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PREFACE

The selection of a thesis subject is always a difficult one,
especially in a field so varied and full of interest as that of
economics. This topic has been chosen beczuse of an interest in
the economic and soc;al conditions of the present day and a desire
to know just how much the changing events of the world's history
dufing the past twenty five years have affected our attitudes toward
certain economic problems.

In order to do this, five fields of interest were chosen.

These are, banking practices and legislation, agriculture, public
finance, labor problems and trusts. I have attempted to draw some
conclusionsg which will show a definite trend toward certain attitudes
of thinking of the present day whiech are different from the attitudes
towards those same problems in 1910.

This survey is concerned only with thé changes in the United
States. While the trends in some of these problems in foreign
@Btntries may have been similar, there has not been time to consider
thiem here. The period 1910-1935 has been chosen as covering the pre-
wer period, and the period following the war. Changes made since 1929
have especially been noted.

I wish to express my appreciation of the encouragement and



assistance given me by my major professor, Dr. E. R. McCartney, who
first suggested the subject and hag directed its preparation. His
suggestions, criticisms, and interest in its completion have made

it a far better piece of work than would have been possible otherwise.
I wish also to acknowledge indebtedness to Dr. F. B. Streeter for
bibliographical suggestions, to Dr. W. D. Moreland, who has also

read the thesis and to Wilma Shull Carson for her accurate typing

of the thesis.
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CHAPTER I
INTRODUCTION

This study has been undertaken to show what changes, if any,
have occurred in our attitudes toward certain economic problems
during the twenty-five years elapsing between 1910 and 1935. Ve
know that the world has changed greatly during that period and with
the changing world, it seems that our attitudes toward certain problems
must have changed. The questions that have been uppermost in my
mind while working on this problem have beens

"Do we have the same attitude toward the problems of labor,
agriculture, banking and financial matters, govermmental affairs in
1935 as we had in 19102"

"Has this change come about.gradually, or has it been forced
upon us by the conditions of the past few years?"

"What effect has this change had upon our government and upon
our life in general?"

"What have been the reasons for this change in our attitude
tbward these problems? Can we find a reason for the change?™

In order to discover what changes have occured in our attitudes
toward these problems during the period under consideration, magazine

articles written during this period and books which have described



the changes which have occurred in our governmental and economic life
bave been studied. Special emphasis has been given to books which were
in themselves a collection of contemporary writings as I felt that
from them I could get the best cross section of American life and
opinion at that time. From this collection of material cited in the
bibliography I have attempted to draw conclusions as to our changing
attitudes toward these problems.

When anyone attempts to put into writing anything so intangible
as the attitudes of the people toward certain problems, his efforts
must necessarily be open to the criticism of being biased by his own
opinions. I have tried to keep this unbiased, and to reflgct the
trends of the times and not my own opinions. Whether or not I'have

succeeded, I leave to others to judge.



CHAPTER II

BANKING PRACTICES AND LEGISLATION

During the twenty-five years between 1910 and 1935 there have
been many changes in the banking and currency systems of the United
States. Some of the changes have been almost revolutionary in
character; others have been of less importance. But all of them have
been made because there was a real need for a change and because there
was a demand for reform of the old national banking system which was
in operation in 1910.

In order to understand the need for reform and just why there
was such a demand for it at this time we must go back of 1910 and
briefly review the national banking system and show just what defects
in it needed reform the most and just how these defects had handi-
capped the United States in its commercial and industrial development,

National Banking System

The national banking system was put into operation during the
Civil War. The chaotic conditions existing at that time because of
the multiplicity of state banking laws under which our banking system
operated made some kind of reform necessary. However, our country
was so individualistic that the reform would have had to come from

the states had not the war given the Federal govermment an opportunity



to declare that an emergency existed and that immediate reform was
necessary. The National Banking Act was the outgrowth of this reform
and provided for the establishment of a national banking system under
the supervision of the Comptroller of the Currency. It also provided
for a uniform bank note currency to be secured by the deposit of
government bonds by the banks organized under this law. This was to
take the place of the state bank notes which had been issued and which
caused so mueh difficulty because of their lack of uniformity and
security. They were not prohibited but were taxed out of existence.
The national banks were permitted to carry on a general commerci;I
banking business and dominated this field in most sections of the
country up to 1914, They could not compete with the state banks in
savings bank business because of restrictions on loans and high
reserve requirements. They were prohibited from exercising fiduciary

functions before 1914 and this kept them out of the trust company

e

business. For these reasons their field of banking was limited to
that of ecommercial banking.

The passage of the National Banking Act of 1864 while it dis-
eouraged state banks for a time did not do away with them entirely
:!5 their number increased steadily after 1880, In addition to these
baﬁks there were also private banks, trust companies and savings banks.
In 1914, just before the establishment of the Federal Reserve System,
there were 7,493 national banks; 14,512 state banks; 1,064 private banks;

1,564 trust companies and 2,100 savings banks.l

i ﬁradferd, F. A,, Money and banking. Pt. 2, Banking, p. 86.




Even before the beginning of the twentieth century, defects in
the National Banking System were apparent. The chief defects which
needed reform at this time were lack of concentrstion of bank reserves;
inelasticity of the currency; lack of cooperation between banks in time
of crisis; lack of an efficient system for exchange and tramsfer of
funds; unsatisfactory relations between the Treasury and the banks;
and the fact that there was no centralized ;ontrol to direct the use
of existing banking resources in the time of crisis.2

These defects were only too aparent during the Panic of 1807
which was brought abbut by an overexpansion of credit faeilities
caused by a period of unprecedented prosperity. The panic was inter-
national rather than national in scope énd the fact that European
nations recovered so much sooner than the United States, seems
additional proof that our banking system was at fault. Many people
at this time felt that a reform in our banking system would cause
purely financial crises to be less acute in the future.

Ag & result of the demand for reform, Congress passed the
Aldrich-Vreeland Act on May 30, 1908 which provided for the establish~
ment of a Monetary Commission to study the question of banking and to
élie guggestions for future legislation. This commission was composed
of members of both houses of Congress and headed by Senator Nelson
W. Aldrich of Rhode Island. It devoted three years to the study of
American banking, published numerous valuable studies on banking

methods in this country and abroad, and in 1912, submitted a plan to

Congress.,

B Bradford, ¥. A., Voney snd bamking. Pt. 2, Benking, p. 94, 95.



The plan submitted by the #ldrich Commission, as the National
Monetary Commission has been called, provided for the establishment
of a Reserve Association of the United States chartered by the Federal
government, to act as the fiscal agent of the government and to hold
its deposits. Its banking powers were limited to dealings with banks
and trust companies and to operations in foreigh exchange. It was
proposed that district associations should be formed, each of which
in itg own sphere was to have a certain degree of independence.

Most authorities agreed that this bill had many excellent features,
but it had no chance of being passed. It was closely associated with
Senetor Aldrich, whose tariff act had been unfavorably received and
its provisions for a strong, cenfral reserve association made it
impossible for the bill to be acceptable %o the Democrats who came
into power in 1913, Their traditioﬁal attitude towards a central bank
dating back to‘the days of Andrew Jackson aﬁd the Second United States
Bank prevented their adopting any bill which made provision for centralized
banking. Nor did they intend to give the Republicans credit for banking
reform by adopting their measure.

However, the educational campaign of the Aldrich Commission™had
not.befn in vain for public interest had been aroused and discussion
on the'need for reférm was still prevalent., The Democratic party had
made banking reform a part of its constructive program and when the
election was over, the party leaders tqgk measures to settle the -

%
question of banking reform. The Federal Reserve Act passed December 23,
1913, was the result. i



Federal Reserve System

THe Federal Reserve System was a compromise. It was an attempt
to centralize a highly decentralized banking system without destroying
the identity of the individual banks. TIn it were incorporated many of
the fundamental policies and details of banking operations of the
Aldrich plan but there were also wide differences. It provided for
bringing under governmental control the new centralized banking system,
but in order to prevent a “moﬁéy trust" or single powerful financial
group from dominating the field of banking credit, it also provided
for some decentralizing features. Instead of one central reserve
8sgsociation or bank to ca;ry reserves of all member banks, it provided
for twelve Federal Reserve districts in each of which a Federal Reserve
bank was to be located. The cities in which these banks were to be
located were chosen because of trade comnections and ease of commun-
ication with surrounding territory. The Federal Reserve banks were to
carry tﬂ; reserves of the member banks of the district in which they
were located but were not to engage in banking operations wiﬁh private
individuals. ' They were bankers! banks and were to receive deposits,
hold reserves, make rediscounts, and clear checks for member banks.
They1gight also hold deposits for the Federal government.

The Federal Reserve banks were under the control and direction
of the Federal Reserve Bogrd consisting of seven members, five of
whom were appointed by the President and two ex—officio members, the
Secretary of the Greasury and the Comptroller of the Currency. The

inclusion of these two ex-officio members on the Federal Reserve Board
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constituted an important political connection between the beard and
the Administration in power, which later on laid the board open to the
charges of administrative domination end control. At the beginning,
howevsﬁ, there was no thought of this contr;l or that it might become
dangenéus. . .

Nationsl banks were required to’ become members of the Federal
Reserve System. State banks might join if they wished upon the same
basis as the national banks and without surrendering their state
charters but must first seeure the approval of the Federal Reserve
= J» Board. In order to prevent state banks from gaining too much advantage
‘ over national banks;gﬁgfﬁkdef;i Reserve Board was allowed to grant to
national bankﬁ, trust powers formerly denied to‘them, prdviding that
those powers were extended to state banks in their locality. This
brought the nf'tional banks into the trifet company field and allowed them
~to exercise some very prdfitable functions formerly denied to them, but
it also led to what hasfbeen called "department store banking",5

namely, the inclusion of many functions not ordinarily considered a
part of cpmmereial banﬁzng business. It was considered necessary to
allow these'prifileges to pational banks in order that they might
compet® with state banks on a better bagis.

The Féaeral Resérve system was in general accepted by the people.
However, there was some'cyétieism of the number of districts chosen and

the location of the Fefleral Reserve Cities. Those who distrusted

centralized banking felt that too much power was placed in the hands

of the Federal Reserve Board in Washington, and that the new system

3 MNoultom, H. G., Principles of money and banking. Pt. 2, Banking, p. 335.
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would benefit big business rather than the small b_usines:s _ma;n, merchant
or fa.r_:_ner. This reluctance on the part of the people and local commun-—
ities to allow Fede:iéﬁ‘ contro]l. over their funetions was typical of the
time alnci a sﬁarp contrast to a later periéd when the same people and
local commmi}{:?.gs were asking the Federal government to: ggarantee
their bank dposits and to extend other forms of, aid,_ reg'ardless of,
the faet thait this me;a__nt further extension of government c’ontrol

ove‘r local functions,

The aims of the Fetieral Reserve System have been to correct the
defects which existed in our banking system by providing a more elastic
eurrency and one which v_fould pass at Facé vhlue 1ss.ny place in the United
States; an improved system for the*management and handlifig of bank =
,z:e,serves; a clearing sys_tem by which checks drawn upon member banks
might be cashed or collected at par an¥ place in the country and
withou‘l';"exchange charges::. and a means of rediscounting commercial
paper, Nationai Panks were allowed to estabiish branches in foreign
countries and provisions were macié for the establishment and author-
izgtion of bank aqgef)fa:ces and for open-market operation by Federal
: Reserve bapks. .. | -,

'ﬁé fact thtf.at ‘the Federal Resérve System Wé,s put into operation
Just at the ¢ out:b:::eak .t_)f the World War during a period of unprecedented
ecoﬁomic a:rld fina.ncial strain. a.::_rd that 1’0 emerged from that war not
o,nlj.r V;J{thout impairment ef"_its own stréx&gthi,‘and stability, :bﬁt gave

the country the soundest financial strength in history is another

evidence of the value of the system. It enebled the nation to adjust

-
-



-

itself to the new conditions following the war and kept the financial
crisis which arose during the period of post-war deflation from degen-
erating into a panic. That we ceme through that erisis without
diffieu%ty is due in a iarge measure to fhe Federal Reserve System
and its stabilizing influence, wﬁieh continued during the next few
‘years not only in the United States but abroad.

In general the;Federal Reserve System has been a success, but
it has failed iﬂ some respects. It granted imcreased credit facilities
to industry, but net to agriculture. If it had done so, we would
not have had to set up the system of agricultural credit, which was
put into operation soon aféer the establishment of the Federal Reserve
System by means of the Federal Land Banks and the Intermediate Credit
Banks. These were necessary in order to provide agriculture -with the
credit facilities necessary to meet the needs not supplied by any
other banking ageney at that time.

Rufener4 s;;s that while the Federal Reserve_System has succeeded
in little things sueh as the economical clearing and cellection of
checks, it has failed to provide safe and sound banking operations and
does not meet the most 1mportant tests of a good banking systems
safetg' soundness, wstability. By permlftang, through its credit
pollcy,!ﬁwo perlpds of inflatipn in less than twenty years, both’ﬁf
whlch necessitated periods of even more disastrous deflation, it has

-

cost the country more than it has saved.

-—

4 Rufener, LI k., Money and banking in the United States. p.
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With the establishment of the Federal Reserve System we have
concrete evidence that a one time highly individualized people had
set up for their guidance & highly centralized system of banking.

The establlshment of the Federal Reserve System paved the way for
more supervision by the Federal government into flelds of aectivity
formerly considered as state or loeal authority, and made possible
the ensctment of emergency legislation in 1933,

Branch Banking

The establishment of the Federal Reserve System wae not the only
change in the banking system and in banking practices of the country
during this period. The guestion of branech banking became important
and resulted in the passage of the_McFadden Act in 1927. Before this
time national banks were mot alloﬁed to- establish branches. In most

states%%ranch banking was either prohibited éntirely to state banks

or limited to the establishment of branches in the home city or surround-

ing suburbansterritory. Celifornia was the only state which had developed

state wide branch banking to any extent.

Yet even this limited use of branch banking by state banks was
being felt by the national banks. Loss of banking resources by the
nationg! banks to the state banks was becoming a problem of great
concern. Even the permission granted by the Comptroller of the
Currency to national banks to ;ééablish "teller window" offices within
the 1imits of thgﬂpome city for the purpose of receiving ¥leposits and

cashing checks was not adeguate to meet the competition of state banks

with power to establish regular branches.



The McFadden Act permitted nationsl banks located in cities of
more than 25,000 population to establish branches within the limits
of the home city, provided that state banks were also permitted to
establigh branches. The number of branches was limited according to
the populatioh. This act was intended to confine branch banking
activities of national banks to loeal territory only and to prevent
a;'far as possible, the further development of outside branches by
state banks. Since home ecity branches are established for the
convenience of customersAonly and are not branches in the real sense
of the word, the McFadden Act was in reality hostile to branch banking
development, and had the effect of repressing the growth of branch
banking as is seen by the fact that while the total number of branches
in operation from 1924 to 1930 increased 24.8 per cent, the increase
in home city branches was 28 per cent and that of outside branches
18.2 per cent.5

This did not end the dgitation for branch banking. Extension of
branch banking privileges is still being urged by its advocates who
believe that such extension would solve many of our banking problems
today and would prevent the failure of banks due to purely local condi-
tions. -

Group Banking v

As a result of the limitations on branch banking, greup benking

developed. By group banking we mean the operation of a ﬁﬁmbor of

os8tensibily independent banks as a more or less unified group. During

§ Bradford, F. A., Money and banking. Pt. 2, Banking, p. 425.



1929 and 1930 the number of groups increased from 288 to 289 but the

number of banks in the groups increased from 1802 to 2144.6

The
largest developments of group systems occurred in those sections where
branch banking was either prohibited by law or limited to branches
in the home city. Consequently the advocates of branch banking urged
that the extension of branch banking powers in those sections would
result in a decreede in the number of groups operated.
Consolidations and Mergers

There was also a well defined trend toward larger banks during
this period. In the banking system as a whole resources increased
each year from 1921 to 1930 but the total number of banks decreased
from 30,104 in 1921 to 23,718 in 1950.7 The average resourees of the
banks during this same period increased from $1,644,000 in 1921 to
45,116,000 in 1930.8 Thirty-five per cent of these banks or 8,315
were members of the Federal Reserve System and controlled resources
of $47,906,740,000 or 65 per cent of the total resources.9 The
greatest concentration of banking resources was in New York City.
There were many mergers during this period. The purpose of this
consolidation of banks was to build up branch banking system and to
prevent Tailures of absorbed banks. In some cases banks consclidated
in order to increase capitalization and deposits of banks in order to
furnish more adeguate banking service to their customers. The rapid

concentration in industry during this decade made it necessary for

Bradford, F. A., Money and banking. Pt. 2, Banking, p. 427, 428.
Ibid., p. 430.
Ibid., p. 430.
Ibid., p. 451.
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banks to incresse their size in order to meet credit needs of the

larger industrial units. The desire to outdo a rival institution

was also an important reason for bank conselidation.

Bank Failures, 1920-1933

During this period there was a further decline~in the number of

commercieal banks throughout the country. There were 4,000 fewer

. 10
banks in 1928 than in 1921. Although the mergers and consolidations

accounted for part of this decline, the numerous failures of banks .

during this period accounted for the greater part of the decline.

Some of the causes of failures were dishonesty and gross mismanage-

ment, adverse conditions of & purely local character such as the

succession of erop failures or a sudden collapse of real estate boom

in partieular towis or localities, financial weekness ef. many banks,

lax banking lawe which permitted unsound practices and insufficient

capital for the esteblishment of a bank, and the fact that there were

too many banks in some of the smeller communities. As one authority

put it, "No community can possibly furnish adequate resources, competent

officers, and experienced directors for one bank in every 750 popula-

11
tion as in North Dakota or one to every 1400 as in Iowa." The banks

in the Targe centers gained at the expense of the small local benks.

6,987 banks failed in the period between 1921 and 1950, - most of

which were not members of the Federal Reserve System. They were small

banks located in small towns and with insufficient capital. The

10

L1
HEJ

Conference on unemployment, Recent economic changes in the United
States, p. 690.

Ibid., p. 695.

Bradford, F. A., Money and banking, Pt. 2, Banking, p. 434.




greatest percentage of failures was found in the West North Central
and Soyth Attantic States. There were ng failures among large metro-
poli£an banks before 1929.

The_bankers seemingly paid no attention to this situation. Either
they did not know or they were indiffe;ent to the fact that twenty
per cent of all the banks in the eountry were in such bad shape that
they wére in danger of insolvency. Bankers as a class are opposed
to changes in the banking laws and it may hav; been this traditional
fear of change which prevented their seeking a remedy for these failures.

The first large bank to fail was the bank of United States in
New York City which closed in doors in December, 1930. This was a
private bank and its failure was the result of mismanagement and fraud,
but it caused a run on even the strongest of the banks in New York
City. The very name of the bank being similar to that of central
national banks abroad, made its failure significant in the minds" of
the foreign population of New York City. It was the largest American
bank ever to fail and its failure brought ebout a critieal situation
in the nation's principal banking center. Frightened depositors
attempted to draw their money from even the strongest of the city's
banks, é&t additional currency was obtained from the Federal Reserve
Bank so that only one bank and that a non-member bank was unable to
meet the emergency. Had such a crisis occurred before the establish~
ment of the Federal Reserve System, it could not have been met. This
was the first real test of the currency elasticity of the Federal

Reserve System and it proved its worth.




As a result of the failure of this bank, the Superintendent of
Banks in New York recommended sweeping changes in the baﬁking laws of
that state inclﬁding one of extremely drastic cheracter and far
reaching consequences which would prohibit banks in that state from
having securities affiliates and would compel some of the world's
largest banks which are located in New York City to do away :ith their
huge investment banking companies.15 This particular proposal was
watched with interest since these companies have branches all over
the world carrying on both a national and an international business.
Nothing was done sbout thége recommendations at this time.

Winthrop W. Aldrich, executive head of the Chase National Bank
of New York City, expressed the seme opinion in November, 1933, after
the passage of the Banking Act of 1933. In his proposal to the
Senate Committee for Banking Reform Legislation, he stated that his
experience in the basnking field from 1929-19%23 had convinced him "hst
many of the abuses in the banking situwation had arisen from feilure
to discern that commercial banking and investment banking are two
fields of activity essentially different in nature.“14 The fact that
such an opinion was not expressed sooner seems to indicate that it
took a ﬂhnking crisis to make banking officials reslize this danger.

The banking crisis did not end vith the failure of the Bank of

United States, but continued to become worse as the business depression

15 Daiger, J. M., Bank failures; the problem and the remedy. (In
Herper's Magazine, v. 162, p. 516, 516, April, 1931.)
14 Buck, N. S., Survey of contemporary economics. p. 121.
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became more intense., After 1930 there were failures among the large
city banks as well as among the small country institutions. -There
were 2,298 bank failures in 1931 and 1,456 in 1932 with deposits
totaling $1,691,510,000 and 55715,626,00015 respectively.

National Credit Corporation

Emergency action was necessary and the National Credit Corporation

was organized in October, 1931, by the banks at the suggestion of
President Hoover, as an instrument of self help. This corporation
consisted of an association of banks formed in the several Federal
Reserve districts for the purpose of making loans to needy banks.
Red tape and other restrictions on loans prevented the corporation
from furnishing as much assistance as i% could have, but it had an
important psychological influence on the crisis as is shown by the
decrease in the numfer of bank failures in November, which may be
a%%ributed to the favorable effect of the corporation. In December,
bank failures increased and.it was evident that whatever usefulness
the corporation might have had was now over and that more drastic
action was neces;ary.
Reconstruction Finance Corporation
The next attempt at emergency relief for the banking situation

was the passage of the Reconstfuction Finance Corporation Act on

 January 22, 1932. This corporation with a beginning capitel of $2,000,

000,000 was authorized to lend money to baﬁks, trust companies, éi@

similar organizations which were in need of aid. Restrictions were

L)
A3

s R
15 Bradford, F. A., Money and banking, Pt. 2, Banking, p. 439.



placed on the amount that could be used for relief of closed banks and
those in the process of liguidation and no loans could be made to new
enterprises or for new projects.

The effect of the R. F. C. was felt immedfately. It went into
effect on February 2, and in March the number of bank failures was the
lowest since October, 1929. Although the number increased some in the
following months, it was not until December that they rose to any
great extent. A‘more liberal lending policy on the part of the R. F. C.
might have lessened the number of failed banks, but the situation would
have been worse had it not been for the aid given by the corporation.
Its effectiveness was hindered by the insistence on the pért of some
Congressmen that the names of institutions solieciting loans and the
amount losned be published. In July, the Emergency Relief and Recon-
struction Act was passed which broadened the powers and lending
functions of the R. F. C. and ensbled Federal Reserve banks to extend
loans directly to business enterprisés when the later were unable
to obtain accommodation at their member banks.

These emergency measures helped to stem the tide of deflation
but could not cure the unsound benking business situation in different
parts o the. country, the elimination of which was essential to a
recovery in business. During the time the one major aet designed to
right the Banking system as far as bank failures were concerned was

the R. F. C. and it failed in its major purpose.




Banking Crisis of 1933

In Januar&, 1933, there were 237 bank suspensions.16 People were
rapidly losing confidence in banks and it was found necessary for
different states to declare "bank holidays" to prevent collapse of
banking facilities. On March 4, when Franklin D. Roosevelt was
inaugurated as President, nearly all of the banks in the country,
including the New York banks had suspended operations temporarily or
were permitting only limited withdrawals.

President Roosevelt!s first act was to declare a nation-wide
bank holjday from March 6 to 9 inclusive until Congress should convene
and take action. Hoarding and export Ef &0l1d was prohibited. An
emergency bsnking bill was passed by Congress providing for the reopen-—
ing of sound banks on an unrestricted basis and for putting other banks
into the hands of convervators to be operated on a restricted basis.
By March 15, banks controlling about 90 per cent of the banking
resources of the country were deing business on an unrestricted basis.
Depositors made little use of the withdrawal privilege as they dis-
played no distrust in the reopened banks. Some smaller cities sand
towns Qere left without any banking accommodations whatever for long
after the® close of the banle holiday and consequently suffered severely
because of the closing of the banks. By the end of May, 1163 banks
among member banks with deposits of $1,856,427,000 were still not
licensed to do business on an unrestricted basis while probably an

equal amount of deposits was frozen with unlicensed non-member banks.

16 Bradford, F. A., Money and banking, Pt. 2, Banking, p. 483.



Banking Act of 1933

The Banking Act of 1933, was the outcome of the emergency legis—
lation on banking caused by the crisis of 1933. It was approved by
the President on June 16. It made seve?al very drastic changes in
our banking system and very definitely placed the Federsl government
in charge of the banking business of the country, whether such banks
were national, state, or private. It made several changes in the
requirements for membership in the Federal Reserve System. Branch
banking privileges were extended for national banks. They were per-
mitted tes establish branches in the place or in the state in which
they were located if such establishment an&boperation were specifically
permitted to state banks in that state.

One of the most drastic features of the act provided for the
separation of commercial banks and their trust company or securities
affiliates. National banks had not been permitted to engage in
security or trust company business until after tﬂé.enactment of the
Federal Reserve Act when it was considered necessary to allow these
privileges to the national banks in order that they might compete
with the state banks on a more edhéi basis. This combindtien of
commerci® banking with tr;af company business hdd grown until by 19833
it assumed huge proportions. The separation éf commercial bsking
from trust company business had been suggested by the Superinfenggnt
of Banks in the state of New York after th;‘Tailure of the Bank of
United States in 19320, but no definite action had beén taken. The

inclusion of this provision in the Banking Act of 1933 meant| that many




commercial banks would be forced to give up a large part of their
business which had formerly been very profitable, Nevertheless, banking
authorities felt that these two forms of banking should not be earried
on by the same institution and that our banking system would be greatly
improved by separation of the two functions. Winthrop W. Aldrich,
executive head of the Chase National Bank agreed to the same opinion
later dn a proposal to the United States Senate Committee for Banking
Reform Legislation.l7

Another feature of the act which was widely discussed provided for
Federal guaranty of bank deposits. This plen was designed to restore
confidence in the banks and to make plans to prevent such widespread
distress as had occurred during the preceding years because of the
failure of so many banks and was definitely a concession to those
who had lost money in failed banks and now were asking that the Federal
government for assurance that there would be na recurrence of that
situation. The plan was hotly discussed and debated. Opponents of
the guaranty plan pointed to the fact that a similar plan had been‘
tried in manyfétates and had faile¢ in each one, having been repealed
or suspended becuase of a deficit. The hig bankers felt that such a
plan would be unfair to them, would put a premium on bad banking and
would tend to increase sﬁ@gﬁlation. Advocates of the plan
defended it on the grounds that it was necessary in order to restore
public confidenee in the banks. : :

The Banking Act of 1933 has been criticized by meny chiefly

L]

because the emergency which existed gave an opportunity to effect

X7 Buck, N. S., Survey of contemporary economies, p. 121.



the much needed reforms in banking, but so little was done.18

Bradford criticized it because it made no provision for the establish-
ment of a unified banking system in the United States.l9 He felt

that the most important drawback to sound banking development in

the United States had been the dual system of state and national banks
and that exclusive control of commetcial bankiqg by the Federal govern-
ment was constitutional.20 He wished to see all commercial banks
forced to take out national charters or least become members of the
Federal Reserve System. Opponents of branch banking criticized its
extension, while those who favored branch banking wished to see it

extended still further.

These eriticisms and comments only served to prove that although

| the act had many good features and restored confidence in the banks,

8till many reforms were needed.

The Federal Reserve System in particular needed revision. The

| original act had been amended so many times that it was difficult to

recognize it. Senator Glass and Dr. Willis favored a thorough revision
to prevent its being crushed by the government.21 From the late
spring of 1933, the operations Qf the Federal Reserve Board had been
greatly ##luenced by the Administration both by means of legislation
and other methods. The membership of the Federal Reserve Board was
largely held by appointees of President “oosevelt since five out of

eight memberships had been filled by him. This led people to feel

18 Buck, N. S., Survey of contemporary economics, p. 117.

19 Bradford, F. A., Money snd banking, Pt. 2, Banking, p. 439.
20 Ibid., p. 466.

21 Hubbard, J. B., Current economic policies, p. 137.
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even more strongly that the Board had come under the domination of
the Administration to a great extent.

Some suggestions for revision of the Federal Reserve System were
suggested at the time of the enactment of the Banking Aet of 1933, but
few of them were included in that act. The American Bankers Assoc-
iation suggested that a Central Bank of the United States be formed with
the present Federal Reserve banks as bran;hes. Other suggestions
included requiring that two of the presidential appointees be men
of experience in banking and that the Secretary of the Treasury be
dropped from membership.

The Banking Act of 1935 was a compromise between the bill suggested
by the Administration and the Senate amendments. The name of the
Federal Reserve Board was changed to the Board of Governors of the
Federal Reserve System. This was to consist of seven members, all
appointed by the President for terms of fourteen years in such fashion
that one term would expire every two years. The two ex-officio members,
the Secretéry of the Treasury and the Comptroller of the Currency were
dropped from the Board. No member was to be allowed to serve more
| than one full term. Under the Senate draft, not mere than four of the
seven meMbers might be of one political party and at least two members
were to be’ experienced bankgrs, but these two provisions were dropped
from the final aet and the President was allowed to appoint whom he
wished without regard for political affiliations or previous banking
experience.

The Banking Act of 1935 thoroughly revised the Federal Reserve



Act and the amendments which had been made from time to time. Some of
these amendments were incorporated in the act, others were supplanted

by provisions whiéh seemed to be better. The selection of all members
of the Board of Governors by the President without regard to political

affiliations or previous banking experience may continue to keep the

| Board under political domination, but not for long, since only one

member of the Board of Governors will retire every two years, asnd in

that way"no more than two new members will be appointed by a president

| during one term of office. Since retiring members cannot be reappointed,

they will not feel the necessity of political influence. The elimina-
tion of the Secretary of the Treasury and the Comptroller of the Currency
from the Board will also free it from political domination. For
these reasons we can say that the Board of Governors of the Federal
Reserve System and the system itself have been freed from political
eontrol.

In criticizing the Banking Act of 1935, Bradford says that it
does not go far enough in its changes, does not meet the requirements
for a theoretically perfect banking law and does not afford adequate
safeguards against possible credit inflation., He feels that it does
not touc® on certain banking reforms which are essential to the develop-
ment of a sound and adequate banking system. Nevertheless, he does

feel that 1t is constructive and a far better piece of legislation than

Imigh‘t. have been anticipated under the circumstances.22

22 Bradford, F. A., The banking act of 1935. (In American Economic
Review, v. 25, p. 661-672, December, 1935)



| Summary

In general the Yrends in banking practices in the United States
during this period were toward more centrslization of authority and
control in banking., The establishment of the Federal Reserve System
was responsible to a great extent for this. While it was a compromise
measure and did not provide for as much centralization as the advocates
of the Aldrich plan would have liked, nevertheless, it provided for
8 Federad Reserve Board which was to control the credit poliey of
the system as a whole and to insure the sound operation of the Federal
Reserve banks., It also provided an orgenization from which to work
in rebuilding the banking system of the country after the banking
crisig of 1933, and paved the way for the acceptance on the part of
the people of the greater measures of centralized control necessary
in the reform of our banking system.

The trend toward more centralized control of our banking system
became more evident during the bank erisis which followed the stock
market crash of October, 1929. ®emporary measures such as the National
Credit Corporation and the Reconstruc;ion Finence Corporation served
only to stave off the final crisis a little longer, and it soon
became evldent that sveeping reforms in our banking system were needed.
More definite measures of centralized control were seen in the

|
Presidential proclamation of a nation-wide bauk holiday, and the plans

for the reopening of sound banks and the liquidating of assets of
those which could not be put into sound condition. This was the first

evidence of an executive order closing all banks in the countir,




!national, state or private, and its aeceptance by the people is evidence
| of their willingness to accept such control when necessary to the
general welfare of the country and especially when it promised a
reform in séme of the defects of our banking system.

The Banking Act of 1933 further extended Federal control over
banking by requiring tbgt all commercial banks, national, state or
private do away with their securities affiliates; and providing for
Federal guaranty of bank deposits. The sepsration of commerical
and trust company banking was a reversal of the trend teward depart-
mentalization of banks which began socon after the establishment of
the Federal Reserve System, and which was nawconsidered dangerous
banking practice. The Federal guaranty of bank deposits was a concession
to those vho had lost money in failed banks. The fact that they demanded
that the Federal govermment guarantee deposits in their local banks is
evidence of a changing attitude on their part both toward the Federal
government and toward their Tocal banks.

As far as the laws would permit it, there was a tendency for
banks to establish more and more branches. This was prohibited to
national banks until the passage of the McFadden Act of 1927. The
Banking Aet of 1933 further extended branech banking feecilities but
not as far as the advocates of the plan would have liked. Group
banking had developed in sections of the country where branch banking
|wes prohibited and since it is not considered as safe as branch bsnking,

| the advocates of the branch banking theory urge its extension as an




| attempt to decrease the number of groups operated. They point to

the Canadian system as an example of branch banking which has produced

fewer failures than we have had.

During this peri;d there has been a decrease in the number of

' banks. Mergers and consolidations made necessary by the need of larger

[

capital to provide for the increasing needs of industry accounted for
svﬂelof this decrease but there have also been many failures especially
in small country banks and among those which were not members of the
Federal Resérve System. The Agricultural West and South vere harder
hit by failures than any other section. Dishonesty, mismanagement,

lax banking lews, adverse con@itions of a purely local charter,

and the fact that in many places there were too many banks have been
given as causes for these failures.

Tn spite of the inerease in centralized control over the banking
system of our country, many authorities would like to see it extended
still further;u fhey would rEquire all commercial banks to take out
national cﬁarters or at least become members of the Federal Reserve
System so that we might have one centralized system of commercial
banking in this country. Extension of branch banking powers,
abolitiom ®f group banking and even the establishment of one central
national bank with the Federal Reserve Banks as branches are other
suggestions made for the increased centralization of our banking system.
Canada's system of branch banking and more especially her recent estab-

lishment of a central bank, the National Bank of Canada, is being watched







CHAPTER III

- AGRICULTURE

The situation gs_pegards agriculture in the United States during
this period was more serieus perhaps than that which faced other
industries for several reasons. Agriculture h;d been the basic
industxy dﬁtii the latter »art of the nineteenth century. But with
the growth of indust™ and the disappearance of free western land,
we chggged from a nation of farmer® to a nationm in which industry
held first rank with agriculture second. THE growth of cities and
the drift of many people Trom the country ™o the cities paralleled
this other chenge and was caused by it.

There were many ressons for this shift in impogtance of agriculture
from first rank to second in our country. In the first olace most ofP
the desirable western land which had been open for settlement had
been taken up by the opening of the twentieth century and there was
no longer an opportunity for the younger sons of the family to go west
and take up farms for cultivation. Secondly, the growth in use of
labor saviﬁg machinery on farms which had made it possible for the
farmers to cultivate more land with less help had fyeed many laborers
who went to the ecities to work in the factories. Improved methods
of transporting and handling grain also made it possible to take care

of larger crops with fewer people.




During the earlier days of our country's history most of the
farms were operated by the men who owned them., Tenant fargers were
rare and the idea of there being at anytime a large number‘of tengnt
farmers in our country was viewed with alarm as it was felt that
such a condfition would bring about a large peasant class hereesas was
known in Europe. However, in 1920 thirty-eight per eent of the farmers
in the Unifed States were tenant farmers. Many of these tenant farmers
had been farm wage laborers so that in these cases it was merely the
attempt of farm laborers to obtain farms of their own as high cost
of farms made it necessary for many farmers to rent farms until they
could buy them later. Almost ninety per cent of the farm laborers
were under 35 years of age, sixty-seven per cent of the tenants were
under 45 years of age, "whilé nearly sixty per cent of the owmers
were over 45 years of age. Thus théne was a tendency for farmers to
rise from the position of farm laborer to tenant farmer and from that
to omer. In 1900 thirty-five per cent of the farms were opergted
by tenants, in 1910 thirty-seven per cent, in 1920 38.1 per cent and
in 1925 38.6 per cent of the farms were operated by téhants,l The
high priee of land aﬁd specialization in crops was responsible for
much of tHE tenasncy as in places where more diversified farming was
carried on ownership of farms was more general,

The disappearance of free land was also respansible to a great
extent for the increasing interest in seientific methods of farming,

‘more intensive farming, reclamation of formerly useless land by

1 Bogart, E. L., Economic History of the American People, p. 527.




drainage and irrigation, and conservation of natural resources. The
United States government through its grants to state agricultural
schools and to agricultural experiments stations had aided the farmers
in studying newer and better methods of farming., The enactment of
the Smith-Bughes Act in 1917 which grented federal funds to high schools
for instruection in agriculture was a step forward in bringing knowledg
of scientifiec agriculture to bigh school students who would go into
farming without the opportunity of attending egricultural colleges.
Experiments and discoveries made the Department of Agriculture had
aided farmers even more,

The outbreak of the World War in 1914 created a heavy demend for
agricultural products., European nations engaged in rar depended to
a great extent upon importing food and other needed supplies., The
entrance of the United States in to the war in 1917 only increased
iemand for food and.other agricultural products. As a result of this
increased demand new areas were opened up for cultivation, more inten-
sive farming was praeticed and high prices were obtained for the
farmer's products., The farmers enjoyed a period of prosperity and
they spent much money for additional machinery to make cultivation of
large trzabe of land with as few men as ipossible. However, the close
of the war brought about a change. European countries were able to
supply their own food and did not need to import large amounts of food
supplies from the United States. Neither did they have the’money to
pay for them. Returning soldiers came back to the land and in many

sases found that with the use of machinery they were no longer needed.




Prices dropped. Production was not so easily curtailed and the farmers
found themselves faced with the problems of over-production and low
prices in addition to the fact that fixed charges and mortgages
indebtedness had increased. During the 1320's when other industries
were enjoying prosperity, agriculture suffered from a depression

which some people believe was at least partially responsible for the
industrial depression which followed 1929. Part of this was caused

by the fact that the farmer recei¥ed the market price for the food

he sold, a price he had no part in setting but was forced to pay

increased prices for commodities which he bought because the prosperity

which other industries enjoyed had increased the price of their products.
Farm mortgages increased and farm relief became a major issue in
politics as early as 1923.

One of the most serious problem; which faced agriculture at the
beginning of this period was that of agricultural creéit. This had
\been increasing in importance since 1900, Before bthat time agricultural
credit had been taken care of by local bamks, merchants and dealers.

The peculiar charecteristics of agricultural credif, however, made it
difficult for these institutions to continue to care for it and other
facilitief'mere necessary. The fact that most of the farms of the -
country are run as small individual proprietorships means that the
regular investment market is closed to the farmer. He must furnish

half the capital himself and take a mortgage on his farm for the rest.

His credit position is determined by the standard of living which he

sets for his family, the size of his family, his plans for the education




>f his children and so forth. It is also difficult to say whether
loans made to the farmer are for productive or consumptive purposes
since these two purposes are closely connected on the farm. The

risk involved in agricultural production due to the hazards of weather,
and other natural forces, the fact that farm land values are easily
affected by speculation, and the inelastic demand for many agricultural
oroducts complicafes this situation since a large crop may force

orices down and thus weaken.¥he farmer's credit position as much as

1 partial or complete crop failure.

-The;e are three types of agricultural credit: short term credit
w¥hich is from one to six months, intermediate credit from nine months
to three years, and long term or investment credit which is over three
years. Short term credit can usually “be arranged for at the local
oanks, but few of the farmer's credit needs fall into this clads.

Iﬁore of his credit needs can be taken car: of by intermediate credit
mt the strongest demand for loans for agrjeultural purposes is for
ilong term capital purposes. Mortgage security is the basis for much

f this.

During thé nineteenth century the presence of large tracts of
free westewn land made it fairly easy for the farmer to establish
aimself simply by settling on the land and working it. However, even
vith the ease of getting land there was need for credit to provide
squipment, stock, seed, and living expenses until a crop could be
aarvested as few farmers had'enough available capital to supply all

their needs. This credit was supplied by local meréhants, dealers,




and local banks. The merchants financed the farmers by allowing them
eredit to carry them over until harvest time. If there was no crop

or a poor one, in most cases, the merchant carried the farmer over
another year. The only césurity was frequently the hope of a crop so
that the merchant took the same risk of ecrop failure that the farmer
did. For this reason and because there were freguently bad debts
which could not be collected, interest rates weme high for store credit.
Dealers in agriéultural implements allowed credit of'tem extending over
a long period of time, in order that the farmers might be able to buy
more machinery. We should not underestimate the value of the credit
extended to the farmer by the local merchant since without his aid,
aé;icultural development in frontier communities and frequently in
_settled dommunities also, would have been seriously handicapped.

Other forms of eredit extended to agriculture duriné the nineteenth
eentury ineclude that given by private land banks, property and state
banks in the south, and local cqmmercial banks. ‘This frequently
gesulted in unwise speculatién and the issuing of bonds or bank
note§lwhiéh were either repudiatéd later p} decreased in value. Before
the Civil War, land banks were developed in eonjunction with commercial
banks._'ipnds guaranteed by the state were issued and sold am& the .
proceeds were loaned on first mortgages to f;rmers. This was the first
attempt to attract loapable funds into American agriculture with
standardized securities to seek investment funds without inflating

the currency. The scheme was tied up with easy bank credit and event-

vally brought disaster. In the solithern states preperty banks and

=N




state banks served a similar purpose and met a similer fate, as their
boﬁds were likewise repudiated dn many cases because of fraud and

mismanagement. Inadequate end mismanaged as meny of these banks were,
! they serYed a purpose in providipng agricultural credit at a time when
it was neéded and there was no Federal agency which could provide for

. -
-

it.. Go;mercial banks quite often leened money to farmers on short
term loens which they renewed indefinitely, butethey endangered their
‘agsets by so doing. There was, 48 a result of this sftuation, a
demand for increased agricultural facilities which should be provided
by the Federal government sinceé no state agency seemed sufficient. 4

Federal Land Banks a o

-The Federal Reserve Act of December, 1915, extended increased
! —

eredlt facilities to industry but did not do the same for agrlculture.
%S
Gonsequen;ly more legislation was needed and the Federal Farm Loan

Act of July 17, 1916 wds the result. It provided for the establisﬁﬁenﬁ

of Federal Land Banks and joint stock land banks which would furnish

investment credit o farmers.. Twe}qe Federal Land Banks were estab-
] " -
lished gne in each of twglve districts into which the country was

t
divided. The Federal Land Banks were under the supervision of a

-

Federa]*rm Loen Bureau located in the Treasury Department Iﬁ?"ashlng-

ton and this bureau was placed under the general supervision of a

Federal Farm Loan Bgareé of seven members, six of whom were appeinted

by the President and the Secretary of the Treasury who served as an

ex-offiecio member.

The Federal Land Banks were organized upon the cooperative plan,

%




each bank making loans in its district through the medium of national
farm loan associations which were local corporations chartered by the
Federal Farm Loan Board. Loans were made on the seeurity of first
mortgages on farm lands and ran from five to forty years. The original
capit%} of each bank was subscribed by the Treasury Department and
was-to ge repaid as stock was subseribed by Farm Loan Associations.
By 1981 all but $257,755 had been repaid.”

The Federal Land Banks made loans to farmers who gave as security
a first mortgage on their farm land, and who must be actually-engaged
in or about to be engaged in the cultivation of the mortgaged property.
The money borrowed was to be used to purchase land for agricultural
purposes; to purchase fertilizers, equipment or livestock; to provide
buildings and permsnent improvements; and to repay indebtedness
incurred for any of these purposes before Jamuary 1, 1922. Repayment
of the loan was made by semi-annual inst:llments which included the
interest and a small reduction of the principal. In this way the
farmer was enabled to repay his indebtedness in small semi-snnual
installments without the necessity of accumulating principal over the
lifetime of the loan.

Ths‘.dvan'hges of this system of farm loans are reaily apparent.
The Federal Land Banks have enabled the farmers to obtain borrowed
funds at lower cost than was formerly possible by giving them access
to the investment market for high grade bonds. Thé Fedetral Land Banks

and farm loan associations are owned by the borrowers- and any profits

2 Bradford, F. A., Money and banking, Pt. 2, Banking, p. 403.




which may be made over and above expenses revert to the farmers. The
farmer still had to furnish one-half of the capital he needed before
he could borrow from the Federal Land Banks but if the banks were
more lenient in granting loasns the rating of their bonds would go
down and %he advantage of lower cost and a good investment market would
be lost to the farmers, while the land banks would face the possibility
of failure,
Joint-Stock Land Banks

The Federal Farm Loan Act also provided for the establishment of
privately omed and operated joint stock land banks of the preofit
making type under the supervision of the Federal Farm Loan Board.
The joint stock banks made loans direct to the farmer on the security
of farm mortgages for the same duration and under the same conditions
as those made by the Federal Land Banks. They obtained funds for
lending by issuing bonds secured by the mortgages in their possession.
Thése bonds were the 1liability of the issuwing bank only. By 1931
845 Joint stock land banks had been chartered. Of these 49 were then
in operation, one had gone into v&luntary liguidation, and three
were in the hands of receivers. A few joint stock land banks had
failed @@ & result of bad management or fraud but most were soundly
operated and worked to the advantage of the borrowing farmer, especially
those who wished to borrow directly from the bank without the medium

of a farm loan association or who wiched to borrow larger amounts

% Bradford, F. A., NMoney and banking, Pt, 2, Banking, p. 407.




than would have been possible from a Federal Land Bank. Many pecple
criticized the government for establishing the joint-stock land banks
as they did not feel that a second set of banks for identical par
was necessary. They felt that the joint stock land banks competed
with Federal Land Banks for loans, located where business was d y
and were not operated in as sound manner as the Federal Reserwe Ranks
since they had no joint liability, and made larger losn: on *he
same security than Federal Land Banks would.
Intermediate Credit Banks

On March 4, 1923, the Agricultural Crecits Act vas nassedl which
further extended the credit facilities of the farmers by [+ for
the establishment of twelve Federal Intermediate Credil Banks whose
location and management was to be identical with that of the Federal
Land Banks. These banks were authorized to make loans to and to redis-
count paper for cooperative marketing Pssociations, state banks, trust
companies, savings institutions, national banks, agricultural credit
ecorporations, and incorporated live-stock loan companies. The loans
made must be secured by warehouse receipts or shipping documents cover-
ing staple agricultural products and paper rediscounted fir financial
institutions must represent loans made for agricultural puricses.
These loasns or discounts were for a period of from nine mwniths fo
three years. The banks dealt with cooperatives and financi=1 institat-

ions end not with individuals directly.
Agitation For Farm Relief, 1923-1929

Beneficial as the provision for agricultural credit was to the




farmers, it did not bring to them the remedy they really wanted for

their ills. Easier credit only increased their indebtedness and they

felt that they needed higher prices for their products so that they

might more easily compete with other industries which had the power

to set their omn selling prices. At this time as in all times, the

farmers were faced with the necessity of aceepting the market price for

their products which at this time was below that of other products

and which they had no veoice in setting. On the other hand they paid

the price set by the manufacturers and dealers for the products vwhich

they begught. They felt that they had been discriminated a =ins® in

legiglation since the high tariff benefited the manufactur: rs ?

keeping out cheap foreign products; and immigration laws had been passed

which kept out cheap foreign labor to a great extent, thus enabling

labor to keep its wages up. Yet nothing had been done to increase

the price of farm products. Coopera ive associations had been formed

in some sections of the country and in the case of the Cezlifornia

Fruit Growers! Exchange had been fairly successful in selling crops

gradually and thus keeping the orices up. The individunalistic attitude

of the farmers made such a venture impossible in many sections and

except for a for co-operative elevator companies and some dairy products

associations, this plan has not been as successful as it might have been.
&he farmers wanted Federal aid and :lthough they were told by

many people that they should keep out of polities they made themselves

heard and finally the McNary-Haugen bill was passed by Congress in an
attempt to give to the farmers what they wanted. This plan called for




the organization of a large corporation backed financially by the
federal government which should purchase the leading agrieultural
products of the farmers at prices profitable to them, and dump
abroad the surplus at as high prices as were possible, distributing
the loss from these transactions among the farmers benefited by means
of an equalization fee. This bill was twice passed by Congress but
wetoed each time by the President, in 1927 by President Coolidge,
and in 1929 by President Hoover.
Federal Farm Board

However, by 1929 farm relief had become such an issue that some-
thing had to be done to satisfy the demands. The Federal Farm Bosrd
provided for By an act of 1929 was an attempt to assist the farmers
in developing sound marketing policies. It was to encourage the farmers
in organizing their own co-operiive associations for the orderly
marketing of their products and to assist those cooperatives to develop
sound managerial and financial policies. It was empowered to lend
large sums but declared such sums would be loaned only to organized
groups. Thus by urging the farmers to unite for self help, they hoped
to arrange some form of permanent farm relief rather than just temporary
aid. %fobably the Board used its powers as wisely as possible but it
was under too great a pressure to produce stabilization of prices and
to prevént losses to farmers end thus was in a very difficult position.
Its plan was unsound and it was almost impossible to grant adequately
secured loans under the existing circumstances. TIts difficulties were

increased by the depression and even its temporary seccess in steady-



ing the prices of wheat and cotton proved to be unsuccessful in the
end since it prevented needed reduction of acreage in these staple
products. The decline in both wheat and cotton prices is estimated
to hafe cost the Board $560,000,000.4
Agricultural Situation 1929-1933

The agricultural depression of the 1920's is said by some to
Jeve been the forerunner of the industrial depression which began
with the stock market crash of October, 1929, In turn the industrial
depression aggravated the situation as regards agriculture and aided
in forcing prices down. By 1932 the situation was serious enough that
emergency assistance was necessary. Prices of farm products which had
been low for meny years in spite of higher prices for industrial
products, sank to a new low price and the farmer was prevented from
purchasing anything but nedess#§ products and tended to become more
self-sufficing. This in turn reduced the demand for industrial products
and men were thrown out of wdrk in the city industries which produced
those products and in the city and rural agencies which had distriluted
them to the farmers. Farm land valued declines, bank failures were
numerous in rural districts, farmers were unable to pay taxes or to
keeg up payments of interest and principal en mortgages and there
was a general leck of confidence in the outcome of the economic
situation in which the whole country found itself. Farmers intervened

to prevent mortgage sales and unrest was prevalent.

Z Bradford, F. A., Nonmey and benking, Pt. 2, Banking, p. 415.




The R. F. C. was directed to make direct loans to farmers and
to place its facilities et the disposal of the various agricultural
credit institutions. In addition to this the government invested
$125,000,000 in stock of the Federal land hanks in 1952.6

New Deal Legislation and Policies

When President Roossvelt was inaugurated he was faced with perhaps
the most serious peace time problems of any president of our country.
Among these was the problem of agriculture and plens were made to
remedy some of the ills from which this industry had suffered for so
long. Believing_ that most of the difficulty ceme from over-production
the administration made plans to encourage reduction of crops on
basic agricultural commodities: This reduction was to be made by the
farmer who in return was paid a benefit in proportion to the amount
of crops not raised or ploughed under. Reduction of crops was not a
new idea. It had been suggested before but this was the first time
the farmers had been paieé for reducing their erop production. The
money paid out for these benefits was to be raised from a processing
tax on the commodity. Surpluses already in existence were bought up
and exported abroad when possible. Little pigs were bought and
slaughi.red and the meat given to families on relief. The effect
hoped for was to raise the purchasing power of agricultural products
to the level of pre-war days, 1909-1914 except for tobacco when the

level was based on prices of 1921-1929 as a standard.

6 Bradford, F. A, Money and Banking, Pt. 2, Banking, p. 416.



The act providing for this crop reduction and the benefits paid
to farmers was known as the Agricultural Adjustment Act and it was
administered by the Agricultural Adjustment Administration under the
supervision of the Department of Agriculture and the President. The
administration hoped by this act that surplus production could be
controlled by governmental action and that the farmers' income could
be raised because of this. President Roosevelt said in transmitting
the draft to Congress, "Deep study and the joint counsel of many
points of vien have produced a measure which offers great promise cof
good results. I tell you frankly that it is a.pev and untrod path,
but I tell you with equal framkness that an unpreesedented condiltion
ealls for the trial of new means to rescue agriculture. If a fair
administrative trial of it is made and it does not produce the hoped
for results, I shall be the first to acknowledge it and advise you.“T

The objectives of the administration as stated in the aet were,
"To relieve the national emergency by increasing agricultural purchas-
ing power, to raise revenue for ex%raordinary expenses so incurred by
reason of such emergency, to provide emergency relief with respect
to agricultural indebtedness, to provide for the orderljy liquidation
of joint stock banks and for other purp;ﬁes.'7
;nother plen for farm relief consisted of the land utilization
and réhabilitntion program. The administration felt thet no permanent

plan of crop reduction rould be effective =s long as submarginal land

7 Buck, N. S., Survey of contemporary ecomomics, p. 293,




was used for agriculture and that it was unwise to limit production
on good land while allowing poor lend to be used for production. They
wished also to give those living om this submarginal land who were
unable to make a living there an opportunity to go where they would have
a better chance. 5
Farm Mortgage Problem

The problem of farm mortgages presented real difficulties to the
farmer end holder of the mortgage alike. The total farm mortgage
debt had increased from #3,320,000,000 in 1950.8 Between 1920 and
1930 it is estimated that 450,000 full owners lost their farms and
the value of farm property dropped $20,000,000,000.9 Tenancy
inereased by 200,000.lO The gross farm income dropped from $15,400,
000,000 in 1920 to $9,300,000,000 in 1930, and by 1932 there had been
an additional drop of $2,600,000,000.ll Farmers, being forced to pay
higher prices for the products they bought than they received for
their crops, could not keep up the interest on their mortgages much
less pay anything on the principal. Others had delinguent taxes
which they could not pay. Most of the farm mortgage debt was concen-
trated in the twelve North Central stateg which in 1930 carried 59.5
per cent of the total farm mortgage. Owners who lost their farms
lost ng% only their homes but their savings of previous years which

they had put inte their farms and had little to show for their labor

during those years. In addition to the increase in farm mortgages,

8 Buek, N. S., Survey of contemporary economics, p. R84.
9 Ibid., p. 273
10 Ibid., p. 273.
11 Ibid., p. R73.
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W there was the added burden that most of these mortgages had been

| incurred when prices of farm products were high. Now with prices
of farm products down to one fourth of their 1920 price, the farmers
paid back four times as much in money value as they had borrowed. Lend
values had decreased until most of the farms were no longer worth the
amount of the mortgage.

From the standpoint of the creditors the farm mortgage sifuation
was enything but bright. Federel Land Banks, joint-stock land banks,
commercial banks, mort@age companies, insurance companies, and
individuals who had invested in farm mortgages were faced with the
problem of having to foreclose on farms which would be of lit'le or
no value to them. Many people, retired farmers and others. had
invested their life savings in farm mortgages as protection for their
0ld age and now faced tke problem of losing their savings

The farmers in Iowa orgenized =s a protest and to prevent the
forced sale of their homes to salisfy mortgage claimants. This move-
ment spread to other states where farmers felt that extreme measures
must be taken to prevent their losing their homes and the savings
they had invested in them. This movemen® coming from a group of
people which ordinerilly constitutes the most lav-abiding of all groups
only intensified the seriousness of the situation. As a result,
insuraﬁce companies led by the Prudential Insurance Compeny of America
dropped foreclosure proceedings against owner-occupied farms. This
wction was of great benefit to the farmers of the North Central states

where farm mortgage problems were mos® serious but the insurance




companies held only = =m=1l percentage of the farm mortgages, most
of it being held by local banks.
Emergency Farm Mortgage Act

In order to relieve the farm mortgage situation, Copgress passed
the Emergeney-Farm-Mortgage Act on May 12, 1933, providing for the
refinancing of farm mortgages held by others than Federal Land Banks
There was =2lso a reduction of interest and deferment of principal
installments upon all Federal Land Bank loans. No repayment of principal
was required for five years. Joint-stock land banks "efe to be voluntar-
illy liquidated.

The liquidation of the joint-stock land banks was the be inning of
the end of the dual system of loans to farmers. The wisdom of having
two sets of institution= to perform the same yrrk had been seriously
questioned. The original popularity of the joint-stock land banks had
diminished and the forty-six banks which had survived until 1933
were glad to get out from under the load they had been carrying. They
had not been given the same support by the Federal Farm Loan Board
as had been given to the Federal Lend Banks and their passing was
not regretted by either the borrowers, owners, or bondholders.

As & result of the refinancing of farm loans, business was
stimilated, most of the money having gone to creditors, and insurance
nompaﬁies were said to have had a revival of confidence in farm loans.

Federal Farm Credit Administration
In establishing the Federal Farm Credit Administration which vus

to have charge of loans to farmers, refinancing of mortgages and other




phases of agricultural credit, the administration retaineé tﬁo of the
existing forms of agricultural credit: the Federal Land Banks and

the Intermediate Credit Banks. In addition to these & bank for cooper—
atives was set up to hendle the credit needs of the larger cooperatives
with regional banks to meet the needs of other cooperatives. In order
to be eligible for a loan, a cooperstive association must be producer
owner and producer controlled and operatied by farmer members for their
mutual benefit.

The fourth institution under the Farm Credit Administration wes
the Production Credits Corporation onfbranch of which vas established
in each réZion and was to borrow upon and discount the farmer=!
notes with the Intermediate Credit banks. Farmers were to purchase
stock in their production credit associations and thus could gradually
assume more and more of the ownership and management of the associstion.
Loans were made for agriculture’ purposes such as planting. eul’ivation
or harvesting of crops, breeding of livestock -r feedin-, and product-
ion of poutlry products. These loans were made for the period needed
to complete the farming operation being financed by usually not for
longer than & year.

There was one board of directors over these four permanent units
of the Farm Credit Administration vith one general agent who vzs to
act 2s the co-ordinator. The Farm Credit Administration believes that
the credit which is extended must be on a business basis if investors
are to be found who will be interested in investing in the bonds of
the administratien. In time of emergency, credit will be extended as

far as possible on a business like basis and then the burden of relief
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will be taken up by another agency as in the present instance, the
Federal Emergency Relief Administration so that the Farm Credit
Administration may confine its activities to the business aspects
of the credit p?oblem.
Effect of the Farm Relief Program

The farm relief program as set up by the Roosevelt administration
bad much the effect of other relief legislation in that it revived
the courage of the farmers and gave them a more hoﬁeful outlook.
The uprisings which were held previcus to‘the ensctment of the
Emergency Farm Mortgage Act died down when the benefit checks were
passed out and the mortgage relief program got under way. Increased
cost of products offset the increase in the farmer's cash income to
a certain extent, but there was étill an improvement over the previous
year. The benefit checks provided the farmers with the first real
money some of them had had for some time and gave them the benefit
of crop insurance.

The Roosevelt administration hoped to be able to set up =
program of agricultural plenning and to be able to retire 50,000,000
surplus acres of submarginal agricultural land back for forests, forage
crops, game preserves, Indian reservations and recreational facilities.
They felt that much of this land should not have been ploughed ﬁp
and tﬁ#t retiring it from agricultural use wonld help the situation
besides conserving water and timber resources and preventing soil
erosion.

Some critics condemned the farm relief. program as being class




legislation in that it provided benefits for a group of people but the
money to pay these benefits Qas collected from the country as a whole.
Only nine staple products received the benefits while other agricul tural
products were omitted. Other classes equally in need of relief
not only did not receive it but were forced to pay higher prices
for food and thus were really penalized. The cost of administration
was too expensive and was placed under the spoils system and not
under civil service. This program placed a tax on the necessities
of life and did not take into consideration the ability of the person
to pay. Another critic condemned it on the grounds thet we should
not have curtailed production at & time when people were starving or
lacked other necessities of life.l§ He also contended that the A. A. A.
had hot benefited the share-croppers but had made their condition more
difficult. On the whole, however, the Farm relief program of the
administration was as well received as other new deal measures.
Summary

During the last twenty—fi%e years, agriculture .in the United
States has shown a decided trend toward government aid and control.
This has been the more surprising since the fermers were originally
the most individualistic of the American people, made so to a great
.extent by the self-sufficing life they had lived on the frontier for
50 long. There is little doubt, however, but that the change in

economic conditions during this period has brought about this change

12 Buek, N. S., Survey of contemporary economics, p. 383-387.
13 Ibid., p. 395-401.
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in the attitude of the farmers toward their government and the aid
it could give to them.

The establishment of the Federal Land Banks and the Joint-Stock
Land Banks under the terms of the Federal Farm Loan Act of 1916
followed by the Intermediate Credit Banks which were established in
1928 after the enactment of the Agricultural Credits Act, marked the
beginning of a system of agricultural credit made necessary because the
Federal Reserve System did not provide investment credit for farmers.
Both the Federal Land Banks and the Intermediate credit Banks have
survived the changes made in our banking system during the last few
years and form an important part of the system of agricultural Credit
today, but the Joint-Stock Land Banks were liquidated according to
the provisions set forth in the Emergency Farm-Mortgage Act of 1953,
as it was not considered wise nor necessary to have two sets of banks
performing very nearly identical services for the same group of people.

Federal aid and control was asked for by the farmers in their
demands for some form of relief which would provide higher prices for
their products and the McNary-Haugen Bill was passed by Congress in
an attempt to provide this relief, but was vetoed by both President
Coolidge and President Hoover. The Federal Farm Board was established
in 1929 %5 do much the same thing as had been hoped for by the McNary-
Haugeﬁ Bill but the attempt ended in failure since prices dropped and
even the temporary boost it gave to prices prevent a needed reduction

in acreage of stable crops.

Federal control over agriculture became a reality under the different
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farm relief measures passed by Congress under the Roosevelt Administration.
The A, A. A. which limited erop production and paid farmers a bonus
for reducing crops; the Emergency Farm-lMortgage Act which refinanced
farm mortgages which were becoming burdensome to farmers and creditors
alike; the resettlement, rehabilitation, establishment of subsistence
homesteads, buying of marginal and submarginal lands with the plan
of letting it go baeck for grazing, parks, forest preserves, and game
refuges; show a greater tendency than ever before for the Federal
government to tell the farmer what to do and how to do it. Most of
these plans were welcomed by the farmers who were in serious financial
circumstances, but there was some objections to the resettlement and
buying of marginal and submarginal lands, since these plans involved
giving up homes alreédy established and seeking new ones. Agricul-
tural credit agencies were concolidated under one head, the Farm
Credit Administration which included the Federal Land Banks, Intermed-
iate Credit Banks, and two new agencies, the Central and regional banks
for cooperatives and the Production Credit Corporation.

It would not be a true picture of‘government aid to farmers to
stop without mentioning other aid than financial assistance which
has been given during this period. The establishment of experiment sta-
tions, grants to agricultural colleges for carrying out certain exper-
iments,‘investigations carried on by the Department of Agriculture at
Washington have all contributed to give the farmer more knowledge

of scientific farming which may prove to be of even more benefit in
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the future. Agricultural education is carried on even in secondary
schools by means of the smth-ﬁuéhes Act of 1917 providing Federal
Funds for the teaching of vocational agriculture and homemaking.

There has been a tendency toward temant farming in the United
States but it indicates & desire on the part of the farm laborers to
advance to farm owmership through the means of tenant farming rather
than any trend toward absentee ownership.

The present administration has encouraged the growth of cooperatives
which had developed very slowly during the whole period under consider-
ation. Today farmers are encouraged to help themseclves by jolning eco-
operatives either for selling products which they have raised or for
purchasing supplies which they need but cannot raise. Except for the
California Fruit Growers! Association and certain cooperatives dealing
with dairy products they have not b-en successful as yet.

It is too early to judge the value of the relief measures which
have been enacted for the benefit of = agriculture except to say that
they have been the means of providing many farmers with the only
money they had during those years. They have saved the homes of others
and hage created = better attitude toward the govermment and have
improved eonditions in general. Whether we shall continue to use
agricultural planning as a basis for deciding our agricultural and
economic policies or whether we may later wish to go back to the former
ways of farming remains to be seen. Administration authorities

believe that no farmer who has known the benefits of agricultural
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planning will want to go back to the old ways. However, better years,
better crops, more prosperous times with increased prices for agricul-
tural products may make a great deal of difference in the mttitude of
the farmers toward these new laws and regulations.

To some it may seem that the impetus toward government control and
2id for agriculture came during the last few years. But we find the
beginning of government aid in the establishment of a system of
agricultural credit followed by the demands for farm relief ending
in the establishment of the Federal Farm Board end the later develop-
ments in government aid in the last few years. Perhaps an sunricn
mekes us depend more upon a central authority to settle problems which
we would decide for ourselves in normal times. At present there is
a decided trend toward governmental control in the management of
farms and policies which would have been declared impossible or

socialistic twenty-five years ago are eagerly accepted today.
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CHAPTER IV

PUBLIC FINANCE

One of the outstanding trends in public finance during this period
was the increasing cost of governments, nationasl, state and loecal.
This was not typical of this period alone since the cost of government
had inereased steadily with few exceptions since the beginning of
our government. But there was a decided increase over this period.

In 1890 the cost of American governments, Federal, state and lacal,
amounted to $855,000 in 1903 to $1,570,000,000; in 1913 to $3,919,000,
000; in 1923 to $10,263,000,000; in 1929 to $15,O48,000,0001 and

in 1932 to $15,469,200,OOO.2 Figure: for the total cost of govern-
ments are not available after this year but the emergency relief
measures adopted by the Federal government after 193% increased the
expenditures of that government greatly. The total cost of the
Federal government, for general and relief expenditures iﬁ 1935 was
$7,i¥5,825,166.5 The general increase in total expenditures between
1913 gnd 1932 was more than 600 per cent.

There were many causes for this increase in the cost of govern-
ments. In the first place the increasing cost of living had forced
the government to pay higher salaries to their employees. It was
necessary also to pay more for materials bought on account of this

%z, W. J., Americen public finance and taxation, rev. ed. p. 18
U. S. Dept. of Commerce,, Buresu of foreigh and domestic commerce.
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increase in price. lhere was a demand on the part of the people for
more and more services to be furnished by the governments and a
general tendency on the part of the governments to take over more and
more services which had formerly been teken care of privately or had
not been necessary under a simpler form of living, The moement of
people from the country to the city made our civilization more complex
and increased the number of services needed from the government.

Some of the services which have been taken over by municipal govern-
ments and which have comtributed to the increasing cost of government
are fire and police protection, parks and other forms of recresilan,
improved methods in education, paved streets, health protection,
sanitation and social welfare, State expenses have increased largely
because of expenditures for roads and highways which have been made
necessary by increased use of the utomobile for transportation.

Not only has the state built highways but it has furnished money to
the local communities to encourage them to build highways, in some
cases practically taking over the building of them. State support

of schools and state aid to local communities for support of their
school@ has been an important item of state expenditures although the
per cent of net expenditures fof schools decreased from 40 per cent
in 1913 to 27.5 per cent in 1950.4 The amount of money did not decrease
but a large proportion of the state expenditures was spent for high-

ways. The increase in national expenditures is easily accounted for

4 Shults, W. J., American public finence and taxation, rev. ed. p. 38




by the cost of the Worid War. Expension of civil functions of the
Federal government such as the establishment of the Department of
Labor as an independent basis in 1913 and the Federal Trade Commission
in 1914 have added to the cost of government. Federsl aid to the states
for education and for highways, Federal aid to agriculture and other
similer aids increased the cost of the Federal rovernment. During
recent years the relief expenditures made by the Federal government
and necessitated by the industrial depression which had thrown so
many out of work increased Federal expenditures greatly., Some of
these expenditures were in the form of loans which were to be paid
back over a period of years, but nevertheless they still increased
the expenditures during 1933, 1934, 1935 and contributed greatly to
the government!s deficit.
Increase in Public Debt

The public debt, local, state and national increased over this
period of years in much the same fashion as the expenditures did.
In 1912 the total debt of the United States, national, local and state

5
was $4,851,000,000; in 1922, $29,310,000,000; in 1929, $30,000,000;

in 19724 $59,822,004,000;6 The Federal debt increased from $1,028,000,
7
000 in 1912 to $19,487,000,000 in 1932; and to $28,7Ol,167,0008 at
: 9
the close of 1935. State debts increased from 346,000,000 in 1912

to $2,360,958,000 at the close of 1952.%C

Shultz, W. J., American public finance and taxation, rev. ed. p. 118.
Buck, N. 8., Survey of contemporery economics, p. 727.
Shultz, W. J., American public finance and taxstion, rev. ed. p. 38.
U. S. Dept. of Commerce. Statistical abstract of the U. S., 19%6. p. 200.
Shultz, W. J., American public finance and taxation, rev. ed. p. &8.

0 U. S. Dept. of Commerce. Bureau of foreign and domestic commerce.,
Statistical abstract of the U. S. 1936, p. Rl5.
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Increasing Intersst in Governmental Affairs

With the increase in expenditures and in indebtedness and a
corresponding need for an increase in revenues to meet the increasing
expenditures, there was an awakened interest on the part of the people
in knowing for what the government was spending the money. At the
beginning of the century the United States was the only important
nation without a budget. There was no interest in the subject of
governmental finance. The Secretary of the Treasury was required to
compile departmental requests for appropriations in a Book of Estimated
which was presented to Congress. However it was inflated an did
not bind spending agencies to any definite amounts. Later the heads
of the agencies submitted modified estimates and lobbied with the
committees until they were approved. There were more than twelve
committees working independently of one another each reporting separate
appropriation bills to be passed at irregular intervals. There was
no correlation between the committees. Instead each worked for its
own good. Congressmen were active in the interests of their consti-
tuencies and worked to get as muech as possible out of the "pork barrel"
legislafidon of that time.

State governments were no better off. Some legislatures did not
vote appropriations for all necessary purposes at each regular session
but permitted the meking of expenditures on blanket authorizations
which were often many years old. When appropriations were regularly

enacted, they were seldom preceded by a general review of the state's
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expenditures, needs, or income requirements. Requests came from
spending agencies at any and all times during the legislative session.
These requests were referred to committees and then passed by the
legislature without reference to the final totals. Log-rolling
procedure was used for voting bills for purely local purposes.
Lobbying on the parts of heads of spending agencies was necessary in
order to insure passage of their bills. A summary of money voted
could not be obtained until the legislature adjourned. In many states
there was nc general audit of state finances. The governor had veto
power over appropriations but was not expected to maeke any previous
estimate of expenditures or to defend his estimates.

Local finances had improved to some extent over the extravagant
and wasteful measures used in large cities during the days of the
Tweed Ring and other similar orgeni-ations, but there was little system—
atic procedure in voting appropriations or cemprehensive planning.
Taxpayers were without reliasble information or figures regarding
governmental costs. Increasing tax rates were not adequately explained.
There was no way of knowing ahead of time how much money would be spent
or ﬁifther there would be a surplus or a deficit. Political exped-
iency dictated expenditures and when available revenues of the govern-
ment did not cover the outlay as was frequently the case, local
authorities borrowed money by issuing leng term bonds to pay current

bills thus poling up more indebtedness.



Development of Budgeting Procedure

A few authorities saw the evils of this system and the need for
improvement in the financial procedure of the American governments.
They felt the need of & budget. Bureaus of Municipal Research were
organized to study the financial procedure, organization and manage-—
ment of city governments. The New York Bureau of Municipal Research
established in 1906 was the oldest of these. It immediately began
a study of local budgetary needs. In 1907 it published "Making a
municipal budget" which dealt especially with New York City expenditures
for health administration and showed the necessity of a bud:=*. The
. ontcome of this was the immediate application of systematic budgeting
methods in New York City. This marked a new era in our governmental
affairs and New York City beceme a laboratory in finmancial administr-
ation giving an opportunity to edrvate the whole country in the signifi-
cance of the budget and other modern fiscal methods.

The lergest single contribution to the promotion of public interest
in the budget system and improved financial administration was made
by President Taft's Commission on Economy and Efficiency vhich was
organiged in 1910 under the chairmanship of Frederick A. Cleveland of
the New York Burecau of Municipal Research. After two years of study
this commission drew up & report on "The need for a national budget"
which President Taft sent to Congress with a message of approval on
June 27, 1912. Although nothing was done at this time about a national

budget and subsequent budget messages were ignored by Congress, never-
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theless this started a movement in that direetion which resulted in
the passage of the National Budget and Accounting Act nine years later.

The work of the Taft Commission had a much more immediste effect
upon the states. Several legislatures established commissions of
economy and efficiency to conduct studies of their administrative
orgenization and methods. In & few years more than half of the states
had provided for such commissions, California and Wisconsin took
the lead by enacting in 1911 laws providing for some budgetary pro-
cedure. Other states followed suit until today every state has some
legislation providing for a budget although in many cases if 1= not
satisfactory. Seven states, California, Louisiana, Maryland, Mass-
achusetts, Nebraska, New York, and West Virginia have enacted constit—
utional amendments providing for a budget. Indiana, Iowa, Massachusetts,
New Jersey, New Mexico, Ohio and ¥ ishington have passed laws providing
for budgetary methods for all local governments, city, county, and dis-
trict, within the jurisdiction of the state.

City governments have also experimented with a budget. New
York City had its budgetary procedure fairly well torked out by 1912.
The iq?roduction of the city manager form of government aided in the
establishment of budgets for cities. Cities with strong mayor form
of government also found it fairly easy to establish a budget system,
Commission government cities established budgetary methods with
varying degrees of success. County governments in many cases adopted

the budget system.
The National Budget and Accounting Act was passed June 10, 1921
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and the national government followed the example set by meny states
and eities in putting its financial aeffairs on a sounder and more
economical basis. This act placed the responsibility upon the
President for submitting to Congress each year a complete budget for
national governmental expen ses. 1t established a Bureau of the
Budget under a Director of the Budget to serve as a staff agency in
preparing the budget for the President. It also created a general
accounting office under an independent officer known as the Comptroller—
General. Each house consolidated committees for handling appropriations.
State legislatures rere not so willing to place power in o ands
of the executive in regard to the budget. A Board of Commissioners
consisting of the govermor and certain administrative officials usually
made up the budget but the governor did not have the seme power that
the President had., In cities it wa easier to make the compromise
in meking the executive responsible for the preparation of the budget
since the change in the form of city government to a city manager or
a strong mayor form tended to place more power in the hands of the
executive.
Taday the general trend of thought and practice in the United
States is away from the idea that the budget should be determined as
to maximum amounts as well as formilated by the executive. Recent
budgetary legislation not only in national but in meny states and local
governments leave the legislative body prectically free to modify

either upward or downward the budgetary proposals of the executive



especially if sufficient income is provided to meet authorized expend-
itures. The general concensus of opinion today is that the executive
should have control of the formulation and the execution of the budget
while the legislature should dominate in the determination of amounts
in the budgets and should have an independent check on its execution.
The future success of the budget will depend to & large degree upon
the widespread adoption of administrative structures and methods
which will give the executive authority over the management of various
governmental services and also upon the establishment of legisl=tive
organization and procedure which will permit a thorough and
consideration of the budget before it is authorized and an effective
review of it as executed. To a certain extent we have accomplished
this since in both state and national affairs as well as in the cities
the appropriations bills are discuss 1 openly on the floors of the
legislature, of Congress, or in the council meetings. Where formerly
it was impossible to know until aftervards how much money was being
appropriated in any given session now this information is given ahead
of time through budget messages, debates in legislature or Congress,
and in @&he notices of passage of bills.

Th@ attitude of the people toward budgets and governmental
finances has chaenged. Today the President's bud et message to Congress
is printed in full in the leading metropolitan papers and commented
upon by smaller papers. It is the suybject of editorial comment snd of

great interest to the people as a whole. Tne same interest is shown

-



toward state and municipal budgets. People are interested in knowing
how much money i= being spent, for vhat it is spent and from ~hat
sources of revenue it i= deorived. During depression years it some-
tiﬁes seems as if the only interest taken is in reduction of expenditures
especially of salaries of public officisls, but the general trend is
toward a greater interest in public expenditures and in enabling the
governments to get more value for money spent than was possible under
the former system.
New Sources of Revenue

The people of the United States are becoming interested not only
in what the government is spending but also in the sources of revenue
to lighten the tax burden on-certain classes of society. New taxpayers
associations, resolutions and activities of farm and brade organizations,
multiplication of tax investigating bodies both public and private,
the growing volume of reports, studies and recommendations vhich
represent the result of their findings and the platform of political
parties and statements of candidates for office all show the increasing
interest which the public at large in taking in this ma ter. A survey
of ﬁPe letters written to newspapers in the columns representing public
opinion shows that a large per cent are on some phase of governmentsl
finance. No longer can politicians us= excuses to explain tax increases.
The people are becoming tax conscious and demand facts.

One result of this increasing interest in taxation has been the
attempt on the part of legislatures and of Congress to tap new sources

of reserve and thereby broaden the tex base. The general property tax
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for local and state purposes had outgrewn its usefulness and since
property was no longer the chief source of wealth a tax on it was
no longer a fair and equitable tax. Newer forms of wealth were
either untaxed or able to escape taxation. The trend of the aggregate
tax burden is closely correlated with the trend of total governmental
expenditures but not identical since the total governmental expend-
jtures exceeded the aggregate tax collections of the country by a
substantial margin every year. Revenues from sources other than
£axation such as special assessments or charges; earnings of public
service enterprises and miscellaneous non-tax receipts. Tax lotals,
Federal, state and local amounted to $2,259,000,000 in 1813 or $25.00
per capita and to $10,300,000,000 in 1930 or #84.00 per capita.ll

The shift in emphasis from the general property tax to other
forms of taxation is shown by the fact that in 1913 82.5 per cent
of all state and local taxes came from this source, while it has
decreased to 74 per cent in 1950.12 The genersl property tax is still
the main source of revenue for local purposes but the =tates have
been using other sources of revenue for support and in some cases
are cquidering doing away with the general property tax for state
taxation. Motor vehicle license tax and gasoline taxes became
inﬁortant during this peried. In practiecally all cases they have been
earmarked for use in building improved highways. Inheritance and

estate taxes were prevalent in many states before 1910, and while

11 President's research committee on social trends, Recent social trends
in the United States, p. 1333.
12 Ibid., p . 1369.



the Federal government had had inheritence taxes previous to this time,
expecially during wars, it was not until the World War that the present
Federal estate tax law was passed. Rhode Island passed the first
combination inheritance and estate tax in 1916. The present trend
is away from the inheritance tax and towards an estate tax as it
is more easily administered.
Income Tax

The modern income tax movement in the United States was begun in
Wisconsin with the passage of an income tax law in 1911 after ten
years of struggle. Other states had had income tex laws before this
but they were poorly administered or defective and really amounted
to very little in the form of revenue. Wisconsin's success was watched
- by others for several years before they passed similar laws. In 1917,
Delaware, Massachusetts, Missouri, and Montana passed income tax
laws as did New York and North Dakota in 1919. In 1929 fifteen states
bad income tax laws. Today the general trend is towards a greater

use of the income tax on the part of the states. Many states have

passed income tex laws during the past few years and others are seriously

contemgplating their adoption. The income tax is gaining in importance

as a form of state revenue. However, the wealthier states find it

more successful than those states which do not have as great wealth.
The Federal Income tax law was passed in 1913 after an amendment

to the Constitution made it possible for the Federal govermment to tax

personal incomes. Previous income tax laws had been repealed or declared
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unconstitutional. The law passed in 1913 was revised in 1916, and
1918, The revenue from this tax, of course, varies with the pros-
perity of the times. The 1932 revenue for the Federal government
was one-half of the 1930 revenue because of the reduction in the income
of the country as a whole., This meant a revenue loss of $1,000,000,000.
Motor vehicle license taxes and gasoline taxes did not become
important until recent years. New York had a motor vehicle license
tax in 1901 and all states had some form of a tax for motor vehicle
licenses in 1910. Oregon was the first state to pass a motor vehicle
fuel tex law. This was in 1919, Ten years later all states
such a law. Todey this tex and the motor vehicle license tax are
important in the state tax structure since the revenue from these
taxes provides improved highways for our use. The increased use of
the automobile has made these improved highways necessary and in turn
has provided for their maintenance jn the revenue derived from the
taxes made possible by this increased use. To this extent these two
taxes have relieved the state's financial burden since if it vere not
for the revenue gained from them, other taxes or other revenue would
be negagsary to construct and maintain the highways which our modern
civilization demends. The Federal government in 1933 passed a one
cent gasoline tax but it probably will not be a permanent tax since
there is a strong feeling on the part of some authorities that this

tax rightly belongs to the state.

Federal Business Tax

Another form of tax used during this period to produce more
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revenue and to equalize the tax burden to a greater extent than had
been possible befére was the Federal business tax. The Federal
Corporation income tax was passed in 1907 and merged with the Federal
income tax in 1913. It was as much the result of the distrust of
big business on the part of the Federal government as a desire for
more revenue, In 1917 the rates were raised and it was supplemented
by an excess profits tax. In 1918 the rates were raised again and an
additional war profits tax imposed. This made eighty per cent a
minimum tax for one year on those classes of corporation income desig-
nated as a "war profit." A one-half per cent tax was levied on the
capital stock of all corporations in 1918, These taxes were reduced
between 1917 and 1932. In 1921 the excess profits tex was abolished
and the capital stock tax was dropped in 1925. In 1932 the income
tax rate was inereased in 13 3/4 per cent.

Sales taxes have been levied by many states beginning with
Connecticut in 1921. Today many states which do not have a sales
tax are considering its adoption. Others are considering an increase
in the rates. There are two general trends of thought regarding the
sales f@x: one that it puts the burden on the man of small income since
it places a tax on the necessities of life and he undoubtedly spends
a greater per cent of his income in paying this tax than does the man
of larger income; the other that it gives everyone an opportunity te
pay something towards the support of the government, is more equitable,
and that the low selaried man will not pay out too great a per cent

of his income.
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The Federal government levied amusement taxes during the war and
again in 1932 as an attempt to gain more revenue. A Federal tax of
two cents on bank checks was levied in 1932 but expired in 1934 and
was not renewed.

The general trend in taxation has been towards a broader tax base
and a more equitable distribution of the tax burden. Changing
economic conditions have made this necessary. In 1913 the revenue
of the Federal government was derived from customs duties, 48 per cent;l5
excise tax on liquor 34 per cent; and an excise tax on tobaces of 11
per cent making a total of 93 per cent indirect taxes. In 1930 &7
per cent of the Federal government's revenue was derived from the
income tax and only 34 per cent from indirect taxes. The Federal
exeise tax on liquor was abolished during the days of national pro-
hibition. In 1913 82.5 per cent of all state and loeal taxes was
derived from the general property tax, In 1930 this had dropped to
74 per cnet. The fact that the local governments still derive most
of their revenue from the general property tax is responsible for this
percentage remaining as high as it did.

New state taxes in practically all instances have been state
wide and state administered. This has left the locel government
dependent upon the general property tax to a great extent. To relieve
this situation three methods have been used. A part of the proceeds

of state-administered taxes has been distributed bac to the localities

1% President's research committee on social trends. Recent social
trends in the United States, p. 1369.




on the basis of origin, collection, property assessments, etc.
Subsidies and grants-in-aid have been made as in the case of education
and state govermments have assumed a portion of the burden of support-
ing certain local functions such as the building of highways.
State Control Over Local Finances

There has also been a movement on the pert of the states to have
more and more control over local finances. As early as Civil War
deys the states were beginning to realize that local assessment of
property with no state supervision often led to competitive inder
aluation and inequalities. With the growth of railroads and
public service corporations after the Civil War, state boards of corpor-
ate assessment were created in order to deal with the problems of
taxation involved. In 1891, Indiana established a commission which
proved to be the forerummer of the mokrn tax commission. This Indiana
Board of Tax Commissioners was responsible for the equalizgtion of
local assessments, the direct assessment of certain types of public
utilities and the supervision of the work of local assessing officials.
In 1913 29 states had tex commissions or their equivalent but only 25
of thel possessed supervisory powers over local taxing officials and
only 11 could order reassessments. At the cloae of 195114 every

state in the union except Idaho had some central state body or department

with the anthority of a tex commission. In 41 states the tax commission

14 President's research committee on social trends. Recent social
trend in the United States, p. 1280.
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or a corresponding agency had supervising powers over local taxing
officials and in 35 states they could order reassessment under certain
conditions. In 36 states the tax commissions either made the state
equalization directly or was represented through its members on equal-
izing boards. In 39 states the tax commission was responsible for
assessing at least certain types of public utility property. In many
states the tax commission or department is responsible for the direct
administration of special taxes such as inheritance taxes, personal
income taxes, gasoline taxes, general sales taxes and motor vehicle
license taxes. The growing tendency on the part of the stal

a part of state administered taxes to relieve the situation in local

gl e W —

communities such as distributing back to the localities a part of
the tax, granting subsidies or grents-in-aid to the local communities
such as for edueation, health, fi e proteetion, etc., or to take over
some functions formerly purely local as the buildine of highways is
only another example of state supervision of local finances. The
cash basis law operating in Kansas, North Carolina's review of local
igsuing of baonds are other instances of the state's intrusion into
what weme formerly considered matters of local concern. In many
states uniform systems of accounting are suggested or required in order
that state audit of local finances may be made more easily and a
comparison of the revenue and expenses of one county or city with another
be more correctly estimated.

Beginning with the years 1933-35 when the government expenses,

especially for the Federal government, were mounting because of the
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need of emergency relief measures, there has come to be an interest in
economic planning and in the construction of public works during the
time of economic depression when labor and materials are cheap and
interest rates are lower. Another advantage to this plan is that
government aid can be given to the unemployed.

Summary

During this period there has been an increase in the cost of
all governments, locel, state and national, together with a correspond-
ing increase in the debts of these governments. This increise in the
cost of governments has brought about one of the most significant
trends of the period in the wakened interest of the people in our
government and its cost. Out of this interest has come a demand that
the governmental funds be economicelly and adequately administered
and that the tax burden be equali:a=d to meet the needs of our changing
economic life. As a result today, nearly every form of government
operates on some form of a budget and there is = real interest in these
budgets which today are printed in the large newspapers and commented
on by others.

In the attempt to broaden the tax base and to equalize the tax
burden, new taxes have been developed and the search for still newer
forms of revenue continues. The most important change in Federal
taxation has been the shift from indirect taxes as the chief source
of revenue to a direct tax, the tax on personal incomes. Since the

jncome tax fluctuates with the changes in the business cycle, a

search for some means of avoiding this is being made. Taxation of



government securities, now exempt from texation, is urged in order
that a large part of the income of some of our people may not escape
taxation, In state taxation, the introduction of the motor vehicle
license tax, the gasoline tax, the personal income tax, the sales
tax, and the spread of inheritance and estate taxes has lessened the
dependence of the =state on the general roperty tex although this
tex is still being used by locel governments as their chief source of
income., Since new taxes are state wide and state administered in most
cases, there has been a movement on the part of state governme-its to
turn some of this revenue back to the local governments either im the
form of returned taxes, subsidies or grants-in-aid, or in taking over
some function which formerly was considered of local interest only.
The Federal government has gradually increased its supervision
over the affairs of states and loc 1 governments. This has been done
mainly by subsidies and grantg-in-aid vhich have carried with them
restrictions requiring the appropriation of a like sum of money by
the state or local government benefiting from the aid, or that certain
conditions be met before the money is received, This control has
been imgreasing slowly during this period, but has been more marked
during the past few years when Federal 2id for relief -nd for building
projects has been ==gerly sought regardless of the fact that its
acceptance has meant jncreased Federal supervision and control.
In much the same way the states have increased their control over
local functions, some of them such as the building of highways having

been taken over almost entirely by the states. State aid for schools
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has been sought and states are rated according to the amount of state

a2id extended to local schools especially in the poorer districts.

Some wish to see state aid and control extended still further, includ-
ing especially the fields of health, police protection, and law enforce-
ment in general. The growth of tex commissions has aided iﬁ the extension
of state control over local finances and texes. Uniform accounting
systems which have been established in(many states, a cash basis law
operating in one state, and sta%e review of local assessment of property
or of local bond issues are other forms of extension of state control
over local finances,

There has been an increasing interest in long time planning for
government building during the past few years. Many people feel that
this will solve problems of labor and unemployment as well as giving
the state on opportunity to take advantage of low cost of wages and

materials during times of depression. If the present interest

-jncreases and materializes into real plans another emergency may find

us prepared to provide.fpr such building.
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CHAPTER V
LABOR PROBLEMS

Labor problems in the United States are closely connected with
the general social and economic situation of the country. To a
great extent all of our problems are, but perhaps labor!s problems
are more so. In 1910, there were several factors which made for
ahgpging economic conditions, which in turn brought new problems or
made more intense the problems which they already had to face and
which had arisen out of former conditions. The dispppearance of the
free western land which had been so plentiful during the previous
century had closed one opportunity for advancement on the part of
American labor. The introduction of the machine into agriculture had
freed many men who formerly had been employed on the home farm and
who now naturally drifted into the cities to compete in industry for
jobs. The wider use of the machine in industry threw many people out
of jglt and although some of them adapted themselves and became absorbed
in new industries, still meny of them were not able to readjust them-
sélves to a changing economic world, Immigration from Europe continued
and these people to a great extent remained iﬁ the cities looking for
industrial jobs. Their presence was more of a menance than the influx

of Americans from the farms, since the immigrants had lower stendards



of 1living and would work for less money than that on which Americans
could maintain a living., At the same time, the ingreasing cost of
living caused both baloring and professional men and women to be
concerned as to how they were to maintain their former standards of
living if wages and salaries did not advance. There ﬁas even a demand
on the part of the people for a higher standard of living then they
had kmown up to that time. They wanted better homes, better clothes,’
botter education for themselves and their children, more and higher
class amusements, and leisure time in which to enjoy these increésed
epportunities. ﬂ

These increased wants caused a demand for shorter hours of labor,

_end an inerease in wages. These demands had been made from time to

time by the American Federation of Lebor which was organized in 1881
after the decline of the Knights of Lebor. Its pmrpose was to unite

the various labor unions for mutual assistance, to. eobtain legislation

‘favorable to the interesta of -the working classes and to use all

possible means to remedy abuses from which the workers suffer and to
improve their condition.

» | Reduction in hours - Increased Wages

?he advent of the World War pléced labor in a more favorable
position. Since there wés a -carcity of labor it was easier for them
to bargain for their demends. Except for the building trades few had
been successful in obtaining the eight-hour day before 1914. During

the war 5,500,000 workers reeeived this concession from their employers.

And while there was a reaction toward a longer day during the 1921-22

o



depression, the business recovery of 1923 put the eight-hour day back
into use. By 1929 nearly all orgenized trades had won not only the
eight-hour day but also the forty-four hour week. In some industries
the five dey week plen was tried out at this time. Henry Ford announced
its adoption in his plants in 1926, and other industries seriously
considered it, There was no reduction of wages and the company found
thet there was no loss in production. The unemployment which followed
in the wake of the depression after the Stock merket crash of October,
1929, put an end to. &ll demand for shorter hours and increased wages
pntil the time of the N. R. A,
Restriction of Immigretion

During the war the problem of immigration was not serious since
it was practically impossible for immigrants to leave their homes and
come to this country, but after the war they came in large numbers.
America bad been advertised for ao long as "the Promised Land" and
Wthe place of opportunity" and had thought of herself in that light
that it was difficult to adopt a new plan with regard to the needs
of her own people and of the immigrants. Immigration laws had been
passqi.pefore 1910, the first one being passed in 1882 and followed
by other laws. These in geperal provided for keeping out physiecal,
moral, snd mental undesireables; prohibited the importation of contract

laborers; and increased the head tax on immigrents. # literacy test

for immigrants was passed in 1916 excluding all aliens ﬁho could not
read some langusge if they were physically capable of doing so, but

it was not very successful in limiting immigration.



In 1921, & percentage or quota law was passed réstricting the num-
ber of admisgable aliens entering the United States in an}ione year to
three per cent of the foreign born persons of that nationality
resident in the United States in 1910, The act of 1924 further |
restricted immigration by placing the quota at two per cent of the
foreign born population of the United States in 1890. This law was
applicable to all countries except those in the Western hemisphere
who were not restricted. It was designed not only to limit immigration
but also to provide for a more positive selection of those who could
be easily assimilated into our national life and whose standsrds of
living were not déngerously‘below that of our Americen wage earmers.

In March, 1929, President Hoover issued a proclamation making
effective the "national origins" clause of the 1924 act which provided
for further restrictions on immigration. The total annual immigration

was reduced to 154,000 of which not less than 123,000 were from

Northern and Western Europe. Immigration from Southern and Fastern

Europe was reduced in many cases as much as 80 per cent.'iPreference
was given to unmarried children under twenty-one years of age and very
closq"elatives of citizens of the United States. This was for the
purpose of reuniting families part of whom had already been admitted.
Immigrants skilled in agriculture were also given preference. This
was a concession to labor since it not only kept out those who would
compete with American lebor for industrial jobs, but provided for more

agricultural workers, thus keeping the price of food down. 1In spite
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of these restrictions, exceptions were made and the number of immigrsnts
coming in was greater than was to be expected. Mexican immigration,
which was not restricted, inereased and there was some agitation to
bring the countries of the Western Hemisphere under the quota law. The
American Federation of Labor urged this, but those who hired cheap
Mexican labor and the agriculturalists of the Pacific Southwest opposed
it.

Ehinese immigration was prohibited in 1882 for a period of ten
years and permenently prohibited in 1904 except for officials of the
Chinese government; teachers; students; merchants; travelers; laborers
coming to join lawful wives, children or parents, or to claim property
6f debts; and the wives, children and parents of these classes. A
gentlemen's agreement was entered into with Japan in 1907 restricting
the immigration of Japanese laborers to this country to those who

were coming to resume a formerly acquired domicile, to join a parent,

‘wife or children already residing here, or to assume active control

of an alreasdy acquired farming interest. The Japanese exclusion act
was included in the Immigration Act of 1924, which excluded all those
who Hiie ineligible to citizenship in the United States. This act

has been severely criticized by many people since if Japan had been
included in the quota, only 146 immigrants could have entered in any
one year and we could have kept out the undesireable immigration without
causing logs of international goodwill and could have saved the pride

of the independent sovereign nation whiéh has generally been accepted as

a world power.
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This restriction on immigration favored labor in two ways. By
cutting down the potential labor supply and keepint out large numbers
of undesireable workers who would work for lower wages than Americans
would, it enabled labor to keep the wage scale up, and by giving pre-
ference to agricultural workers, the price of food and other agricultural
prcduéts was kept down. '

Women In Industry

The increasing cost of living and the general insistence upon
higher standards of living has forced more women into industry of
&ll kinds. From the early days of the cotton mills in the United
States, women had worked in industry but they did not take the place
of men nor compete with them for jobs to the extent that they have
since the beginning of this century. In 1910 one fifth of all gain-

fully employed persons in the United States were females.> During

the World War, the scarcity of men led more women to enter the field
-of industry and in 1920 eight and one-half millions of women were
gainfully employ'ed.5 In 1930 twenty-two per cent of the gainfully
employed were women.

Homen have invaded nearly all fields of industry even those
forme:;y considered to be the special province of men. The only
occup;tions not open to them are those for which they are physically
unfitted to enter such as the building trades, steel manufacture, and
coal mining. They have gone into business, manufacturing, wholesale
and retail work, and into the professions. Domestic service still

attracts many. They became interested in some fields during the World

® Watkins, G, 5., Labor Problems, rev. ed. p. 286.

d., p. 287.
2 %g%ghér ¥s C. R., Labor problems in American indusiry, p. 266.




War when there was a scarcity of men to fill pesitions. In other
fields they have forged their way ahwad because of special interest.

Women's salaries are in general lower than those paid to men for
the séme work. Nevertheless, the fact that they compete with men
for jobs has caused many to feel during times of depression and unemploy-
ment, that womentshould be discouraged from working in industry so
as to make jobs for men who had families to support. There is no
evidence to support this theory since many women are self-supporting
and others have dependents. The few women who work for the experience,
or the little extra money have brought criticism on the whole nlass
of women workers and have contributed to keepint the general wage
scale down.

Minimum Wage Laws

This low standard of wages for women led to an agitation for
minimum wage laws. Magsachusetts passed the first minimum wage law
in 1912, and by 1923 sixteen states and the Distriet of Columbia
had unconstitﬁtional and some states repealed their laws. Sixteen
states had minimum wage laws in effect in 1933, but the depression
had'forced women's wages down until in April, 1933, thirty per cent of
over 8000 full time women workers in eastern Pennsylvania cities were
receiving less than $5.00 and 85 per cent less than $10,00 a week.5
Only the minimum wege provisions of the N. R« A. codes were able to

raise women's wages above starvation levels.

ﬁf—ﬁgﬁgkprﬁgg'@. R., Labor groﬁlems in American industry, p. 275.



Child Labor

Child labor became enough importance during these years that
laws were passed regulating the number of hours and the conditions
under which children might work. Age limits were specified in some
states while others required that certain educational qualifications
be fulfilled first. The number of children gainfully employed is
steadily decreasing. The number has dropped from 1,990,225 in 1910
to 1,060,858 in 1920, and 667,118 in 1950.6 A Federal child labor
law passed in 1916 was declored unconstitutional in 1918 ~n the grounds
that the interstate commerce clause of the act could not be invoked
to prevent child labor within the respective states. Four of the
nine judges dissented and all agreed that child labor is evil and
that civilized countries must put limitations on the right to employ
children in mines and factories. An amendment to the Constitution
passed by Congress in 1924 would give to Congress the right to prohibit
and regulate the labor of children under eighteen years of age. This
has not yet been ratified by the requisite number of states. Propa-
ganda charging destruction of state's rights,-Federal domination of
education and similar objections caused the defeat of the amendment
in many states. In some cases opponents-of the bill even persuaded
farmers that the ratification of the gmendment would mean that they
could not have the assistence of their sons in doing chores on the farm.

However, the interest in the prohibition of child labor is increasing

6 Daugherty, C. R., Labor problems in American industry, p. 297.
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and the advocates of the amendment hope to see its ratification soon.
Labor Legislation

Some significant legislative act: having an important bearing
upon the position of labor organizations were passed during this period.
Strange to say they were an outgrovth of an act pessed to regulate
monopolies and trusts. In 1890 popular demand for the regulation of
big business resulted in the enactment of the Sherman act which
stated thet "every contract, combinaticn in the form of trust or
otherwise, or conspiracy in restraint of trade or commerce among the
several states, or with foreign nations is hereby declersd fi illegal".7
In all probability, those who were responsible for the enactment of
this law had no thought that it would later be interpreted o include
labor organizations. However, such vas the case and the American
Federal of Labor became corvinced that the Sherman Act must be amended
if they were to continue in their nork of improving labor conditions.
They felt that they had achieved their sim in the enactment of the
Clayton Act of 1914 which legalized labor organiz:tions end declared
that they were not conspiracies in restraint of trade under the snti-
trust laws. Samuel Gompers declared it to be "labor's Magna Charta
and Bill of Rights" and called it the most simificant bit of legis-
lation since the abolition of slaVery.8 Several sections of the law
dealt with the methods used by the Federal courts in issuing injunctions
and vwould have been helpful had they been obeyed. However emergency

injunctions issued during the World War furniched a precedent for the

7 Daughkerty, C. R., Labor problems in American industry, p. 371.
8 Ibid., p. 272



later disregarding of these sections, conservative courts in inter-
preting cases brought under the Clayton Act decided against labor and
it soon became apparent that labor's vietory was not as great as it
was first thought to be. Further efforts to secure legislation which
would be definite enough that conservative courts eould not interpret
it against the wishes of its sponsors, resulted in the enactment of the
Norris-LaGuardia Act in 1932, This act specified that no United
States court might prohibit workers, from striking or belonging to
labor unions regardless of any promise not to do so. No union was
to be held responsible for the acts of its members unless thers was
clear proof that it had authorized such acts. Labor disputes were
defined and sympathetic strikes declaped to be lawful only as long
as they remeined within the same industry. This act has not been in
force long enough for us to know whether or not it will have the desired
effect upon labor and industry. So far it refers only to Federal courts
and while state courts usually follow the decisions of Federal courts
there is nothing to compel them to do so. Since no test cases have
arisen under this law, it is impossible to know whether or not the
Supregg Court of the United State may not declare part or all of it
uncgnstitutional. It still remeins, however, a distinct victory for
labor and signifieant proof that the trend of public opinion is in
favor of labor, and sympathetic with its struggle for better working
conditions and a higher standard of liwing.

Relations Between Labor and Industry

Of more importance than the legislation passed in favor of labor
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has been the growing tendency on the part of industry to afford to
labor a voice in the management of industry end a share in its profits
during times of prosperity. Industry has come to believe that labor
will feel more loyalty to an orgenization in which it has a share and

a voice in its government than it will in one in which its only contact
with the management is one of force. As a result of this action, we
find industries urging their employees to buy stock in the company.
Representation of employees in councils deciding upon the future
policies of the company have had a decidedly beneficial effect upon

the attitude of labor towsrd industry. Personnel management, welfare
work of all kinds, improved working conditions, plans for economic
betterment of the employees, and similar policies have brought about

a new relation between the employer and the employee. Conditiois are
not ideal. Te still have strikes. We still have men and women
working and living under unfavorable conditioms. Bu there is & “row-
ing tendency toward e more pleasant relationship between employer

and employee and an opportunity for better understanding of each others!'
problems.

Methods of conciliation, mediation, and erbitration both compul sory
and voluntary have been tried as a means of settling disputes between
cepitel and labor with varying degrees of success. Usually methods
of conciliation or mediation have been more successful than arbitration.
Compulsory arbitration has been tried, especially in Kansas under the
Kansas Court of Industrial Relationms. There was opposition to the

court by employers and employees and it was abolished in 1925, after



certain provisions of the law establishing it had been declared
unconstitutional by the United States Supreme Court. At times, the
general welfare of the people has made it necessary for governors of
states or the president of the United States to intervene in an attempt
to settle strikes which have become so wide-spread that they threatened
the public peace. The Conciliation Service of the United States
Department of Labor, organized in 1914 has become the most important
permanent official mediation agency in this country. Between 1914
and 1931 it had successfully adjusted more than seventy per cent of
ten thousand cases. Under the National Recovery Act, the Nationel
Labor Board was created to help settle labor disputes which arose out
of the provisions of that act. The general sentiment of the people
seems to be toward some peaceful settlement of labor disputes, although
labor's right to strike in an attempt to obtain its rights is conceded.
Unemployment
Unemployment was a grave problem during these years. The number

of unemployed fluctuated according to business conditions for the most

part being greater during the industrial depression of 1922 when

- 3,441,000 were vnemployed and least during the next year when 1,532,000

were unemployed.9 After 1929 the number of unemployed rose to alarming
figures. Different reasons have been given for the large number of
unemployed during even prosperous times. It is generally conceied
that the increasing use of the machine by industry threw many people

out of work. Some of these found work in allied industries and in

g Daugherty, C. R., Labor probiems in American industry, Pp. 77,
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ser?ice industries which bécame important during this period, but
others found it impossible to readjust themselves,
Nationel Industrial Recovery Act

The probiem of unemployment became more acute after 1930 and
in March of 1933, a high point of 15,689,000' wemployed people
was reached. Local relief agencies had in many places reached the
limit of their funds and the workers had already exhausted what little
savings they had had or had lost them in the failure of banks or in
poor investments. President Roosevelt made plans for the relief of
these people both in the form of direct relief and of a publie works
program which would employ them until ordinar& business could take
them back. In an attempt to force the industries of the country to
cut the hours of labor each week and to increase wages, the National
Industrial Recovery Act was passed, providing for the organization of
industry for cooperative action by trade groups. Under the terms of
this act each industrial group was to set up a code which would be
approved by the Federal administration, and under which that industry
would operate. These codes in general provided for a decrease in the
nu.mbei of hours worked each week and an increase in the number of
employees together with certasin restrictions regarding the employemtn
of child labor and the right of labor to bargain collectively for its
rights as stated in the famous Section 7A of the act. Industries were
not to increase the prices of their goods more than that of

the hiring of additional labor and the shortening of hours required.

10 Buck, N. S., ed. Survey of contemporary economics, p. 467.
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The main purpose of the act was to put more people to work amd to

give them more purchasing power, thus enabling them to buy more goods.
Section 7A guaranteed the right of collective bargaining for labor and
sustained their right to freedom of choice as to union membership.,

As a result of this clause, which had to be included in every code,

we find a reappearance of company unions which had fallen into disuse.
In some cases there was a doubt as to whether these company unions
actually represented the workers or were forced upon them by their
employers. Labor unions were strengthened. The disagreement between
labor and capital as to who should really represent the workers led

to strikes and we find that the number of strikes increased from 72
in April, 1933 to 135 in May and to 219 in July.ll This was the great-
est number of strikes in any one month since May, 1923 and caused
much concern. Undoubtedly the promise of labor recognition in the
National Industrial Recovery Act and the refusal of employers to
accept it led to much of the trouble between capital and labor and
caused the strikes.

Title II of the act provided for the establishment of a public
worka'ﬁrogram to arrange for the constructlon and repair of public
buildings, highways, parks, and the development of natural resources,
waterways, and similar projects. Some felt that the inclusion of this
public works program in the same bill as the N. R. A. agreement was
\an indication that the administration had little faith in the codes

reducing the unemployment in the United States. Others felt that it

11 Hubbard, J. B.,, ed., Current economic policies, p. 322,




merely a plan to give work to the unemployed instead of direct
relief, and that this public works program would be discontinued as
soon as industry was able to resbsorb the men on these projects in
its own work.

It is difficult at this time to estimate the value of the N. R. A.
or its effect upon industry as a whole. The Supreme Court of the United
States ruled on May 27, 1935 that the act was unconstitutional since
it authorized the President to approve codes of fair competition which
was an unconétitutional delegation of legislative power on the part
of Congress. This deeision outlawed all codes. Richberg, as Chair-
mandof the National Industrial Recovery Board appealed to employers
not to scrap their codes and thus lose the achievements in the field
of fair practice and labor relations which had been accomplished under
the Recovery Act.

As to whether of not the N, R, A. really accomplished anything
toward recovery, whether it retarded recovery, or whether recovery was
already on the way is a matter of dispute on the part of authorities.
Some consider that it was of great benefit and that the Supreme Court
was wiing in declaring it unconstitutionél. Others feel that
although money. wages were increased, real wages were not since the
cost of living advanced as much as the money wages did and therefore
the attempt to increase the purchasing power-of labor was a failure.
Poorly paid ﬁorkers received the greatest percentage wage increases
and therefore benefited from the act more than the skilled workers

did. The child labor provision in the codes, the minimum wage provision,
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both perhaps increased the interest of the public in these two phases
of labor problems, and Section 7A providing for collective bargaining
undoubtedly strengthened the labor unions.
Unemployment Insurance

 The long period of unemployment during th; depression caused
both capital and labor to think more about unemployment insurance.
American's as a whole are opposed to the "dole" system as used abroad
especially in England and prefer some arrangemen t, for regulariz-
ation of employment rather than simply money relief for those out of
work. A plan sponsore& by the American Association for Labor Legis-
lation has been used as a model for other proposed plans. It places
the responsibility for the expense of the insurance upon the employer
alone and seeks to encourage employers to maintain their force of
workers for as long as possihle, by establishing a maximum amount of
reserve insurance fof each employee; to reduce layoffs; and thus
stabilize employment. Employers who have their own plans may keep
them and do not have to contribute to the state controlled plan provided
they pay benefits as favofable as those under the state plan.

ir 1932, Wisconsin passed an unemployﬁent insurance law which
was patterned clesely after this model and which became the first
state law providing for unemployemtn insurance. It left a loophole
for employers plans since it was to go into effect on June 1, 1933,
if the employers of 175,000 workers had not set up their own plans
in accordance with the restrictions laid down by this law. Other

states have been investigating compulsory benefit plams for the jobless.



Between 1931, and 1933, bills were introduced in the legislatures of
thirty-one far western and eastern industrial states. Commissions
were appointed to study the problem in the states of California, Oregon,
Massachusetts, Connecticut, New York, Ohio, Pennsylvania, and Minnesota.
An Inter-state Commission on Unemployment Insurance representing the
governors of Connecticut, New York, Ohio, and Pennsylvania recommended
a compulsory law with provisions very like those of the Wisconsin law.
The commissions reporting in Ohio and Minnesota had different pro-
posals., They emphasized more adequate unemployment refief rather than
employment regularization. In this there waé a breasking away from the
traditional American idea and a trend toward the Furopean system which
was formerly considered demoralizing to the worker. Thus, by the
close of 1932, the American people were realizing the inability of
ordinary unemployment insurance to compete with cyclical idleness.
The Ohio plan provided for contributions from both employers and workers,
pooled all reserves in a common fund and therefore provided for larger
benefit for a greater number of weeks than the WiSchsin Act had
provided. The Minnesota Commission declared that previous proposals
could handle only seasonal unemployment rather than the more serious
forms of unemployment caused by widespread cyclical unemployment.
Tﬁe commission suggested larger joint contributions, smaller weekly
benefits, and a longer waiting period. \
Federal Social Security Act
On August 14, 1935, President Roosevelt approved the Federal

Social Security Act which provided for different farms of social
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security. While this act did not establish any unemployment econpén-
sation system, it did encourage the states to enact legislation
providing for unemployment conpensation by providing for a peyroll
tax to be levied on employers of eight or more persons. However,
these employers in states having an approved unemployment conpensation
law? were allowed to credit against this tax up to ninety per cent of
their contributions to a state un employment conpensation law.

0ld-age assistance and old-age benefits were provided for under
the Social Security Act. In providing assistance the old people
already in need of it, the Federal government will match the amounts
appropriated by the states but will Rot spend more tﬁan $15 for any
individual. The Federal government also will pay for administrative
expenses an amount equalto five per cent of the allotment allowed to
the state.

The plan providing for old-age benefits under the social security
act has been criticised as much as any one part of the plan both in
its favor an against it. It provides for the payment of regular old-
age benefits to individuals who have reached the age of sixty-five,
from a fund set up in the Federal Treasury into which they had been
péying a part of their regular wages. Agricultural laborers, domestic
ser%ants in private homes, employees of Federal, state governemtns or
their political subdivisions or instrumentalities, employees of non-
profit literary, religious, scientific, charitable, and educational
organizations were not included in the provisions of this act. The

amount of the benefit paid to the worker when he became sixty-five
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years old depended upon his iength of service, and wages paid during
that time. This section of the act has been criticised by many and
lauded by others. Some people felt that classes which were not included
needed protection as much as those who were included and therefore

were discriminated ageinst. Others felt that the younger workers

would contribute more than they would ever receive as benefits and
would, therefore, be paying the benefits of the older workers. Certain
people who had already made provisions for annuity or old age protection
or who were employed by companies which provided for them -in the form

of contributory provisions felt that they were being taxed double and
yet, they did not dere give up the security they had planned for them-
selves lest this new act not be successful or be declared unconstitutional
by the Supreme Court. The law was said to do away with the desire

to save privately since workers would feel that their government old-
age benefits would be sufficient. Nevertheless, this act was a distinct
concession to those people who had lost their savings and who were
demanding that the Federal govermment make some provision for their

old age, or who were blindly following any will-o~the-wisp which came
along.*n the form of Townsend plans or other share the wealth programs.
Tt was also an attempt on the part of the Federal government to make
provisions for ol&—age benefits so that those who had worked hard all
their lives would not find themselves dependent upon charity or retatives
when they retired from active work. These benefits were not considered

in the form of charity but as pensions.
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Employment Exchange

For some time there had been an agitation for a federal employment
agency which would really be adequate to the needs of the industries
and labor of the country. There had been state systems of employment
agencies beginning with the Ohio system in 1890 which egtablished five
permanent bureaus. This movement spread until in 1928 180 public employ-
ment égencies were operated in thirty-five states and the District of
Columbia. Not all of these were state agencies since many cities
were working independently of the states. At the beginning of 1931
thirty-one states had statutes authorizing the establishment of public
employment agencies, but only twnety three states had actually established
them. By January, 1933, thirty-eight states had such laws but still
only twenty-three were actually enforcing them.12 Nearly all of the
industrial states had some form of employment exchenge and those in
Wisconsin and Ohio were really outstanding. Ih the agricultural
Southern and Northwestern states little had been done. Most of the
state-administered offices were far from ideal, although experience
at such cities as Rochester, Philadelphia, St. Paul, Minneapolis,
and Diiuth in 1932 has shoyn that they can be operated efficiently.

The federal beginning in employment exchange was made in 1907
-wheﬁ the Bureau of Immigration set up a number of agencies to facilitate
the placement of immigrants on farms. In 1915, this service was extended
to inelude all occupations and grades of wage-earners, but not until

the reorganization of the Department of Labor in 1918 was a really

12 Daugherty, C. R., Labor problems in American industry, p. 8L7.



national system set up. At this time, as a war-time measure, the
maintenance of employment exchanges was taken away from the Immigration
Bureau and a separate employment division established under the
Department., A two-million dollar appropriation enabled the serviece

to build up a large organization, and the Division operated very
successfully until the autumn of 1912 when it placed nearly 5,000,000
workmen., It gave promise of developing into & worthwhile and permanent
plan but in 1820 the appropriation was reduced and it did very little
during the depressions of 1921 and 1929, Bills were introduced into
Qongress to create an adequate federal agency and in 1980 the second

of the three Wagner bills was passed providing for an enlarged United
States Employment Service, whose personnel upder a diredtor—general
assisted by en advisory council of employer and labor representatives,
should be shosen through the ¢ivil serviee. An appropriation of $4,000,
000 annually of which $5,000,000 was to be allotted to the states on
the basis of population and for which the states were to appropriat;

an equal amount and $1,000,000 of whieh was to be used to facilitate
interstate placement of labor, to exchange information among gtataes,

to Oiliy on empleyment research and publications, te inspect state
services, and to plage farm lsbor, District of Columbia workers and

was veterans. Thie bill was vetoed by President Hoover. As a sub-
stitute he asked Secretary of Labor Dosk to reorganise and enlarge

the federal service under the existing law. 7This did very little of
permanent benefit eand in April, 1983, his system was done away with by
Secretary of Labor Perkins, Congress repassed the Wagner Bill, it was

immediately elgned by President Roosevelt and we had the flrst peace-



time nation-wide experiment in public employment offices.
Public Works Plan

Another plan of preventing wide-spread unemployment has been
suggested in advanced planning of public construction or prosperity
reserves as it is sometimes called. This does not refer to the
"made-work" program of the various relief agencies but a well-planned
and budgeted program of city, state, and federal improvements, such
as reconditioning old public buildings and building new ones, building
new parks, libraries, roads, streets, and carrying out drainage,
irrigations, harbor enlargement and other projects which could be
left for years of business depression and would be started when indexes
shwoed business decline. TIhis would save in money since the projects
would be built when prices of materials, and labor were low, when
interest rates were low and would provide work during a period of low
industrial employment and thus prevent wide-spread unemployment during
those years. In turn this would stimulate & great many. industries in
the country to activity through the purchase of materials needed for
construction and thus would bring business back to normal. Swuch a

pla.x‘as never been tried in the United States but has many advocates.

The cooperation of local state and federal governments would be necesSary

to insure its success. Plans for the proper disposal of the money saved
during boom times for these public works, or -for a way of financing
them later if the money is not to be accumulated ahead of time must

' be worked out. It seems safe to predict that some such plan will be

attempted in the future.

95



26

Summary

The most significant chesnge during this period has been the change
in the attitude of the people toward labor and its problems. The
people had come to be more interested in labor problems and to realize
that labor'!s problems were everyone'!s problems. 'Working conditions
for labor have been improved. Hours of working have been decreased
and wages have tended to increase except for the period since 19229
when the industrial depression forced wages down. Workmen's conpensation
laws had been passed in many states and national laws restricting
immigration had kept out much of the undesireable forgign labor- and
thus had enabled labor to keep its wages up. Labor organizations'have
been accepted by the people and they do not see in them the threat
of I. %, W. and Communism which had terrified them earlier. Laws
have been passed which have increased the power of labor orgsnizations
expecially the enactment of the Clayton and Norris-LaGaurdia Acts
which have legalized labor unions and given them the right to strike.
There is no definite labor party in the United States, but both of
our major parties strive for as much of the labor vote as they can get
and iiclude in their platforms, statements favoring labor. The restrict-
1on of 1mm10rat10n4and the laws mentioned above which have favored
labor are direct proof of the increasing political power of the labor
organizations.

A more significant vietory is found 1n the changing attitude of
cepital toward labor. Employers have come to the realization what

satisfied employees do not strike and that scientific menagement has
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paid dividends both in the increased output per men and in the absence
of strikes and the consequent loss of profits. Methods of profit-shar-
ing, employee-stockownership, and employee representation in industry
bave brought the employer and imployees into closer connection with
each other and his enabled each to understand each other'!s problems.
Organized labor has'opposed profit—sharing and employee-representation
in industry where it has felt that those measures have been ;nti-
union in intent. Section 7A of the N. R. A, caused a revival of the
employee representation in indusitry poans as an attempt cn the part

of the employers to offset the widespread union inflhence which this
section sponsored.

Labor'!s attitude toward caﬁital has changed just as cepitel's att-
itude has changed toward laebor. The concession granted to labor in
the form of shorter working hours, increased wages, better working
conditions, and the different forms of social welfare plans have
brought about a better relationship between capital and labor. On
the other hand, labor has come to feel that a better weapon than the
strike is the increased cost of living and the higher standard of
liviq"plea and that public opinion aroused on the side of labor can
obtain more for them than strikes will. We still have strikes, but ‘
there is a growing tendency to use peaceful means ef settlement
first and to strike when all else has failed to bring apout the desired

T

resulfs. Public opinion today concedes labor's right to strike if
peaceful means fail,

Women have invaded nearly every field of industry except those

o7



for which they are physically unfitted. They are acceptéd on the same
basis as men except that their wages are lower. Minimum wage laws
bhave been passed in some states, but the action of the UnitedStates
Supreme Court in declaring the District of Columbia minimum wage

law unconstitutional had an unfavorable effect on the laws in.many
states. There has been a decrease in the number of children in
industry and an increased interest in the restriction of child labor,
even though the constitutional amendment granting to Congress the
right to regulate child labor still has not been ratified by the
requisite number of states.

Unemployment has been a problem during this period even during
prosperous years. Many of those who were forced out of their jobs by
the introduction of the machine were not able to become assimilated
in other forms of industry. After 1929, unemployment beceme more
severs and the N. B. A, was passed in 1933 to provide more jobs for
people, increased wages and shorter hours. The act was declared
unconstitutional by the United States Supreme Court and there is still
much discussion as to the real value of the act.

‘if recent years the people have become more interested in soeial
security laws. We no longer feel as satisfied and self sufficient as
we once did. The past few years have shown us the folly of that.

We are interested in the enactment of such legislation as will prevent,
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if possible, any recurrence of the widespread suffering as was experienced

by so many people during the years following 1229, For this reason

unemployment insurance laws have been passed in many states, end the



Federal Social Security Act contains provisions encouraging all states
to pass such legislation. This act also contains provisions for

old age pensions for those who retire from work at the age of sixty
five. These peneions are not considered as charity but as the rightful

wages of these people having been taken from the savings they have

paid into the national treasury during their years of working. Relief

projects and long-time plamning for public works are other measures
suggested to avoid unemployment and distress during times of depression.
Americen people still do not favor the dole system, but being on relief
doesn't have the same stigma attached to it that it had in former years.
We seem to be approaching a system of social legislation such as

Europe has had for many years and such as was formerly considered
unnecessary in this country. FWe realize that we must mske our own
plans and cannot take over Europe's system, since our problems,
although they may be'similar require a different method of treatment.
Nevepthgless we know that we must have some plan. Our present laws

may be open to the criticism that they so often receive, namely that
they are hastily drawn up, that they do not include all who should

be j&.uded, that they work a hardship on some who are included and
should not be, and that they take away the incentive to save privately.
If so, they will have to be revised later when we have had more time

to work them out and have found the defects in our present laws.
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CHAPTER VI
TRUSTS AND BIG BUSINESS

During the later part of the nineteenth century the United
States changed rapidly from a nation whose chief interests were
agriculture and commerce, to one in which industry played an important
part. Agriculture was the chief source of the nation's wealth until
1890 when the value éf manufactures increased to three times that of
the ggricultural products. A sufvey of the growth in the value of
manufactured products gives the following figures. In 1849, the
value of menufactured products amounted to $1,019,000,000; in 1899 to
$15,014,.200,000; in 1909 to $20,676,000,000; in 1919 to $61,737,000,000
and in 1925 to $62,715,700,000.> In 1935 the totel value of memufac-
tured products in the United States was $51,558,84O,558.2 Considering
that in these figures before 1900 neighborhood, hand, and building
industries are included as well as the factory industries and that
since 00 only the factory industries are included in the count,
we can see that there has been an even greater increase.

This increase is all the more important when we consider that
the United States had achieved first place in volume of manufactured

articles in 1894, even surpassing furopean rivals. In 1860 the United

1 Bogart, E. L., Economic history of the American people, p. 563.
2 TWorld Almanac and Book of Facts. 1937, p. 327.



States ranked fourth. Today the United States produces as much manu-
factured proéucts as Great Britian, France, and Germany combined.
Along the lines of specific industries the industrisl supremacy of
the United States is more evident.

There are several reasons for this enormous increase in the
ouﬁput of menufactured articles in the United States. In the first
place we have an abundance of raw materials, agricultural as well as
mineral. There was a growing although not adeguate labor supply
furnished by the natural increase in population and to this was added
the large number of immigrants who came to our shores annually before
the passage of the quota and Nstional Origins Acts. These immigrants
were for.the most part ready and able to work. Many workers had been
set free from the soil by the introduction of labor saving machinery
into agriculture. American labor has for the most part shown initiative
and energy in their work and this has added to the increase in
" manufactured products. Manufacturers have been willing and even
anxious to introduce labor-saving machinery into their industries.
These have enabled them to turn out more goods with less help. The
use oi'power for running this machinery also increased the product-
ivity of the factories. The widespread system of cheap #ransportation
in the United States aided in bringing the raw material to the factory
and the finished product to the consumer. The absence of tariff
walls and other restrictions within the United States aided greatly.
However, the high protective tariff kept out foreign goods and to a

great extent kept the domestic market free for domestic goods.



102

#merican industries were given great impetus by the World War
when it was necessary for the United States to send menufactured
articles as well as food to the European_hations. During this time
we also took over commercial markets which formerly had begn considered
as belonging to Furopean countries. By 1330 American factories were
supplying 96 per cent of the totzl domestic consumption of manufactured
products. Only four per cent was imported. We have become practiczlly
self-sufficient, industrially.

This increase in business particularly as it led to the establish-
ment of large industries which threatened yo become monoéolistic in
character led the people to demand anti-trust laws and regulations.

The first of these, the Sherman Act passed in 1890 provided that
"every contract, combination in the form of a trust or otherwise,

or- conspiracy in restraint of trade or commerce among the several
states, or witﬁ foreigh nations, is hereby declared illegal."5 Anti-
trust laws were also enacted by states, but the lax policyvof the
stafes of Delaware, New Jersey; and Maine caused ninety-five per cent
of the trusts to be incorporated in those states and weakened the
acts of the othér states. President Theodore Roosevelt felt very
strongly against trusts and other forms of monopolistic combinations.
Under his administration many suits were brought against companies
which attempted to secure monopolistic control in restrzint of trade.
Other laws were passed later. The creation of the Federal Trade Commission

in 1914 provided a means of trying and investigating charges of unfair



methods by any business. This has been more frequently invoked
against small offenders than against "big husiness". The Clayton
Anti-Turst Act, also passed in 1914 defined specifically certain
unfair practices, such as discrimination in prices between different
purchasers, exclusive contracts which prevent purchasers of goods
from dealing in competing goods, etc.; prohibited the acquisition of
stock in one corporation by another where the tendency would be to
lessen competition, interlocking directorates, and similar practices.
prever, in 1918, the Webb Export Act provided that American exporters
might organize associations for conducting export trade without
rendering themselves liable for violations of anti-trust laws.

The Cooperatite Merketing Act of 1922 recognized the right of farmers,
ranchers, and growers to combine for the purpose of obtaining more
efficient distribution of their products.

The attitude of the courts in general in deciding upon cases
brought under the operation of one of these laws has been to proteck
the consumer from combinations which would raise prices and to protect
competitors from injurious practices on the part of those seeking to
obhaii a monopoly in the field. Instead of being allowed by ruinous
prices to crush small rivals, and then to be allowed to raise prices
to prohibitive heights and thus bring distress to the consumer,
companies have been forced to discover cheéper methods of production
and thus to lower costs. Empl.oyers have come to adopt better methods

of dealing with their employees and not undesireable business methods,

if they wished to succeed.
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There has, however, been a trend toward consolidstion in business,
in spite of anti-trust laws. This concolication has taken the form
of amalgamations, mergers, fo;mation of holding companies and the
development of chain stores. Not all of this consolidation has been
& violation of the anti-trust laws. The need for stability of industry.
and the désire to eliminate waste and lower costs by the ability
to purchase larger quentities of goods has caused many mergers. The
period from 1919-1928 was a period of many mergers and consolidations
in all forms of business. .

The National Industrisl Recovery Act suspended all Anti-trust
laws during the life of the act and provided instead the codes of
fair competition approved by President Koosevelt, which are %o give
the protection to the same interests which the Anti-trust laws were
to protect. With the decision of the United States Supreme Court
that the National Industrial Recovery Act was unconstitutional, the
Anti—trust laws again became in force.

There has, however, been a demand on the part of industrial
ieaders that the #nti-trust laws be repealed as a measure towards
busi‘.Fs stabilizstion. They feel that the country no longer needs
to fear monopolies, unfair trade practices, and higher prices, and
that today it suffers from too much competition in the various major
industries like bituminous coal and textiles. They also feel that
the present laws make any real co-operation within an industry

impossible and that the restrictive adjustment of production capacity



to consumers'! purchasing capacity is impossible under existing laws.
Instead of the restrictive laws we now have, they suggest government
supervision and investigation to prevent any'retufn to the attempt
tb gain monopoly on the part of any business. It is-guite possible
that a future government of the United States will attempt to work

out some such plan.
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CHAPTER VII
CONCLUSION

During the twenty-five years of the period under consideration,
there have been many changes in our economic life which in turn have
brought about changes in our attitudes toward certzin problems. We
no longer feel as self-sufficient as we did in 1910, but have become
more socially minded and less individualistic. We have come to believe
that we cannot outlaw depressions and changes in business cycles. Ve
know that we must make some provisions for them and that we must be in-
terested in legislation intended to relieve certain classes of people,
We cannot even say that we will not need this same protection ourselves
some day. We have seen too many people out of work, too many savings
lost, and too many plans gone astray to feel the same, smug, self-satis-
faction that we felt before,

These changes cen be grouped to show a few main trends in our so-
cial concept of life today. We are willing to endure more governmental
supervisions and control over affairs which we formerly considered of

. local or even personal concern. In return for this we ask for protection
on the part of the Federal govermment against loss of money through buni
failures, against unemployment, and even against poverty in our old age.
We seem to have lost faith in our complete ability to insure ourselves
against all of these circumstances. However, the Federal government had

begun to extend its control over affairs of more local concern long
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long before anyone felt that Federal relief would be necessary at eny
time. When we began to demand more services from our government, when
our complex manner of living required that the government take over
certain gervices which had formerly been the responsibility of individ-
vals, then it became necessary for our governments, national, state

and local to assume more control over the lives of their citizens.

In the field of banking, one of the first evidences of the ex-
tension of Federal control into fields not formerly under governmental
control was the enactment of the Federal Reserve Act. There had been
a national banking system since the time of the Civil War, but it was
still a highly decentralized system, end many authorities felt that
a new law was necessary. The Federal Reserve Act was a compromise be-
tween the decentralized system then used and & highly centralized sys-
tem advocated by the National Monetary Commission. It was a result
of a demand for reform in our banking system coming from both major.
political parties and from people in all parts of the country.

Although the Federal Reserve System extended increased credit
facilities to industry, it did not give the same advantages to agricul-
ture. Consequently, in 1916, the Federal Farm Loan Act was passed
and the Federal Land Banks established in order to give to the farmers
tﬁe credit facilities they needed. These credit facilities were in-
créased later by the addition of the Intermediate Credit banks which
were established in 1923, Thus the farmers were able to finance their
credit needs by either long term or intermediate credit. Both the
Federal Land Banks and the Intermediate Credit banks were financed

originally by the government end although means were provided where-



by the farmers who benefited from these banks would eventually own them
through having bought stoeck in them, still the government financing end
planning of these banks adds another link to the chain of government
control over finencial institutions. The demand for these government
financed and managed banks shows also that the control and supervision
by the government was by no means unwelcome as long as the farmers re-
ceived the credit facilities for which they had been seeking.

During the depression, the Federal government found it necessary
to extend its influence and assistance still further. Financial condi-
tions in our country were serious and the temporary measures adopted
under the National Credit Corporation and the Reconstruction Finance
Corporation had not been successful in preventing a more serious
crisis, State wide bank holidays were declared by governors of the
different states until on March 4, when Franklin D. Roosevelt was inau-
gurated as president, all banks in the country were closed or were
operating on a restricted basis. Such an unprecedented circumstance
required immediate and definite action to put our financial affairs
into better order. Fresident Roosevelt immediately closed all banks
and made plans for reopening the sound banks and liguidating the assets
of the others. As an outgrowth of this situation and the previous de-
mand for banking reform, we have the Banking Act of 1933 which was
passed in June, 1933, This act very definitely extended the supervision

of the Federal government over our banking system, national, state and

private. Commercial banks were required to do away with their securities

affiliates. This had been suggested before by some banking authorities
since they felt that commercial banking and investment banking should

not be carried on by the same insitution.
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Another feature of the act which caused much comment was the Federal
guaranty of bank deposits, This was definitely a concession to those peo-
ple who had lost money through the failure of their loeal banks, and who;
although they kmew that state guaranty of bank deposits had failed where-
ever it had been tried, still were determined that the Federal govern—
ment could and should do something to prevent their losing money in the
future in such a way. This was quite different from the attitude of
those who at the time of the establishment of the Federal Reserve Sys-
tem felt that their local banks would alweys be able to supply them
with any banking facilities they needed at any time. A serids of
bank fajlures had teken away much of their faith in local banks unless
their deposits were guaranteed by the Federal government,

Iy spite of the extension of Federal supervision and control over
our banking system, some critics felt that it had not gone far emough.
They wanted all commercial banks to be required to take out Federal
charters or at least be required to become menbers of the Federal
Reserve System. In this way they hoped to strengthen our banking
system and to do away with the dusl system of state and national banks
competing with each other for commercizl banking business. Others felt
that the whole Federal Reserve System needed revision. This was accom—
plished in the Banking Act of 1935, which provided for the final separa-
tion of the Federal Reserve System and especially of the Federsl Reserve
Board from politics. The two ex~officio members, the Secretary of the
Treasury and the Comptroller of the Currency who had formed the connect-
ing link between the administration and the Federal Reserve Board were

dropped from membership. Our recent banking legislation has not only
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strengthened the Federsl supervision and control over our banking sys-
tem, but has provided for a better banking system in the future.

In the field of agriculture, there has also been a decided trend
toward more Federal aid and supervision. Besides the farm loan plans
mentioned above, much hss been done in the way of esteblishing agricuvl-
tural experiment stations; extension of facilities of the state agricul-
tural colleges which are, for the most part, land-grant colleges and
receive Federal aid for agricultural research; special research in the
Department of Agriculture in Washington, D. C.; and Smith-Hughes vocation-
al agriculture and home-msking classes for high schools,

Federal aid for agriculture was asked for in the McNary-Haugen Bills
which were vetoed by both Presidents Hoover and Coolidge, and later
provided for in the Federal Farm Board plan of 1929, This was an attempt
to raise the price of farm products by sound methods of marketing but re-
sulted in failure and an increased cost to the government., In 1933,
government control over egriculture was extended by meesns of Agricul-
tural Adjustment Act, the Federal Farm Mortgage Loan Act and other sim-
ilar acts. Under the A. 4. A,, Federal control and supervision over
agriculture reached its bighest peak when the Federal government through
the &@uspices of the A, A.A. paid benefits to the farms for crop reduction.
In declaring a moratorium on farm mortgages and arranging for the refin-
ancing of those mortgages under Federsl supervision, the Federal govern-
ment again stepped in to msnage a situation which anyone would have said
twenty-five years ago, was a matter to be decided between the farmer and
his banker or creditor. The rehabilitation and resettlement programs

which are in the process of being worked out, the plemns to buy up sub-



marginal lands with Federal funds and put it back into grass land or
experiment wn it for the best methods of combating soil erosion are
other examples of ways in which the Federal govermment is extending
its control over the farmers. There has been more opposition to these
last measures than to some of the earlier ones, since these have in-
volved the giving up of homes already esteblished,

In the field of public finance, Federsl intervention and supervis-
ion is not a recent attempt. The Federal government has for some time
given aid to the states for the building of highways, for schools, es-
pecielly in the support of land-grant colleges for some of their work or
for Smith-Hughes vocational asgriculture and homemaking classes in rural
high schools. The extension of governmental services into fields for-
merly considered of local or private interest has meant also the exten-
sion of governmental control. During recent years when relief for those
suffering from unemployment and other disastrous effects of the depres—
sion had placed too great a burden upon local communities and states,
the Federal government took over much of the relief work, offering aid.
in the form of direct relief or in the form of public works progrems.
Local communities sought Federal aid for building projects even though
thig form of Federal aid meant the same restrictions as had been placed
on the other forms of aid for the unemployed, namely that the work was
under governmental control, that the Federal government had the right to
dictate as to what building projects should be approved, whom should be
employed, how many hours they should work, how much they should be paid,
and the conditions under which they could work. Formerly when the

Federal government appropriated money for state building of highways,



the actual supervision and construction of the work had been left to the
states but under the new form of Federal eid, everything was supervised.
W%?h the need of Federal funds for relief, we seem to have lost some of

our former pride in local independence in that we accepteﬂ and even
asked for Federal s;pervision by asking for the grants of money.

Just as the Federal government has encroached upon the rights and
privileges formerly enjoyed by the states, so the states had been grad-
ually extending their power and authority over the local communities.

The appointment of tax commissions which were to equalize property assese-
ment throughout the state, make assessment of public utilities and other
properties which could not be adequately assessed in one lecality, super-
vise and administer certein stete-wide texes which had been created to
broaden the tax base and to equalize the tex burden, and in many cases

to give instruction to local assessors about their work; and the introduc-
tion of uniform methods of auditing and accounting for use in all
political sub-divisions of the state or by all spending agencies so

that their books might be more easily and accurately audited are
evidences of this extension of authority of the states over locel affairs.
Certein loecsl officials, such as the sheriff, county attorney, and health
officer can be removed by the governor of the state for cause. In

some stetes locel bond issues must be approved by the state tax commission
or some board appointed for that purpose, before they may be offered

for sale. In other states, limitations are placed on thekamount of
indebtedness which a community may incur. The Kansas cash basis law is

an example of stete control over local communities which would have been



impossible several years ago. The state has extended relief to local
commnities in the form of state aid for schools. Today this is such

a common method of equalizing the educational opportunity and school

tax burden throughout the state that states which do not have such a .
provision are considered backward. State money is used in other states
to encourage local communities to make other improvements such as in
health work, fire or police protection and other forms of public improve-
ment.

Federal control over labor conditions and more especially between
employer and employee is both of recent and early date. The Federsal
government has long exercised a right to intervene in the settlement of
a strike which would bring suffering to a great number of people if
long continued. But aside from that, labor and capital have settled their
own difficulties until more recently. Attempts at forced arbitrat%én such
as in the Kansas Court of Industrial Relations have not been successful.
The Clayton Act was intended to give more privileges to lebor than sctually
were given becuase of adverse interpretations of the act. Not until
the Norris-LaGuardia Act of 1932 were those privileges actually granted
to labor. Ferly legislation regarding hours of work especially for women
and children were successful when passed by states but the Federal
gévernment's attempts at legislation against child labor have met with
failyre, #An amendemtn to the Constitution granting to Congress the
right to pass legislation regarding child labor still has not been
ratified by the requisite number of states. There is an increasing

interest in the prohibition of child labor and we may find ourselves some



say able to make regulations which will prevent some of theerils found
today,

Under the N, R. A. and various forms of relief agencies, the
Federal government definitely set down certain rules and regulations
which were to be followed in the hopes of eventually reducint the
hours of work and increasing the rate of pay. Codes of fair competition
were set up by the industries énd approved by the President and although
there were violations of these codes, the attitude of the people in
favor of them was remarkable. <The decision of the Supreme Court of
the United States that such transfer of power from Congress to the
President was unconstitutional ended this attempt on the part of
the Federal government to supervise industry. There are still demands
from certain groups that a plan be worked out to supervise the large
industries and to repeal the anti-trust laws. Federal supervision
of the work of those employed on work relief projects has already
been méntioned and is further evidence of the tendency toward federzal
supervision.

There has been a trend toward consolidation and toward cooperative
effoqi'on the part of large groups of people. In banking we found
that the period of the twenties was a period of benk mergers and
consolidations. In most cases such mergers were necessary in order
that the bank might have sufficient capital to meet the growing demand
for loans on the part of industries. There was a trend toward
group baenking where branch banking was not permitted. Partly because

of the evils of group benking and partly because of a belief that
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‘branch benking would meet our needs better, there was and still is

a demand for further extension of branch banking facilities for national
banks and it would not be surprising in the future to see a well |

- organized system of branch banking in the United States. We may not
reach the extreme in brench banking that Camada has. It will be

some time before we will ever again have a central bank such as the
Nationsl Bank of Canada is, but the Canadian system has many advocates
in the United States who believe that the system has much of merit

in it and that a further extension of branch banking would do much

to prevent widespread bank failures here.

In business, even in gpite of anti-trust laws there have been
mergers and consolidations. Stability of business has demanded this
in many instances. In others it has been an attempt to outwit the
nearest competitor and build up a larger business in order to gain
more of a monopoly. Holding companies have been created and have
been important during this period since they have enabled their leaders
to enjoy the privileges of a trust without being forced to suffer the
penalty for having created one. Repeal of anti-trust legislation is
urgei'ipday by many who feel that government supervision would be
more effective and would prevent certain businesses from being penal-
ized.

Iven in agriculture, still the most individualistic of all forms
of businéss we find some evidences of cooperative effort. Cooperative

associstions have been formed for the purpose of effecting better



marketing facilities for farmers but except for the California
Fruit Growers' Association and certain dairy associations, there has
not been the desired interest taken in this plan. Fatmers of the
middle west and south have been more reluctant to trust the market—
ing of their products to cooperative associations. Lhere have been
few cooperative associations formed for the purpose of allowing
farmers to purchase needed goods at lower prices.

We have become more interested in labor and its prollems. We
are interested in the conditions under which labor works and lives
since we know that society pays the final bill for those who become
i1l or unable to work because of poor working conditions, or for
those whose pay envelopes have never allowed them to provide for
0ld age retirement. Out of this interest has come legislation pro-—
viding for better working conditions, workmen's compensation, shorter

hours of working, safety precautions to less the numbei of accidents,

minimum wage laws, and restrictions of the labor of women and children.

A changing attitude on the part of both labar and capital toward

each other has brought about a better relation between these two widely

sepafifted classes. Capital has come to feel that satisfied, well
paid labor produces more goods, and is less likely to stiike.
Consequently we find compapies providing for forms of social welfare
work for their employees, better working conditions, increased wages,
methods of profit-sharing, employee-~stock ownership, and employee

representation in industry. There these have not had the stigma of
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paternalism, where they have not been forced onto the workers to
prevent the organizations of labor unions, they have been fairly
successful. Labor on the other hand has come to feel thet a better
method than the strike has been the higher standard of living and

the rising cost of living and that public opinion aroésed in favor

of labor's interests is more effective than the strike. On the whole,
bublic opinion concedes labor's right to strike, if peaceful methods

do not obtain the desired results, but there is an increased trend
toward the use of collective bargaining or some form of mediation, con~
ciliation or arbitration first.

The problem of unemployment has been the great importance during
this time. The increasing use of the machine by industry has thrown
many people out of work, many of whom were able to be absorbed in
new industries but others of whom could not meke the necessary read-
justments and were therefore out of work. Some authorities feel that
we went too far in the introduction of the machine into industry.

It has been interesting to note that in the public works projects
and all forms of made work planned for relief of the unemployed,
that‘ipman labor has been used whereever possible regardless of the
fact that the work eould have been done more cheaply by machine.

Women today are accepted in all fofms of industry except those for
which they are physicelly unfitted. During the war the scarcity of
men forced many women into industries of all kinds. Today the woman

who has finished school and who does not work is a rarity except
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~where she is needed at home or perhaps in the very wealthy homes.
The increasing cost of living together with the higher standard of
living has made it necessary for womentto support themselves, or in
many cases to support dependent members of the family. Women's
wages are not as yet on a par with those of men.

Labor organizations today have more political influende than
they had twenty five years ago. - The laws passed regarding the restriction
of immigration are a direct oroof of this since those lawd benefited
labor more than any other class. While we have no labor party in
the United States, pevertheless the leaders of both political parties
and the candidated for office strive to get as much of the labor
vote as is poséible. Today every platform of a major political pérty
contains a statement of that party's attitude toward labor and it is
always favorable to the enactment of labor legislation.

Our interest in the general welfare of labor and the country
as a whole is shown in the social security progrsm which has been
passed by Congr;ss and is the topic for discussion everywhere. Our
experiences during this past few years have shown that some such plan
i; n@¥ded. Legislation providing for unemployment insurance has been
passed in many states. The Federal Social Security Act encourages
the enactment of similar legiglation by every state. This same act
also provides for old age pensions for thgse who retire from work at
the age of sixty-five, these pensions to be paid from a fund into which

the workers have been paying out during their working years. We have



come a long way from the time when the belief in everyone's ability
to take care of himself and to provide for his old age mss firmly
fixed in the minds of most people and when to be dependent upon the
state for support was considered an admission of shiftlessness. Today
we admit that present day economic conditions quite often make it
impossible for'even the most industrious and thrifty to providé for
all of their needs. Our present laws may be inadequate and hastily
written. They may be unfair to some classes who are included and
may leave out others who should be included, but they show 2 tendency
toward governmental care of the unemployed and a national system of
retirement and of old age pensions.

There has been an increased interest in governmental affairs
on the part of the people who support our governments. Where formerly
it was impossible to obtain hewspaper space for a statement of the
citys budget, today we find that local, state and federal budgets
are the topics of much interest and discussion as soon as they are
published. They are also the topic of much speculation before they
are published. Pgople realize today that they are supporting the
govq.,ment and should know more about what the money is spent for
and how it is spent. This increasing interest in governmental affairs
hag brought about such reforms as the introduction of the budget into
local, state and federal finances; more efficient methods of appropri-
ation of money; more efficiency in spending of money; supervision of

accounts and uniform methods of accounting in many states; and has
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also resulted in demands for more effieient methods of operating our
government. We constantly hear suggestions for consolidation of
bureaus, offices and even of political sub-divisiong in an effort to
have our government run more efficiently and economically, Few of
these suggestions have been adopted, but the fact that people are
interested enough to meke the suggestions indicates that possibly
the time of boss rule in citfes and statés is nearing a close and
that the people will demend a more efficient system of govermaent.
There are still outstending exempleg of cities whose finsncial
affairs are anything but satisfactory. where some public employees
go months without salaries even in présperous times, where for
several months each year most public employees take salsry cuts
varying from twenty-five to fifty per cent; where indebtedness is
too high, but the general attitude toward such situations is changing
and a more efficient system of public finance is demanded.

There is no doubt but that much of this incressing interest in
the expenditure of public money has been due to the increasing cost
of governmént. This in turn, is due to the increasing cost of living
and iﬁ the growing demands upon the government for new services
many of which were formerly considered of private interest and needs
only. Thus, we find that the government has been constantly teking
over the duties and services which were formerly left up to the
individual to decide whether he should have them or should not have

them, and because of this encromchment of the government into fields



not formerly under its control, the cost of government has incressed.
Another evidence of the interest taken in public affisrs has been
the demand for a broadening of our tax base. Our economic life has
changed so rapidly that we can no longer use our former means of
. governmental support and should we continue to use them, we would
find that the tax burden was very unequally divided. This has led
to a search for new taxes and new sources of revenue so that a few
would not be bearing the whole burden of taxation and support of the
government. Property which had formerly escaped taxation has been in
some cases taxed. Such new taxes as the income tax, state and federal;
Bales tax; gasoline and motor vehicle license taxes; excess profits
and luxury taxes of the war period; and a wider use of inheritance
and estete taxes are examples of attempte to produce more income and
to broaden the tgx base thus equalizing the tax burden to a greater
extent. There has been a tendency on the part of the states to make
new taxeé state-wide and state administered, giving back to the local-
ities a portion of the tax either on basis of populstion, need or
amounf collected. This has also led to a greater amount of state
aid for different functions. .

There is every indication that this awakened interest in govern-—

mental affairs which has resulted in a more efficient system of financing

our government end of administering the taxes collected is only the
beginning and that we may expect in the future a more intelligent

citizenry who will demand and receive the same efficiency in the

manasgement of our governmental affairs that we now demand in our private



affairs,

O e it s b0 say st thia bime on eny other time just what
the future will bring in our economic life or our attitudes to economic
conditions. At p?esent we seem to be moving rapidly toward a system
of more governmental control over matters we formerly considered of per-—
sonal interest only. We accept governmental supervision and at
the same time demand from the government more services than we have
ever asked for before. ' If we continue along the lines laid down by
the past few years, we may find a much more centralized form of
government than we have had and we will look to the national government
for :id in many things which we formerly considered should come
from the state or local government. We will also find that we have
adopted many measures which tﬁenty—fiye years ago would have been
considered socialistic. We are becoming more social minded and less
individualistic énd more interested in other people and their problems.
We do not feel that we are self-sufficient, nor do we expect others
to be.

There is another possibility, however, that of the pendulum
swiniing back in the direction of more individualism, but there
are no evidences of it at this time. Perhaps those who say that
rugéed individualism is a thing of the past sre right. Only the

future can tell us and we must wait for that.
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