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Established on April 12th, 2008, the China Finance 40 Forum (CF40) is China’s
most influential professional think tank in the field of finance and macroeconomics.
Since 2015, CF40 has gradually established its “platform + research institute” think
tank model. The CF40 platform serves as a foundation to support two key think tank
series: the CF40 series, and the New Finance series.
Within the CF40 series, the CF40 Foundation and the CF40 Institute were established
in 2016 in Qingdao, Shandong Province. CF40 also jointly launched the Silk
Road Planning and Research Center with the China Development Bank, Tsinghua
University, the Silk Road Fund, and the China Association for the Promotion of
Development Financing. The Center’s mission is to carry out forward-looking
research on important issues related to the Belt and Road Initiative.
Within the New Finance series, CF40 set up the Shanghai Finance Institute (SFI) in
Shanghai in July 2011, and the Northern Finance Institute (NFI) in Tianjin in 2016.
Also in 2016, the SFI founded the Shanghai Pu Shan New Finance Development
Foundation (Pushan Foundation). And in October 2015, the Institute of Digital
Finance (IDF) was launched at Peking University.

THE GREAT DEPRESSION AND
ROOSEVELT’S NEW DEAL

The notion that “the Great Depression is the Holy Grail of macroeconomics” is not just flattery.
The spread of viruses is the greatest danger to the health of human beings. If a study discovers
the general mechanism of how viruses spread and the method to substantially lower the harm
done by them, it will justifiably deserve the title of the “Holy Grail of medical research”.
Unemployment and bankruptcy, like viruses, also spread from one region or sector to another.
Inappropriate responses can lead to economic recessions. Studies on the Great Depression can
help us understand why it happened and summarize the lessons to avoid its recurrence.
The conclusions of studies, which usually appear rather plain in theses and textbooks, can prove
their value only when placed in more specific scenarios. The erroneous economic thoughts and
policy options during that period aggravated the economic damage and battered all the sectors.
On the one hand, many families did not have sufficient food or clothes; on the other hand, the
government restricted food production and destroyed cotton right in the fields. Studies on the
Great Depression and later macroeconomics have greatly changed people’s understanding of
macroeconomic operations. With the help of such understanding, even if we encounter similar
negative impacts later, we need not pay such a heavy and unnecessary price.
After Roosevelt launched his New Deal, the American economy began to walk out of
depression and started a continuous recovery. The New Deal contained measures that helped the
American economy get out of the recession; but more importantly, it was a “large-scale social
experiment”. Roosevelt’s New Deal and the subsequent corrections of some policies were a
series of trial and error, which reshaped the government functions of America, and reinforced
democratic socialism. Its impacts can still be seen everywhere today.
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The Great Depression and Roosevelt’s New Deal

The Great Depression and Roosevelt’s New Deal are very precious historical treasures, and of
enduring significance to future generations as to how to avoid great depressions, carry out relief
programs, reinvigorate the economy and implement reforms.

‘STAGGERING STUPIDITY’ - THE GREAT DEPRESSION
From mid-1929 to early 1933, the Great Depression lasted four years, resulting in a fouryear economic recession. Industrial output, prices, the real and nominal GNP slumped by 37%,
33%, 30% and over 50%, respectively. One in every four workers was out of job, pushing the
number of the unemployed to 11.50 million. In the summer of 1932, more than half of American
workers did not have a full-time job, with their working hours and wage equivalent to only 59%
of those of their full-time peers. Not only low-income groups, but also many from the middle
class found it hard to make ends meet, or even put food on the table. Every day, someone would
faint on a streetcar due to hunger1.
The 1920s before the Great Depression witnessed the best times of the U.S. economy. The
American economy grew more than 5% for years in a row, which was unprecedented in the
economic history of the country. Large numbers of petrol tractors drove into farms. Telegraphs,
telephones, radios, gramophones, refrigerators and cars entered ordinary American families.
Car production in the U.S. doubled in the 1920s. By the end of the decade, the country had
a population of 123 million while the number of cars was around 23 million. The real estate
market also flourished in the 1920s. Building skyscrapers became vogue. Tall buildings built
during the decade outnumbered any time in history. The Chrysler Building was a landmark of
that age.
Optimistic expectations and prevalent speculation naturally gave rise to bubbles in the
stock and real estate markets. Housing prices surged sharply in many major cities such
as New York and Chicago, as did the property value in Florida. Various kinds of financial
instruments designed to support real estate investments were widely used. In 1929, the balance

1 Eric Rauchway, The Great Depression & The New Deal, 2018, Yilin Press
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of urban home mortgage loans reached $27.9 billion, accounting for 32% of that year’s national
income. In 1928, the corporate bonds and notes publicly offered in the United States stood at
$47.1 billion, 1.8 times that in 1920; while non-federal securities amounted to $33.6 billion,
2.8 times that in 19202. Charles Ponzi, a famous speculator, was one of the many real estate
speculators in Florida in those days. Loose monetary conditions further amplified the bubbles.
Rampant inflation after the gold standard was once abandoned in early 1920s was still fresh in
the memories of politicians and bankers in Europe. And America at that time was a defender
of the gold standard. It believed the stable value of money under the gold standard was key to
international trade and investment. However, as Britain’s balance of payments continued to
worsen, the central banks of Germany and France wanted to convert pound-denominated assets
into gold, causing gold outflows from Britain. This made it even more difficult to maintain the
rate of exchange between the British sterling and gold. The result of negotiations among the
governors of American, British, German and French central banks was an interest rate cut by
the U.S. Federal Reserve, aimed at reducing the pressure on the British pound and supporting
the gold standard, which also propped up the stock markets. The S&P 500 Index rose all the
way from 17.1 in early 1928 to 31.7 in August 1929, representing a cumulative increase of 85%
in over one year’s time.
Stock market bubbles began to burst after a rate hike by the Federal Reserve, followed by
a precipitous fall in commodity prices. The Federal Reserve was worried about continuously
rising stock prices quite early on. It first restricted its member banks from granting loans to
stock brokers and dealers, aka the so-called “direct pressure” policy. However, the shadow
banking system shaped by non-banking financial institutions quickly plugged the gap. In the
first quarter of 1928, non-banking channels supplied nearly half of brokers’ funding demand.
The Federal Reserve then gave up the direct pressure policy in 1929, and shifted to raising the
interest rate. Shortly afterwards, the stock market entered a freefall mode. The S&P 500 Index
dropped from a high of 31.7 in August 1929 to 4.5 in May 1932. After the WWI, agricultural
production expanded significantly, but the prices of agricultural products and raw materials
remained quite low in the 1920s, and were further hit by the stock market crash. Charles
Kindleberger thought price falls of agricultural and mineral products were the key channel for

2 Bernanke, B.S., 1983. Non-monetary effects of the financial crisis in the propagation of the Great Depression, NBER
Working Paper, No. w1054.
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the propagation of deflation, from stock prices to the prices of agricultural products, and then to
the prices of imported commodities. Wholesale prices dropped by 7% from the end of 1929 to
June 1930.
Following the bursting of bubbles, a huge imbalance of economic structure also surfaced.
While creating many new sectors, rapid progress in productivity also destroyed a lot of
traditional ones. Just like animals sloughing, large-scale destruction of the old and establishment
of the new put the economic structure in a very fragile state. The mass use of agriculture
machinery greatly boosted agricultural productivity and the output of agricultural products,
but materially pushed down their prices at the same time. With lots of medium and small
farms going bankrupt, a massive number of farmers lost their jobs. Industrial sectors were also
plagued by similar problems. Progress in technologies that substituted for labor raised output,
but also killed off plenty of job opportunities. In the 1920s, income distribution deteriorated
to a degree unseen before the Great Depression. In 1928, the income of America’s richest 1%
families accounted for nearly 25% of total national income, whereas the figure was around 15%
in 1918. The share of the country’s richest 10% families in total national income approached
50% in 19283. Bubbles covered up such conflicts as the imbalances of industrial structure,
income distribution and expenditure structure. Once the bubbles burst, all these imbalances
surfaced, creating huge pressure on both the labor and products markets.
Banks went bust one after another, aggravating the damage to the economy. Banks going
bankrupt was inevitable amid bursting bubbles and an economic downturn. In 1930, banks
owned by the Caldwell family in Tennessee went bankrupt in droves. Moreover, the bankruptcy
of the Bank of United States, among others, also increased depositors’ worry about other banks,
leading to rising risks about bank runs. Fortunately, the Federal Reserve Bank of Atlanta in
charge of overseeing Tennessee’s financial system had rich experience in dealing with financial
crises. Bankruptcy of the Caldwell family’s banks did not spread to others on a large scale. The
Federal Reserve Bank of New York did not come to the rescue of the Bank of United States, but
it provided a great deal of liquidity support to other banks in the city, and prevented panic bank
runs and a liquidity crisis. The banking crisis of 1930 was not severe.

3 Atkinson AB, Piketty T, Saez E. Top Incomes in the Long Run of History. Journal of Economic Literature. March 2011;
49(1):3-71.
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Both Friedman and Schwartz 4 held that the main propagation mechanism for the Great
Depression was bank panic. Three banking crises took place during the period. Bank failures
increased banks’ demand for deposit reserve requirements and the public’s need for cash, and
affected credit and consumer spending. Bernanke considered that the major consequence of
bank bankruptcy was credit contraction. When bankrupt, banks could not provide loans; so
solvent banks were more prone to offering highly-liquid loans. Rising business loan costs and
credit costs hurt family-owned and small companies much more than big ones.
Despite bursting of bubbles and grave issues about economic structure, economists
studying the Great Depression do not think the economy should have suffered a general
recession in all sectors and 25% unemployment. Problems such as bursting of asset bubbles,
falling prices, banks going bankrupt and structural conflicts are not unusual. The occurrence
of the Great Depression was largely attributable to erroneous policy responses. A massive
virus started spreading, as the countermeasures adopted during the Great Depression not only
failed to curb its spread, but instead worsened it. Keynes called the policy responses staggering
stupidity, whereas researchers of this period pointed out later that the key culprit was excessive
credit contraction.
Monetary policy exacerbated the economic recession. After realizing the vicious contagion
effect generated by bank runs, the Federal Reserve adopted effective liquidity support
measures and other approaches to prevent excessive bankruptcy of banks. The main mistake
of monetary policy lay in the selection of unrealistic gold standard policy objectives and
the Real Bill Doctrine. To protect the gold standard, the Federal Reserve first lowered the
interest rate, stimulating bubbles, and then raised the interest rate, worsening credit. In 1928
and 1929, the Federal Reserve started to tighten monetary policy, which they believed could
stem credit flows to the Wall Street without hurting the real economy. The currency crisis in
1931 pounded European countries. Britain ditched the gold standard; Germany maintained the
price of deutsche mark but restricted foreign exchange trading, in effect abandoning the gold
standard. As the pound depreciated, the market expected the U.S. dollar to devalue as well.
However, the Federal Reserve chose to maintain the exchange rate of the dollar versus gold,
and hiked the interest rate, which further tightened the money supply and aggravated credit.

4 Friedman, Schwartz, The Great Contraction: 1929-1933. CITIC Press, 2008.
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In 1931, the growth in money supply dropped to the lowest level during the Great Depression.
In 1932, the Federal Reserve increased money supply through open market operations, but the
lack of necessary cooperation among Federal Reserve banks restricted the scale of open market
business. Concerned about the depreciation of the dollar, France and Britain began to withdraw
dollar positions on a large scale. The Federal Reserve Bank of New York was in danger, but the
Federal Reserve Bank of Chicago refused to help; open market operations were also abandoned
as a result of shortage in funding.
The Real Bill Doctrine was a monetary theory prevailing before the 1920s, and it was well
embraced by the Federal Reserve then. The doctrine holds that money issued shall correspond to
real economic activities. In times of economic expansion when funding is needed for business,
banks shall provide credit; but during economic contraction when funding is not needed, banks
have no reason to lend. The role monetary policy plays in the economy can only be to “pull a
string”, rather than to “push a string”. According to this theory, the self-regulation of markets is
the only force that can be relied on during economic contraction. In the words of George Norris,
then-governor of the Federal Reserve Bank of Philadelphia, it involves “cutting output and
inventory, gradually reducing consumer credit, settling securities and loans, and tightening up
the belt to increase savings.” With the support of such a theory, it’s easy to understand why the
Federal Reserve implemented contractionary policies during the Great Depression.
Trade protection policies worsened the economic recession. In June 1930, President Herbert
Hoover signed into law the Smoot-Hawley Tariff Act, raising the tax rate on taxable imports
from 38% to 45%. This policy was originally meant to lower the competitiveness of imported
goods and let American consumers buy more domestic commodities. But such protectionist
trade policy led its trading partner to take retaliatory measures, undermining American exports.
Many economists have studied in detail the impact of the Act on exports, investment and GDP,
and concluded it was not significant. Peter Temin5 said U.S. exports accounted for 7% of GNP
in 1929, but in the following two years, the figure dropped to 1.5% of 1929’s GNP. Given
a general fall in world demand in that period of time, the decline in exports could not all be
attributed to rising tariffs. Besides, with all the multiplier effects considered, falling exports
still could not justify the Great Depression. The damage done by protectionist trade policy did

5 Peter Temin, “The Great Depression”, The Cambridge Economic History of the United States, Vol. 3, Part 1, p. 263.
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not just stop here. It also disrupted the global capital flow pattern at that time. As the United
States was a net creditor country, if it imported less, other countries would find it even harder to
get the dollar to repay their debts. This put creditors in America and debtors in other countries
in a more difficult situation. Barry Eichengreen6 believed the primary adverse impact of
protectionist trade policy was not the drop in exports or investment, but the damage done to the
international cooperation atmosphere at the time and the stimulation of “nationalist sentiment
all over the world”.
Fiscal policy accomplished little. President Hoover adhered to traditional values, and objected
to relief, asserting that voluntary organizations and community spirit had never disappeared
among the American people, and it was unnecessary to respond urgently to the issue of
unemployment. He thought, if the federal government directly provided assistance to citizens,
the American people would risk “falling into the trap of socialism and collectivism”. He would
rather cut government spending to demonstrate a balanced budget to the nation and the world.
He was opposed to legislation aimed at expanding federal projects. President Hoover believed
in the power of language and that the world existed on language. He was the cheerleader for
American enterprises, calling for corporate cooperation to step out of economic difficulties,
and insisting that enterprises should expand production during the recession. He called on local
governments to build roads at a faster pace, and believed there were abundant reserves in local
public finances to support rapid and expansionary policy actions. He adopted rigorous measures
to implement anti-immigration acts, claiming this was to alleviate the employment situation,
and deporting around 100,000 illegal aliens and other immigrants. Moreover, President Hoover
was dissatisfied with the definition of and poor data about unemployment rate in labor statistics.
He asked the head of the Bureau of Labor Statistics to retire. “Please do not define such a
situation as unemployment; that word is incorrect.”

‘A SERIES OF TRIAL AND ERROR’: ROOSEVELT’S NEW DEAL
Franklin Roosevelt was inaugurated as president of the United States in March 1933, and soon
began to implement the now-famous New Deal. Without an overall plan and blueprint, the New
Deal was a process of trial and error filled with continuous revisions. Roosevelt’s New Deal

6 Barry Eichengreen, Hall of Mirrors, CITIC Press, 2017, p. 96.
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programs were generally summarized as 3R, namely, “Relief” - taking immediate action to
curb further deterioration of economic conditions; “Recovery” - stimulating consumer demand
through temporary policy measures and restoring the economy to normal levels; and “Reform” developing long-term plans to avoid the recurrence of economic recessions. Table 1 sets out the
details of major policies of Roosevelt’s New Deal categorized under the 3R principle.
Table 1 Detailed Policies of Roosevelt’s New Deal by 3R

Relief
Take immediate action to
curb further deterioration of
economic conditions
Bank Holiday
March 6, 1933

A four-day holiday was announced
for American banks, with 17,032
banks closed temporarily nationwide
until March 12; then 12,817 banks
were permitted to reopen;
It prevented market panic.

Recovery
Stimulate consumer demand
through temporary policy
measures and restore the
economy to normal levels
Agricultural Adjustment Act
(AAA)

May 1933-January 1936; February 1938

Reform
Develop long-term plans to
avoid the recurrence of
economic recessions
Securities and Exchange
Commission (SEC)
1934

The AAA of 1933 aimed to restore
the purchasing power of American
farmers due to the low prices of
agricultural products by creating a
shortage in and raising the prices of
such products.

The SEC is a permanent agency
established to monitor stock market
movements and ensure there are no
frauds or insider trading. Its powers
were granted by two securities laws
back then;

The Act stipulated emergency
measures for the government to
subsidize indebted farms, reduced the
mortgage pressure of farmers, and
established a farm credit union, which
distributed $100 million loans to
farmers from the end of 1933.
It established the subsidy principle to
subsidize farmers who voluntarily
reduced production acreage. Such
subsidies were funded by taxes on
food processors. The Act was
repealed in January 1936 after being
declared unconstitutional by the
Supreme Court.

The securities law of 1933, aka the
Truth in Securities Law, aimed at
uniform disclosure of information on
securities issued publicly, and
improvement of the public’s faith in
the capital market. The right to
enforce the law was invested with the
SEC in 1934;

In February 1938, the new
Agricultural Adjustment Act
continued to implement the acreage
reduction plan to control agricultural
production; the federal government
issued soil protection subsidies to
farmers; it established the system by
which when the prices of agricultural
products fell below government-set
prices, farmers could sell their
remaining products to commodity
credit companies at government-set

The securities law of 1934, aka the
Securities Exchange Act, was created
to govern secondary transactions
between individuals and companies.
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The Act stipulated emergency
measures for the government to
subsidize indebted farms, reduced the
mortgage pressure of farmers, and
established a farm credit union, which
distributed $100 million loans to
farmers from the end of 1933.
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subsidize farmers who voluntarily
reduced production acreage. Such
subsidies were funded by taxes on
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declared unconstitutional by the
Supreme Court.

The securities law of 1933, aka the
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uniform disclosure of information on
securities issued publicly, and
improvement of the public’s faith in
the capital market. The right to
enforce the law was invested with the
SEC in 1934;
The securities law of 1934, aka the
Securities Exchange Act, was created
to govern secondary transactions
between individuals and companies.

In February 1938, the new
Agricultural Adjustment Act
continued to implement the acreage
reduction plan to control agricultural
production; the federal government
issued soil protection subsidies to
farmers; it established the system by
which when the prices of agricultural
products fell below government-set
prices, farmers could sell their
remaining products to commodity
credit companies at government-set
prices.
The Act also announced the
abandonment of the gold standard,
recovery of gold and prohibition of
gold exports.
Emergency Banking Act
March 9, 1933

The Act gave the President the
executive power of emergency
response in the regulation and control
of credit, monetary gold, silver and
foreign exchange trade.
It implemented a licensing system to
banks through individual reviews.
Insolvent banks were closed, while
solvent ones were re-opened. Around
half of American banks were
reopened unconditionally; one quarter
were reopened on the condition of
withdrawal restrictions; one-fifth
were reorganized; and around 1,000
remaining banks were ordered to be
closed.
The Act ended bank runs.

National Industrial Recovery Act
(NIRA)

Federal Deposit Insurance
Corporation (FDIC)

The National Recovery Administration (NRA) was established on this
basis. It was a consortium of
enterprises organized by the
government and given the power to
formulate economic rules and codes.
It intended to end cut-throat
competition among companies,
permitted the legalization of price
cartels, and forced industry leaders to
lay down industry regulations through
negotiations. Such regulations shall
be approved by NRA officials on the
precondition of wage increases. In
1935, the Act was ruled unconstitutional and invalidated by the Supreme
Court.

The FDIC was established according
to the Banking Act of 1933 for the
purpose of providing permanent
deposit insurance for depositors of
depository institutions in the United
States. It substantially reduced the
scale of bank shutdowns. The deposit
insurance system took effect on
January 1, 1934, and was participated
by around 14,000 out of 15,348
commercial banks across the country
in six months. The insured deposits
accounted for 97% of all bank
deposits.

June 1933–1935

The Act authorized the establishment
of the Public Works Administration
(PWA) (1933-1944), which was
designed to undertake major
engineering projects through private
enterprises. It aimed to lower
unemployment and boost purchasing
power through the building of large
projects such as highways and public
facilities.

June 1933

The Banking Act of 1933 also
permitted banks to set up branches;
allowed savings and industrial banks
to become members of the federal
reserve system; and stipulated the
separation of commercial banking
from investment banking to rein in
excessive speculation with depositors’
funds.

Federal Emergency Relief Act
(FERA)

Home Owners Loan Corporation
(HOLC)

Social Security Administration
(SSA)

The Federal Emergency Relief
Administration (FERA) was created
under the Act;
It was allotted an initial fund of $500
million from the Reconstruction
Finance Corporation established at

HOLC was established according to
the Home Owners Loan Act. It raised
$2 billion by issuing bonds and
disbursed low-interest loans to
homeowners so that they could repay
mortgage loans, saving over 10,000

The Social Security Act, passed in
August 1935, provided benefits such
as subsistence allowances to the
retirees, insurance to the unemployed,
and assistance to women, children
and the disabled. On this basis, the

12

May 1933-May 1935

June 1933-February 1954

August 1935

half of American banks were
reopened unconditionally; one quarter
were reopened on the condition of
withdrawal restrictions; one-fifth
were reorganized; and around 1,000
remaining banks were ordered to be
closed.

lay down industry regulations through
negotiations. Such regulations shall
be approved by NRA officials on the
precondition of wage increases. In
1935, the Act was ruled unconstitutional and invalidated by the Supreme
Court.

commercial banks across the country
in six months. The insured deposits
accounted for 97% of all bank
deposits.

Federal Emergency Relief Act
(FERA)

Home Owners Loan Corporation
(HOLC)

Social Security Administration
(SSA)

The Federal Emergency Relief
Administration (FERA) was created
under the Act;
It was allotted an initial fund of $500
million from the Reconstruction
Finance Corporation established at
the end of the Hoover administration,
which accounted for around 5.9% of
the nation’s GDP that year, and was
provided to the states by way of
appropriations (direct aid). Half of the
fund was distributed based on the
respective expenditure of the states,
while the other half was disposed of
at the discretion of the FERA. For
every dollar provided by the federal
government, the state governments
should provide three dollars in aid.
Prior to this, the Hoover administration provided funding to all states in
the form of loans, the amount of
which was relatively small;
The FERA was replaced by the Works
Progress Administration (WPA) in
1935.

HOLC was established according to
the Home Owners Loan Act. It raised
$2 billion by issuing bonds and
disbursed low-interest loans to
homeowners so that they could repay
mortgage loans, saving over 10,000
houses from foreclosure by banks and
banks from bankruptcy.

The Social Security Act, passed in
August 1935, provided benefits such
as subsistence allowances to the
retirees, insurance to the unemployed,
and assistance to women, children
and the disabled. On this basis, the
Social Security Board was created,
and a national social security system
was preliminarily established.
Specifically, half of the insurance was
contributed by workers and
employers with premiums equivalent
to 1% of wages, with the other half
paid by the federal government. And
the payroll tax began to be collected
in 1937.

Civil Works Administration (CWA)

Works Progress Administration
(WPA)

November 1933-March 1934

May 1935-June 1943

It was a program created under the
Federal Emergency Relief
Administration (FERA), with a fund
injection of $400 million. It provided
temporary jobs to around 4 million
unemployed workers;
These jobs involved expanding
infrastructure construction, water and
soil conservation projects, and
construction of public venues;

The Emergency Relief Appropriation
Act was rolled out and authorized a
relief program scale of $5 billion to
the president. The Roosevelt
administration used part of the fund
to create the WPA to provide
long-term work to unskilled labor,
high school and college graduates,
unemployed artists (among others),
and fully carry out the
work-for-the-dole scheme;

It was disbanded in March 1934 out
of consideration for the federal
government spending and the
apprehension that the public would
directly rely on the federal
government for relief.

The WPA aimed to invest in
labor-intensive projects with value in
use, involving infrastructure,
hospitals, schools, afforestation,
electrical planning in rural areas,
urban renewal, artistic activities, etc.;

The Act ended bank runs.

May 1933-May 1935

The Banking Act of 1933 also
permitted banks to set up branches;
allowed savings and industrial banks
The Act authorized the establishment
to become members of the federal
of the Public
Administration
system; and stipulated
TheWorks
Great
Depression reserve
and Roosevelt’s
Newthe
Deal
(PWA) (1933-1944), which was
separation of commercial banking
designed to undertake major
from investment banking to rein in
engineering projects through private
excessive speculation with depositors’
enterprises. It aimed to lower
funds.
unemployment and boost purchasing
power through the building of large
projects such as highways and public
facilities.

June 1933-February 1954

The Act also permitted homeowners
to postpone the repayment of
principal and interest accrued in
extraordinary times.

August 1935

In addition, social security measures
were gradually put in place through
legislation for different social groups
including railroad workers and
military retirees, such as the
Wagner-Peyser Act passed in June
1933, the Wager-Crosser Railroad
Retirement Act passed in August
1935, and the Adjusted Compensation
Payment Act passed in January 1936.

Wages offered were higher than the
relief standard but lower than private
sectors;

National Labor Relations Act and
National Labor Relations Board
(NLRA/NLRB)
May 1935

The NLRA (aka the Wagner Act)
passed in May 1935 established a
special executive agency - NLRB.
The Act required employers to
recognize labor unions, and the
government to supervise unfair
practices in the election of labor
unions and employment by
employers. It also supported
collective bargaining by workers
through labor unions and businesses.
In case of a labor conflict, it must be
considered first by the NLRB and
then by a court. It sought to achieve
effective checks and balances in the
13
management of enterprises without
expanding government power.
The Fair Labor Standards Act passed
in 1938 prohibited employment of
child labor, and set the federal
minimum wage (40 cents per hour)

Payment Act passed in January 1936.
Civil Works Administration (CWA)

Works Progress Administration
(WPA)

November 1933-March 1934

May 1935-June 1943

It was a program created under the
Federal Emergency Relief
Administration (FERA), with a fund
injection of $400 million. It provided
temporary jobs to around 4 million
unemployed workers;
These jobs involved expanding
infrastructure construction, water and
soil conservation projects, and
construction of public venues;

The Emergency Relief Appropriation
Act was rolled out and authorized a
relief program scale of $5 billion to
the president. The Roosevelt
administration used part of the fund
to create the WPA to provide
long-term work to unskilled labor,
high school and college graduates,
unemployed artists (among others),
and fully carry out the
work-for-the-dole scheme;

It was disbanded in March 1934 out
of consideration for the federal
government spending and the
apprehension that the public would
directly rely on the federal
government for relief.

The WPA aimed to invest in
labor-intensive projects with value in
use, involving infrastructure,
hospitals, schools, afforestation,
electrical planning in rural areas,
urban renewal, artistic activities, etc.;
Wages offered were higher than the
relief standard but lower than private
sectors;
It used $11 billion, employed over
81.20 million people, and built more
than 1,000 airports, over 10,000
sports fields and over 800 school
buildings and hospitals.

Civilian Conservation Corps (CCC)

Tennessee Valley Authority (TVA)

April 1933-June 1942

May 1933

It was established according to the
Civilian Conservation Corps Relief
Act, and aimed to provide temporary
jobs to young men between the ages
of 18 and 25, who worked at rural
camps run by the United States Army.
Such camps were of a semi-military
nature. Workers received $30 in
payment per month and were required
to send $25 of their monthly earnings
home to support their families.

It was an agency established to build
dams in the Tennessee River Basin;
It built hydropower stations to control
floods and generate power, improve
navigation and reclaim land;
moreover, it provided cheaper
hydropower generation;
In doing so, it attracted new industries
to the region and provided job
opportunities.

The CCC provided food, shelter,
transportation, clothes, medical care
and education (or training) to the
corpsmen. They built roads, and
worked on agricultural and public
projects such as water conservancy
and pest control; they enlisted for a
period of six months initially, which
was extended to two years through
legislation.
With the WWII and implementation of the conscription scheme, the
demand for work relief decreased
and the program ended in 1942.

14

National Labor Relations Act and
National Labor Relations Board
(NLRA/NLRB)
May 1935

The NLRA (aka the Wagner Act)
passed in May 1935 established a
special executive agency - NLRB.
The Act required employers to
recognize labor unions, and the
government to supervise unfair
practices in the election of labor
unions and employment by
employers. It also supported
collective bargaining by workers
through labor unions and businesses.
In case of a labor conflict, it must be
considered first by the NLRB and
then by a court. It sought to achieve
effective checks and balances in the
management of enterprises without
expanding government power.
The Fair Labor Standards Act passed
in 1938 prohibited employment of
child labor, and set the federal
minimum wage (40 cents per hour)
and the maximum working hours (40
hours per week).

Tax reform and environmental
protection
June 1935; 1936

The tax reform involved the
application of a progressive tax rate
to individuals, reduction of tax rates
for low-income groups, and increase
in tax rates for high-income groups.
The tax rate rose 1%, 6% and 7% for
people with annual income of above
$50,000, $60,000 and $3,500,000,
respectively. The income tax thus
collected would be used to repay
national debts. Meanwhile, corporate
income tax was collected based on
the scale of companies and at
different grades, along with a
dividend tax to prevent tax evasion.
Environmental protection: The Soil
Conservation and Domestic
Allotment Act (SCDAC) of 1936
permitted the government to
subsidize farmers to reduce the use of
farmland for production so as to
protect soil and prevent water loss
and soil erosion, and avoid the
recurrence of sandstorms.

The Great Depression and Roosevelt’s New Deal

Figure 1 Unemployment Rate in 1928-1941 (Non-farm employee, %)

Figure 2 Real GNP Growth Rate in 1929-1941 (with 1929 being the baseline)

Source: National Bureau of Economic Research, National Bureau of Statistics.
The shift in economic development direction requires dramatic and extremely clear policy
change signals. Policy signals need to be extensively understood, and should not be announced
by old policy makers. All this was fulfilled by Roosevelt’s New Deal, which helped the needy
and stabilized economic growth during the Great Depression, and left plenty of legacies about
system building for the future. Compared with his predecessor President Hoover, Roosevelt
no longer emphasized past dogmas, but formulated policies based on realities. The New Deal
underscored the restoration of banks’ normal functions, revised the value of the dollar against
gold, and tried every means to assist the needy. These measures helped the economy walk out
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of the recession, but also remained controversial. The New Deal openly employed government
forces to intervene in the economy, as represented by the National Industrial Recovery Act
and the Agricultural Adjustment Act. The two acts mainly sought to restrict production and
raise product prices, and were both later ruled unconstitutional by the Supreme Court. But
their practices in protecting labor rights and interests and controlling the prices of agricultural
products were inherited in other forms. During 1933-1937, the unemployment rate dropped
from 37.6% to 21.5%; the real GNP (with the year of 1929 as the baseline) increased from
$68.337 billion to $103.917 billion, with average annual growth rate at 8.2%. The economy fell
back in 1938, with the real GNP growing by -7.0% on a year-on-year basis, but returning to the
level of 1937 one year later. The jobless rate in 1938-1939 was 27.9% and 25.2%, respectively.
Some critics hold that full employment was not fulfilled during the period of Roosevelt’s New
Deal until the rise of the defense industry during the WWII (the unemployment rate fell to
14.4% in 1941, and returned to the level reached in 1929 only in 1942-1943 (at 6.8% and 2.7%,
respectively).
In terms of system reform, the New Deal broadened the terms of reference of the federal
government, and reshaped the relations between the government and the market and between
federal and state governments. The Tennessee Valley Authority was a good experiment, but
eventually not promoted across the country. With stress put on helping workers, minorities and
blacks, the New Deal advanced the building of the social security system, put in place a pension
and unemployment insurance system through a series of legislation; meanwhile, it provided
relief and basic support to women, children and the disabled, and preliminarily established a
national social security system, allowing the United States to become a welfare state. In terms
of environmental protection, on the one hand, it passed the AAA and SCDAC (among others)
and encouraged fallowing by providing subsidies to farmers; on the other hand, it protected the
environment by building agricultural and environmental projects.

A CLOSER LOOK AT THE MEASURES AND CONTROVERSIES OF THE 3R POLICY:
(i) Relief
Financial rectification. Between March and June 1933, the introduction of the bank holiday,
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the Emergency Banking Act and the Banking Act of 1933 stemmed market panic and restored
public confidence in banks and securities transactions. Furthermore, they put an end to the bank
run and saw the return of gold to the banking system, thus reviving the ailing stock market
and stabilizing the financial system. The president was entrusted with the power for the urgent
control of credit, monetary gold, silver and foreign exchange, as the dollar dropped in value
against gold.
A direct government-aid model for direct relief and welfare-to-work. In terms of direct
relief, the Federal Emergency Relief Administration (FERA) was created in May 1933, whereby
the Reconstruction Finance Corporation provided $500 million to state governments. Between
1933 and 1941, the amount of direct relief reached $9.497 billion7, accounting for about 12% of
the GDP at the time, and included subsidies and general relief for the elderly, children, visually
impaired and agriculture as well as the special programs of FERA. As for welfare-to-work, the
Civilian Conservation Corps (CCC) was established in the second month of Roosevelt’s term
in 1933. It provided temporary work for men aged between 18 and 25 that lasted six months
during the initial stage and subsequently went up to two years, during which time the work
skills of the generally unskilled youth were honed. The work primarily involved agricultural
and public projects, such as road building, flood control and pest control, which were also the
more favorably rated projects during the subsequent survey. The Civil Works Administration
(CWA) was set up in May 1933 and provided about four million unemployed with temporary
work, which included the extended construction of infrastructure, water and soil conservancy
and the building of public facilities. Fishback et al. (2005)8 estimated that every additional
dollar spent on relief would boost income by about 83 pence.
(ii) Recovery
To stimulate consumption and restore the economy to the previous level, the Roosevelt

7 Source: Statistical Abstract of the United States: 1942,pp.428-429, including old-age assitant;aid to depend children;aid
to the blind; general relief;relief under special programs of FERA; Subsistence payments certified by the Farm Security
Administion.
8 Fishback, P. V., Horrace, W. C., & Kantor, S. (2005). Did New Deal grant programs stimulate local economies? A study
of Federal grants and retail sales during the Great Depression. The Journal of Economic History, 65(1), 36-71.
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Administration passed the Agricultural Adjustment Act (AAA) and the National Industrial
Recovery Act (NIRA) and established the Public Works Administration, Works Progress
Administration (WPA) and Tennessee Valley Authority (TVA). However, the execution and
results of the recovery policy remain controversial.
The AAA. The key objective of the act was to increase farmers’ income through the restriction
of the output of produce by subsidizing farmers who voluntarily reduced their production area;
the subsidies were supplemented by tax levied on food processors. The act also compensated
wasteland. By the time the act was promulgated, farmers had already grown a large amount of
cotton, which saw the government entered into contracts with cotton growers requesting that
they destroy some of the crop. The US Supreme Court declared the act unconstitutional and
revoked it in January 1936 as a result of the unlawful intervention of the federal government
in state affairs. The study of Fishback et al. (2005) discovered the AAA had almost little or
no positive impact on retail sales or revenue and was in fact generating substantial negative
impacts. The act changed the motivation of landowners. Although farm owners received
majority of the subsidies, in the end the income of those involved in the agricultural industry
actually went down. The act might have been repealed, but the intention of protecting produce
prices and farmers’ income was preserved. An alternative act was introduced in 1938 along with
close positions for produce. Meanwhile, as a solution for droughts, additional granaries were
built, so the government could influence the price through the adjustment of grain reserves. The
act also demanded support for special crops and established the distribution value for sowing
area and the consumption quota for produce.
The NIRA. The objective of the act was to boost industrial income and employment and
focused primarily on revising labor and capital relations, reducing work hours and supporting
wage increase. In terms of wage increase and price level, the act did exert certain influence,
but its overall impact was less than desirable. The wage increase did not drive up employment,
and the overly high wages reduced employment instead of boosting it. In 1935, the Supreme
Court ruled the act as unconstitutional and repealed it. Notwithstanding, the act had a profound
influence on the labor and capital relations and the development of labor unions in the U.S.
Soon after the revocation of the act, the United States Congress passed the National Labor
Relations Act proposed by Senator Robert Wagner, which was widely recognized for labor
protection through legislation. Unlike the National Recovery Administration, which was
build upon nationalism and had the power to establish the code of professional ethics, the act
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introduced the concept of checks and balances. The lack of checks and balances on corporate
management was considered one of the causes of the economic crisis. After that labor unions
expanded drastically in the U.S., and by 1940 one-third of the workers of the manufacturing
industry were members of labor unions, compared to only less than 10% in 1930. Meanwhile,
the percentage of miners being members of labor unions also rose from 20% to 75%. President
Roosevelt did not only emphasize the checks and balances of laborers on entrepreneurs, but
also those of consumers on entrepreneurs, which was why he initiated the foundation of the
Consumers Advisory Board to represent the rights and interest of consumers.
The WPA. The WPA was the most important body of the welfare-to-work programs. Unlike
the CCC and the CWA that provided short-term and temporary work during the relief stage, the
WPA provided long-term work through public projects. The programs of the WPA cost about $11
billion and built hundreds of airports, 10,000 stadiums and 800 schools and hospitals. To avoid
impacting the private sectors, the WPA had, while formulating its policies, avoided projects that
competed with them, and its wages were also comparatively lower. However, research revealed
that a prolonged welfare-to-work program would distort the labor market, making it harder
for private sectors to find workers. Based on the panel data of monthly relief and employment
and income of the private sectors in main American cities in the 1930s, Neumann et al. (2010)9
applied a vector autoregression model and an impulse response function to study the dynamic
relationship between relief expenditure and local private labor market during the period of
the New Deal. The result showed the welfare-to-work programs might boost the income of
private sectors (the impact of the programs of the WPA drove up the average personal income
by over 0.2% during the peak period. If the deviations of the mean value of 36 months were
added together, the cumulative effect would have been 5.7%), but they also led to reduced
employment in private sectors (the impact of the programs of the WPA saw a cumulative
drop of 4.9% in work months in private sectors in the following 36 months), which may be
attributed to the secure wages of the programs of the WPA. Although the programs of the WPA
offered lower wages than private sectors, in the face of an unstable employment environment
and high unemployment rate, workers actually preferred having steady work despite the lower
income. The welfare-to-work programs would not only make it harder for private sectors to find

9

Neumann, T. C., Fishback, P. V., & Kantor, S. (2010). The dynamics of relief spending and the private urban labor

market during the New Deal. The Journal of Economic History, 70(1), 195-220.

19

workers, but the negative impacts on private sectors would drive the government to increase its
spending on the programs, leading to a vicious circle. Kaplow (1989)10illustrated the possibility
that government relief might crowd out the insurance of private sectors. He believed the measures
of government relief would skew personal decisions and behavior related to insurance, as
individuals focused solely on the risk of not being compensated. With the government relief in
place, individuals would only take out insurance on losses not covered by the relief.
Table 2

Wage Spending of Government Relief and Welfare-to-work Programs between 1933
and 1941 (unit: $1,000)

10 Kaplow, L. (1989). Incentives and Government Relief for Risks. NBER Working Papers, No. 3007.
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Source: Statistical Abstract of the United States: 1942, pp.428-429。
Source: Statistical Abstract of the United States: 1942, pp. 428-429.
Note:
1. Projects of direct aid covered the elderly, children, visually impaired, agricultural subsidies
and general relief as well as the special programs of FERA.
2. The figures from the welfare-to-work programs were the wages of the workers and did not
include materials, equipment, expenses related to the launch of the programs or the wages of
the management.
3. The NYA was founded in June 1935 and was a part of the projects of the WPA from 1935 to
1939. It was transferred to the Federal Security Agency in 1939 and disbanded in 1943.
The Comprehensive Valleywide Land Plan (CVLP) of the TVA. The CVLP explored and
founded the model of capitalism in the U.S. Despite its success in environmental governance
(prevented the river erosion of over 12,000 square kilometers of farmland) and increasing the
average income of valley residents, the model was not popularized across the U.S.
(iii) Reform
The Banking Act of 1933 laid down the principle of separating commercial and investment
banks. The act was introduced to prevent banks from purchasing shares using private savings,
as it might lead to overinvestment, and the shares the banks possessed could sway their lending
decisions. The opposition, however, believed the separate operation would impact the ability of
banks to handle risks. In addition, many states banned banks from setting up branches prior to
the Great Depression. The Banking Act of 1933, in contrast, allowed banks to set up branches.
Many studies believed11 the ban had weakened the banks’ ability to fend off risks. The existence
of branches could prevent banks from being closely connected to certain concentrated areas and
industries. It was precisely thanks to the large number of branches that majority of the banks in
Canada survived the financial crisis. The Banking Act also put forward the measure of insurance
for savings and saw the foundation of related bodies in 1933.

11

Carlson, M., & Mitchener, K. J. (2005). Branch banking, bank competition, and financial stability (No. w11291).

National Bureau of Economic Research.
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The revision of the Banking Act of 1933 and the Securities Exchange Act of 1934 established
financial regulatory bodies such as the Securities and Exchange Commission, which tightened
market supervision.
Legislation led to the building of the fundamental social security system and placed the U.S.
among the welfare states. It also created pensions and unemployment benefits and stipulated
the minimum and maximum wages. Many criticized the minimum wage and believed it led to
reduced employment opportunities for unskilled youth. To ensure fiscal balance, pensions and
unemployment benefits during the Roosevelt Administration were partially funded by taxation
on individuals and companies. Some critics also believed that taxation on companies that began
in 1937 might have increased their burden and impacted the economic recovery.

LESSONS
The novel coronavirus is wreaking havoc on China and the global economies, as economic
activities come to a standstill and unemployment rate skyrockets. To prevent a severe recession,
bailouts need to be in place for the low-income group, and the opportunity for reform must also
be seized. The Great Depression and the New Deal are valuable experience and lessons for the
current economic situation.
1. Maintaining credit growth and preventing deflation are cure for avoiding severe
depression
The financial system amplifies both prosperity and recession. Researchers of the Great
Depression generally agree that the excessive tightening of credit led to the Great Depression,
which ended following the restoration of credit, and economy could not recover from the Great
Depression without help.12Economic declines may be attributed to many reasons, such as burst
bubbles, a deteriorating external economic environment, unbalanced economic structure and
accidents and disasters, but none of them can satisfactorily explain why the Great Depression
happened. Credit, on the other hand, plays a critical role. Economic declines often lead to
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Christina D. Romer. What Ended the Great Depression?[J]. Journal of Economic History, 1992, 52(4):757-784.
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the tightening of credit, which, without effective measures, will drive the economy further
downward due to the amplified vicious circle of declining demand and contracting supply.
The key to maintaining reasonable credit growth depends on the inflation rate, and the top
priority of monetary authorities is a mild inflation rate, which signifies largely balanced demand
and supply and guarantees the self-recovery strength of an economy. To prevent financial
speculation and asset-price bubbles, monetary authorities usually resort to maintaining the gold
standard or stabilizing exchange rates. However, in the face of deflation, other monetary policy
objectives should give way. The prevention of financial speculation and asset-price bubbles
should rely more on macro prudential policies instead of “hijacking” monetary policy. With a
sluggish economy, one cannot push on a string is a popular metaphor for the limits of monetary
policy, which alone is not enough to pull an economy out of depression. However, that does not
mean monetary policy should not be relaxed or its relaxation does not help prevent economic
depression.
2. Breaking the doctrine of fiscal balance
The Great Depression is a vicious circle of declining demand and contracting supply, which may
be broken by stopping falling demand. Against the background of dropping demand, increased
supply will lead to further deflation and make it harder to boost income. To stop declining
demand requires credit support while driving up demand through increased fiscal expenditure.
Both Presidents Hoover and Roosevelt erred on fiscal issues: the former maintained fiscal
balance during the Great Depression and even achieved a 0.7% surplus in 1930 but failed to
revive market demand. The latter notably increased fiscal expenditure between 1933 and 1936
during the period of the New Deal from $4.6 billion to $8.2 billion, which saw fiscal deficit/
GDP rose to around 5% and helped revive demand. However, he also placed too much emphasis
on maintaining fiscal balance, and fiscal expenditure dropped to $7.6 billion in 1937 and to $6.8
billion in 1938, a key factor as to why the U.S. economy slipped into recession once again. The
Roosevelt Administration reintroduced government investment in 1939 and expanded fiscal
expenditure to $9.1 billion to bring the U.S. economy out of recession.
3. Avoiding international trade war
Bankruptcy and unemployment are not simply contagious in a nation but also around the
world. Tough economic conditions will fuel nationalism and encourage trade protectionism,
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which may seem to protect the import-substitution industry but in fact lead to graver cost.
Trade protectionism is detriment to export and will accelerate the deterioration of international
credit and debt relations, consequently sabotaging international collaboration in the face of
challenging situations.
4. Steering away from new market distortion with targeted relief efforts
Different relief strategies should be in place for different groups, such as the introduction of
monetary relief for the elderly, disadvantaged and specific groups. For the young and middleaged the focus should be providing job opportunities, particularly through public infrastructure
projects. Take the CCC for example, which provided short-term and temporary work, not only
did it provide a targeted group of unemployed youth with work, it also trained them to enhance
their professional skills. The WPA’s programs included providing long-term work for fresh
high-school and university graduates and unemployed artists, which mitigated employment
issues revolved around specific groups such as graduates with no prior work experience and
artists struggling to get work during the recession. The programs saw the construction of a large
amount of major infrastructure and left behind countless art works. Government projects and
the employment opportunities they offered may potentially distort the labor market and waste
resources, and should therefore focus on short-term and temporary employment programs
as well as financing sectors facing the risk of cash-flow rupture. The passing of the Home
Owners Loan Act and the AAA during the New Deal period created the Home Owners Loan
Corporation and the Farm Credit Administration, which financed individuals and farm owners
whose homes and farms faced repossession due to reduced income. The Home Owners Loan
Act, in addition, allowed homeowners to delay the repayment of principal and interest under
special circumstances.
5. Policies are about trial and error, with rectification being the key
When a state intervenes in the economy, it is not unusual that the policy design is imperfect.
The NIRA and the AAA from the New Deal period were clearly and seriously flawed, which
led to their abolishment. The price controls of the National Recovery Administration were
criticized for being tailored for large businesses while small businesses were cruelly left out.
A subsequent investigation revealed that among the industries under the supervision of the
National Recovery Administration, seven showed signs of monopoly, leading to the resignation
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of its chief administrator Hugh S. Johnson. Meanwhile, relief measures such as welfare-to-work
also contained flaws that could distort the labor market. These acts and policies were introduced
under the specific circumstances and might have been ill-judged due to the political and
emotional influences during their conception. It is also possible that the advantages outweighed
the disadvantages at the time of their conception, but as the economy evolved the disadvantages
began to outweigh the advantages, making timely policy adjustment and correction critical.
Many policies from the New Deal period were revoked, but the revised policies left behind
countless legacies. The relationships between the government and the market as well as
between the federal and local governments drastically changed after the New Deal period, and
democratic socialism began to develop continuously.
6. Focusing on checks and balances of privileges
President Roosevelt was born to a privileged elite class in the U.S. and had very litle contact
with the grassroots during his childhood and youth. However, he had always sided with those
on the opposing end of the privileged class, and all his policies during the New Deal period
shared a key concept: the checks and balances of privileges. He invented a force and means
that allowed the government to offer checks and balances, the idea of which has been called as
“establishing criteria”. Roosevelt attempted to establish a man-made coordination mechanism
to excite main market participants without direct government intervention, so the market could
operate more fairly. He supported the checks and balances of laborers on entrepreneurs and
those of consumers on producers, as well as the checks and balances that the development in
western and southern U.S. had on its northeast. He also supported the disadvantaged such as the
low earners and ethnic minorities. For the power of checks and balances to be truly effective,
the participants must be able to independently voice their rights and interests. Western and
southern U.S. needed to achieve economic development to gain the right to speak, and workers
and consumers needed to band together to form a force that could contend with entrepreneurs
and producers; all of which relied on the state providing workers and consumers with social
security such as unemployment benefits and pensions to cover potential income losses. These
ideas of checks and balances played an active role in mitigating social conflicts and promoting
a balanced economic structure.
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