense Plant Corp., for example,
to build plants and equipment. Once built, these plants were
leased to industries, which then had the opportunity to buy
the plant and equipment. To give an idea of the scope of the
operation, the Defense Plant Corp. built 2,300 factories. The
RFC’s scope was broader than factories, however; it also
funded the Defense Supply Corp., the Metals Reserve Co.,
the Rubber Reserve Co., and the Disaster Loan Corp.

Altogether, between 1933 and 1945, the RFC extended
$33 billion in new credit, more than the volume of new loans
extended by the entire U.S. commercial banking system dur-
ingthesameperiod. And RFC credit wasdesigned to generate
multiplier effects. Thisdirected, Hamiltonian credit drovethe
economy forward.

In 1947, after Roosevelt’s death, the U.S. government’s
funds for the Marshall Plan in Europe were administered
through the same Reconstruction Finance Corporation. It is
no accident that the Kreditanstalt fir Wiederaufbau (KfW),
which succesfully rebuilt Germany after World War 11, looks
and functions so much like the RFC: Some of its initiators
worked to model the KfW upon the RFC'’ s best features. In
1947, in the first discussions for the prototype of the KfW,
the name used was Reconstruction Loan Corporation (RLC).
German banker Hermann Abs had his own ideas for credit
generation, but heand other Germanswerequitefamiliar with
the RFC.
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2. Infrastructure

The Depression, whileimposing great hardship, aso pre-
sented the opportunity to transmit new technology through
new infrastructure projects, which were urgently necessary
inany case, and several of which had waited decades asideas
in the minds of patriots and engineers. The New Deal con-
structed economic infrastructure that fulfilled three interre-
lated, integral objectives.

First, Roosevelt built some of thelargest great projects of
integrated hydroel ectric power and water management, inthe
nation’s history. The centerpiece was the Tennessee Valley
Authority, which revol utionized an entireeconomical ly back-
wardregionin America sformer Confederacy. WiththeTVA
and other great hydroelectric/water projects serving as na-
tional structural pillars, Roosevelt filled in the rest of the ex-
panse of the country with over 45,000 projects in the five
basic categories of infrastructure, over the period 1933
through 1939.

Second, the infrastructure employed millions of workers
productively, enabling them to restore their labor power and
provide for their families (see below).

Third, theinfrastructure-public works projects stimulated
the economy through the multiplier of the bills of materials
ordered. Each project variously required structural steel bars,
cement, tile, cranes, earth-moving equipment, machinetools,
etc.; factoriesreopened to producethe goodstofill theorders;
they, inturn, rehired workersin that vast portion of the econ-
omy that the Depression had shut down.

The economic infrastructure built under Franklin Roose-
velt's administrations transformed the physical contour of
Americaforever, permanently increasing the productivity of
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The Tennessee Valley
Authority’ s scores of
major infrastructure
projects, rapidly
completed and
accompanied with leaps
forward in education,
public health,
electrification, and
sanitationin an
economically backward
area, were central to the
New Deal and became a
worldwide model. Here,
the Watts Bar Damand
steam-electric plant
under construction.

the economy and the productive powers of labor. Really to
graspwhat heaccomplished, itisfirst necessary todistinguish
what the inherent power of infrastructureis. It isno merelist
of projects, asLyndon LaRouche makesclear in his contribu-
tion to this report: “The basic economic infrastructure of
transportation, water management, energy production and
distribution, sanitation, forestation, urban development, and
soon, isanextension of thefossil Earth’ sdevel opment, bring-
ing the ‘ecology’ of our planet to much higher levels of anti-
entropic metastability than the Earth could have achieved
without us.”

The universeis not governed by increasing disorder and
entropy. Asintheconceptionformulated by thegreat Russian
scientist Vladimir Vernadsky, and advanced by LaRouche, it
is an ordered process, characterized by three multiply-con-
nected categories of universal physical principle: a.) non-liv-
ing matter; b.) living processes (Biosphere); and, c.) human
cognitive processes (Noosphere). Human cognition, in social
form, acts upon the biosphereto bring it to greater perfection,
through economicinfrastructurewhich embodiesthe cumul a-
tive scientific discoveries of mankind.

In an essay, “The Gravity of Economic Intentions’ (see
EIR, March 30, 2001), LaRouche stated, “From this stand-
point, thefunctional relationship of the Noodsphereto the Bio-
sphere, is expressed chiefly as what macroeconomics views
as basic economic infrastructure. This means, chiefly, the
development of theland-area of a national physical economy
asanindivisibleunit of action, . . . over arelativelylong-term
period of not less than approximately a quarter-century, or
even much longer.”

Throughthisprocess, manisabletoimprovethelongevity
and other demographic characteristics of society, and to in-
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MAP 1
Roosevelt's ‘Four Quarters’ Development Projects
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crease its per-capita useful output within a diminishing re-
quired amount of average land-area per capita. There is an
increased production of people, each of a higher cognitive
quality and standard of living; thereby man increases his
power over the universe.

Battle Plan: the‘Four Quarters Projects

Recall that on Sept. 21, 1932, campaigning in Portland,
Oregon, Roosevelt unveiled the bold plan to build four ex-
traordinary infrastructure projects, telling the world his first
line of attack to defeat the Depression:

“Wehave, asall of youinthissection of thecountry know,
the vast possibilities of power development on the Columbia
River. And | statein definite and certain terms, that the next
great hydroel ectric devel opment to be undertaken by the Fed-
eral government must be that on the Columbia River.

“Here you have four great Government power develop-
ments in the United States—the St. Lawrence River in the
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Northeast, Muscle Shoal s[theinitiating project of the Tennes-
seeValley Authority] inthe Southeast, theBoulder Dam[later
renamed the Hoover Dam] in the Southwest [on the Colorado
River], and finally, but by no means the least of them, the
Columbia River in the Northwest [where the Grand Coulee
and Bonneville Dams were built]. Each one of these, in each
of the four quarters of the United States, will be forever a
national yardstick to prevent extortion against the public and
to encourage the wider use of that servant of the people—
electric power.”

Map 1 shows the four development projects, and the re-
gions that they encompassed, which, together, directly af-
fected 22 states. Encapsulated in this idea, was a battle plan
to usethefour regions as beachheads, which, asan integrated
force, would enkindle the development of the United States
land-area as an indivisible unit of action. It would eliminate
underdevelopment, and generatecivilization. It wastheopen-
ing round of atotal assault.
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MAP 2
The Tennessee Valley Watershed
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Start with the Tennessee Valley Authority in the South-
east quarter.

The battle to develop the hydroelectric power upon the
Tennessee River had started prior to World War |, and afirst
step was realized when work was begun on construction of a
dam on the river at Muscle Shoals, Alabama during World
War |. Upon completionin 1925, this dam, named the Wilson
Dam, had agenerating capacity of 184,000 kilowatts of elec-
tricity.

Sen. George Norris (R-Neb.), who, though no part of the
Tennessee River touched his native state of Nebraska, saw in
the river a great potential contribution to national develop-
ment, introduced legislation calling for the U.S. government
to take over the Wilson Dam—uwhich it had built—and sell
its electricity cheaply to the population. In 1928, President
CalvinCoolidgevetoed that | egidlation, and subsequent legis-
lation that Norriswould introduce for development of hydro-
electric power on other parts of the Tennessee River.

Norris also had to contend with the large electric power
trust of Commonwealth and Southern (C& S), aholding com-
pany run by J.P. Morgan, that owned subsidiary companies
which, in turn, owned and controlled power generation and
distributioninmost of the Southern states. C& Scharged more
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for electricity, and denieditto many, thuspreventing devel op-
ment. It did not want a project such as Norris proposed, to
undercut the C& S price.

What President Roosevelt confronted in launching the
TV A—and thereason helauched it—wastremendous under-
development. Therewere two principal reasonsfor this: first,
nature, that is, the river itself and the pattern of rainfall; and
second, thepresenceof theruinouslegacy of theConfederacy.

As for nature, Map 2 shows the path traversed by the
Tennessee River, which starts in the mountains of Virginia
and North Carolina, heads southward into Alabama, and then,
after travelling along the northern tier of Alabama, heads
northward until it reaches Paducah, Kentucky, whereit flows
intothe Ohio River system. The Tennessee River anditstribu-
taries—the French Broad, the Holston, the Hiwassee, the L it-
tle Tennessee, and the Clinch rivers—cover a valley water-
shed of 41,000 square miles that covers al, or portions of,
seven states (North Carolina, Virginia, Tennessee, Georgia,
Alabama, Mississippi, and Kentucky).

Theaveragelevel of rainfall inthe TennesseeValley is52
inchesper year, considerably higher thanthe national average
(and in some portions of the Valley, the average rainfall ex-
ceeds 80 inches per year). Destructive flooding regularly
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stripped the topsoil from the land, robbing it of its nutrients.
There were approximately 4.5 million acres of fertile soil in
the Valley, but the flooding limited agricultureto 1.5 million
acres, and that could be farmed only sporadically. Industry
did not develop in the region, and periodically, the floods
would submerge and destroy portionsof citiessuch as Chatta-
nooga, Tennessee.

But therewas a second ravaging influence: the continuing
legacy of the pro-feudal Confederacy. This had created 70
years of enforced backwardness following the Civil War.
Rep. Thaddeus Stephens had led the attempt to carry out Re-
construction after that war, to industrialize the South. But the
Confederacy and instruments it spawned, like the Ku Klux
Klan, mobilized to stop this.

Thanks to the Confederate legacy, in 1925 the infection
rate for malaria was between 30% and 40% in sections of
the Valley, and there were other diseases like smallpox and
typhoid. Many sections had little sanitation and no hospitals,
and in some, rates of adult illiteracy of up to 50% existed.
Electricity had not reached many portions of the region: In
Tennessee only 3% of farmers had it, and in Mississippi,
only 1%.

Allinall, therewasenforced underdevel opment. Thecon-
ditions were very similar to those existing in poorer portions
of Ibero-America, Asia, and Africatoday. Infact, anindivid-
ual walking into some parts of the Tennessee Valley could
just as well be walking into sections of Europe during the
Middle Ages.

Roosevelt moved to take down the Confederateinfluence,
and eradicate the underdevel opment.

Buildingthe TVA

On April 10, 1933, President Roosevelt sent to Congress
aspecial messagecalling for legislation to create a Tennessee
Valley Authority. He stated that the TV A “would be a corpo-
ration clothed with the power of Government, but possessed
of the flexibility and initiative of private enterprise,” which
would be funded by the government. “ Itisclear that theMus-
cle Shoals development [including the Wilson Dam, which
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At left, a picture of
Chattanooga, Tennessee
in 1867, after the
flooding Tennessee River
inundated the entire city.
At right, Chattanooga in
1967, with completed
reservoirsand a broad,
well-banked Tennessee
River flowing past a
developed city,
untouched by floods.

was the initiating site of the TVA] is but asmall part of the
potential usefulness of the entire Tennessee River. Such use,
if envisioned in its entirety, transcends mere power develop-
ment; it enters the wide fields of flood control, soil erosion,
afforestation, elimination from agricultural use of marginal
lands, and distribution and diversification of industry. In
short, this . . . leads . . . to national planning for a complete
river watershedinvolving many statesand thefuturelivesand
welfare of millions.”

George Norris co-sponsored the legidation.

In founding the TVA, Roosevelt appointed three direc-
tors: Harcourt Morgan, Arthur A. Morgan, and David Lilien-
thal, who became its second chairman. In his 1944 book,
TVA: Democracy onthe March (by 1944, therewere20 TVA
hydroel ectric dams on the Tennessee River system), Lilien-
thal described some of the physical work.

“In the heat and cold, in driving rain and under the blaze
of the August sun, tens of thousands of men have hewed and
blasted and hauled with their teams and tractors, cleaning
more than 175,000 acres of land, land that the surface of the
|akes [reservoirs] now covers. They have built or relocated
more than 1,200 miles of highway and almost 140 miles of
railroad. With thousands of tons of explosive and great elec-
tric shovels they have excavated nearly 30,000,000 cubic
yards of rock and earth to prepare the foundations of these
dams—an excavation large enough to bury twenty Empire
State buildings. To hold the river, men of the TVA have
poured and placed concrete, rock fill, and earth in a total
quantity of 113 million cubicyards. . . . [which] ismore[ma-
terial] than twelve timesthe bulk of the great seven pyramids
of Egypt.”

The TVA learned how to build hydroelectric dams
quickly, using technological innovations. The Fontana Dam,
built in southeastern Tennessee, the largest dam east of the
Mississippi River, was constructed during only 18 months of
1941-42. It was built around the clock, which required using
anewly devel oped water cooling system, so that concretethat
had been poured could be cooled quickly and correctly, in
order that new concrete could be poured right next toit.
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But especially important was the upgrading of the labor
force; American Indians, for example, were assimilated into
the Fontana Dam labor forceto do critical work. Thisprocess
is conveyed by a picturein the little museum area located at
the Fontana Dam. It shows an American Indian on top of and
driving ahuge bulldozer, engaged in earth-moving, who hasa
look, simultaneously, of intense concentration and boundless
happiness on hisface.

In 1933, there was little power generated in the region,
but by 1939, the TVA system produced 2 billion kilowatt-
hours; by 1945, it generated nearly 12 billion kwh, a further
six-fold increase. Today, it generates 166 hillion kilowatt-
hours annually.

It should be noted that the enemies of the New Deal did
everything they could to try to wreck the TVA. The Morgan-
run C& Selectric company, and the Morgan-Mellon-du Pont-
controlled American Liberty League, brought 57 different
legal suits against the Authority to try to stop its work. In
January 1938, the anti-New Deal U.S. Supreme Court, after
draggingitsfeetfor years, finally ruled on oneof the precedent
cases brought against the TVA, finding that the TVA was
congtitutional. Thereafter, work went forward on an acceler-
ated basis.

Revolutionary Change

The TVA incorporated, as an integrated package, hydro-
electric generation, flood control, irrigation, scientific agri-
culture, the fostering of manufacturing, eradication of dis-
ease, e€limination of illiteracy, and the spread of
electrification, to bring about arevolutionary changeto are-
gion. The Authority put an end to the flooding, and its atten-
dant destruction. The photo collage shows the dramatic
change for one of the region’smajor cities.

The TVA aso spread electricity. In 1933, the average
TennesseeValley resident used, per capita, only 60% asmuch
electricity asthe averageresident of the United States. But by
1939, the Valley had leapfrogged the country: The average
Tennessee Valley resident had 125% of the national average
of electricity use per capita. This miraculous change altered
every feature of life. The TV A aso lowered the price of elec-
tricity: In 1933, the average cost of a kilowatt-hour of deliv-
ered electricity wasalittle over 7 cents; by 1935, it was about
2.5 cents, asavings of 65%.

The TVA fundamentally changed agriculture. It set up
15,000 “demonstration farms’ throughout the region. On the
farms, agronomists worked with the farmers to apply scien-
tific methodsthat incorporated increased fertilizer use (much
of it produced by the TVA itself, and sold at inexpensive
prices); increased electricity use, which enabled farmers to
use al manner of farm implements; the use of tiering on
mountainsides to lessen water runoff, loss of top soil, etc.
Between 1933 and 1943, the per-acre yields on the 15,000
TVA “demonstration farms” tripled. Farmers were brought
from throughout the region to visit and study the methods of
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Tennessee Valley Authority Chairman David Lilienthal wrotein
1944, * Impossi ble things can be done, are being done, in thismid-
Twentieth Century.”

the demonstration farms, spreading the increased farm pro-
ductivity throughout the Valley.

With flood control, and increased electricity, the TVA
deliberately brought manufacturing totheregion, whereit had
scarcely existed before. Utilizing the electricity, aluminum
plantswereconstructed thereduring World War 11, to produce
aluminum for military aircraft. In 1930, the Valley had four
farm workers for every factory worker, but by 1960, it had
two factory workers for every farm worker. This stunning
shift in the composition of the labor force in only 30 years,
represented arapid industrialization and modernization; and,
at the same time, each farmer was more productive.

The TVA, acting as adevelopment organization, tackled
other problems. The Authority established itsown Health and
Safety Department. By the mid-1940s, once-rampant malaria
had been nearly eliminatedinthe TennesseeValley. TheU.S.
government and the TV A jointly planned programswith spe-
cial emphasis on constructing sanitation projects, and insti-
tuted immunization against smallpox, typhoid, and diphthe-
ria. Toovercomeprevaentilliteracy, the TVA,inconjunction
with government agencies, brought in books and libraries,
including libraries on wheels, to reach people in the outer
areas of the region. When the library program began, it was
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distributing 52,000 books
from 200 locations. By 1951,
the regional library services
distributed 1.5 million books.

Finaly, availing itself of
the abundant €electricity, the
government constructed at
Oak Ridge, Tennessee, a nu-
clear development center, ini-
tially part of thewartime Man-
hattan Project, later one of the
leading nuclear science and
technology laboratories. A re-
gion that had been steeped in
backwardness now had one of
the top research and develop-
ment centersin the world.

In his 1944 book, Democ-
racy on the March, thefamous
chairman of the TVA, David
Lilienthal, expressed the
TVA'’s higher purpose: “To-
day, after ten years of TVA's
work, at last its boundless en-
ergy worksfor the peoplewho
livein thisvalley. Thisistrue
of but few of the thousands of
rivers the world over. But it
can be true of many, perhaps
most. Thejob will bebegunin
our time, can well be along to-
ward fulfillment withinthelife
of mennow living. Thereisal-
most nothing, however fantas-
tic, that (given competent organization) ateam of engineers,
scientists, and administrators cannot do today. Impossible
things can be done, are being done in this mid-Twentieth
Century.”

TheTV A had accomplished arevolutionin demographics
and potential relative population density for the whole Ten-
nesseeValley region. It wasstrikingly clear that under Roose-
velt, the TVA was a successful model of how aregioninany
part of theworld, beset by enforced underdevel opment, could
leapfrog onto the path of development and growth.

MAP 3

Source: Bureau of Reclamation.

Sour ce of Development Planning

Many nationslooked to the TV A asasource for planning
and a modédl for integrated regional development, and sent
their representatives to visit. The Authority helped develop
the grand conception of China' s Three Gorges Dam on the
Y angtze River. From its inception, the TVA worked with
engineers and statesmen from China. Before the war, engi-
neersfrom the National Resources Commission of Chinavis-
itedthe TVA, and during the war, an el ectrical engineer from
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The Colorado River Basin

the TV A wasan adviser tothe ChineseWar ProductionBoard.
Hu Shih, China’ s ambassador to the United States, and chair-
man Lilienthal developed acloserelationship. In 1939, Am-
bassador Hu suggested to Lilienthal that at the war’ s conclu-
sion, TV A should work with Chinainitsreconstruction. They
met to plan the multi purpose dam devel opment of the Y angtze
River. In December 1944, some 26 Chinese industrial repre-
sentativestoured the TV A region and held ten days of discus-
sions. They bore gifts and personal greetings from the chair-
man of the National Resources Commission of China.

On Feb. 6, 1945, Lilienthal met with Don Nelson, who
had headed the U.S. War Production Board, and was now
going to China as Roosevelt’'s persona representative. At
their meeting, Lilienthal and Nelson discussed the Y angtze
Three Gorges project asaChinese“TVA."?

Plansto create TVAsin many parts of theworld, follow-

2. For much more on the extraordinary international work and influence of
the Tennessee Valley Authority, see Marsha Freeman, “ Roosevelt’ sTVA: a
Model for Global Development,” EIR, June 12, 1998.
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ing World War 11, were developed and presented. A plan
for the Jordan River in the Middle East was not completed
because of British instigation of wars. A TVA project, the
Khuzistan Water and Power Authority, wasdevelopedin Iran
inthe 1960s. Projectsweredevel opedfor India, although here
too the British engaged in sabotage. It was at the Oak Ridge
|aboratories, in Tennessee, that researcher Perry Stout devel-
opedastudy entitled, “ Potential Agricultural Productionfrom
Nuclear-Powered Agro-Industrial Complexes Designed for
the Upper Indo-Gangetic Plain.” These “nuplexes’ incorpo-
rated nuclear power plants, manufacturing facilities, transpor-
tation systems, etc.

Franklin Roosevelt had intended to build six additional
“TVAS’ in the United States, and many around the world.
Within today’ s overarching mission of bringing the Eurasian
Land-Bridge into existence, such work is still appropriate.

TheOther Pillarsof Development

Asthe TVA was realized, Roosevelt moved to build the
other three “quarters’ of infrastructure development, which
would not only change the region in which they acted, but
converge to act on the United States as a whole. These were
the leading pillars of the national crash mission. What they
achieved can be succinctly reported.

Thepillar of the Southwest quarter wasthe Hoover Dam.
The Colorado River starts in the Rocky Mountains of Wyo-
ming and Colorado, and runs southward through Arizonaand
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The Southwest of Franklin

1ok

Roosevelt’s“ Four Quarters’
of national infrastructure
renewal, was anchored by the
Hoover Dam, the highest in the
world for half a century
afterwards.

Nevada (M ap 3), draining animmense watershed of 250,000
sguare miles, including areas in seven states. In the Spring,
the swollen river would create violent floods, while farther
out in the surrounding region, marked by wide stretches of
desert, human and biospheric life were starved for water.

Construction of the dam project had started in mid-1931,
under the Hoover administration, but it did not accel erateuntil
the Roosevelt administration took charge. The project chose
as its damsite the Black Canyon, near Las Vegas, Nevada.
The site was a gorge with avery steep drop. Daily tempera-
turesthere could reach above 100 degrees. Since the damsite
was in an isolated, barren area, everything necessary had to
be moved in and/or constructed there: machine shops, air
compressors, two huge-concrete mixing plants, warehouses,
housing “townships” for theworkers, etc. To providethearea
with power, a 220-mile-long power line had to be strung
across the blazing desert from San Bernardino, California.

The damsite to be constructed started 800 feet below the
upper rim of the canyon, and a good deal of it was unreach-
able by normal means (see the photograph). This presented
a huge engineering challenge: Aeria cableways, spanning
the canyon, were constructed, and critical elements were
lowered into the canyon. An entire modern city was built
for the workers who came to the area, according to one
history, “in broken-down cars, and some walked. Somewere
undernourished. . . ."

Upon completion, the 726-foot-high structure, then the
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MAP 4
Columbia River Basin

Source: U.S. Army Corps of Engineers.

world's highest dam by about 300 feet, incoporated many
technological innovations, including origina twin diversion
tunnels. The U-shaped power plant at Hoover Dam initially
generated 1.33 million kilowatts (gigawatts) of power. The
Hoover Dam directed the once wild Colorado River, after
capturing its hydroelectric power, to travel in an orderly
fashion, through the All-American Canal constructed at that
time, to the Imperial Valey in southern Cdlifornia. This
formerly desert area, receiving the water, became the na-
tion's largest vegetable-growing region. The Hoover Dam,
through a specially built canal and pump system, aso di-
rected the Colorado River to provide much of the fresh water
for the City of Los Angeles. Together, the dam’s generation
of abundant electricity and provision of fresh water made
the desert bloom and spawned industrial growth, population
growth, and city-building in the Southwest/Far West quad-
rant of America, much of which had once been uninhabi-
table.

The Grand Coulee and Bonneville Dams were the great
projectsenvisioned by FDR for the Northwest Quadrant. The
ColumbiaRiver hasoneof thegreatest volumesof water flow,
per second, of any river in the world. Its headwaters arise
in British Columbia and then, heading southwards, the river
flowsinto the American states of Washington, Oregon, | daho,
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The central New Deal infrastructure project of the “ Northwest
Quarter” built the Grand Coolee Dam on the Columbia River in
Washington Sate (above), and the Bonneville Damin Oregon.

and Montana(M ap 4). TheColumbiaRiver watershed covers
animmense 220,000 squaremilesof territory inthe American
Northwest (and an additional 39,000 square milesin western
Canada). Periodically, theriver would overflow, creating del-
uges, whilealarge section of theNorthwest’ sfertilesoil could
not be developed fully for lack of irrigation.

A chain of hydroelectric and river diversion dams was
built on the Columbia River and its tributaries, of which the
crown jewels are the Grand Coulee Dam, in Washington
State, and the Bonneville Dam in Oregon. Each dam repre-
sents a technological wonder. The Grand Coulee is 530 feet
high and 4,173 feet long, and contains 10.5 million cubic
yardsof concrete, makingittheworld’ slargest concretestruc-
ture. Due to its huge generators, it was the world's largest
hydroelectric plant up until the 1980s, when Brazil’s Itaipl
Dam’ s generating facility was built. The efficiency of Grand
Coulee's and Bonneville' s hydro-power pushed the price of
electricity down to less than 2 cents per delivered kilowatt
hour. During World War 11, this abundant, cheap electricity
led Alcoaand Kaiser Aluminum to open up auminum plants
throughout the Columbia River basin, and Boeing Company
to build its major aircraft factories in Washington State. The
ColumbiaRiver-based great infrastructure project built atre-
mendous potential for growth, still largely to be tapped, into
thevast region. Thefertilesoil, now irrigated with water from
the Columbia River, has blossomed.

Finally, theinfrastructure mission in the Northeast Quad-
rant centered onthe St. LawrenceRiver, which runsnortheast-
ward, between the United States and Canada, as an outlet
for the Great Lakes all the way to the Atlantic Ocean, with
potential for hydroelectric power all alongtheway. (SeeMap
5.) Roosevelt worked on trying to realize such power from
1911, when he was a New York State Senator, throughout
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MAP 5
St. Lawrence Seaway
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his whole life. Lacking the treaty with Canada required for
development of the project, Roosevelt could not build it dur-
ing hislifetime. But when consummated in the 1950s, it real-
ized al the promise he had foreseen.

These four great projects transformed immense regions,
and thefirst three of these, during the 1930s and 1940s, had a
remarkable effect on increasing productivity for the United
Statesasaunit area.

There were many other great projects, of which the Rural
Electrification Administration, and the Mississippi River con-
trol projects, deserve special attention.

In 1934, some 49.2 million rural Americans did not have
the use of electricity—that was 89% of those living in rural
areas—and 39% of al Americans were without electric
power. Roosevelt produced a great increase in capacity, but
the question was how to get the power to rural America. In
1935-36, he created the Rural Electrification Administration
(REA) to dectrify the countryside. The REA set up and ex-
tended loansto rural cooperatives, to purchaseelectricity and
build transmissionlines. By themid-1970s, the REA program
included 1.8 million miles of power transmission lines, 50%
of the nation’ stotal. Figure 1 showsthat in 1933, only onein
ten American farmers had electricity; this rose to 48% by
1945, and to 88% by 1955, asthe REA and New Deal projects
came on line. The productive potentia of rural communities
was elevated.

The Mississippi River, third largest in the world, flows
north-south from above Minneapolis-St. Paul in Minnesota,
through the heart of Americaon itsway toward emptying out
inthe Gulf of Mexico (see M ap 6). Themighty Mississippi’s
periodic floods destroyed animal life, human life, and cities,
suchasNew Orleans, Louisiana. Though it was used for navi-
gation, itsplentiful shoals, shallows, and other impediments,
plusraging floods, made portionsof theriver difficult to navi-
gate or unnavigable. With Roosevelt pushing the process, the
Army Corps of Engineers built a unified flood control and
river diversion program, with a series of 28 major locks and
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FIGURE 1
American Farms With Electricity, 1933-55
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MAP 6a
Lower Mississippi River
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dams, reservoirs, levees, etc. (SeeM ap 6a.) Theflooding was
stopped south of Cairo, Illinois, 15 to 20 million acres of
overflow lands were reclaimed, and the river was made navi-
gable. Within 15 years of the start of thisambitious undertak-
ing, water-borne freight traffic increased five-fold.

In concert, the great “four quarters’ infrastructure proj-
ects, along with the Rural Electrification Administration and
the infrastructure activity upon the Mississippi River, pro-
duced a dramatic increase in the productive powers of labor
for each of the affected regions, and for the United States as
awhole.

Waves of Basic Infrastructure

Now, Roosevelt’s administrations filled in around these
pillars, and built all the basic types of infrastructure in abun-
dance. Over 45,000 infrastructure projects were built: brid-
ges, tunnels, sewage treatment plants, fresh water provision,
hospitalsin localeswithout medical facilities, and thousands
of schools. We can seetherevolutionary effect that the medi-
um- and small-scaleinfrastructure had, if we givean account-
ing of it in the following way: Rather than attempting to re-
view the projects—an impossibility here—we present Public
Works Administration (PWA) maps for the basic types of
infrastructure, showing the immense scale of what they con-
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MAP 7
Location of Major PWA Hydroelectric Dam
Projects in 1930s

Source: Public Works Administration.

MAP 8
Allotments for Electric Power Projects

Source: Public Works Administration.

structed, and then consider leading examples.

Dams and hydro projects. The report has already dis-
cussed someof thegreat dam and hydroel ectric projects. M ap
7 showstherest. Roosevelt built 43 major dam and hydroel ec-
tric projectsin 22 states. He al so built over 450 medium- and
smaller-sized dams.

Power plants. Roosevelt built 250 power plantsfor local
governments, shown on Map 8.

Sewage and water treatment/sanitation. In 1933, more
than 40% of America’ surban population did not have sewage
treatment. M ap 9 shows the construction of over 1,000 sew-
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The Mississippi flood of 1927, near Cairo, lllinois. New Deal
flood-control construction by the Army Corps of Engineers,
stopped the perennial flooding completely from Cairo south to the
Gulf of Mexico (map 6a). Flood control on the Mississippi’s
northern sections was not pursued under later Presidents, so
severeflooding till occursthere.

MAP 9
Location of PWA Sewage Disposal Projects
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Source: Public Works Administration.

age systemsthroughout the United States. In 1934, the Roose-
velt administration built a breakthrough sewage treatment
plant in Chicago that required alteration of the Chicago River,
so that it wouldn’t reverse course; a system of street laterals
that emptied into larger and deeper tubes, ending up in the
great interceptors, far below street level, that were approxi-
mately the size of subway tubes, etc. When completed, it was
double the size of any other treatment plan in the world. It
removed solids from 400 million gallons of sewage a day,
served 1.5 million people, and poured purified water back into
theriver. Between 1934 and 1938, the New Deal constructed
more sewage-treatment plants in New York State than had
been built there during the previous 30 years.
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MAP 10
PWA Program of Hospital Construction

Source: Public Works Administration.

Health and hospital systems. In the 1930s, in Florida,
between 500 and 1,000 people died every year from tubercu-
losis, yet the state did not have a single hospital dedicated
to tuberculosis treatment and cure. In sections of the South,
hospital treatment was primitive.

In 1937, President Roosevelt mobilized to conquer the
problem with indicative planning. He set up an Inter-Depart-
mental Committee to Coordinate Health and Welfare Activi-
ties. A technical committee of this broader committee was
created, which made asurvey of the nation’ s health needs. In
July 1938, Roosevelt caled a national conference, at which
the technical committee presented its findings. It found that
40% of the countiesin the United Statesdid not haveasingle
registered general hospital!; that 60% of the states had fewer
hospitals than could be considered adequate; and that there
was an acute shortage of pure drinking water and sanitary
sewagesystems. ThePresident’ sapproach wasto build hospi-
talsto an indicative level per thousands of population (M ap
10). Between 1933 and 1939, the New Deal effected an in-
crease of 121,760 hospital beds nationwide.

After the war, New Dealer Senator Lester Hill (D-Ala)
introduced the Hill-Burton Act of 1946, which codified and
brought to fruition the Roosevelt policy of indicative hospital
planning and construction, by county, with Federal assis-
tance.

Public Works Authority waterworks projects. The
thousands of projectsfor fresh water provision are shown on
Map 11. Note that FDR’s administration deliberately built
infrastructure projects in the South. Were it not for the New
Deal, the economy of the American South would hardly exist
today, to sustain the likes of Sen. Phil Gramm (R-Tex.) to
complain against the New Deal.

Transportation. The Roosevelt administration con-
structed every fundamental form of transportation, from tun-
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MAP 11
Location of PWA Waterworks Projects
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Source: Public Works Administration.

nels, bridges, and rail, to portsand waterways. The PWA lent
money to the Pennsylvania RR, America’s largest Eastern
railroad, to carry out a marvelous electrification project,
which allowed it to build 68 electric locomatives, and buy
another 33 electric locomotives and 93,787 tons of rail. The
PWA also built the Chicago L oop elevated subway. And the
New Deal alotted funds, primarily to the Army Corps of
Engineers, to widen, deepen or improve almost every major
harbor on the East, South, and West Coasts of the United
States.

Education. In March 1933, an earthquake struck Los
Angeles, Long Beach, and other citiesin southern California,
tearing apart the walls and foundations in many schools. The
Cadlifornia state legidlature passed legislation requiring the
school sto meet earthquake construction standards, but lacked
the money to address the problem. Accordingly, the children
were going to school in make-shift tents, bungalows, and
temporary shelters. The Public Works Administration
stepped in to provide more than half the funding to rehabili-
tate, or construct anew, 536 school buildings, capable of with-
standing earth shocks greater than those experienced in the
past.

M ap 12 showsRoosevelt’ sschool construction. Between
1933 and 1939, the New Deal accounted for more than 70%
of al school construction nationwide, building about 60,000
classroomswith seatsfor approximately 2.5 million children.

Franklin Roosevelt’sNew Deal had built positive growth
and productivity into the economy for ageneration to come.

3. Public Works Employment
On June 6, 1933, President Roosevelt signed into law
the Nationa Industrial Recovery Act. The NIRA was a

mixed bag of conflicting policies, but Roosevelt emphasized
its Title II—"Public Works and Construction Projects’—as
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MAP 12
PWA Program of Educational Building
Construction

Source: Public Works Administration.

critical to his recovery measures. It established the Public
Works Administration as an agency through which the U.S.
government would hire unemployed workersin Federa pub-
lic works, building everything from ports and flood control,
to bridges and transportation. Title Il authorized, over two
years, spending $3.3 billion—nearly 30% of U.S. Federa
budget expenditures—for public works. Thiswasthe largest
amount to be spent on public works in the nation’s history.

Roosevelt stressed putting peopletowork asatop priority
in his March 4, 1933 inaugural address, and mobilized the
American people behind this national mission. Unemploy-
ment had risen, officialy, to 12.83 million people, or 24.9%
of thelabor force, by January 1933. But it wasmorepervasive
thanthat, asRoosevelt knew. In Detroit, inearly 1933, accord-
ing to a representative of the Mayor’s office, about 350,000
out of the city’ s 689,000 potential wage earners—more than
half—weretotally unemployed, and many otherswere work-
ing only short time.

National unemploymentinsurancedid not exist until Roo-
sevelt later created it, and only two states had a state unem-
ployment insurance system. Workers who had lost jobs had
torely on stateand local “relief,” and the Depression, by mid-
1932, had exhausted that relief or reduced it to a pittance.
Private charity assistancewasal so largely exhausted, even as
it has, during 2001, shrunk today.

The Public Works Administration which the NIRA cre-
ated was directed by Harold Ickes, who was al so Roosevelt's
Interior Secretary. By November 1933, asecond publicworks
organization was created, directed by Harry Hopkins, called
the Civil Works Administration (its successor organization
would bethe WorksProgress Administration). Thethird pub-
lic works agency, the Civilian Conservation Corps, mostly
hired youth.

These public works organizations had three purposes:
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building hard and soft economic infrastructure; providing
wage employment to restore the nation’s labor power and
sustain families; and multiplying their own effect through
the purchase of the bill of materials used in the public works.
During the 1930s, these public works literally restarted the
economy, employing directly an average of 3.1 million
workers per year, and including their multiplier effects, in
direct and indirect employment, giving combined direct or
indirect employment to approximately 7.1 million workers
per year.

The Civil Works Administration

Franklin Roosevelt’ sclosecollaborator inthefield of pub-
lic works, was Harry Hopkins. Born in 1890 in Sioux City,
lowa, Hopkinsmovedto New Y ork State, and during themid-
1910s, as director of the New Y ork Tuberculosis and Health
Assaciation, did a brilliant job in taking on the scourge of
tuberculosis, by attempting to eradicatethe medical, housing,
and sanitation conditions that gave rise to the disease.
Hopkins headed Gov. Franklin Roosevelt’' s relief operations
inNew Y ork State during 1931-32. L ater, he served asone of
Roosevelt’s most trusted confidants and emissaries in rela
tionswith Russiaduring World War I1. Frequently appearing
disheveled, the lean, loose-limbed, and astute Hopkins often
wielded an acerbic wit, and had a determination to carry out
what Roosevelt asked him to do.

Thefirst New Deal organization that Hopkinswasto head
was the Federal Emergency Relief Administration (FERA),
created May 12, 1933 to provide unemployed relief. A mark
of the Roosevelt administration was that it focused not so
much on formal organization, as on the purpose to be accom-
plished. On May 20, 1933, hisfirst day on the job, Hopkins
met with President Roosevelt to discuss what had to be done.
Hehad noformal organizational chart and no office. Historian
William L euchtenburg described what Hopkins did first: “A
half-hour after Hopkinsleft the White House, heplaced adesk
in the hallway of the RFC [Reconstruction Finance Corpora-
tion] building. Amidst discarded packing cases, gul ping down
endlessroundsof black coffee, and chain-smoking cigarettes,
he spent over $5 million in hisfirst two hoursin office.”

Hopkinsjudged work to be better than relief for theunem-
ployed. Towardtheearly Fall of 1933, hehad heard of weather
reports—which proved to be true—that the Winter of 1933-
34 would be very severe, and he knew that workers would
need incomes to survive. Hopkins persuaded President Roo-
sevelttoestablish, onNov. 9, 1933, the Civil Works Adminis-
tration within FERA. Roosevelt diverted some of the $3.3
billion that had been dedicated to public works under the
NIRA Act, to the CWA’s public works.

There was a distinction between Hopkins CWA (and
later, the Works Progress Administration he headed), and
Harold Ickes Public Works Administration. Hopkins
CWA’s principal mission was to build medium- and small-
scaleinfrastructure. His projects, by design, were to employ
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Franklin Roosevelt's close collaborator in the public works
revolution, Harry Hopkins, head of the Works Progress
Administration.

as many people on relief as possible, and to be set up and
launched as quickly aspossible. Ickes’ PWA’ sprincipa mis-
sionwastobuildlarger infrastructure, including great projects
liketheGrand Coulee Dam. By design, Ickes’ projectswereto
employ amix of skilled, semi-skilled, and unskilled workers.
Several projects required long-range planning before they
could start.

Inoperation, Hopkins' CWA demonstrated acrucial prin-
ciple: that if oneisproperly motivated, onecan employ ahuge
number of unemployed in productive work on an accelerated
basis; public works can be effective immediately.

The CWA began operation on Nov. 9, 1933. Ten days
later, Hopkins was empl oying 800,000 people on CWA pay-
rolls. Two weeks later, the CWA employed nearly 2 million
people. Nineweeks—in theweek ending January 18, 1934—
after the CWA had been started, the CWA had its peak em-
ployment: 4,263,644 men and women.

Colonel John C.H. Lee, an officer in the Army Corps of
Engineers known for his highly demanding administrative
attitudes and techniques, in the words of one historian,
“watched Hopkins' unorthodox methods with astonished ad-
miration.” Leewrotetoafriend, “ Mr. Hopkins sloosefluidity
of organization. . . enabled him to engage for employment in
two months, nearly as many persons as were enlisted and
called to the colors during our year and a half of World War
mobilization. . . .” The young administrator and “the group
of ableyoung assi stantswhich he has assembled and inspired
... haveworked daily long into the night withamoraeeasily
comparableto that of awar emergency.”

Hopkins began to break the downward spiral of living
standards.
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Frank Walker of Montana, who headed President Roose-
velt's National Emergency Council, reported what he saw in
hishome state: “ old friends of mine, men | had been to school
with—digging ditches and laying sewer pipe. They were
wearing regular business suits as they worked because they
couldn’t afford overallsand rubber boots. . . .” Y et thesemen
were happy. “Do you know, Frank,” one of them said to
Walker, “thisis the first money I've had in my pocket for a
year and one-half?’

The‘Make-Work’ Lie

Y et, the lies of Morgan-Mellon-du Pont banking circles,
and their political arm, the American Liberty League, in-
vented 70 years ago against the Roosevelt public works
projects, are repeated today by such circles as the Mont
Pelerin Society, and Al Gore's Democratic Leadership
Council. The Morgan faction labeled the public works
“make-work,” and “useless boondoggles.” Countered with
the truth, they raised their press and radio voices louder,
shouting the same lies.

Consider what the CWA did during its brief period of
existence between Nov. 9, 1933 and late March 1934. Its
millions of workmen built or improved thousands of miles of
city street and secondary roads; constructed or remodeled
thousands of school buildings; created scores of airfieldsand
improved as many existing ones; laid miles upon miles of
sewer line; and constructed or improved hundreds of parks,
playgrounds, stadiums, and swimming pools. CWA workmen
renovated Montana s State Capitol Building and hel ped erect
Pittsburgh’s Cathedral of Learning. Among its other func-
tions, the CWA employed 50,000 teachers to keep rural
schoolsopen and to teach adult education classesinthecities,
and madeit possiblefor unemployed Bostonteacherstoreturn
to schools.

Still, the City of London-Wall Street financiers wanted
to shut down the CWA program precisely because of its
initial success in reconstructing the economy. They used
their instrument inside the Roosevelt administration, mone-
tarist Budget director Lewis Douglas, who was dubbed the
“Minister of Deflation,” to shut it down. Amid allegations
that the CWA soon would lead to a permanent class of
“people on the public payroll,” on Feb 15, 1934, Douglas
instructed Hopkinsto dismantle the CWA. Within six weeks,
Hopkinshad to fireall of CWA’s4 million workers. London
and Wall Street’s method of sabotaging the New Deal was
thus set—either through Congress, or through instruments
inside the administration, it would ceaselessly attack the
New Dedl’s spending.

In April 1935, Roosevelt succeeded in securing another
appropriation for public works/infrastructure, two years after
thefirst. Congress passed and Roosevelt signed into law, the
Emergency Relief Appropriation Act, with the intention,
again, of putting towork 3.5 million workers. The Act appro-
priated $5 billion, the largest public works appropriation in
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history.® The Act established the Works Progress Division,
quickly renamed the Works Progress Administration (WPA),
and headed by Harry Hopkins. Onthe small and medium-size
infrastructure projectstypical of the CWA beforeit, Hopking
WPA only employed 220,000 workers in 1935; but in 1936,
1937, and 1938, it employed an average of 2.3 million unem-
ployed each year.

The NIRA Act of June 16, 1933 had created the Public
Works Administration, headed by Harold Ickes. Ickes was
born in Blair County, Pennsylvania in 1874; at age 16, he
moved to Chicago; he was a progressive Republican in the
Lincolntradition, and wasinvolved inthefight for civil rights
(Eleanor Roosevelt and he were those most responsible for
organizing Marian Anderson’ soutdoor concert at theLincoln
memorial in April 1939). Having thick features and gold-
rimmed glasses, blunt, irascible, with acharge-ahead person-
ality, Ickes was incorruptible and willing to go out front for
Roosevelt, when others did not wish the publicity.

Collaborating with the Army Corps of Engineers, Ickes
PWA built great infrastructure projects, like the “four quar-
ters” and Mississippi-region projects outlined above, spend-
ing a considerable amount on capital goods in the process,
while employing 400,000-700,000 workers per year. This
agency also participated in joint Federal-local government
infrastructure projects, in which it made a combination of
loansand grantsto thelocal government institutioninvolved.*

3. Franklin Rooseveltisoften accused of running up budget deficitsby public
works spending, but thisisafallacy of composition. During the Depression,
Federal tax revenues plummeted; the question was how to increase tax reve-
nues through increasing economic activity. Under the impact of Herbert
Hoover’ s budget-cutting, the U.S. budget deficit increased to $2.735 billion
in 1932. Had Hoover remained in office and pursued his failed policy, the
deficit’ stendency would have been to rise to $4 to $5 billion ayear.

During the five years 1933-37, Roosevelt's budget deficits averaged
$3.245 billion per year—about $500 million more than budget-cutter, Presi-
dent Hoover's level. But the contents of the two budgets were completely
different: Roosevelt’ s budgets built tremendousinfrastructure, put peopleto
work, and paid unemployment benefits, creating, within the overall New
Deal policy measures, a recovery. Hoover's budgets did nothing to restart
the economy.

4. The PWA developed a novel, but useful way to aid cities and towns to
financethebuilding of infrastructure. The Depression had | eft citizensunable
to pay local property and other taxes, without which cities and towns could
not maintain capital investment for infrastructure. In June 1933, even good
municipa bonds were quoted at 30-40% discount, meaning that investors
were not buying them. Further, theyield on abond for 20 “ standard” cities,
as reported by Bond Buyer magazine, stood at 5.7%, an interest rate far too
high for acity or town to pay in adepression.

The PWA set up a financing mechanism: first, it would purchase the
bonds of acity or town at full par value, disregarding the“market” discount.
Second, any qualifying municipality could issue anew bond at a4% interest
rate—rather than the prevailing yield of 5.7%—and the PWA would buy
it. This rgjuvenated the municipal bond market, enabling municipalities to
engage in infrastructure building; and, as cities recovered and paid off their
bonds with interest, the PWA made money.

In addition, once a local infrastructure project was designed and ap-
proved, the PWA would pay, through grants and loans, more than 50% of its
construction cost.
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The other job-creation legidation of 1933, which set up
the Civilian Conservation Corps (CCC), waslargely concep-
tualized by FDR himself. The mostly young men in the
Corps—or CCC'ers, as they were known—were paid $1 a
day, and provided with food, clothing, and lodging in the
famous* CCC camps.” Hundreds of thousands of young men
each year were deployed to do useful work, primarily inrural
areas and woodlands. One novel ideathey carried out, in part
conceived by Roosevelt, was to plant rows of trees along a
severa-hundred-mile north-south line in the Midwest, as a
windbreak, to prevent the erosion of soil, and to prevent the
appallingly destructive “Dustbowl” effect. The CCC's pur-
poses included river and stream diversion, and everything
from clearing forests of underbrush, to building rural dams.

Toarriveat the contribution of public worksto theannual
level of employment, if one takes the employment of the
major public works programs, between 1933 and 1938, that
contribution varied from alow of 900,000 (ayear when nei-
ther the CWA nor the WPA was in existence) to a high of
4.01 million workers. Focusing on the years that the three
major public works programs (WPA, PWA, and CCC) had
employment, the average level of U.S. public worksemploy-
ment was 3.1 million workers per year.

Reviving the Private Economy,
RehiringWorkers

The public works programs, by placing orders for goods
to build the infrastructure projects, stimulated the private
economy to produce these goods, reopening shut-down fac-
tories, rehiring laid-off workers; thepublic projectswereused
to revive the broader economy.

If one fosters infrastructure projects, they stimulate the
production of volumes of raw, semi-finished, and finished
goodsthat go into the infrastructure construction. For exam-
ple, the construction of the Bonneville Dam required a bill
of materials which included tractors, cranes, earth-movers,
turbine-generators, electrical transmission lines, machine-
tools, flow-ways, etc., aswell asstructural steel bars, cement,
hollow tiles, etc.

Now imagine the thousands of public works projects that
Roosevelt built each year, yielding, collectively, animmense
bill of materials. This required atremendous supply of these
materials, through cranking up production. The public works
infrastructure ignited and drove the entire economy’ s recov-
ery. We can depict this process in the period 1934-37, in
Table2.

Table 2 shows the primary phenomenon: The Public
Works Administration’s infrastructure projects consumed
each year an immense percentage of the United States' total
production of critical goods used in the industrial and con-
struction process. For the three years 1934-36, of the United
States' total production, the PWA projects consumed, on av-
erage, 31.0% of all brick and hollow tile; 42.4% of all cement;
33.2% of al structural and reinforcing steel; 32.3% of all cast-
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TABLE 2

Materials Purchased for PWA Construction
Projects

Percentage of PWA Orders to U.S. Total Production, 1934-37

Type of Material 1934 1935 1936 1937
Brick & Hollow Tile 235 26.9 42.7 22.7
Cement 73.6 36.8 16.8 13.2
Structural & Reinforcing Steel 39.8 35.9 23.8 12.3
Cast-iron Pipe Fittings 35.0 30.0 31.8 17.7
Sand and Gravel 37.7 26.6 16.6 9.9

Source: Public Works Administration.

iron pipefittings; and 27.0% of all sand and gravel. Theseare
semi-finished goods and raw materials, and the PWA infra
structureprojectswereal so consuming important percentages
of other semi-finished goodsand raw material's, suchaswood,
copper, zinc, and so forth.

These infrastructure projects also consumed significant
percentages of finished goods, in particular capital goods.
Though lacking exact figures, it can be estimated that the
PWA infrastructure projects consumed 25% of the cranes,
earth-moving equipment, electrical generators, pumps, as
well as machinetools, that United States factories produced.

To produce these cranes and machine tools required, in
turn—through their own bill of materials—steel, copper, and
so on. The PWA projects sent waves of production stimula-
tion through the economy, reviving production overall.

In 1936, the PWA projects’ percentage of total consump-
tion of semi-finished goods declined. This showed a healthy
further process: Other sectors of the U.S. economy were re-
viving, and asthey did, they consumed a greater volume and
therefore greater percentage of the materials listed above,
even with PWA’s construction activity remaining at a high
level. And we have indicated only the PWA infrastructure
projects’ percentage of consumption of these goods, Harry
Hopkins' WPA also consumed structural steel rods, earth-
moving machines, sand and gravel, and the rest of the bill of
materials. The influence upon the whole economy would be
greater if thisWPA consumption wereincluded.

TheJob Multiplier

Just as the public works projects caused arevival of the
broader private-sector economy, they also led to the rehiring
of workers in the private sector. We can call this the “job
multiplier effect” of the projects. We have already seen that
when all three mgjor infrastructure-public works programs
were active at once, they gainfully employed approximately
3.1 million workers per year. How many additional jobs did
they create through the “job multiplier effect”?

In 1939, the PWA commissioned astudy to determinethe
number of jobsthat it created in other parts of the economy.
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It was characteristic of the PWA that itscontractors submitted
a certified copy of their payrollsto the local sponsor—state,
country, or city government—which in turn submitted it to
the PWA engineer on the job. This statement showed the
number of men employed on the construction site, how long
each worked, and how much each was paid. The contractors
also submitted material orders, showing how much materials
had been used, where they came from, and how much they
cost.

The Bureau of Labor Statistics of the U.S. Department of
Labor then studied the data, and found that PWA projects
had directly employed 1.715 billion man-hours of work at
construction sites through March 1, 1939 (with most of that
work being completed by mid-1937). It then concentrated on
how many jobs were created in the industries that produced
raw material s and semi-finished goods (it did not focus on the
capital goodsindustries). The BLS found that PWA projects
had created approximately 3.179 billion man-hours in indi-
rect employment intheindustriesthat produced raw materials
and semi-finished goods (and secondarily, those that distrib-
uted these goods). Thus:

1.715 billion man-hours of direct PWA employment

3.179 billion man-hours of indirect employment

4.894 billion man-hours of total employment

A large part of the 3.179 billion man-hours of indirect
employment, were in the productive economy. In summary,
each singlejob in the PWA created 1.85 indirect jobs in the
private economy.

Clearly, if one were to include, in addition, the jobs cre-
ated by the PWA infrastructure projectsin the industries that
produced capital goods (omitted in the 1939 study cited
above), the“job multiplier effect” would be higher than 1.85
private jobsfor one public works job.

To roughly calculate how many jobs the PWA, Harry
Hopkins' WPA, and the Civilian Conservation Corps created
in the private economy, we may conservatively assume here
aratio of only one public-works-infrastructure job creating
one job in the private sector. There are many reasons for
making thisconservative assumption, but the principal reason
isthat the more numerousjobs of Harry Hopkins' WPA used
fewer raw material sand semi-finished goodsthan did thejobs
of the PWA.

As reported, the three infrastructure-public works pro-
grams employed 3.1 million workers per year. This created
3.1 million jobs in the private economy, so there isatotal of
6.2millionjobs. These6.2 millionworkersspent theirincome
on purchasing food, clothing, and homes, and this created
accompanying production and 0.9 million more jobsin those
other sectors. As a result of infrastructure-public works, a
total of approximately 7.1 million jobs were created, conser-
vatively estimated. This represented about one-ninth of the
United States' sworkforce of the time. Roosevelt had made a
major attack on the Depression unemployment, created jobs
that made a productive contribution to the economy, and en-
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abled workers to both sustain and uplift their families. This
wasquiteadividend to theeconomy (which could berepeated
today). Thisput the U.S. economy on anew trajectory, which
will be discussed at the conclusion of the section on the
New Deal.

4. A President for Social Justice

President Franklin Roosevelt carried out arevolution for
social justice. Basing himself on the General Welfare clause
of the U.S. Constitution, he took personal responsibility for
the development of the full powers of every citizen.

A foremost feature of this process, was the development
of asocia security system. No citizen should be permitted
to starve or perish from want, and a sound instrument for
retirement was to be provided for. In aJune 8, 1934 message
to Congress, Roosevelt spoke of a“national social insurance
system,” to protect against “misfortunes which cannot be
wholly eliminated in this man-made world of ours.”

During the 1930s, the antecedents of today’ sneo-Conser-
vatives, the fascist crowd of Morgan, Mellon, and du Pont,
voiced many objections to the legidlation to create a Socia
Security System, objections that are the same as those used
70yearslater totry totear the system down. Asearly as1924,
the banker-run Pennsylvania Chamber of Commerce railed
that compulsory public schemesto aid the elderly were “un-
American and socialistic, and unmistakably earmarked as an
entering wedge of communist propaganda.” The watchword
then, as today, was that if aretired or unemployed worker
didn’t have enough personal savings, and could not live with
his family, he should simply live off private charity. But the
inadequacy of the charity system, which was clearly insuffi-
cient during the specious prosperity of the 1920s, showed
itself during the Depression years of 1929-33. During that
period, real personal savingsfell by $34 billion. The question
of living from savings was moot: They had been wiped out.

Likewise, what public assistancefor the elderly did exist,
was criminally inadequate. Between 1930 and 1934 alone,
the yearly cost of old-age assistance, administered by the
states, rosefrom $2 million to $32 million, nearly twenty-fold
in real terms, and the official number of recipients increased
from 11,000 to 235,000. The number of people who really
needed help, and didn’t get it, totaled several millions.

Despite the hysterics of Newt Gingrich’s political fore-
bears, in August of 1935, theHouse of Representativespassed
the Social Security Act by avote of 372-33; the Senate by 77-
6. On Aug. 14, 1935, President Roosevelt signed the Act into
law. The Socia Security Act not only provided for social
insurance for retirement, but also provided for assistance to
the indigent elderly, the blind, and families with dependent
children; and established thefirst comprehensive national un-
employment insurance system. Taking this Act’s major pro-
visions:

» Old-Age Insurance—a giant national retirement sys-
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tem based on social insurance principles, and intended to be
the chief method of assuring income to an individual after
retirement. The basis of the system is a Federal payrall tax,
assessed on most employees and their employers. Today, the
tax is6.2% each for employersand employees. Anindividual
becomes eligible for amonthly cash payment at 65, if he has
worked a specified amount of time in employment subject to
the payroll tax and hasthus, along with hisemployer, contrib-
utedtowardthecostsof hisown pension. Eligibility isamatter
of right and does not depend on need.

» Old-Age Assistance to the Indigent—authorized Fed-
eral matching grantsto the states to help them make monthly
cash paymentsto indigent elderly people.

« Aidto the Blind—authorized Federal matching grants
to the states to help them make monthly cash payments to
those who are blind.

* Aid to Dependent Children—Federal grants to the
states to help them support needy children and a parent, if
the children have been deprived of normal parental support
because of the death, incapacity, or absence from the home
of aparent. Called Aid to Familieswith Dependent Children,
the program incorporated the premise that society should
|eave no one destitute.

» Unemployment Insurance—a system established by
the Act, whereby the states set up their own unemployment
insurance programs, but by means of atax offset device, are
compensated by the Federal government. For thefirst timein
American history, laid-off workers could collect unemploy-
ment insurance.

The Socia Security Act wasarevolutioninsocial policy.
Different nations in Europe had differing elements of this
package, but Americahad had none. Now, it had all of them
in one package.
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Roosevelt isremembered for
his commitment to the General
Welfare principle, hisintention
to set in motion a “ revolution
for social justice.” The
Franklin Delano Roosevelt
Memorial in Washington, D.C.

TheFight for Labor Power and Civil Rights

Atthesametime, Roosevelt created theconditionsto give
labor the right to organize, thus increasing wages and living
standards. One of the positive sections of the National Indus-
trial Recovery Act (NIRA) of 1933, its Section 7(a), guaran-
teed theright to coll ectivebargaining and stipul ated that mini-
mum wages and maximum hours of work should be set. The
guestionwasraised, whether industry would abideby the Act,
and how enforceableit was. But labor leadersutilized it: John
L. Lewisof theUnited Mineworkershad postersproclaiming,
“President Roosevelt WantsY outo JointheUnion.” Organiz-
ing grew in mines, textiles, garment industries, along withthe
embryonic rubber, steel, and auto unions.

The National Recovery Administration, created by the
NIRA, had a mediation machinery for collective bargaining,
the National Labor Board, which Roosevelt appointed Sen.
Robert Wagner (D-N.Y.) to head. The U.S. Supreme Court
declared the NRA unconstitutional in 1935.

In February 1935, Senator Wagner introduced his Act
to set up a National Labor Relations Board as a permanent
independent agency, empowered not only to conduct elec-
tions to determine the appropriate bargaining units and
agents, but to restrain businessfrom committing * unfair labor
practices’ such as discharging workers for union member-
ship, or fostering empl oyer-dominated company unions. This
Wagner Act set thebasisfor collective bargai ning, and begin-
ning to eliminate bel ow-subsistence wages. This was essen-
tial toincreaselabor power, whichwould otherwisehavebeen
ground down.

In 1933, in the South, lynch mobs hanged black citizens
and burned houses and churches, and there existed a strict
segregation of facilities for blacks and whites, from water
fountains to schools; in the North, rampant discrimination

EIR May 3, 2002



Sen. Robert
Wagner, an active
forceinthe

“ American System
caucus’ which
fought a crucial,
though losing
struggle for
economic
reconstruction
legislation
throughout the
1920s and until
Roosevelt's
election. Wagner
sponsored much
New Deal
legislation.

and racism ran throughout soci ety. Roosevelt madeimportant
changes on the front of civil rights, but there were others he
did not make. Roosevelt fought on what issues he thought he
could, but faced a powerful racist faction of the Democratic
Party in the South, whose outlook had been reinforced by
President Woodrow Wilson’s support for the Ku Klux Klan,
inthe period of 1913-21.

In 1934, two leading figuresin the American System Cau-
cus, Senator Wagner and Sen. Edward Costigan (D-Colo.)
introduced Federal anti-lynching legidation that had been
drafted by the NAACP. President Roosevelt supported the
legidation, and denounced lynching in portions of his
speeches. A filibuster by Southern Democrats prevented a
vote on the legidlation.

Roosevelt attacked the problem largely by creating jobs,
and setting up provisionsfor racial equality within some Fed-
eral organizations. For example, the Agricultural Adjustment
Administration had provisions by which farmers voted on
policies, such as crop referenda, and thousands of black
Southern farmers, who were members of the AAA, voted for
thefirst timein their lives. Roosevelt created jobs by which
many blacksand minoritieswererehired, and numerous more
got jobs. In both Harold Ickes' Public Works Administration
and Harry Hopkins' Works Progress Administration, provis-
ionsrequired that all workers get equal pay in each region.

These drew fanatical attacks. In March 1934, a retired
DuPont Corporation official railed in a letter to John J.
Raskob, the former chairman of General Motors, former
chairman of the Democratic National Committee, and an of-
ficer of the du Pont-Morgan-Mellon-run American Liberty
League that sought a fascist overthrow of Roosevelt: “Five
Negroes on my place in South Carolina refused work this
Spring saying that they had easy jobswith the government. . .
A cook on my houseboat at Fort Meyers quit because the
government was paying him adollar an hour as a painter.”
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In June 1941, Roosevelt issued an executive order which
forbade discrimination on the basis of race, creed, color, or
national originsin theemployment of workersin government
or defense industries. As a result, the percentage of black
workers in defense industry employment rose from 3% in
1942 to more than 8% in 1944. This created abasisfor black
workersto enter the productivelabor force, particularly man-
ufacturing inlarge cities, and created the environment within
which, during the next two decades, to tackle the entrenched
racism.

In 1932, black Americans had voted Republican, in hom-
age to the legacy of Abraham Lincoln; in Chicago, in the
Presidential election, 71% of black voters voted for Herbert
Hoover. This changed substantially and blacks, along with
labor and farmers—al so Lincoln Republicans—now formed
a minority-labor-farmer-ethnic alliance, as the basis of the
Democratic Party.

5. Protectionist Regulation

The principlethat guided the Roosevelt Administration’s
protectionist-regulatory legidation, and theinstrumentsit set
up, wasthat of national sovereignty. The London-Wall Street
supranational oligarchy’ sspecul ation andlooting of theecon-
omy had to be stopped; a nation has the right and obligation
to exercise control over its financial and economic affairs,
shaping them to provide for the general welfare of current
and future generations. Roosevelt could never develop the
economy productively while Wall Street had the power to
extort through debt, and loot through speculation.

These laws were not comprehensive, and varied in their
effectiveness even in addressing individua problems; yet
taken all together, they moved the nation in the direction of
asserting national sovereignty.

Protection From Wall Street’sBubbles
Mostillustrative, wasthe effect of the banking legidation
officialy titled The Banking Act of 1933, but popularly
known by the names of its two sponsors, Sen. Carter Glass
(D-Va.), asenior member of the Senate Banking Committee,
and Rep. Henry Steagall (D-Ala.), the chairman of the House
Banking Committee. This legislation was crucia to the na-
tion’s sovereign ability to protect its citizens from the disas-
ters of huge financial “bubbles.” Glass-Steagall targetted a
crucia aspect of banking, and was indeed a very sore point
with the bankers, asattested to by the fact that Wall Street has
spent billionsof dollars, and 65 years, working to undoit. The
story of the explosive 1933 Senate “J.P. Morgan” hearings,
which blew thelid off the banking corruption behind thewild
speculation of Coolidge and Morgan's “Roaring Twenties,”
istoldin Appendix A. Franklin Roosevelt consciously used
the political dynamite of these hearings to make possible the
passage of Glass-Steagall despite fierce Wall Street opposi-
tion. Thelegidlation passed boththe House of Representatives
and the Senate by overwhel ming margins, and President Roo-
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sevelt signed it on June 16, 1933.

Glass-Steagall split commercial banking from brokerage/
investment banking. Any financia institution engaging in
both activities, either had to split into two, or forgo one or the
other activity. No commercia bank was allowed to own an
investment bank, and vice versa. Sections 16 and 21 of the
Act stated that no commercial bank could engagein the busi-
ness of “issuing, underwriting, selling, or distributing, at
wholesale or retail, or through syndicate participation, stock,
bonds, debentures, notes or other securities.” (The exception
isthat commercial banks could sell and underwrite U.S. gov-
ernment bonds.) No commercial bank could underwrite, deal
with, trade, or own for its own account, securities—since
that was the domain of theinvestment banks. Conversely, no
investment bank could takeindividual small customer depos-
its, which was the domain of the commercia banks.

To counter some of the other practices of the 1920s, the
bill also forbade any bank officer from borrowing from his
own institution.

Thisenforced separation of banking activitiesmay at first
seem arcane; but it actually addresses two very important
matters. First, if a single institution is allowed to carry out
commercia banking and investment banking (and insurance)
under one roof, avery great amount of power isconcentrated
inthat institution’ shands. Today, if therepeal of Glass-Stea-
gall were combined with the repeal of the McFadden Act—
which forbids interstate banking—the United States could
rapidly consolidate to only 15 to 20 super-institutions, con-
trolling every aspect of America sfinancid life. Such apro-
cess was advancing rapidly in the 1920s, and Glass-Steagall
helped to halt it.

Second, by placing different pools of money in asingle
institution—pools from commercia banking, from invest-
ment banking, from insurance—one is creating the tempta-
tion that that institution will commingle the funds, and use
them for whatever purposes it pleases. This violates a basic
tenet of banking. A commercia bank is, by definition, simply
a deposit-taking ingtitution. An individual who puts his
money into a savings or checking account in a commercial
bank, expects some interest, but is putting the funds there for
safe-keeping, not for investment, which is the purpose of an
investment bank/brokerage house. The individual does not
want the funds commingled with other funds without per-
mission.

During the 1920s, precisely these principleswere grossly
abused; banks were building up enormous power, and they
wereusing fundsasthey saw fit. It wasthis abuse, as Franklin
Roosevelt and other patriots saw, that had contributed might-
ily to the 1929-32 stock market crash, the breakdown of the
banking system, and the physi cal -economi c depressionwhich
had left millions destitute.

The bill carried another useful provision. It created the
Federal Deposit Insurance Corp. (FDIC), which gave Federal
insurance for citizens' bank deposits up to a certain amount,
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Giuseppe Zangara's February 1933 attempt to assassinate
President-elect Roosevelt in Miami, was one act in a decade-long
battle by London- and Wall Street-centered backers of fascism, to
get rid of FDR, including an effort at a military coup, exposed a
year later, and constant assaults on the New Deal.

for thefirst timeinthe nation’ shistory. The FDIC announced
that starting July 1, 1934, all deposits under $10,000 would
beinsured 100%; depositsin therange of $10,000 to $50,000
would be insured 75%; and deposits of $50,000 or larger
would beinsured 50% (today, all depositsup to $100,000 are
insured 100%).

When the Glass-Steagall Act became law, the bankers
understood that animportant part of thecycleof the1920swas
being broken. W.C. Potter of the Morgan Bank-controlled
Guaranty Trust characterized the proposal as* quite the most
disastrous’ he had “ever heard.” The American Bankers As-
sociation led the fight against the bill, “to the last ditch,” in
its president’ swords.

Today, the bankers argue against the Glass-Steagal | regu-
lations with the lie that they are “outmoded.” Ironicaly, the
exact opposite is true: Such regulation is needed now more
than ever. While, up to now, the banks have not been able to
unrestrictedly commingle commercial banking, investment
banking, and insurance, they have nonethel ess built up prac-
tices that are as deadly as anything that existed during the
1920s.

Other protectionist regulation by Roosevelt’ sadministra-
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tion took aim at the hemorrhaging of citizens' and firms
wedlth through securities bubbles and swindles. The Truth-
in-Securities Act becamelaw on May 27, 1933. Thisrequired
full disclosure in the issue of new securities to the public.
Heavy penalties would be levied for failure to give full and
accurate information to the government about securities. The
Securities Exchange Act of the following year—June 6,
1934—set up the Securities and Exchange Commission
(SEC) to regulate and oversee the securities markets. Certain
manipulative practices (such as washed sales and matched
orders) were prohibited. Insider trading was eliminated.

The Public Utility Holding Company Act (PUHCA) of
Aug. 26, 1935, regulated the electric utility industry, to halt
thespeculationinand pillaging of el ectric power by financier-
controlled “power trusts.” In combination with the Federal
Power Act of 1935, this set up the system of cost-of-produc-
tion pricing of electricity, which functioned well for 60 years
until it cameunder attack, withwell-known disastrouseffects,
from the deregulatorsin the late 1990s.

The Roosevelt administration also pushed through the
Communications Act of 1934, which created the Federal
Communications Commission to regulate the radio, tele-
graph, and cable businesses; the Civil Aviation Act of 1935,
which created the Civil Aeronautics Board which regulated
theairlineindustry and fostered its devel opment; the Railway
Retirement Act, which set up pensions for railway workers;
legislation which established minimum wages and virtually
abolished sweat shops; and others.

6. A Trajectory of Recovery

We can assess the contributions of the New Dedl as a
whole.

Roosevelt’s public works-infrastructure projects, along
withtheother industrial and agricultural work of hisadminis-
tration, powered the physical economy on a trajectory of
recovery. Between 1933 and 1937, the production of food
and kindred produce rose from a value of $7.96 billion to
$13.08 hillion; the production of clothing rose from $2.18
billion to $3.26 hillion; the production of motor vehicles
rose from $725 million to $2.21 billion; and the production
of the capital goods sector of industrial machinery, rose from
$577 million to $1.88 hillion, a tripling. Adjusting for the
sharp deflation, many areas of industrial production had
surpassed their 1929 levels, some were below. But the New
York Times industrial production index for the total econ-
omy, expressed on the basis that 1929 = 100, had reached
110 by Spring 1937.

Roosevelt had reduced unemployment from12.83million
at thestart of 1933to 7.70 millionin 1937. (It should be noted
that, at least according to one account by Labor Secretary
Frances Perkins, thoseworkersworking on public workspro-
gramswerenot officially counted by the Department of Labor
as employed, but as unemployed. If that istrue, at least with
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respect to thisissue, the reported official unemployment lev-
els were too high, as there were millions working on public
works.)

Roosevelt had also significantly restored the quality of
labor power, built amatrix of technology-transmitting infra-
structure, and stabilized the banking system.

But this picture must be tempered: FDR's work had not
licked the Depression, but it had put the physical economy on
a trajectory of recovery. The level of unemployed of 7.70
million (or whatever its exact level, when corrected for the
workers on public works) remained too high. The increases
inindustrial production had only partially touched some sec-
tors of the economy. There was not the interaction of the
different sectors of the economy which is needed to give an
economy depth. The economy had advanced significantly
from the worst features of the Depression, and had generated
positive features of permanent benefit, but there was much
moreto do.

The Assault on Public Works

At times, Wall Street could work through elements of
Roosevelt’s own administration to cripple public works. One
such element was the equivocal Treasury Secretary, Henry
Morgenthau. At times, Morgenthau supported Roosevelt
strongly; at other times, heleaned to hisWall Street patrician
upbringing. Starting in 1936, Morgenthau joined Wall Street
inacampaignto get Roosevelt to slash publicworks, claiming
the economy no longer needed it, and that Roosevelt should
concentrate on “balancing the budget” for the 1938 election
campaign. Morgenthau asserted that although “the patient
might scream a bit when hewas taken off narcotics,” thetime
had come*tostrip of f thebandages, throw away thecrutches,”
andlet theeconomy seeif “it could stand onitsowntwofeet.”
Hepointed tothe New York Timesindustrial productionindex
reaching 110 by Spring 1937.

Morgenthau succeeded in June 1937, in pressuring Roo-
sevelt to cut nearly all fundsto the Public Works Administra-
tion, with the result that between June and July 1937, almost
all the PWA workerswerefired. In lockstep, the Wall Street
financiers, Roosevelt’ sfierce opponents, began pulling credit
out of the economy, creating another credit crunch. This set
off aself-feeding spiral of economic collapse beginning Au-
gust 1937. By December, from its high of 110 in the Spring,
the same Timesindex fell to 85, wiping out all the gainsmade
since 1935. In three months, steel fell from 80% of capacity
to 19% of capacity. Between Labor Day and the end of the
year, 2 million peoplewerethrown out of work. And the Dow
Jonesindustrial averagelost 39% of itsvalue between August
and October.

The value of public works to the physical economy had
thus been demonstrated, by negative example.

The economy was set back, and had to wait for Roosevelt
toundertake hisnext phase of activity: the 1939-44 economic
mobilization for World War 1.
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