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The social construction of the Great Depression:
Indugtrial policy during the 1930sin the United States,
Britain, and France

FRANK R. DOBBIN
Department of Sociology, Princeton University

The Great Depression called Western nations' most fundamental ideas
about economic growth into question by disrupting the march of
progress. Governments responded by rejecting orthodox growth strat-
egies in favor of new policies they hoped would turn their economies
around." In the ream of macro-economic policy, governments had
followed a common orthodoxy before the 1930s that prescribed ad-
hering to the gold standard and cutting spending in hard times;
yet during the depression they adopted a new orthodoxy that pre-
scribed exactly the opposite: currency devaluation and increased
public spending.

In the realm of industrial policy — those policies designed to shape
firms, industries, and markets - governments likewise tried to reverse
the economic downturn by reversing their traditional strategies. Yet
whereas new macro-economic policiestook roughly the sameform in
different nations, new industrial policies took very different forms.
New macro-economic policies were similar because these countries
rejected similar macro-economic traditions; but new industrial policies
were different from one another because these countries rejected very
different industrial traditions. The United States abandoned market
regulationin favor of state-led cartelization; Britain supplanted policies
designed to sustain small firms with policies designed to create huge
monopolies; and France replaced ératisme with liberalism. Thereis no
doubt that these changes resulted from the economic shock, which
acted as a "kind of independent variable" that affected al nations
alike.? But what were the intervening processes that led from the
economic collapse to policy shifts? | argue that in the realm of indus-
trial policy the collapse brought changes because it disproved cultural
paradigms of industrial rationality, and by extension that cultural
paradigms play a central rolein policy formulation in normal times.
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Interest group approaches

Most analysts believe that public policy choices result from struggles
among competing groups with different interests and differing political
resources. This has long been the approach used to explain the new
socia insurance and labor relations policiesof the thirties, and recent
studies have similarly linked changes in macro-economic policy to
coalitional realignments among segments of industry, agriculture, and
labor.?> The economic downturn led to disaffection with incumbent
political parties who were blamed for the crisis or to coalitional shifts
as the gods of existing groups changed.* New political parties sub-
sequently gained power, with the support of new coalitions, and
successfully backed new policies. However, the argument that the crisis
ushered in major policy shifts because it brought new groupsto power
is more compelling in the realms o labor-relations policy and social-
insurance policy than it is in the realm of industrial policy. For the
United States, interest-group theorists argue that the New Deal was
passed because the Democrats won the White House and had the
opportunity to pass the kinds of legislation empowering unions and
expanding socia insurance that they had aways backed; they ignore
the fact the the New Deal industria strategy of creating huge national
cartels was antithetical to the Democrats traditional anti-big business,
pro-antitrust stance. Similarly,for Britain it has been suggested that the
growth of Labour power led to the expansion of social insurance, yet
the industrial restructuring efforts of the thirties were contrary to the
pre-depression Labour platform, aswell asthe platformsof the Liberal
and Conservative parties. For France it has been argued that the left-
centrist and Socialist governmentsthat won power in the thirties passed
policiesin support of labor that they had long advocated, but thisdoes
not explain their laissez-faireindustrial stance — which wasinconsistent
with their previous callsfor socialization of the economy.

The interest-group approach depicts political contention well, but it
has not been able to account for the fact that national policy strategies
normally persist over generations and survive dl sorts of regime
changes and coalitional realignments.> Nor does it account for the fact
that, within any nation, diverse interest groups share an understanding
of fundamental causal processes, which may lead them to agree on the
appropriate means for solving any particular problem. Interest-group
arguments hinge on the primacy of the material interests of groups, yet
in times of stability as well asin timesadf change groups often express
policy goalsthat are closer to those of their domestic competitors than



to those of their foreign counterparts. | contend that by defining policy-
making as conflict this approach neglects the shared cultural under-
standings that can cause the policy solutions proposed by diverse
groupsto converge.

I nstitutional approaches

Institutionalists have made a crucial corrective to the interest-group
approach by showing that national policy styles persist over time and
are not particularly responsive to interest-group shifts. Nations tend to
repeat their old policy strategies again and again, they argue, because
state administrative capacities influence policy outcomes in positive
and negative ways. On the positiveside, policy strategies remain stable
over long periods of time due to the inertia of existing policy institu-
tions, and because those institutions can be used to solve new prob-
lems. On the negative side, novel policy solutions are often under-
minded by weak or inappropriate administrative capacities.® This last
insight helps to explain why the United States and Britain returned to
their traditional industrial policy strategies after experimenting with
interventionist strategiesin the early 1930s.

Institutionalists do predict that policy shiftsare likely to appear during
crises, which create openings for change, but for the most part their
work hasfocused on the causes of policy continuity because, by defini-
tion, the study of institutions is the study of stable social customs.'
Bdow, | show that institutionalists have under-theorized the role of cul-
turein modern state institutions: institutional capacities may delimit the
kinds of policiesthat nation-states can effectively carry out, but culture
shapesthe kinds of solutions policymakersenvisionin thefirst place.

State institutionsand industrial culture

Culture has had at least two meanings in the social sciences. Most
economists and political scientists use it to refer to ideational systems,
which are composed of values, beliefs, and symbols.® Most anthro-
pologists, and a growing number of sociologists, use culture to refer to
a society's entire adaptive system - to social customs broadly. Thefirst
approach takes at face value a socially constructed distinction that is
primary in modern societies - that between cultural and instrumental
ingtitutions - by treating as meaning-laden and meaning-driven only



those institutions societies designate as cultural. In the spirit of Weber,
the second approach treats al social institutions as cultural artifacts,
including and especially rationalized, instrumental institutions. The
first approach also tends to situate culture in individualsin the form of
values and norms; whereas, in the spirit of Durkheim, the second
approach situates culture in social customs.’

Among students of modern societies the first approach has been domi-
nant, and this has led social scientists to treat rationalized institutions
as acultural. Weber would surely have found this situation peculiar, for
he contended that meaning is organized around rationality in modem
settings. Whileexceptions to the tendency to treat rationalized meaning
as acultural are found in studies of the forms instrumenta rationality
takesin organizations and in science, students of culture have paid little
attention to theformsinstrumental rationality takesin governments.!°

Nonetheless, the sociological literature is replete with treatments of the
nature of rationalized meaning, and with suggestions about how to
anayzeit empirically.A cultural approach to public policy entails com-
paring instrumental policiesto see how they represent and construct
reality. How should we think about rationalized culture? First, it is now
widely agreed that rationalized meaning appears in theform of institu-
tionalized, disenchanted, means-end designations.”” For instance,
American policies such as the Sherman Antitrust Act (1890) pursued
economic growth by reinforcing market mechanisms; they thereby
designated markets as the means to growth. French policy, by contrast,
designated very different means to growth. Second, those designations
are cultural only to the extent that they are shared within societies; cul-
tural meaning does not encompass the idiosyncratic beliefsof political
sub-groups, which | refer to here as interest-group ideologies. Such
ideologies may share some of the characteristics of cultural meaning,
however, they can be distinguished from it by thefact that they are not
pervasive and are usually articulated as normative beliefs (e.g., private
property should be abolished) rather than as mundane, instrumental
beliefs (e.g., market competition increases industrial efficiency). Third,
rationalized social systems treat inter-subjective means-ends designa-
tions (hereafter meaning) in much the same way as they treat scientific
laws; as universal, transhistorical tenets of reality that may be falsified
and superseded.!? Minor empirical inconsistencies may lead to revi-
sions of the existing meaning system, but major inconsistenciesarelike-
ly to produce alternative explanatory frameworks. The Great Depres-
sion constituted just such a major inconsistency.



Rationalized meaning permeates modern economic institutions in the
form of what Kenneth Dyson calls"industrial culture”" — theinstitution-
alized logic of economic organization within a country. Industrial cul-
ture refers to the economic customs that structure industries and
economies, and simultaneously to the means-ends designations that are
socialy constructed in the process of the enactment of those customs.
Industrial cultures vary substantially across countries and they change
over time. Despitethefact that they can change, industrial cultures tend
to retain certain basic characteristics. Thus for most of the past century,
industry in the United States has been organized around natural selec-
tion processes in free markets; industry in Britain has been organized
around entrepreneurial autonomy from state and market interference;
and industry in France has been organized to a greater extent around
centralized public decision-making and coordination.

In the governmental sphere industrial cultures are fostered and rein-
forced by sets of industrial policy customs with attendant logicsof state
intervention. Borrowing from Peter Hall, | refer to these as industrial
policy paradigms.!® Like industrial cultures, policy paradigms encom-
pass both customs, in the form of policy practices, and attendant
means-ends designations, in the form of tenets of governmental inter-
vention. Industrial policy paradigms are the public-policy correlates of
industrial cultures that help to shape economic customs. The United
States' market-centric industrial culture is paralleled by a policy para-
digm organized around antitrust policy and market regulation. Britain's
firm-centric industrial cultureis paralleled by a policy paradigm organ-
ized around supports for small firms. France's state-centric industrial
cultureis paralleled by a policy paradigm organized around public con-
certation of the economy.

In normal times countries employ these paradigmsto devel op new poli-
cies, and they thereby reproduce national industrial policy styles. In the
post-war period, for instance, to promote the semi-conductor industry
the American government reinforced market competition, Britain bol-
stered particular firms, and France consolidated and nationalized the
sector. Although economic downturns usually cause nations to employ
orthodox growth strategies, crises of major proportions may challenge
the veracity of national industrial-policy paradigms, and may cause
nation-states to abandon them in the same way that scientists abandon
failed scientific paradigms. That is what happened during the Great
Depression; the economic collapse served to fasify rationalized indus-
trial policy paradigms and caused nations to embrace new ideas, albeit



briefly. Each country embraced ideas that were contrary to its tradi-
tional paradigm because it appeared that traditional strategies had not
merely been ineffective, but had produced economic contraction.

More broadly, in rationalized cultures economic fluctuations play a
central rolein the social construction of strategiesfor achievinggrowth.
When new policiesare followed by growth, nations believe them to be
effective, yet when they arefollowed by decline nations take them to be
ineffectiveand try other things. Here there is a subtle distinction to be
made between the cultural perspective and the realist view. Realistsfol-
low in the utilitarian tradition of John Stuart Mill and Adam Smith by
contending that policy choices are made by rational actors who con-
stantly search for the policiesthat will best foster prosperity.!* This per-
spective leads realists to begin with the premise that new policy ortho-
doxiesare more rational than those that they supplant, and to concen-
trate on constructing political arguments about why each new ortho-
doxy was not embraced sooner.!> Underlying their argumentsis a belief
that universal economic laws select the most efficient policiesfor sur-
vival, and hence policy shifts represent positiveevolution. | concur that
actors behave asif such economic laws exist and follow the institution-
alized, scientistic, decision rules of instrumental rationality, but con-
tend that both the idea that there are universal economic laws and the
very notion of instrumental rationality are cultural constructs. In short,
actors behave as if there are universal economic lawsthat they can dis-
cover and it is their bdlief in such laws that motivates their behavior,
rather than actual economic laws. One potentia difficulty in supporting
this cultural approach empirically is that realists, who argue that
nations learn economic lawsfrom their experiences, can claim to have
explained the transition to any new policy strategy that is widely
believed to be superior to the strategy it superseded; for instance the
transition to neo-orthodox macro-economic policies. In this article, |
show that each of these nation-states generated a variety of different
economic and industrial policiesfor recovery, and then cameto believe
in policies that were followed by growth. The realist view is under-
mined by two pieces of evidence. First, nations came to believein the
virtue of policy strategies that economists later argued had no effecton
recovery. Second, during the 1930s different nations cameto believein
entirely different, and often contradictory, strategies. One final caveat:
below | focus on the the understandings of the Depression that cameto
be influentia in each nation rather than on the role of agents in
promoting those understandings because | am most interested in the
content of understandings. This is not to suggest that the particular



understandings were overdetermined by state structure, but rather that
countries would come to blame the downturn on something they had
been doing.

Public policy during the Great Depression

The pages that follow chronicle the effects of the Great Depression on
theindustrial policiesdf the United States, Britain, and France. First,in
each case sustained economic growth had helped in the social con-
struction of indigenous industrial cultures and the policy paradigms
that supported them as indispensable to prosperity.'® In the United
States that meant market processes and policies to enforce market
competition; in Britain it meant the multitudes of family-controlled
firms and policies to protect those firms; and in France it meant state
tutelage of industry and associated bureaucraticinterventions.

Second, the unprecedented severity of the economic downturn called
traditional industrial cultures into question and, like scientists rejecting
failed scientific paradigms, these countries rejected industrial ortho-
doxy. Instead of utilizing traditional policy paradigms to restore eco-
nomic growth, these countries adopted policies that were contrary to
their traditions. The United States replaced antitrust with state-led
cartelization; Britain replaced protections for small firms with efforts
to create monopolies; France replaced concertation with lai ssez faire.

Third, each country revived traditional industrial institutions by the
end of the depression because new industrial policieshad not received
credit for the restoration of economic growth. In the United States car-
telization was not followed by quick recovery and Americans soon
rejected it. In Britain industrial reorganization was never achieved, and
the early devaluation wasinstead credited with the rapid recovery. And
in France successive regimes practiced liberalism, but the French
economy continued to declinelong after other countries had recovered
and the French came to see liberalism as ineffective. Soon traditional
industrial policieswere exonerated and al three nations brought them
back intoforce.

Macro-economic policies and wesk banking regulation eventualy
received the brunt of the blame for the economic crisis for several
reasons."” First, it was easier to carry out counter-cyclical spending,
devauation, and controls on banks than it was to change industrial



policy — which involved changing the way al of industry was organized
- thus in each country macro-economic and regulatory changes were
effected before recovery began and were linked in the public mind to
recovery. Second, to observers of the international scene it appeared
that national economies recovered in the order in which they devalued
their currencies (first Britain, then the United States, and then France
among the cases examined here), which tended to support arguments
about the salience o macro-economic policy. Third, because the
depression affected al nations, analysts began to look for an inter-
national explanation — a policy strategy that dl countries shared, such
as macro-economic orthodoxy. There was no common industrial policy
orthodoxy, thus it seemed wrong-headed to blame any country's idio-
syncratic industrial-policy approach.

The crux of my argument is that the Great Depression falsified the
tenets of extant industrial cultures and caused nations to try to counter-
act the effects o pre-existing policy paradigms, which they believed
had contributed to the economic decline. Palitical-conflict arguments
are contradicted by the fact that in each country the political party that
gained power pursued new industrial policies that were inconsistent
with its long-held ideological goals - but that promised to reverse the
traditional industrial strategy, which appeared to have precipitated the
decline. Moreover oppositional parties concurred with the broad
sweep of incumbents industrial policy proposals because the depres-
sion had disconfirmed their shared notions of the causes o growth.
This points to an al-important distinction that interest-group analysts
fail to make between shared cultural beliefs about how the world
works, which are often mundane and instrumental in character, and
particular interest-group ideologies. While interest-group arguments
are frequently compelling in case studies, because it is true that new
policies must receive support from important political factions, the
comparisons made here suggest that shared cultural notions of causal-
ity often underlie policy preferences.

Like political-conflict arguments, recent institutional arguments are
unable to account for the main shifts in industrial policy during
the 1930s. Those theories should predict that nations would pursue
habitual means o promoting industrial growth when faced with a
downturn. Yet, instead of reinforcing antitrust (U.S)), or augmenting
protections for small firms (Britain), or expanding public industrial
tutelage (France), these countries did exactly the opposite of what they
customarily did. Institutionalistsdo not offer a way to understand those



changes, although they do offer some insights into why new policies
werenot sustained.

The New Deal

During the nineteenth century, American industrial culture underwent
a fundamental transformation. In the early decades after liberation
from Britain, state and local governments had participated directly in
the development of banks, canals, railways, and factories via public
stock subscriptions, bond sales, loans, land grants, tax exemptions, and
the extension of eminent-domain privileges.'® In the process, they con-
tributed to anindustrial culturein which state and municipal leadership
was key to prosperity. However,in thelast hdf of the nineteenth centu-
ry, industrial cartels, monopolistic trusts, and governmental corruption
revived the specter of economic tyranny that had catalyzed the Revolu-
tion, and this led to industry regulation, anti-monopoly policies, and
legidationthat would precludefuturegovernmental finance of industry.
The Act to Regulate Interstate Commerce (1897), the Sherman Anti-
trust Act (1890), the Federal Trade Commission Act (1914), and
numerous state-level bills regulating industries and outlawing public
financing of private enterprises sought to reinforce market competi-
tion, preclude restraints of trade, and prevent state domination of
industry. While these policieswere conceived to guard economic liber-
ties,!? rather than to promote prosperity, their presenceduring a period
of unprecedented economic growth led Americans to believe that
economy-wide rationality resulted from the operation of natural-selec-
tion mechanismsin free markets. Antitrust and regulatory policieswere
soon cast as the nucleus of a new industrial-policy paradigm that would
achieve economic rationality by reinforcing market mechanisms. In
that new paradigm, government supports for market mechanisms were
framed not as state interventions in economic life, but as support for
natural economic processes.?’ Antitrust policy reinforced market com-
petition by preventing cartelization and price fixing, and regulatory
bodies established to oversee such industries as the railroads supported
markets by precluding collusion and monopolistic pricing.

The depression: A challengeto market rationality

Herbert Hoover responded to the stock market crash of 1929 by
embracing this industrial policy paradigm of antitrust and industry



regulation. On the macro-economic front as well, he pursued orthodox
strategies to reverse the downturn; he cut spending and guarded the
value o the dollar. Because the economy continued to deteriorate,
Hoover's stay-the-course approach "spectacularly failed to inspire
public confidence,” and Americans voted Franklin Roosevelt into of-
fice in 1932 on the basis of his promise to pursue "bold persistent
experimentation” to find a solution to the economy's malaise.?! Tradi-
tional policies were now deemed ineffective, and Roosevelt promised
to try nove solutions. In hisfirst hundred daysin office, Roosevelt and
his"brain trust" pushed along list of novel laws through Congress: the
Emergency Banking Act, the Economy Act, the Federal Emergency
Relief Act, the Agricultural Adjustment Act, the Emergency Farm
Mortgage Act, the Tennessee Vadley Authority Act, the Truth-in-Secu-
rities Act, the Home Owner's Loan Act, the Glass-Steagall Banking
Act, the Farm Credit Act, and the Railroad Coordination Act.

The Roosevelt Administration altered the course of public policy
dramatically in four domains. They sought to soften the effects of the
depression on the public 1) by expanding social insurance via the
Emergency Reief Act of 1933 and the Social Security Act of 1935,
and 2) by empowering unions via Section 7A of the 1933 National
Industrial Recovery Act (NIRA) and the Wagner Act of 1935. They
sought to reverse the economic decline with 3) the policies d the Frist
New Deal (1933-35), which promoted cartelization and federal coor-
dination for industries through the National Recovery Administration
and for farmers through the Agricultural Adjustment Administration,
and with 4) novel macro-economic policies, such as devauation and
the proto-Keynesian deficit spending o the post-1935 Second New
Deal public-worksprojects.

The new socia and labor policies were stalwarts of the Democratic
agenda and they closaly resembled policies Roosevelt had promoted as
governor of New York. Palitical conflict theorists correctly suggest that
changes in these realms resulted from a shift in control of the White
House, which put Rooseveltin a position to push the Democratic agen-
da forward.??> However, Roosevelt strayed far from the traditional
Democratic agenda on industrial and macro-economic policies. When
it cameto industrial policy, the Democrats had been ardent supporters
of antitrust and regulatory policies, which circumscribed the power of
big business. As early as 1912 when he was a New Y ork state senator
Roosevelt championed antitrust, arguing; A trust isevil if it is monop-
olized for the benefit of a few and contrary to the interests of the



community. Just as long as trusts do this it is necessary for the com-
munity to change this feature of them." He went on to insist on the
importance of raillway regulation: " So, too, with common carriers - as
long as they fail to fulfill the needs of the community they must be, and
are being regulated.”>* However, in 1933-34 Roosevelt led a massive
campaign to cartelizeindustry that overturned these antitrust and regu-
latory policies. Roosevelt's record on macro-economic policy was simi-
lar; although he had long been advocate of currency stabilization,
Roosevelt went off the gold standard, and having advocated balanced
budgets during economic crises, he championed Keynesian counter-
cyclical spending after 1936. Poalitical-conflict theorists are at aloss to
explain the Democrats' turnaround on issues that had been so central
to them. | argue that the Democrats switched directions because anti-
trust and industry regulation — policies designed to reinforce market
principles - had been discredited as means to economic growth by the
collapse of the economy. | aso argue that Roosevelt's novel industrial
recovery policiesinitially won wide bi-partisan support because before
the depression Democrats and Republicans alike had believed in the
efficacy of markets, and in the utility of antitrust and industry regula-
tion to support markets, and during the crisisthey jointly rejected these
tenets of industrial culture. The business opposition that undermined
the NRA emerged largely after the cartelization scheme had failed to
turn the economy around and had been thwarted by industry, leaving
only protections for wagesand unionsintact.

The Administration's diagnosis of the crisis in industry was that the
economy had outgrown market principles of organization, and that the
latter were now producing industrial disorder and disarticulation. Fol-
lowing the failure o traditional policies during the Hoover years,
Roosevelt proclaimed a new era of industrial coordination and cooper-
ation. He spurned the idea that self-interested profit-seeking was the
raw material of economic growth and adopted the rhetoric of carteliza-
tion by blaming "those forces which disregard human cooperation and
human rights in seeking the kind of individual profit which is gained at
the expense of his fellows." He insisted that economic liberty should
not be equated with individualistic self-interested behavior: " The free-
dom and opportunity that have characterized American development
in the past ... do not mean alicenseto climb upwards by pushing other
people down." Most of all, Roosevelt called for business leaders to
shed their competitive ethic and work together in the coming era.
"Only through the submerging of individual desires into unselfish and
practical cooperation can civilization grow." Roosevelt and his aides



argued that competition had been appropriate for the earlier pioneer
economy, but had become outmoded with the rise of huge interde-
pendent firms.>* They promoted a new industrial culture based on
cartelization, which entailed both price fixing and production agree-
ments, that was contradictory to America's traditional market-centric
approach.

New Dealers repudiated the American idea that the key to prosperity
was to enforce market mechanisms in order to ensure that selec-
tion pressures would transform the self-interested behavior of individ-
ua citizens into efficient growth a the aggregate level. As Andrew
Shonfield has argued, "The principle of competitive enterprise in
pursuit of maximum profits was regarded as superseded; in its place
there was a vison o organized industries in which the producers
shared out their task on rational bass" In Roosevelt's words, "we have
never beforerealized our interdependence on each other ... if weareto
go forward, we must moveas atrained and loya Army willing to sacri-
ficefor thegood of thecommon discipline.”?

New Dealers thus challenged the traditional policy paradigm that had
supported an industrial culture based on market competition. Whereas
antitrust and regulatory policies had led Americans to believe that the
state should play the role of industrial referee, with no power to direct
the actions of producers, Roosevelt now argued that the absence of
active publicindustrial coordination had contributed to the downturn.
He posed the limited public role in industry his predecessors had
pursued as irresponsible: "For twelve years this nation was afflicted
with a hear-nothing, see-nothing, do-nothing Government ... Nine
crazy years at the ticker and three long yearsin the breadlines!™ New
Deders articulated a new ideology o state-industry relations; they
called for stateinstitutions to be rethought and adjusted "from theindi-
vidualisticera of the past to the interrelated coordinated erain which
we are now living." Roosevelt challenged America to abandon govern-
mental market reinforcements, which Americans had thought of as
simple supports for natural economic mechanisms, and instead allow
the government to help overseeindustrial development. In the words of
new Assistant Secretary of State Raymond Moley, “the world which
[laissez faire] once ruled isgone — forever.”2

Ellis Hawley captures the rapid, if short-lived, reversal in industrial
symbolism brought about by New Dealers and business spokesmen:



'‘Competition’ became 'economic cannibalism: and 'rugged individualists
became 'industrial pirates.' Conservative industrialists, veteran antitrusters,
and classical economistswereal lumped together and branded 'social Nean-
derthalers,' 'Old Dedlers,'and ‘corporals of disaster.'The time-honored prac-
ticed reducingpricesto gain alarger share of the market became'cut-throat
and monopolistic price dashing,' and those engaged in this dastardly activity
became ‘chisders." Conversely, monopolistic collusion, pricing agreements,
proration, and cartelization became'cooperative' or 'associational’ activities;
and devices that were chiefly designed to eliminate competition bore the
euphemigtictitle,'codes of fair competition.' A whole set of favorablecollec-
tivist symbols emerged to describe what American law and the courts had
previoudy, under other names, regarded as harmful to society.?’

The economic collapse had served to disconfirm the canons of Amer-
icas industria culture, and to delegitimate the policy instruments that
had supported markets, thus the administration characterized market
enforcement as a foolish approach to governing this highly interde-
pendent economy composed of huge, indispensablefirms.

The New Deal and industry organization

With arhetoric of coordinated economic growth and industrial cooper-
ation, Roosevelt installed a new set of industrial policiesthat had first
been outlined in the recovery plan of General Electric's Gerard
Swope.? First, he struck down existing policies that reinforced market
mechanisms. At Roosevet's behest Congress suspended antitrust legis-
lation and passed the Railroad Coordination Act (1933) — turning back
the clock on both the Sherman Antitrust Act and the Act to Regulate
Interstate Commerce. Next Roosevelt's aides wrote the National Indus-
trial Recovery Act (NIRA), passed on June 16, 1933, which turned
American industrial policy onitshead.

The Act created the National Recovery Administration (NRA), which
encouraged firms to form federally-backed industry cartels that would
write"codes of fair competition" composed of pricing agreements and
production restrictions. Under the Act, the NRA was to set up an
industry section parallelingeach major industry group that had written
a code (e.g., sted, textiles) to oversee the operation of the code. This
massive economy-wide cartelization was exactly what the entire con-
stellation o pre-depression federal industrial policies had sought to
prevent. New Dealers put pressure on major industries to set an exam-
ple by adopting codes quickly, and by 1934 virtualy al of American
industry had signed on.?®



This new policy approach was based on the premise that America's
industrial culture, and her associated policy paradigm, had contributed
to the downturn. American "faith in the market was challenged by the
crisisand Roosevelt's administration articulated a contradictory theory
o industrial growth, and forged new state institutions to accompany
that theory, with the conviction that a policy reversal would turn the
economy around. The guiding principle of the new policy approach
was that "' private ownership could not smply be left to the unpredict-
able and often perverse guidance o market forces; there had to be cen-
tral control.” As Arthur Schlesinger, Jr. argues:

The tenets of the First New Deal were that the technological revolution had
rendered bigness inevitable; that competition could no longer be relied on to
protect socia interests; that large units were an opportunity to be seized
rather than a danger to befought; and that the formula for stability in a new
society must be combination and cooperation under enlarged federal
authority.3

The NRA’s code system offered industrial corporatism to remedy the
crisis, and New Dealers heralded an era of federal industrial coordina-
tion.

Perhaps the best evidence for the role of collectivemeaning in the poli-
¢y process is found in the remarkable consensus among Americans
that federal market reinforcements had contributed to the crisis, and
that an application of the reverse strategy would effect recovery.
Diverse groups, from trust-busters to big business, believed that the
depression had been brought on by excessive competition and that
some sort of coordination was the remedy. Even Herbert Hoover was
in broad agreement with Roosevelt's diagnosis of the crisis; to help
resolve it Hoover advocated private business associations, but wanted
them to operate without federal intervention. Moreover, the interest
groups that werefundamentally at odds on such policiesas the Wagner
Act and international trade - labor, agriculture, and various industrial
fractions - tended to concur that cartelization was needed. Virtually no
one advocated traditiona market-reinforcing policies to revive
growth.3! Different political factions had predictably different visions
o how industrial cooperation would work, as Ellis Hawley suggests.
Democrats saw a need for a some degree of state control; labor hoped
for amarked expansion of therole of thestatein industry; Republicans
believed cooperation should be a private matter. However, diverse
groups came to broadly similar conclusions about what had caused the
Great Depression because they had shared an understanding of the



nature o progress before the 1930s, and the downturn challenged that
collectiveunderstanding and undermined the legitimacy of the policies
linked toiit.

The end of the First New Deal

At first industry seemed to be solidly behind the NRA. In the summer
and fal of 1933 firmssigned industry-wide" codes of fair competition™
by the thousands and Americans cheered the end of the depressionin
NRA parades across the country. By the end of the year some 500
industries had voluntary written codes, and at the peak of the move-
ment in 1934, 96 percent o American industry was covered by
codes.>? The new scheme for industrial cooperation had inspired great
optimism among business leaders. However, business |eaders came to
oppose the Recovery Act after the economy did not experience rapid
recovery, because the Act also protected wages and bolstered union
bargaining powers. To business leaders, the inclusion of labor provi-
sionsin the NIRA had been a matter of practical politics:"if theindus-
trialists were to be given the power to write enforceable codes of fair
practice, labor must at least be given some formal recognition of its
right of collective bargaining." The Act required participating industry
groups to set minimum wages and maximum working hoursin order to
redress the exploitative employment practices that had proliferated in
the labor-abundant years of the depression. Section 7a also guaranteed
workers the right to collective bargaining. While industry had largely
favored price-fixing and production agreements, by mid-1934 those
anti-competitive elements of the Act, designed to effect recovery, were
judged to be ineffective. As a result, in July of 1934 the NRA’s Office
Memorandum 228 called for the restoration of competition and the
use of price restrictions in "'codes” only to prevent below-cost pricing.
As the Administration abandoned cartelization, the NRA began to
focuson enforcing the labor and wage provisions, and businessleaders
cameto seethe Act asaNew Deal for labor alone.?

Corporate resistance to the Act had centered around labor provisions
from the very start. Key firms, such as Ford, flatly refused to sign the
industrial "' codes of fair competition™” so long as they required firmsto
bargain with unions. Firms that did sign frequently refused to comply
with the clauses governing wages and hours; for instance 15 percent of
textile firms broke an agreement not to work women at night, which
caused the code to collapse. Firms had also resisted compliance with



the"codes" when resistance was in their financial interest; for instance,
some cotton firms delayed signing the industry's code so that they
could stockpile inventory before the production restrictions went into
effect. By early 1935, the NIRA was widely considered a failure
because it had not effected recovery, and firms increasingly resisted
compliance with the code provisions. "when the Supreme Court
declared the NIRA unconstitutional ... it toppled an extremely un-
stable structure.”34

When the economy did not experience a dramatic turnaround in late
1933 and 1934, groups of dl political stripes lost faith in cartelization
as arecovery strategy and began arguing against the Act on the basis of
traditional interest-group claims. Big-business leaders opposed the
Act's expansion of labor powers; labor groups opposed the resulting
price increases and weak labor protections; antitrusters argued that it
created industry cartels and undermined competition; and small busi-
nessargued that it merely bolstered the powersof huge firms.33

While Americans quickly rejected theindustrial tenets of the First New
Deal because the economy continued to stagnate, their interpretation
of events might have been quite different had the Administration been
able to enforce the codes until the economic upswing of the mid-thir-
ties began. If it had <till beeninforce, industry cartelization might have
been credited with the economic revival. Why was Roosevelt unable to
sustain industry compliance? The brain trust had revolutionized
Americas industrial policy paradigm, but they left the state's weak
administrative structures intact because they believed coercion would
be unnecessary. Thefederal role, as Daniel Roper explained, "is not to
dictate but to coordinate, guide, and stimulate al to wisely help them-
selves’; thus the NRA was not given powers that would enable it to
control industry. NRA architect General Hugh Johnson insisted that
the plan aimed to minimizestate interference: " Theideaisthat industry
shdl governitsdf.” Or in Roosevelt's words, " Our true destiny is not to
be administered unto but to minister to ourselves.” Not only did the
administration lack the will to dictate to industry, the NRA lacked the
expertise, manpower, and authority to exercise close supervision.
Rather than expanding the federal industrial expertise that existed in
the Federa Trade Commision and the Department of Commerce,
Roosevelt set up the NRA as an autonomous agency staffed largely by
furloughed industry officials. NRA officials catered to their dlies in
private industry rather than dictating to them, and the small gaff had
little energy to oversee compliance because it was overwhelmed with



























































































































