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Introduction

The Concept of New Deal Liberalism

EVEN FRANKLIN ROOSEVELT must ultimately have realized, looking back on the frustrations of his second term as president, that by the end of 1937 the active phase of the New Deal had largely come to an end. There were, to be sure, occasional initiatives and occasional triumphs in the years that followed, some of real importance. On the whole, however, the Roosevelt administration in those years no longer had the political capital—and at times, it seemed, no longer the political will—to sustain a program of reform in any way comparable to its earlier efforts. The result was a political stalemate that continued into and beyond World War II.

Yet if the New Deal developed only modestly as a program after 1937, it continued to develop as an idea. Indeed, it was in the late 1930s and the war years, even more than in the earlier and more dynamic period of activism and accomplishment, that what a later generation came to know as “New Deal liberalism” assumed its mature and lasting form—a form related to, yet substantially different from, the cluster of ideas that had shaped the earlier stages of the Roosevelt administration.

This redefinition of New Deal thought occurred slowly and at times almost imperceptibly, so much so that in 1945, when the transformation was well advanced, relatively few liberals were fully aware that it had even occurred. The new liberalism was not the result of a blinding revelation or a sudden decision. It emerged, rather, from innumerable small adaptations that gradually but decisively accumulated. It emerged because by the late 1930s it had become evident that the concrete achievements of the New Deal had ceased to bear any clear relation to the ideological rationales that had supported their creation, and thus that liberals needed new rationales to explain and justify them. It emerged because the recession of 1937, the changing political climate of the late 1930s, and the experience of World War II substantially altered the environment in which liberals thought and acted.

Above all, it developed because, as in all eras, political ideas were constantly interacting with, and adapting to, larger changes in the social, economic, and cultural landscape. Even without fully realizing it, liberals in the 1930s were reshaping their convictions in response to the realities of the world they knew. It was a world of increasing urbanization; a world in which independent merchants, family farmers, and small entrepreneurs, whose interests had inspired earlier generations of reform, were rapidly losing their dominance in American economic life; a world in which large-scale bureaucracies were becoming ever more dominant and in which it was becoming increasingly difficult to imagine an alternative to them. It was a world in which workers, farmers, consumers, and others were mobilizing and becoming powerful interest groups capable of influencing public policy and political discourse. Most of all, perhaps, it was a world in which both the idea and the reality of mass consumption were becoming central to American culture and to the American economy, gradually supplanting production as the principal focus of popular hopes and commitment. In an economy driven by consumer spending, and in a culture increasingly dominated by dreams of consumption, it is not surprising that political thought began to reflect consumer-oriented assumptions as well.

The new liberalism that evolved in response to this changing world wrapped itself in the mantle of the New Deal, but bore only a partial resemblance to the ideas that had shaped the original New Deal. It was more coherent, less diverse, and on the whole less challenging to the existing structure of corporate capitalism than some of the ideas it supplanted. For at least twenty years after the end of World War II, it dominated liberal thought and liberal action. To some extent, battered and reviled as it has become, it remains near the center of American political life still. How and why it emerged is the subject of this book.

WHAT MOST CLEARLY characterized the intellectual landscape of the first years of the New Deal was an exceptionally wide range of approaches to reform. Some were rooted in the progressive philosophies of the first decades of the twentieth century, others in the experience of World War I, still others in some of the generally unsuccessful reform initiatives of the 1920s.1 Observers at the time and since have commented on the seeming chaos of New Deal policy and the apparent absence of any coherent rationale for it all. Alvin Hansen, the eminent economist who was himself an important figure in the later New Deal, answered a question in 1940 about the “basic principle of the New Deal” by saying, “I really do not know what the basic principle of the New Deal is. I know from my experience in the government that there are as many conflicting opinions among the people in Washington under this administration as we have in the country at large.” Fifteen years later, the historian Richard Hofstadter called the New Deal a “chaos of experimentation”—virtually bereft of ideology except perhaps for a vague general commitment to pragmatic change.2

In fact, the early New Deal was awash in ideas—ideas of significant range and diversity (at least by American standards), but ones that somehow managed for a time to coexist. One broad assumption was particularly important to the early New Deal notion of reform, just as it had been of special importance to most American reformers since early in the twentieth century: the assumption that the nation’s greatest problems were rooted in the structure of modern industrial capitalism and that it was the mission of government to deal somehow with the flaws in that structure. Like the progressives before them, few New Dealers were genuinely hostile to capitalism. But they were not uncritical defenders. The belief that something was wrong with capitalism and that government should find a way to repair it was, therefore, a central element of liberal thought throughout much of the 1930s.

Among the most important manifestations of this critique was a preoccupation with the issue of concentrated economic power, the problem of “monopoly.” It produced a variety of approaches to economic policy that competed with (and often frustrated) one another in the first years of the Depression. Both inside and outside government, there were important voices advocating a decentralization of economic power, “anti-monopolists” who envisioned a frontal assault on “bigness” and concentration in the corporate world and who often called as well for policies that would redistribute wealth and income. There were advocates of centralized economic planning, who wished to curb the power of corporations by greatly increasing the managerial power of government and who sought to create an effective state apparatus closely involved in the day-to-day workings of the economy. There were (as there had been at least since World War I) supporters of the vaguely corporatist concept of business “associationalism,” who advocated cartelistic arrangements within major industries to curb the destabilizing impact of competition—arrangements in which the government would play a modest, largely uncoercive role.3 On the edges of liberal economic thought were more radical ideas: the conviction that the Depression had revealed the obsolescence of capitalism and the need for a fundamentally new system. Few New Dealers embraced such beliefs; but given their own preoccupation with the structure of capitalism, most found them less alien and threatening than would later generations of liberals.4 All these approaches had some effect on policy; none of them prevailed.

Alongside this concern with the structure of the economy, other legacies of past reform crusades and other responses to the problems of the 1930s were shaping the early New Deal. The search for a way to end the Depression was, of course, the most immediate and compelling challenge facing the administration in its first four years. But the desire for economic recovery led New Dealers in many different directions. There were efforts to stabilize particular sectors of the economy or particular regions. Two of the administration’s most important and successful initiatives were agricultural reform and regional planning (embodied most notably in the Agricultural Adjustment Administration and the Tennessee Valley Authority).5 One of the New Deal’s most significant ventures was its substantial investment in what we now call “infrastructure” projects, most of them in the South and the West: roads, bridges, dams, irrigation and hydroelectric projects, rural electrification, and others, which together helped lay the groundwork for substantial economic growth and expansion in these regions after the war.6 New Dealers worked as well to create government-sponsored social welfare and social insurance programs; to enact protective legislation for labor; to promote public power development; and to advance conservation. There were even vaguely utopian schemes, such visionary experiments as creating new cooperative communities. In the heady atmosphere of those early years, it often seemed that no dream was too extravagant, no proposal too outlandish, that almost anything was possible.

The intellectual life of the early New Deal, in short, was unusually diverse and fluid. The nation’s problems were serious enough, the political possibilities great enough, to permit the coexistence of many different prescriptions for government’s response.

A decade later, in 1945, the ideology of American liberalism looked strikingly different. The critique of modern capitalism that had been so important in the early 1930s (and, indeed, for several decades before that) was largely gone, or at least so attenuated as to be of little more than rhetorical significance. In its place was a set of liberal ideas essentially reconciled to the existing structure of the economy and committed to using the state to compensate for capitalism’s inevitable flaws—a philosophy that signaled, implicitly at least, a resolution of some of the most divisive political controversies of the industrial era.

At the heart of the “New Deal liberalism” of these later years were many of the impulses that had been present but not yet pre-eminent within liberal thought in the 1930s, most notably the commitment to retaining and expanding the institutions of the welfare state. But equally vital was a set of beliefs about the role of government in the economy that were rhetorically familiar but substantively new. Liberals in the 1940s still talked about fighting monopoly, about economic cooperation, and most of all about planning (a term that had for some taken on an almost religious significance). But the familiar language of reform was describing a significantly altered approach to reform. When liberals spoke now of government’s responsibility to protect the health of the industrial world, they defined that responsibility less as a commitment to restructure the economy than as an effort to stabilize it and help it to grow. They were no longer much concerned about controlling or punishing “plutocrats” and “economic royalists,” an impulse central to New Deal rhetoric in the mid-1930s. Instead, they spoke of their commitment to providing a healthy environment in which the corporate world could flourish and in which the economy could sustain “full employment.”

Fiscal policy—the getting and spending of money by the federal government—had become the focus of liberal hopes for the economy; “planning” now meant an Olympian manipulation of macroeconomic levers, not direct intervention in the day-to-day affairs of the corporate world. Keynesianism was the label Americans ultimately assigned to this new approach. But even before the ideas of John Maynard Keynes had won a large audience in the United States, important elements of Keynesianism—most of all, the idea that the state could manage the economy without managing the institutions of the economy—had already begun to emerge as important elements of liberal thought.7

This reconstruction of New Deal liberalism was the product of two overlapping periods of adjustment. In the first, the late 1930s, influential liberals—responding in part to the political and economic crisis produced by the recession of 1937—sought to make sense of the achievements of Roosevelt’s first term and to create an agenda for the future. The result was a confused and contentious process of adjustment during which many liberals repudiated (at least implicitly) some of the impulses that had been prominent in the early New Deal and haltingly embraced new assumptions. The outbreak of World War II found this process of adaptation far from complete, and the war itself produced a second, and more decisive, period of change. The wartime experience muted liberal hostility to capitalism and the corporate world. It challenged the commitment of liberals to a powerful, centralized state and turned their efforts into less direct, less confrontational channels. And it helped legitimize both Keynesian fiscal policies and the idea of expanded social welfare commitments.

The story of the New Deal, then, is not simply the story of the important legislative and administrative accomplishments of the presidency of Franklin D. Roosevelt. It is also a story of ideological adaptation: the story of how a broad community of New Dealers and their liberal allies made choices among a wide range of policy prescriptions, and how in the process they helped define an agenda for future liberal efforts. It is the story of how they helped bring to a close a long period of “reform” and replace it with a new, and different, liberal order.

Hence the title of this book. The End of Reform refers in part to a conventional, and generally correct, view of the New Deal in the period from 1937 to 1945. The New Deal did, in fact, largely come to an end in those years as an active force for reform; its growing political weaknesses left it unable to match, or even approach, the great liberal achievements of its first term. But the title also refers to a less visible and less familiar story—the movement of liberalism itself away from one tradition and toward another.

ANYONE PROPOSING to write in the 1990s about liberalism and the state must come to terms with vigorous debates over the meaning of both concepts. In particular, it is necessary to explain how one proposes to use that versatile and controversial term “liberal.”

Liberalism is not, as some scholars in the 1940s and 1950s maintained, the only important political tradition in America.8 It has always coexisted, and often competed, with alternative traditions and movements in a diverse ideological world. But liberalism has been near the center of American political and intellectual life since the beginning of the republic. And it has itself been a broad and changing set of beliefs, difficult if not impossible to define with any real precision. All liberals claim to believe in personal liberty, human progress, and the pursuit of rational self-interest by individuals as the basis of a free society. But there is considerable, often intense, disagreement among them over what those ideas mean. In the twentieth century alone, the word “liberalism” has designated at least three very different concepts of progress and freedom.9

At the beginning of the century, and for many decades previously, “liberalism” generally referred to a belief in economic freedom and strictly limited government. This laissez-faire liberalism is often described today as “conservatism,” but it was, in fact, a challenge to an earlier nineteenth-century conservatism rooted in the protection of tradition and fixed social hierarchies. Laissez-faire liberalism envisioned a fluid, changing society in which the state would not protect existing patterns of wealth and privilege, in which individuals could pursue their goals freely and advance in accordance with their own merits and achievements.10

In practice, of course, laissez-faire liberals did not create a genuinely fluid, open society. Ambitious entrepreneurs decried state interference when it constrained them, but they welcomed, even demanded, government assistance when it was of use to them. Nor were the capitalist champions of laissez-faire genuinely committed to an open competition for wealth and power. They lobbied for protection from foreign competition through tariffs; they struggled to escape domestic competition by creating pools, cartels, holding companies, and trusts; and they often benefited from government intervention in protecting themselves from challenges from their own workers.11 But the “liberal” idea—however inadequately it described social reality—became a potent justification for a rapidly expanding capitalist world, and for a notion of individual freedom that was becoming increasingly important within that world.

Beginning early in the twentieth century, a competing form of liberalism emerged: a “reform” liberalism, skeptical of laissez-faire claims that an unrestricted social and economic marketplace would produce a just and open society. Reform liberals (most of whom at first called themselves progressives) embraced so many different goals that historians have at times despaired of establishing any definition at all of the concept of “progressivism” or “reform.” But among the ways in which progressives distinguished themselves from laissez-faire liberals was their belief in the interconnectedness of society, and thus in the need to protect individuals, communities, and the government itself from excessive corporate power, the need to ensure the citizenry a basic level of subsistence and dignity, usually through some form of state intervention.12

The New Deal emerged out of this diverse and conflicted tradition of reform, attached the word “liberalism” to it,13 and set about transforming it. New Dealers had little interest in the moral aspects of progressive reform; they generally avoided issues of race, ethnicity, family, gender, and personal behavior—in part because they feared the cultural and political battles such issues had produced in the 1920s, battles that had done great damage to the Democratic party and ones many liberals had come to interpret as a form of popular irrationality. And they were not much committed to political reform either; the Roosevelt administration rarely challenged, and indeed did much to buttress, the power of bosses and machines, and never made the assault on political corruption as central to its self-definition as earlier generations of reformers had done. But the New Deal did embrace (and indeed defined itself by) other concerns of progressive reformers. Above all (and unsurprisingly in the midst of the greatest economic crisis in American history), it embraced the conviction that government must play an active role in the economy. “I am not for a return to that definition of liberty under which for many years a free people were gradually regimented into the service [of capital],” Franklin Roosevelt once said. Liberalism, he argued, “is plain English for a changed concept of the duty and responsibility of government toward economic life.”14

In the aftermath of the New Deal, and partly as a result of it, a third form of liberalism emerged—one that has now dominated much of American political life for several generations. This new liberalism has focused less on the broad needs of the nation and the modern economy than on increasing the rights and freedoms of individuals and social groups. It has sought to extend civil rights to minorities, women, and others previously excluded from the mainstream of American life. It has also attempted to expand the notion of personal liberty and individual freedom for everyone. Rights-based liberalism has embraced some of the issues that were of importance to earlier reformers—among them the commitment to generous programs of social insurance and public welfare. But there has been little room within rights-based liberalism for the broad efforts to reshape the capitalist economy that concerned previous generations of reformers.15

The later years of the New Deal were an important moment of transition between the reform liberalism of the first third of the twentieth century and the rights-based liberalism that succeeded it. In those years, a large and influential group of people in and around the Roosevelt administration—people who considered themselves liberals—attempted to redefine liberalism in relation to what they considered the central issues of their time. New Dealers had by then long since rejected the classical laissez-faire liberalism of the nineteenth century and had worked strenuously to give their own, very different meaning to the word. They were not yet particularly concerned with (or, at first, even much aware of) the rights-based liberalism that would become central to the postwar era. They differed on many things, but most began with the assumption that Roosevelt had expressed early in his presidency: that liberalism meant a commitment to reform, and in particular to using government to deal in some way with the problems of the modern economy—its structure, its performance, and the distribution of power within it. Most agreed that the state must play an important role in the solution of such problems.

But in dealing with the questions they considered important—questions of political economy—liberals of the late 1930s and 1940s gradually changed both the questions they were asking and the answers they were providing. Ultimately, New Dealers so transformed their vision of political economy that it no longer bore much direct relation to the progressive traditions that had originally informed their efforts. As a result, the New Deal was at once the culmination of and the end to a long tradition of reform—and the beginning of a new and very different liberal era.

SCHOLARLY DISCUSSIONS of political economy inevitably intersect with an important debate over the character of the state and its role in shaping public action. And since much of this book deals with the inner workings of the state and its relationship to various other communities, it seems appropriate to explain the ways in which it does and does not relate to that debate. A large body of scholarship, much of it the product of the 1960s and 1970s, has attempted to portray the state as an agent of social and political forces external to it. Public policy, scholars assumed, was a response to popular movements, interest groups, political coalitions, party structures, or corporate elites. The state itself was an essentially reactive vehicle through which individuals and groups largely outside government pursued their ends.16

In the last decade or so, another group of scholars has challenged this “society-centered” approach, offering instead what they call a “state-centered” (or, more recently, “polity-centered”) theory of public action. The state and the institutions surrounding it, they argue, are themselves crucial factors in determining the outcome of political struggles, indeed often more influential than social forces or the efforts of popular interest groups. Eric Nordlinger, one of the early theorists of the “state-centered” approach, wrote in 1981 (somewhat more starkly than would most later scholars):


… the preferences of the state are at least as important as those of civil society in accounting for what the democratic state does and does not do; the democratic state is not only frequently autonomous insofar as it regularly acts upon its preferences, but also markedly autonomous in doing so even when its preferences diverge from the demands of the most powerful groups in civil society.17



Historians of the Roosevelt years have tended, not always wittingly, to align themselves with those who see the state as highly autonomous. Some have portrayed the New Deal as a triumph of enlightened, progressive leaders—Franklin Roosevelt first among them—who used the political opportunities created by the Great Depression to shatter an existing orthodoxy and create a new, more democratic distribution of power.18 Others see the New Deal as the triumph of essentially conservative leaders who understood better than most capitalists did themselves what was necessary to preserve existing patterns of power and wealth; they reshaped the state to make it an effective and essentially unthreatening ally of corporate power.19 Both supporters and critics have, more often than not, portrayed the New Deal as the product of impulses and initiatives within the government (and within the Roosevelt administration). Some scholars in the 1960s, and others more recently, have challenged these implicit assumptions of state autonomy during the New Deal by demonstrating the direct and decisive influence of corporate leaders in shaping policies in the 1930s. But even these scholars tend to portray the state in the 1930s as a relatively rarefied world, dominated by a small group of intersecting elites.20

I began my work on the character of liberalism and the state convinced that the state-centered approach to policy was inadequate to explain the New Deal—that an examination of the way in which liberals and others defined and articulated their aims would reveal the influence of a much broader array of social and political forces than some earlier accounts had suggested. I still believe that. The history of the New Deal is replete with evidence of how outside forces shape the behavior of the state. Some of the New Deal’s most important achievements were to a large degree a direct result of the influence of those outside forces. Agrarian dissent and powerful farm organizations were important to the creation of New Deal agricultural policies. The rank-and-file labor activism of 1934 and beyond was vital to the passage of the Wagner Act of 1935 and to government initiatives affecting labor relations in subsequent years. The apparent strength of the Long, Coughlin, Townsend, and other popular movements affected the Roosevelt administration’s decisions to propose such measures as Social Security and progressive taxation in 1935. And the influence of social workers, women’s organizations, and reform activists helped shape the character of the New Deal welfare state.21 More evidence that social movements and cultural forces outside the state often shape government action comes from the more recent past. The civil rights movement, the antiwar movement, feminism, the environmental movement, the right-to-life and pro-choice movements, the gay and lesbian civil rights movement, and many others have had substantial, often direct, effects on public policy.

And yet there remain public questions that exist within a more contained and exclusive political sphere, a sphere the clamor of popular protest and the power of social movements do not penetrate as often or as effectively. Among them are the questions that dominate this book—questions of political economy, the questions that preoccupied liberals in the later years of the New Deal and that, for many of them, represented the essence of liberalism. Debates on these issues were not confined to the state itself, and it was not institutional factors alone that determined their outcomes. But they did exist largely within a world of elites—intersecting networks of liberal policymakers, journalists, scholars, and intellectuals, both inside and outside government. It was a world overwhelmingly dominated by white middle-class men, most of whom were insulated—by position or temperament or both—from many of the pressures and claims of popular politics and social movements. Women, minorities, and working-class people became part of their deliberations from time to time, but they rarely shaped the direction or tenor of the conversation decisively.

That is not to say that the network of elites who dominated the debates over political economy existed in a cultural or social vacuum. They responded directly and self-consciously to external events—to the recession of 1937, to the rise of totalitarianism in Europe, to the experiences of World War II, and to the ebb and flow of liberal political fortunes within the electorate and within Congress. They responded to other, competing elites—most notably to the courts and to elements of the corporate world.

Above all, they responded to broad social processes, even if they were not always fully aware of how they were doing so. One of the defining features of the later years of the New Deal was the way in which liberals of all kinds adjusted to large changes in their world; the way in which the trajectory of their own ideas came to mirror the trajectory of the larger culture. In particular, liberals responded to the transformation of the United States from a producer-oriented to a consumer-oriented society, and they developed a set of ideas that reflected that transformation. Understanding liberal ideas and actions requires, therefore, not just consideration of political elites and their institutional milieu, but consideration as well of the often elusive connections between the elite world of politics and the state, and the larger world of which politicians and intellectuals are a part and to which they, like everyone else, respond.

•   •   •

I BEGAN this book in part because it seemed to me that there was an important missing chapter in the history of the New Deal and modern liberalism. I wanted to explore some aspects of political and intellectual life in the late 1930s and early 1940s, a period that had attracted relatively little attention from scholars of political economy and political thought. And I wanted to explain why “New Deal liberalism” as postwar America knew it looked so different from the ideas that had characterized much of the New Deal itself.22

Still, I would be less than frank if I did not concede that this project also emerged in part as a response to more contemporary political questions. I began this book in the heyday of the “Reagan Revolution,” a moment of defeat and disarray from which American liberals have yet fully to recover. I complete it in the midst of a weak and floundering liberal revival. As I tried to understand why modern American liberalism had proved to be a so much weaker and more vulnerable force than almost anyone would have imagined a generation ago, my thoughts turned to the process by which liberalism assumed its modern form in the last years of the New Deal. And as I looked further, I found that process—a process of adjustment and redefinition in the face of failures and frustrations—similar in many ways to the process by which many liberals in our own time have attempted to change themselves during their long years in the wilderness.

This book tells the story of one effort to transform liberalism in response to the demands of a new and challenging time. Another such effort is still in progress.


Chapter One

The Crisis of New Deal Liberalism

FRANKLIN ROOSEVELT spent election night 1936 sitting in his mother’s dining room in Hyde Park, New York, surrounded by charts, graphs, and teletype machines bringing news of his remarkable triumph. “It looks as though this sweep has carried every single section of the country,” he told the jubilant crowd of local Democrats who gathered on the front lawn late in the evening, while inside his adviser Tommy Corcoran entertained the President’s friends, family, and political allies by playing the accordion.1

In the immediate aftermath of his unprecedented victory—60.8 percent of the popular vote, 523 of 531 electoral votes, decisive Democratic majorities in both houses of Congress—the President spoke modestly of his plans. As he prepared to board a train back to Washington a few days after the election, he told well-wishers at the Hyde Park station, “Now I’m going back … to do what they call balance the Budget and fulfill the first promise of the campaign.” James A. Farley, chairman of the Democratic National Committee, told reporters, “No individual and no corporation that is on the level with the people has any cause to dread Mr. Roosevelt’s second term.… Nobody on our side of the fence has any thought of reprisal or oppression.”2

Others, however, were less restrained. To the large community of committed activists who had supported the President in 1936—the men and women who called themselves “progressive,” “New Dealers,” or, more often, “liberals”—the results of the 1936 election were nothing less than epochal. They were not just a vindication of Franklin Roosevelt and his party. They were a vindication of liberalism. More specifically, the electorate had provided an affirmation of the identification of most liberals with a strong and active federal government. “It was the greatest revolution in our political history,” gloated the New Republic. Heywood Broun, writing in the Nation, could “see no interpretation of the returns which does not suggest that the people of America want the President to proceed along progressive or liberal lines.” Others wrote of the “blank check” the voters had given the administration, the mandate “to improve the status of working men and women,” to “keep up the New Deal,” to be “as liberal and progressive as possible.” The political writer Max Lerner attributed the election results to “progressives” having “massed their forces behind President Roosevelt with an undreamed of success.… Mr. Roosevelt is now, as never before, a colossus bestriding the American world.”3

Roosevelt’s second inaugural address—delivered in an icy rain before a crowd largely hidden beneath black umbrellas—expressed the boldest of such hopes. The most renowned passage of the address was Roosevelt’s famous litany of social problems, culminating in his description of “one-third of a nation ill-housed, ill-clad, ill-nourished.” The most important and ultimately the most controversial portions, however, dealt not with the people but with the state. The speech celebrated the New Deal’s rejection of the old individualistic orthodoxies: “We refuse to leave the problems of our common welfare to be solved by the winds of chance and the hurricanes of disaster.” And it called explicitly for a major expansion of the power of government: “Nearly all of us recognize that as intricacies of human relationships increase, so power to govern them must also increase.… [W]e have undertaken to erect on the old foundations a more enduring structure for the better use of future generations.… and in so doing, we are fashioning an instrument of unimagined power for the establishment of a morally better world.”4

The statements of the liberal magazines and the rain-spattered pages of Roosevelt’s address recorded an optimism that was difficult to sustain even a few months later. In January there were heady predictions of great victories to come, naive talk of what one journalist called “no opposition worth mentioning.”5 By the end of the year, liberals were expressing bafflement at the New Deal’s rapid demise. How had an administration that had always displayed such sure political instincts blundered so egregiously at the moment of its greatest triumph? Why had a mandate that had seemed so unequivocal twelve months earlier proved powerless to stop the resurgence of conservative opposition?

In fact, the New Deal’s problems were less paradoxical than most contemporaries believed. The political crises of 1937 occurred not in spite of, but to a great extent precisely because of, the “mandate” of November 1936—and because of the way the President and his liberal allies misinterpreted that mandate. Liberals liked to believe that the President’s triumph represented widespread popular support for a significant expansion of state (and executive) power, even if they themselves had widely varying ideas about how that expansion should proceed. But many voters (and many legislators) had supported the New Deal for other reasons: because it seemed to have alleviated the Depression; because they had benefited from its relief and welfare programs; because the President himself had so effectively conveyed an image of strength and compassion (and had, like many popular leaders, attracted the support of voters who liked him more than they liked his policies). As on other occasions both before and after the Great Depression, much of the American electorate welcomed (even expected) assistance from government in solving their own problems but nonetheless remained skeptical of state power and particularly of efforts to expand and concentrate it.

Many New Dealers believed, too, that the 1936 election had not only produced great Democratic majorities but had transformed the party as a whole into a bastion of liberalism, that conservatives would now be on the defensive and largely powerless. But the very scope of the Democratic triumph had, in fact, helped revive the historic divisions within the party. The President’s allies were no longer intimidated by the crisis they had faced in 1933. Powerful liberal factions were, therefore, now less inclined to follow the President’s (often cautious) lead and were more committed to pursuing their own interests and goals. Conservatives in Congress, by contrast, saw the 1936 election returns as a warning. Southerners and westerners, in particular, feared that Roosevelt would attempt to use his landslide to promote “dictatorship” and “radicalism.” They girded themselves to resist both.6

In the weeks after the 1937 inaugural, members of the administration launched a series of initiatives designed to translate into legislation what they believed to be their popular mandate. Their efforts encountered unexpectedly intense opposition. Support for Franklin Roosevelt was not the same, either within Congress or among the public, as support for a liberal vision of a powerful state. By choosing to believe otherwise, the administration had propelled itself into crisis. Much of the New Deal’s subsequent history consisted of efforts to extricate itself from that crisis. Out of those efforts would emerge the beginnings of a new pattern of liberal thought.

THE ADMINISTRATION’S most conspicuous initiatives in 1937 were efforts to remodel the government itself. Faced during his first term with what he considered systematic obstacles to his goals, armed now with a great popular mandate, Roosevelt set out to change the institutions that had stymied him. In quick succession, he introduced legislation to reform the Supreme Court and to reorganize the federal bureaucracy. Both proposals became intensely controversial. Both, in the end, foundered.

Roosevelt’s plan to reshape the Supreme Court was born of anxiety and frustration. Liberals had been afraid of the Court since the beginning of the New Deal, aware that many of its members were conservatives appointed by Republican presidents. (Roosevelt had no opportunity to appoint a justice in his first term.) And in the spring of 1935, after two years of deceptive judicial calm, the Court confirmed the administration’s worst fears. Among the first signs of danger was a decision invalidating the Railroad Retirement Act of 1934, which had established pensions for railway workers and whose demise seemed to threaten virtually all social security legislation. Then, on a single day in late May, the Court delivered three decisions hostile to the New Deal, the most important of which—Schechter Poultry Co. v. United States—invalidated the central elements of the National Industrial Recovery Act of 1933, the cornerstone of the New Deal’s original economic program.

That the Schechter decision created such alarm in the administration was mildly ironic, for the NRA by 1935 was a woeful failure, even a political embarrassment; many liberals (including, it seems likely, Roosevelt himself) were quietly relieved to see it die. But the Court’s reasoning in the case, based on a very narrow interpretation of the Constitution’s interstate commerce clause, not only doomed the decrepit NRA but seemed to threaten other New Deal legislation as well. The President reacted sharply, telling reporters during a long and rambling press conference in the Oval Office: “The implications of this decision are much more important than almost certainly any decision of my lifetime or yours, more important than any decision probably since the Dred Scott case.… The big issue is this: Does this decision mean that the United States Government has no control over any economic problem?” A few moments later, as he riffled through the pages of the Schechter decision, he observed: “We have been relegated to the horse-and-buggy definition of interstate commerce.”7

Roosevelt took no action against the Court for nearly two years, both because he did not yet have a viable plan for doing so and because he was reluctant to move before the 1936 election. The problem, in the meantime, grew more severe. In January 1936, the Court (in United States v. Butler) struck down the Agricultural Adjustment Act of 1933, destroying the original foundations of New Deal farm policy and forcing a reformation of it that many feared would also fall victim to the Court. Other decisions followed in which the Justices seemed to establish precedents that would allow them, perhaps require them, to rule against the administration on additional cases soon to come before them: cases involving, among other things, the TVA, the National Labor Relations Act, and Social Security. For more than a year, amid mounting fears that what remained of the New Deal was in imminent danger, there were covert discussions in the White House and the Justice Department of the “Court problem.” Late in 1936, emboldened by the magnitude of his reelection victory, the President finally settled on a plan.8

Roosevelt said nothing explicit about his intentions in his 1937 inaugural address; but there were enigmatic passages in the speech, largely unnoticed at the time, that suggested his preoccupation with the issue: “The essential democracy of our Nation and the safety of our people depend not upon the absence of power, but upon lodging it with those whom the people can change or continue at stated intervals.” And a blunter comment: “The Constitution of 1789 did not make our democracy impotent.”9 Two weeks later, on February 5, he proposed legislation to reform the Supreme Court. The “Court-packing plan,” as critics quickly and pejoratively named it, would have given the President the power to appoint an additional Justice to the Supreme Court whenever a sitting Justice failed to retire within six months of his seventieth birthday; since the Justices in 1937 were as a group unusually aged, passage of the bill would have allowed Roosevelt to name six new members immediately. (The bill would also have permitted him to name additional judges to lower federal courts on the same grounds.)

The President’s motives were obvious: to shift the balance of the Court decisively in his favor. But his explanation was deliberately deceptive. His message to Congress and his accompanying public statements said virtually nothing about ideology and spoke instead about “congestion,” “delays,” “overcrowded dockets,” and “insufficient personnel with which to meet a growing and more complex business.” This would be legislation, Roosevelt claimed, to improve the efficiency of the courts. Only weeks later, after the opposition had begun to coalesce, did the President begin to speak openly of his real intentions: to bring to the judiciary younger men “with a present-day sense of the Constitution.”10

In one sense, at least, the Court-packing plan was a considerable success. Within weeks of the bill’s introduction (and almost certainly in response to it), the Supreme Court began prudently to change course by upholding New Deal measures that months earlier it seemed prepared to invalidate. In May, a conservative justice, Willis Van Devanter, retired, giving Roosevelt the opportunity to name a sympathetic replacement, Senator Hugo Black of Alabama. The appointment consolidated the new pro-administration majority. The danger that a hostile judiciary would dismantle the New Deal and thwart all future progress had disappeared. Simply by proposing to reform the Court, the President had accelerated something close to a revolution in constitutional law—a movement away from fixed principles and toward a more fluid view of the Constitution, a movement already in progress before 1937.11 By the time the bill actually came to a vote, it was largely redundant.

Politically, however, the Court-packing plan did deep and lasting damage. Although there had been considerable popular hostility toward many conservative judicial decisions, Roosevelt’s frontal attack on the Court (and his obviously insincere explanation of his purposes) struck even many of his admirers as dangerous and duplicitous. In attempting to bend the Court to his will through extraordinary measures, he seemed to be challenging the constitutional separation of powers and giving credence to the charges of “dictatorship” that had been surfacing intermittently since 1933. The historian James Truslow Adams expressed a growing popular fear in a radio address in March 1937. “The question,” he said,


is of the freedom of that Court which in the last resort is the sole bulwark of our personal liberties.… If a President tries to take away our freedom of speech, if a Congress takes away our property unlawfully, if a State legislature, as in the recent case of Louisiana under the dictatorship of Huey Long, takes away the freedom of the press, who is to save us except the Courts?



By the middle of the summer, congressional sentiment had turned decisively against the plan; and the rapidly emerging conservative coalition, which would do so much to frustrate the administration for the next eight years, had gained substantial strength as a result. “Only last November, Mr. Roosevelt was elected by 11,000,000 votes,” the New Republic noted. “Both friends and enemies agreed that he had come to hold greater effective political power than any other man in our history. Now, incredible as it seems, he may have to accept partial defeat from a Congress that he was supposed to own, body, votes and soul.”12

At a moment when critics of the administration felt timid and insecure, Roosevelt had given them the confidence to strike at him. When Congress finally defeated the proposal in July 1937, the New Deal absorbed a humiliating defeat from which it never fully recovered. In the process, the battle destroyed the image of invulnerability that had been among the President’s greatest political strengths.13

•   •   •

THE COURT-PACKING battle overshadowed another, nearly simultaneous political controversy: a fight over reorganization of the executive branch of the federal government. But the nature of the reorganization proposal, and more important the nature of the opposition to it, illustrated as vividly as the Court fight how large the obstacles were to liberal visions of a more powerful state.

On the surface, the executive reorganization plan seemed an uncontroversial measure—a natural outgrowth of successful progressive efforts to reshape state and municipal governments earlier in the century. Two Republican presidents—William Howard Taft and Herbert Hoover—had previously endorsed the general concept of executive reorganization, arguing that it would contribute to governmental efficiency and economy. The administrative expansion of the first years of the New Deal—the proliferation of new offices and agencies—made the case for reorganization seem even more compelling, as did the President’s frustration (shared by most of his predecessors and all his successors) at the difficulty of getting the bureaucracy to do what he wanted. In the spring of 1936, therefore, Roosevelt appointed a Committee on Administrative Management to recommend reforms.14

The committee’s report, delivered to Roosevelt shortly after the 1936 election, reflected the progressive inclinations of its three principal authors: Luther Gulick, Charles Merriam, and Louis Brownlow (the chairman), all of whom had been active in municipal reform efforts and all of whom believed strongly in the efficacy of administrative action. In the past, they argued, courts, parties, and legislatures, not the executive branch, had generally charted policy in the American government. But in the twentieth century, with its more urgent challenges, there was a need to find more effective and reliable ways for the state to exercise power. “Administrative agencies and activities are moving to the front all over the world more rapidly and powerfully than judicial or representative bodies,” Merriam wrote some years later.15 The Brownlow report sought to advance that process.

Among its recommendations were proposals to expand the White House staff, to move the Bureau of the Budget out of the Treasury Department and into the White House, to give the President more control over the civil service, to limit the autonomy of the independent regulatory commissions, and to create a powerful planning mechanism within the executive branch. All these measures were designed to strengthen the President’s control of his own administration. But they were also intended to expand the power of the executive at the expense of the legislature. The report said nothing about abridging congressional prerogatives, but an unspoken assumption behind its recommendations was that an improved administrative structure would free the executive branch from at least some of the obstacles to action that the slow and cumbersome legislative process had traditionally created. Rather than seek passage of new statutes, creative administrators could make extensive new uses of existing laws, even uses Congress had not foreseen.16

Roosevelt gave no indication that he shared this expansive view of reorganization. He was aware, no doubt, that expressing such a view would increase conservative opposition to the legislation. But there is little to suggest that, even in private, he considered the measure as important as its framers did. His own public defense of the proposal always stressed the “efficient and economical conduct of governmental operations.” Even some of his liberal supporters seemed to agree that the plan would have a relatively modest impact.17

But the President’s critics sensed danger. And when the administration introduced its Court-packing scheme only a few weeks after sending the Brownlow report to Congress, conservatives began to see the two measures as part of a single plan; together, they constituted a program to strengthen the presidency by emasculating the other branches of government.18 Critics attacked executive reorganization with much the same language they used in attacking judicial reorganization; it was evidence of Roosevelt’s “dictatorial ambitions.”

In the spring of 1938 (by which time Congress had still taken no action on the proposal), events in Europe—Nazi Germany’s annexation of Austria (the Anschluss) most prominently—had added a new element to the debate: the supposed parallels between the designs of Roosevelt and those of totalitarian leaders. “We have just witnessed, in Europe, what happens when one man is permitted too much power—Hitler in Austria,” one opponent wrote. Another, more friendly observer warned the President that there was a growing popular tendency “to unconsciously group four names, Hitler, Stalin, Mussolini and Roosevelt.” After months of nearly hysterical attacks by, among others, Father Charles Coughlin and William Randolph Hearst, after a surprising popular outcry that culminated in large anti-reorganization rallies in New York and Washington, and after some members of the administration itself (in agencies threatened by the proposed reorganization) began mobilizing opposition, even the President seemed to draw back from the bill. On April 8, 1938, the House of Representatives defeated the proposal by eight votes. The 204 opponents included 108 Democrats.19

Roosevelt introduced a second, much milder reorganization bill in 1939, a bill so emasculated that it moved quickly and easily through Congress. But this modest victory could not heal the wounds of the earlier defeat. The death of the Brownlow plan was both a reflection and a cause of the New Deal’s political torpor—not so much because executive reorganization itself was crucial to liberal hopes as because the battle over the plan revealed the magnitude of both popular and congressional opposition to the liberal vision of a strengthened state. That vision, seemingly vindicated by the 1936 election, was proving much more difficult to promote than its defenders had anticipated. The administration’s critics, far from cowed by their electoral defeats, were proving both obdurate and effective. Even the New Deal’s friends seemed unreliable.

The defeat of the reorganization bill was “the most important event since 1932 … more important, even, than the defeat of the Supreme Court plan,” wrote T.R.B. of the New Republic (somewhat hyperbolically) in April 1938. “Twelve months ago such a vote would have been unthinkable. The wounds it has created in the liberal bloc cannot be easily healed.” The administration was, in short, already experiencing dangerous political difficulties when it encountered another crisis, before which all the others paled: an unexpected economic collapse.20

THE ADMINISTRATION’S greatest political asset in 1937 was its presumed success in restoring the economy to health. As the year began, many New Dealers were boasting that the Depression was over—a sentiment much of the public seemed eager to share. But events soon delivered a fatal blow to that assumption. Beginning in late summer, and accelerating in the fall, the economy experienced one of the most rapid downturns in its history, a slide that exceeded in severity (although not in longevity) the collapse of 1929–1930. The much vaunted “New Deal recovery” suddenly gave way to the “Roosevelt recession.”

The 1937 recession came as a surprise to most Americans, and to most New Dealers. Yet it was not wholly unanticipated. Several liberal journalists had expressed skepticism when reports of the “end of the Depression” began to proliferate. The columnist George Soule, for example, wrote in March 1937: “Now that … factories are noisy again … people ask questions about how long good fortune is going to last, whether we shall have another boom and whether it will be followed by another crash.” Some members of the administration were likewise pessimistic. Leon Henderson of the Commerce Department circulated a memorandum (also in March) describing the current prosperity as uncomfortably similar to that of 1929, arguing that prices were rising too rapidly, and predicting that “unless firm action is taken, [there] will come the race between purchasing power … and inflated prices,—a losing race since purchasing power can not keep up.” There were similar warnings of inadequate purchasing power a month later from Marriner S. Eccles, chairman of the Federal Reserve Board, and Lauchlin Currie, one of his assistants, both of whom insisted that the recovery was not yet stable and could easily be derailed.21

Even the pessimists, however, were restrained in their warnings; they foresaw neither the severity nor the imminence of the coming collapse. Currie’s bleakest warnings spoke only of “a mild business recession”; by late September, he had retreated even from that modest prediction and was forecasting a “broad recovery.” Eccles once warned of “another 1929,” but in 1940, not 1937. Even Henderson wrote relief administrator Harry Hopkins late in August and cautiously predicted “a new burst of vigor in recovery.”22 In any case, vague forebodings could not compete with the wave of optimism that was sweeping both the government and much of the business community in 1937. Almost every economic index—personal incomes, wholesale prices, industrial production, corporate profits, employment—showed marked gains over the levels of four years earlier. The steel industry, which had been operating at only 47 percent of capacity in 1935, was at 80 percent by the beginning of 1937. Construction expenditures were 200 percent higher than they had been two years earlier. National income, which had dropped as low as $43 billion in 1932, had climbed back to over $70 billion. Only in a few areas did the economic statistics show levels of activity matching (let alone exceeding) those of 1929. But the optimists were not making comparisons to the boom years. They were measuring 1937 against 1932 and 1933; and by that standard, the gains were impressive.23

“Railroads put on extra trains,” Business Week wrote in midsummer. “Mountain and seashore hotels packed them in. That is 1937’s July Fourth story. And to business it brings hope, faith, and clarity.… Over the next six months, barring an unexpected catastrophe …, business should get better.” Two months later, the journal remained optimistic: “Business is good. This fall it will be better.” A series of economic setbacks over the summer failed to dampen the public cheerfulness. Newsweek shrugged off a mild downturn in the second quarter, noting that it was much less severe than expected and writing exuberantly of the “brisk pace” of the “recovery van.” An unusually volatile stock market in August gave way to rising prices again in September.24 But the most vivid illustration of confidence in the economy came from the administration itself. For in the spring of 1937, Franklin Roosevelt decided to balance the federal budget.

In the twelve years of his presidency, Franklin Roosevelt never brought a budget into balance.25 But through most of those years, he continued to believe in the importance of eliminating deficits and rarely stopped trying to do so. Roosevelt’s harsh attacks on Herbert Hoover in 1932 for extravagant spending have often been dismissed either as campaign demagoguery or as reflections of an orthodoxy he subsequently abandoned. In fact, Roosevelt was always serious about balancing the budget. Even in 1936, he was clearly uncomfortable with the deficits he had been accumulating for over three years. Throughout the campaign, he spoke defensively about the federal budget and denounced “fiscal recklessness.” Now that the country had “turned the corner,” he assured his audiences, “federal revenues are increasing; emergency expenditures are decreasing. A balanced budget is on the way.” Within months of his reelection, he decided to make good on that promise.26

There seemed to be compelling reasons for doing so in early 1937. The administration was eager to believe the emergency was over—that the New Deal had, as two Treasury Department officials wrote early in 1937, “licked the great depression.” The President, at least, clung fervently to that conviction despite the persistence of high unemployment, the absence of significant new private investment, and the continuing sluggishness of several major industries. Such confidence, however misplaced, made a reduction of federal expenditures seem possible.27

The expected political benefits of producing a balanced budget, and the expected costs of failing to do so, made spending reductions seem desirable. Even many members of the administration who did not believe deficits were economically dangerous considered them a political rebuke to the New Deal. The deficits (and the spending programs that had produced them) were symbols of the economic “emergency.” The best way to prove that the emergency was over was to eliminate those symbols. The President himself had frequently suggested that progress toward a balanced budget would be the best measure of the administration’s success. In his 1936 annual message to Congress, for example, he had said: “We are justified in our present confidence. Restoration of the national income, which shows continuing gains for the third successive year, supports the normal and logical policies under which agriculture and industry are returning to full activity. Under these policies we approach a balance of the national budget.” Balancing the budget, in short, would mark the triumph of the New Deal.28

Above all, perhaps, budget reductions seemed necessary because of growing signs of inflation. Wholesale prices had risen by more than a third in the first four years of the New Deal and by more than 7 percent in 1936 alone. Consumer credit had more than tripled in two years. The prospect of inflation was, as always, alarming to investors, creditors, and financiers—and to their many allies in government. But it was also alarming to Roosevelt, and many others, for different reasons: because rising prices were disturbing to consumers and thus politically damaging to leaders who did nothing to hold them down.

Particularly ominous was the rapid flow of gold and other capital out of Europe and into the United States—the result of nervous foreign investors fleeing their own unstable regimes in search of security in America. To reduce the inflationary pressures of this “refugee capital,” the Treasury Department late in 1936 began “sterilizing” gold—putting newly purchased specie in an “inactive” account rather than using it to increase the money supply. At roughly the same time, the Federal Reserve Board raised the reserve requirements for member banks by a stiff 50 percent; it raised them again, by a third, early in 1937. The banking system still had substantial available cash despite the new requirements, and the Board insisted that “credit conditions will continue to be easy.” But clearly the focus of concern was shifting from deflation to inflation.

Throughout the spring, Roosevelt spoke intermittently about “the present hazard of undue advances in prices,” the “upward” [price] spiral which is at least a danger flag.” The proper response to the danger, he insisted, was for the government itself to restrain its spending. Even many liberals agreed. “An unbalanced budget in a period of rapidly rising prices,” the Nation warned in April 1937, “is the surest path to an uncontrolled inflation.” Still, the elimination of the deficit might not have become a central item on the administration’s agenda without the tenacious and at times ferocious efforts of Secretary of the Treasury Henry Morgenthau.29

Morgenthau seemed an unlikely leader of a bureaucratic battle and an even less likely successful one. He was lightly regarded by most of his colleagues in the administration, who tended to dismiss him as a passive and befuddled sycophant and who watched his consistently inept performance in Cabinet meetings and other public forums with a mixture of amusement and contempt.30 Few considered Morgenthau intellectually equipped for his position. He had no academic training in economics; indeed, he had been an indifferent and unhappy student and had dropped out of Cornell without graduating. He had little experience in business or finance; he had refused to join his wealthy father in the family real estate business and had spent most of his adult life as a gentleman apple farmer.

He owed his public prominence largely to an accident of geography: He was a neighbor of Franklin Roosevelt in Dutchess County, New York. The two men had become friends in 1915, and Morgenthau spent most of the next thirty years serving Roosevelt’s purposes. Passed over in 1933 for the position he most coveted, secretary of agriculture, he stumbled into the Treasury Department almost accidentally in November of that year. Roosevelt asked him to fill in temporarily for Secretary William Woodin, who was on leave of absence because of illness. Several months later, when it became clear that Woodin would not return (he died in May 1934), Morgenthau officially succeeded him. He served as secretary of the treasury for eleven and a half years, longer than anyone but Albeit Gallatin.31

Why Morgenthau developed so intense, even obsessive, a commitment to a balanced budget is difficult to explain. He was, to be sure, the Cabinet officer with direct responsibility for fiscal policy; the Budget Bureau was housed in the Treasury Department until it moved to the White House in 1939. Moreover, he was surrounded by the department’s professional economists and civil servants, people long committed to fiscal orthodoxy—so much so that such orthodoxy became known in the 1930s (in America as in England) as the “Treasury view.” Yet Morgenthau displayed a level of passion on this issue that seemed to reflect something more than the traditional inclinations of his office. The battle to balance the budget became, for him, something intensely personal: a test of his relationship with the President and of his stature within the government. Lifelong insecurities that made him indecisive and ineffectual in other contexts seemed to strengthen his resolve on this issue.32

Like the President himself, and like most other members of the administration, Morgenthau had accepted the need for deficits during the first years of the New Deal because he recognized the importance of assisting the unemployed and propping up the sagging economy. But also like Roosevelt, he had never wavered in his belief that the administration should balance the budget as soon as conditions made it possible to do so. By the end of 1936, he was convinced that the moment had arrived, that it was time (to use Morgenthau’s own unfortunate metaphor) “to strip off the bandages, throw away the crutches” and see if the economy “could stand on its own two feet.” Shortly after the election, he began an intense, if largely private, campaign to win a promise from the President to eliminate the deficit by 1938. Roosevelt was clearly sympathetic. In his budget message to Congress in January 1937, he made a direct connection between achieving recovery and eliminating the deficit; a balanced budget, he said, would be the culmination of the New Deal’s four-year battle “to restore a successful economic life to the country.” Federally-funded relief programs had been necessary during the “emergency,” but it was now time for private industry to step in and “give employment to persons now receiving government help.”33

Others in the administration—among them Marriner Eccles—argued vigorously that reductions in federal spending were premature, that the economy was not yet healthy enough to be able to absorb a major drop in government support. (Eccles also insisted that the budget could be balanced without cuts, through the growth in revenues that a sustained recovery would produce.)34 But Roosevelt sided with Morgenthau. “I wish you’d heard the President talk about balancing the budget to Eccles,” Morgenthau gloated early in April. “If he’d only say publicly what he told him, it would be marvelous.” A few weeks later, Roosevelt obliged. In a message to Congress on April 20, 1937, he called for “eliminating or deferring all expenditures not absolutely necessary” so as “to eliminate this deficit during the coming fiscal year.” That meant substantial reductions in the budgets of the “emergency” programs: the Works Progress Administration, the Public Works Administration, and others. Morgenthau was ecstatic: “The President gave me … everything that I asked for.… It was a long hard trying fight but certainly at some time during the weeks that I argued with him he must have come to the conclusion that if he wants his Administration to go forward with his reform program he must have a sound financial foundation.”35

Disaster followed.

THE ECONOMIC CRISIS of 1937, which began six months after the budget decisions, had ominous similarities to its 1929 counterpart—most visibly in the behavior of the stock market, which collapsed in a great wave of panic selling in mid-October. By the end of 1937, stock prices had fallen by more than a third from their peak in August; by the following spring, the Dow Jones Industrial Average had dropped by 48 percent, achieving in seven months a decline that had taken more than a year in 1929 and 1930. “Yesterday the 1929 panic was really repeated with more to come,” Adolf A. Berle (a member of Roosevelt’s original “brain trust”) confided to his diary in October, in the aftermath of a day that many traders compared to the “Black Tuesday” of eight years before. “The stock market people,” Berle added, “are most bewildered and frightened.”36

But the more disturbing similarity to 1929 was that the collapse of the financial markets in 1937 was only the most dramatic sign of a much broader economic decline. Just as eight years before, there had been clear, if largely ignored, signs of erosion in key economic indicators over the summer. And just as in 1929, the decline of production and employment accelerated dramatically in the fall. “It is now plain that business is dropping as well as the market,” Berle noted. “In other words, we are in for a rather bad winter.” By the end of that winter, industrial production had dropped by more than 40 percent; corporate profits had fallen by 78 percent; four million more workers had swelled the already large unemployment rolls; the national income had slipped by 13 percent from its post-1929 peak of the previous summer. As striking as the extent of the erosion was that it occurred so quickly, much more rapidly than the collapse of 1929–1930. “In several particulars,” Time noted late in November, “the Recession is more remarkable than the Depression. It is remarkable because the 35% plummet from last summer’s high is the swiftest decline in the history of U.S. business and finance.”37

Roosevelt’s initial reaction to this devastating setback was a forced optimism that resembled denial. “I have been around the country and know conditions are good,” he told the Cabinet in October. “Everything will work out if we just sit tight and keep quiet.” Even four months later, with conditions significantly worse, he assured James Farley that “things will be all right.” And while he avoided public statements minimizing the problem (fearful of comparisons to the Hoover of 1930 and 1931), he tried in subtle ways to suggest that this crisis was not as grave as the earlier one; among other things, he insisted on describing it as a “recession,” to distinguish it from the more ominous term “depression.”38

At other moments, however, Roosevelt was clearly nervous. (“The White House has the jitters,” Henry Morgenthau noted in his diary after a telephone conversation with the President in October.) That was partly because the people around him were encouraging him to worry. Indeed, the collapse created an anxiety within the government that at times verged on panic. Morgenthau himself wrote the President a few days after the stock market collapse: “I have had to come to the conclusion that we are headed right into another depression.… This cruel process has already begun.” At the Federal Reserve Board, there were similar expressions of alarm: “This country again faces a very serious business and financial crisis,” the board’s Fiscal and Monetary Advisory Committee warned. “To put it bluntly, we face another major depression.… Plants are closing down every day. Thousands and thousands of industrial workers are being laid off every day. Forward orders are being cancelled.… Prices are falling.… Such movements gather their own momentum, and feed upon themselves.”39

And always, behind both the strained optimism and the panicky warnings, there was the one great fear: the fear that this crisis, like the 1929 crisis, might move beyond the administration’s control; the fear that the New Deal, so triumphantly vindicated only a year before, might end in failure. The recession was already an economic disaster. It threatened to become a political catastrophe as well. The President “is greatly disturbed over the business and economic situation and doesn’t know quite which way to turn,” Secretary of the Interior Harold Ickes confided to his diary in November. “He is plainly worried.” Four months later, Ickes offered an even gloomier assessment: “It looks to me as if all the courage has oozed out of the President. He has let things drift. There is no fight and no leadership.”40 Representative Maury Maverick of Texas gave public voice to the same fear. “Now we Democrats have to admit that we are floundering,” Maverick told his colleagues in the House. “We have pulled all the rabbits out of the hat, and there are no more rabbits.… We are a confused, bewildered group of people, and we are not delivering the goods. The Democratic administration is getting down to the condition in which Mr. Hoover found himself.”41

That was the forbidden image that began slowly to creep into the consciousness of New Dealers as 1937 drew to a close: the image of exhaustion and paralysis; the image of an administration devoid of ideas; the image of a presidency that might (as Secretary of Agriculture Henry A. Wallace privately feared) “end like Hoover’s.” There was a faint note of desperation in the calls for action that were emanating from every corner of the administration. Economists from several agencies collaborated on a report to the President that concluded: “There is little reason to expect a ‘natural’ upturn in the near future. The recession could be severe and prolonged if government does not intervene.” From every corner of the administration, from the Congress, from the liberal press, and from much of the public, a clamor was arising for a decisive presidential response to the new crisis.42

But what kind of response? On that, even liberals were unable to agree. There were several very different explanations of what had caused the recession, each of which suggested a different approach to ending it. And there were several very different interpretations of the New Deal itself: of what its important accomplishments had been and what its lessons for subsequent efforts should be. It was one thing to talk, as almost all liberals did, about the importance of reinvigorating the New Deal. It was quite another to define what the New Deal was. And so for American liberals, the bleak winter of 1937–1938 produced not just a severe recession, but an intense ideological struggle—a struggle among different conceptions of the economy, among different views of the state, and among different conceptions of the political traditions from which contemporary liberalism had emerged. It was a struggle to define the soul of the New Deal.
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