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I Introduction : fiscal policy of the New-Deal under attack: the revisionist history.

For some time, mainly since the start of the new world structural crisis (2007 and after), it has been fashionable for conservative economists to dally with history by rewriting economic history of the thirties of the XXth century. Wishing to prove that fiscal policy of the Obama administration is doomed to fail, they strive to bring about the final proof that fiscal policy of the Roosevelt administration is nothing but a dangerous myth.

This revisionist history is embodied into five propositions which do not lead to a consistent story:

A. Not the least fiscal policy was needed to bail the american economy out of the depression because no policy at all was required. It means first that the depression was ended as soon as 1932 and, more, that sooner or later the economy would have automatically returned to its full-employment long-run path oberved in the twenties.

Herein lies an extreme revision put forward:for instance, by Dow (1992)
 which, while using a sophisticated econometric model, goes back to Hayek theory of crisis in  “Prices and Production” (1935).

B. Another extreme position goes further: New Deal policies and especially fiscal policy 

targeting jobs creation were an obstacle to a sound recovery. The historical proof is that american economy could not go back to its pre-crisis employment level before it turned to a war-led economy in the last months of 1938. This extreme revision is put forward with some variations by Fishback (2010), Folson (2010) and even Temin (1991) who emphasized the negative impact of the rise in wages on investment, such a rise being triggered by the pro-labour policy of the Administration of which fiscal policy was a key component

C. Fiscal policy did not matter at all because what only mattered in both the stabilization 

and the recovery was the repudiation of the gold standard allowing the required depreciation of the dollar. Herein is the somewhat dominant view amid mainstream economists for instance Eichengreen (1992) and Temin (op cit).

They rely on two main facts:the recovery started when the gold standard strait-jacket was abolished; countries, like France, which maintained the gold standard until the end of 1937, suffered with increased unemployment from 1933 to 1938.

D. In any case, if the repudiation of the gold standard could matter, it is because it helped   

      the Federal Reserve board to implement the first experiment of ultra quantitative   

      easing which triggered a pure private sector led recovery induced by the drop in real 

      interest rates. Ultimately, only pure monetary policy mattered, thereby no fiscal 

      stimulus is required in the wake of the new structural crisis, Romer (1992).

E. At last, the last resort argument is the mere inefficiency of the New Deal fiscal policy. 

      It is explained both by the very low if not insignificant fiscal multiplier at that time 

      barely 0,2, Romer (op cit) and the extremely small budget deficits, Romer (op cit), 

      Temin (op cit) and Dow (op cit). Those twin facts should explain why fiscal policy 

      played no role or a small one (Dow, op cit) in the recovery. The proof that the 

      Roosevelt administration never intended to stimulate employment out of fiscal policy 

      is the strong rise in tax revenue generated by exogeneous tax hikes. Thereby it is not 

      true that Roosevelt had renounced orthodox fiscal policy. The deficits were more

      residual deprived of any positive impact. The insignificant fiscal multiplier was the 

      outcome of the residual (not planned) deficits. The conclusion is straightforward:

Since one can deny the strengh of the recovery with a rate of growth quite above its trend level (Dow , op cit p. 182), it is the proof that Roosevelt was right to maintain beyond some rhetoric a sound fiscal policy. It ought to be an obvious lesson for the Obama administration!

Taking care of the true motivation of this revisionist history, both in terms of theory

 ( a staunch rejection of Keynesian and any kind of post Keynesian economics) and policy (an equally staunch rejection of activist fiscal policy), in this contribution I intend to revise this revisionist history. In a first part I shall strive to prove that Roosevelt fiscal policy was a tremendous success and the sole cause of both the stabilization and the recovery. The very fact that deficits remained relatively small hides a tremendously high fiscal multiplier. Herein lies the New-Deal paradox which can only be explained by integrating into the general theory of public finance a set of special and extraordinary circumstances. In a second part, to prove that the “singularity” and wonderful success of the New-Deal, I shall address what happened in two countries which explicitly, but for different reasons, rejected the Rooseveltian New-Deal, France and Germany. It must reinforce the revision of revisionism. In France, very high and rising deficits (in spite of the gold standard) were reflected by an increasing unemployment which means strongly negative multipliers. In Nazi Germany from 1933 to 1935, both stabilization and return to growth generating full employment as soon as 1935 was entirely explained by the conscription of the private economy to build the total war machine ready for the Hitler’s dream of an Empire encompassing Europe until theUral . The growth of employment was the forced outcome of the always accelerating growth of the State military expenditures with a simultaneous ultra- exploitation of labour (Tooze 2006) freezing consumption. Deficits were higher than in the USA but purely residual because of the rejection of increased taxation. Thereby, one could say the Rooseveltian fiscal policy never existed. Fiscal multipliers, as such, were very small certainly below 1 if not inexistent.

At last, in a third part, in guise of conclusion, I shall strive to explain what the New-Deal unparalleled success should teach to any government sincerely targeting genuine full employment.

This study should at last lead to understand the New-Deal as it was by putting in the front stage its historical context. It could contribute to the final debunking of the “black legend” of the New-Deal.

As rightly emphasized in the remarkable study of robert Mc Elvaine  “the great depression America 1929-1941” (1984) it started in the aftermath of the so-called “Reagan revolution” from both sides : a majority came from conservative economists, there were also some “liberal moderate democrats”, who explained the collapse of the democrats by the legacy of the New-Deal. Both ignored what was America at the time.

“It is much easier to condemn from the friendly confines of Stanford and Columbia several decades after the fact than it was from a WPA project (relief expenditures program) in the midst of the depression”  (p.335, brackets are mine).

II-The wonderful success of Roosevelt fiscal policy: an experiment of very high quite above 1, fiscal multiplier.

The proof requires to answer four questions : How could we get a correct evaluation of the multiplier or as I explained in Parguez (2010) the super multiplier? Why is this super multiplier so high which is to explain the New-Deal paradox of small deficits with such an impact? Why only fiscal policy mattered, or why neither the repudiation of the gold standard nor pure quantitative easing could explain the recovery miracle? at last why the peaceful New Deal could not attain true full employment?

II-1 How could the efficiency of fiscal policy be measured or how could the super multiplier be measured?

II-1-1 The multiplier being a relationship and a causal one between two variables, the initial fiscal variable and the final outcome, the variation of the most significant economic variable, one must strive to define what is the causal fiscal variable and what must be its significant final outcome. The relationship implies that the causal fiscal variable is exogeneous relative to its sensible outcome. To fit accounting data, the relationship must be measured on an annual basis;

a- According to the monetary theory of public finance, State expenditures are an equal addition to aggregate income while taxes whatever withdraw income from the economy. It is tantamount to the fundamental proposition, that taxes are not financing expenditures they are induced by the dynamic process initiated by State outlays. Thereby to determine the net impact of fiscal policy, one must only look at the net addition to aggregate demand or income which is accounted by the State (all levels) deficit. The proposition that only the deficit (positive, negative or zero ) matters to interpret the impact of fiscal policy had already been emphasized by Lauglin Currie (1938). It is especially crucial to determine this impact in the aftermath of a deep structural depression (Koo, 2009). It is the sine qua non of a correct assesment of the impact on private consumption and thereby of the dynamic accelerator effect 

    ( Parguez op cit) since induced of tax revenue is a drain on consumption.

b- Especially in this aftermath case, the final outcome must be the aggregate net creation of value which can be accounted as the increase in employment or in labour income. A proximate measure could be the decrease in effective unemployment rate both out of the direct impact of net State expenditures and out of induced creation of jobs by the private sector.

II-1-2 Finally, the multiplier relationship or rather the super-multiplier one (because it embodies a complex dynamic process contrary to the conventionnal erstwhile Keynesian one) can be described by the following system
 :

Table 1

The dynamic inter-temporal super multiplier process

(See Annex I for a formal model)
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As already shown, first by Currie (op cit), Eisner (1960), Parguez (2011), the impact of the exogeneous fiscal “shock” depends on its impact on long-run expectations of firms and household, and thereby on the nature of the deficit and a set of factual circumstances. Both factors are too often ignored by econometric models used by revisionist economic historians.

a- There are two kinds of deficits. Good deficits with a very high positive super multiplier and Bad deficits with zero or negative super multiplier effect. As shown by table 2 the nature of the deficit depends on objective characteristics.
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b- The sign and magnitude of the super-multiplier depends also on a set of subjective factors reflecting the historical environment shaping expectations or rather bets on the future of both firms and household. Those factors embody:

· The degree of despair of the private sector reflecting simultaneously the unbearable magnitude of the depression in terms of unemployment and capital losses for firms with alarming shrinking profits. In Koo (op cit) terms, firms or the majority of them are certain that they can no more sustain increasing negative balance-sheet;

· Thereby the widespread certainty that no automatic stabilization and recovery is to be expected. If there was ever a trend, it is broken, dead for ever, herein lies the deep conviction of the private sector. It was right that, in early 1933 there was not the least reason to believe in the end of the depression, the weakening of the negative cumulative process could be meaningless. I do believe like Currie and Koo (op cit) that revisionist econometric models postulating an eternal trend surviving the depression playing the role of an attractor are misleading. They contradict any sensible historical data.

· At last, the strength of the message delivered by the supreme policy-maker. Roosevelt himself.

Together  those factors explain why the whole private sector was instantaneously ready to reverse all its expectations and answer positively to the unexpected positive “shock” of public investment in labour. My interpretation is perfectly consistent with Ferguson (1995) proof of the instataneous generation of a pro New-Deal coalition within the capitalist class, industrialist and financial banking alike.

II-2   Explaining the New-Deal paradox of small deficits and instantaneous stabilization and recovery.:

It could be deemed the Roosevelt miracle: All the existence conditions of a triumpth of his fiscal policy were simultaneously met: as soon as march 1933 (official inauguration date)

II-2-1  From the inauguration until 1935 the Administration raised expenditures from around 4000 to 9000 billions$, they were multiplied by more than 2. Since they were from 33 to 36 relief work programs involving cooperation with the States, they were not compensated by a decrease in net State expenditures. So strong was the shock, that instantaneously aggregate pre-tax gross income started to rise, most of the rise in tax revenue was induced (Koo and Currie op cit, Galbraith J.K 1954). Since taxes squeeze consumption, as already proven, a correct appraisal of the net effect of the programs, to which must be added in 1936 the payment of compensatory  stipends to veterans, requires to look at the annual deficit. Taking care of the evaluations by Leuchtenberg (1963) and Koo (op cit p. 115) and also by Currie   (p. 28), one could put-forward the two crucial propositions.

A   The annual deficit is reflecting the initial expenditures on investment in labour. Roosevelt himself decreed that spending on programs for direct job creation was a sound investment the expenditures having to be financed by “borrowing” which meant ultimately selling bonds to  the Fed (Black pp 355-356). But , contrary to France and Nazi Germany “borrowed money” from the Fed for investment was not added to taxes.

B   Thereby Roosevelt deficits  which rose from mars 1933, around 100 billions to around 550 in the mid 1936, were the most productive deficits ever known, the perfect example of good deficits. Contrary to revisionist historians who mocked the Keynesian nature of the New-Deal. Roosevelt until 1937 never hesitated to accept rising deficits financed by the issue of public debt
.

II-2-2   Thereby, since all the conditions for success were met, Roosevelt initial message and policies restored hope in a dead economy and brought about incomes to household and firms alike, the deficits triggered an instantaneous reversal of expectations.

The outcome was that the super multiplier of the deficits attained levels never observed after. The fact that it was very much higher that 1 is observed by comparing the deficits levels with the instantaneous and very strong decline in aggregate effective unemployment and more accurately unemployment net of the direct impact of works relief programs. Net unemployment rate fell from around 25% in mid 1933 to around 15% in 1936.

Thereby, one could be stunned by evaluations of Romer (op cit) with a fiscal multiplier around 0,2. Revisionist historians of the New-Deal are victims of their formal econometric models that cannot explain the paradox.

II-2-3   Unemployment data prove that it is fully wrong to postulate an automatic stabilization or to believe that Roosevelt just pursued Hoover’s policy of increasing expenditures (Fishback op cit, Holcombe 1996). Relatively to Roosevelt deficits, Hoover ones were both late and insignificant.

In some way, they were bad deficits with negative super multipliers. They were not investments in labour but in pure infrastructures (the Hoover Dam) bringing no relief to mass unemployment. They were not wanted at all, they reflected the failure of the Administration deep ideology, they had not the least positive impact on expectations. Another proof of the absolute dependance of recovery from good deficits is what happened in 1937 and its aftermath until the transformation ot the economy into a war economy when, as I showed, dynamic Keynesian economics with its super multiplier effect does not apply, contrary to what is put forward by Gordon and Krem (2010) and even Koo (op cit) dealing with the German case (p.118).

From mid 1936 to 1938, the Government deficit sharply declined by more than half . It reflected the sharp drop in productive expenditures and the exogeneous rise in taxation imposed by the unjustified fear of inflation (Currie). The strong drop in the deficit embodied the end of investment in labour and infrastructure. The outcome was instantaneous, unemployment started again to rise attaining near 20% in 1938;

It was the end of the New-Deal , the super multiplier fell dramatically, there was a new reversal of expectations. Writing in 1938, L. Currie in his memo to the President is extremely despaired, a new depression could be expected if Roosevelt did not launch a new New –Deal. In someway, he was right, the New-Deal never started again. The recovery was the outcome of the beginning of the war economy which raised deficits to their pre-1937 levels, but they were no more good deficits bringing welfare.

Thereby the true peaceful New-Deal could not attain full employment because it was to early abandoned because of an upsurge of fiscal orthodoxy.

II-2-4    It is therefore wrong to explain, like Temin (op cit pp112-113) the failure of the New Deal  by the excess of its the pro-labour policy  which led to excessive wage hikes killing positive animal spirits in the private sector. Wage hikes were the outcome, herein in the core of revisionism, of a technocratic management of the economy inspired by the desire to raise the super mulitplier out of a rise in consumption. What is obviously targeted is the pro-unions policy , the reinforcement of labour power already benefitting from the  drop in employment.

There is not  the least reason why wage-hikes could explain the 1937 return of the depression. As shown by Currie, the large majority of firms both enjoyed a strong rise in productivity (which is recognized by Dow op cit p. 180.182) resulting form induced investment embodying new technology and development of efficient management. At the same time, wage-hikes were partly incorporated into price hikes. For most dynamic industries, the so-called profit-margin or rate of profit did not fell because of the wage-hikes (Currie op cit) especially in the car industry. A conclusion which is not inconsistent with a drop as soon as mid 1933 of the required rate of profit (the employment multiplier in the employment function) because of the absolute confidence in a bright future. On the other side, the wage-hikes raised consumption directly and through a new growth of household debt. Thereby they generated induced aggregate profits directly and indirectly out of new investment (the dynamic accelerator effect). Finally they contributed to the rise in the super multiplier effect, which is tantamount to a dicrease in the share of profits contrary to what happened in the twenties.

II-2-5     Since fiscal policy reinforced by wage policy fully explains both stabilization and recovery ,it is obvious that pure autonomous monetary policy both through direct quantitative easing or its impact on real rates of interest played no role at all.

It becomes also true that autonomous action of the Fed was not at all either the cause of the crisis destroying the postulated trend of the real economy nor the cause of the inexistence of stabilization under the Hoover administration. These conclusions were already put forward by Currie (op cit), Galbraith (op cit) and Leuchtenberg (op cit), Currie also proves that the resurgence of the depression in 1937.1938 had nothing to do with autonomous action of the Fed.

It is true that the net stock of money which strongly dropped between june 1929 and june 1938 (- 12,5 billions)  sharply increased from june 1933 to june 1936 (+13;5 billions). It was the outcome of exogeneous fiscal policy directly and indirectly.

According to the monetary policy of public finance, in the thirties of the XXth century like now, government expenditures were undertaken out of pure money creation, the counterpart in banks assets being an increase in reserves. To the contrary, taxes destroy both money and reserves. The deficit generates both a net increase in deposits of the private sector and an equal increase in banks balance-sheet asset side in reserves. To ensure banking required net increase in their wealth (value of assets , value of liabilities +profits), the treasury issued bonds absorbing excess reserves.

Thereby cumulative deficits from 1933 to 1936 explain a large part of the increase in the stock of money which, by convention, to take care of the issue of debt liabilities is accounted as State borrowing. Such an increase has nothing to do with quantitative easing Friedmanian or Bernanke like.

As for the private sector, whatever could be the scale of quantitative easing, what only matters for money creation is its net desire to borrow in order to spend on labour or capacity including inventories. Revisionist economists seem unable to grasp the existence of money rationing or credit crunch because of the lack of borrowers. Even relatively liberal mainstreamers are bewildered by this fact they discovered thanks to Koo (op cit) and Minsky (1986), like Eggertson and Krugman (2010)
.

Data given by Currie (op cit) meet Koo analysis: the stock of money collapsed from 1929 to 1933 because most firms managers discovered the magnitude of their losses, net worth had fallen so much that it became strongly negative. To escape bankrupcy, they stopped to borrow to banks and what remained of profits was spent to repay debts, which led to a net decrease in  the stock of money while banks were ready to grant credit. Contrary to revisionist interpretations they were not short of liquidity. Monetary policy played no part at all.

After mid 1933, the rise in the money stock imputed to the private sector is entirely explained by the super multiplier process. Firms moved by ultra-buoyant expectations started to borrow again to finance expenditures they considered as compulsory to hire the required amount of labour to meet the growth of consumption and later to compensate for the deflation of inventories and the lack of capacity in fixed capital (accelerator effects).

Taking care of the reimbursement of past debts which absorbed a part of the money created by new borrowing thanks to the rise in profits, net borrowing ot the private sector from 1933 to 1936 stopped its decline, it remained rather constant (Koo p. 112) . Reconciliating  the rapid and strong pace of the recovery with the fact that the contribution of private borrowing to the aggregate stock of money remained constant, is easy. A large part of new productive private expenditures was financed by the recycling of the net increase in the stock of money generated by public investment.

Finally, quantitative easing having played no part at all, could we rely on some fall in real interest rates emphasized by Romer (op cit). From 1933 to 1937, it played no role first because it was not very significant mainly because, as already proven, in an economy driven by a very strong super multiplier real wealth generating expenditures do not depend on interest rates . Capacity effects ruled by expectations rule firms expenditures, which is the core of the dynamic accelerator effect to the Eisner-Gionannoni (2008). Facts invoked by Currie, Koo, Galbraith , support this conclusion.

II-2-6   Since autonomous monetary policy played no part, it is highly sensible to debunk an old myth, the crucial role of the repudiation of the gold standard emphasized by Eichengreen (op cit) and Tewin (op cit) even by Tomer (op cit). It seems that the repudiation argument implies two propositions:

A. It allowed the depreciation of the dollar which increased competitiveness in the world market of American industry and farm sector.

B. It allowed Roosevelt to break up for ever with free-market and  deflationist orthodoxy and thereby feel free to launch his investment in labour programs without being concerned by the existence of a deficit, forgetting his secretary of Treasury warnings.

Proposition A is irrelevant because it postulates that the recovery was led by exports to countries still maintaining the gold standard . Dow, followed by Koo rejects proposition A which lack empirical foundations. The rise in exports was too weak to play any significant contribution to the recovery. Many factors prevented the efficiency of the repudiation mechanism  :  excepting the gold block led in France, all main partners of the USA had already depreciated (UK) or started to close their economy (Germany). As for the gold block the accelerating depression prevented any increase in imports.

There remained propostion B. As rightly put forward by Dow and Koo, the gold standard was a pure ideology shared by most of the ruling capitalist class in the time of the Hoover administration. Had they been free from the yoke of gold, they would have pursuied the same policy. As proven by Thomas Ferguson, Hoover strived to impose to Roosevelt the promise to maintain this sacro-saint commitment: no labour reflation. A proof of the absence of mechanical link between the repudiation and good deficits is what happened in UK. The repudiation was not followed by any kind of investment in labour.

What could be true is that Roosevelt had perfectly understood the symbolic nature of the gold standard. Repudiation was the signal sent to the Hooveritic zealots and to the country at large:the time of caution was over, all must be bet on the recovery all obstacles would be destroyed.

III     The curse of countries which rejected a Roosevelt –like New-Deal: France and Nazi Germany .

III-1   The French case : the paradox of very high government deficits while the real economy never stopped to collapse.

Revisionist historians should pay a great interest to the case of the France until september 1937. Gold standard was maintained, France became the leader of the gold block in its most rigid form. Accordingly the French ruling class adamantly rejected the Roosevelt New-Deal. Instead of invoking a New-Deal rooted in investment in labour, it never stopped to preach deflation targeting a balanced budget and  a strong drop in money wages and salaries to raise exports. Wage-deflation had to be imposed by continuous fiscal squeeze, efforts to cut expenditures and raise taxes. Herein was the dogma of French politics imposed, as shown by the greatest historian of the inter-war period Annie Lacroix-Riz (2006) by both core industrial capitalists (the so-called Comité des Forges, Heavy industry cartel) and the private Banque de France. If those who emphasize the repudiation of the gold standard as the existence condition of high deficits were right, France should have been unable to run high and rising deficits. If those who confuse the size of the deficits with its positive impact were true, France should not have suffered until the war from increasing unemployment which, according to data, was in 1936 certainly higher than in the USA in 1932-1933.

Herein lies the dramatic French turn paradox. Targeting austerity, France got relatively much higher deficits than in USA; those deficits could not prevent the collapse of employment.

Ultimately to strenghten the destroying force of the negative super multiplier in France, and magnify the difference with the Roosevelt stunning miracle, one should strive to evaluate the ratio of French deficits to the GDP and compare their evolution with the variation of employment.

It is not an easy task(it is obvious that much more work is to be done).:on one side there are no coherent set of data for the GDP in France, one has painfully to compile many sources (Dow p. 187), on the other side, as already emphasized deficits are over time more and more under-estimated. I started from an evaluation of the GDP in 1934 francs by Scevorski (1959) which I revalued in 1929 francs (with 1 F 1929  =  20 F 1954). After I strived to guess what should be added to deficits American way by a careful study of the Annuaire Statistique de la France and Piettre (op cit p. 220.222) 

Finally, assuming like Koo a drop of the GDP from 1929 to 1932 by at least 15% and from 1932 to 1937 of approximalively 10% (striving to take care of prices variation). I got the following data comparing deficits ratio to a new set of evaluation of unemployment in monthly average. 

Table 3

The negative super multiplier on the front stage


Deficit  %
 
Job seekers
Rate of employment

                       GDP

                          monthly average
in France

                                                     thousands demand not met


                                                       (Industry+services)

1929
   1,2%

1930
2 to 3%
13
1,2%

1931                 2 to 3%                                   73
8%

1932
3%
307
29%

1933
3 to 4%
307                                          29%

1934
5%
373
40%

1935
5%
465
50%

1936
7%
475
50%

1937
9%
379
   40%

1938
10%
401
  48%

An enormous work was required to get estimations of rates of unemployment to sustain an approximative comparison with Roosevelt America. Sources were,from the”Annuaire Statistiques retrospectif”an evolution of the active population, 20 millions, and the share of which, 38% agriculture. I assumed which is consistent with French society of the time that no job seekers came from agriculture. Then mulitplied by the data of column 2.

The maximum of 35- 36 reflect partly the impact of the cuts in salaries of the public function and the rise in tax rates decreed by the pro-nazi government of Pierre Laval. Consumption collapsed instantaneously.  The temporary relief in 1937 reflects the delayed impact of the rise of wages by 10 to 20% accepted in june 36 by capitalist leaders (Matignon agreements) panicked by the general strike. They were cancelled in 1938 : both decisions  had no impact on the deficit.

From this table one draws the following (provisional conclusion):

· Deficits ratio were always much higher than in the USA, more than the double or the triple.

· They grew over time while unemployment always increased.

· The more the agonizing regime wished to deflate, the more the deficits ratio grew because of the strong  negative impact on GDP from the private sector.

· Deflationary forces were not the least embodied into exports . Private investment collapsed in consumption goods industries and utilities, but the main responsible was the catastrophic drop in consumption 
 wich was already praised by the rulers of french capitalism, from the coal and steel cartels to the Banque de France. As for professionnal economists they applauded, a perfect example is André Piettre who scorned the total failure of Roosevelt (p.227), Annie Lacroix-Riz quotes François de Wendel, the leader of the steel cartel “Wages are never too low”. For more details on the genuine hate of consumption in the french core one could read Bliek and Parguez (2006).

III –1- 1  Rising deficits contradicting gold standard ideology. 

Data are provided by the Annuaire statistique retrospectif.  They certainly under estimate the deficits because, until the Vth Republic, a large share of public investment in public works, mainly linked to national defense, while financed by “borrowing”, was not included in the deficit (Jeze 1925, Pierre 1938) The final deficit was always undertaken out of the acquisition of bonds by the Banque de France which fixed the rate of interest
.

Table 4

French budgets from 1929 to 1937

Millions of francs


Expenditures 
                   Revenue                              Deficit

1929
59.355
64. 268

+  4.913

1930
55.712
               50.794
-   4.918

1931
53.428
               47.944
-   5.484

1932
40.655
               36.038
-   4.617

1933
54.945
                43.456
-  11.489

1934                         49.000
                41.070
-    8.813

1935                         49.000
               39.985
-   9.015

1936                         55.709
                                  38.676                              -  17.033

1937                         72.759
                                 44.224                               -  28.535

1938                         82.345
               54.606
- 27.739

From table 4 one must draw three conclusions quite useful for a comparison with the New-Deal era.

A. From a high surplus imputed to 1929, the budget evolved towards a permanent and always increasing deficit from 1930 to 1937. From 1930 to 1937, the deficit was multiplied by 7. From 1933 to 1937 by approximatively 3.

Comparing french deficits with Roosevelt ones, french deficits were certainly higher in % of expenditures : 1/5 of expenditures in 1933, 1/3 in 1937.

B. The major factor was the dramatic fall in tax revenue relatively to the full employment situation. From 1930 to 1936, the loss of revenue was approximatively 12 billions. From 1933 to 1936, 5 billions . Such a collapse of revenue, while there were efforts to raise taxation, is obviously the outcome of the collapse of the real economy. There was also a tendency to reduction of expenditures but expenditures were more rigid than tax revenue. From 1929 (full employment) to 1934-1935, they fall by 10 billions but from 1933 to 1936 they remained relatively constant with a maximum drop of 6 billions in 1933-1935.

C. Since deficits were not caused until 1937 by a strong rise in expenditures, the Banque de France never raised any objection to the absorbtion  of the public debt (Lacroix-Riz op cit).

III-1- 2   All data relative to the economy prove that the depression could have been worse over time. The more the budget was in deficit, the worse became the state of  the real economy
.

A. To take care of the definition of the super multiplier, an approximation of the rate of unemployment, the so-called index of use of the labour force is the sole reliable source given by the Annuaire Statistique in retrospectif. It takes care of the reduction of the number of employed workers and employees in industry and services and of the forced reduction of the working time until 1936.

We get:

Table 5

(With 1930 as the reference year.)

Working time
                    
Number of
Index of


                             employed people
effective


use of labour

1930           100
100
100

1931             95
  92
  88

1932             91                                             81

  73,6

1933
 93,7                                          79,4  
  74,3

1934
 93                                             76,9       

  71,4

1935
 92,7                                          73,5  
  68,2

1936
 95
                       74
  70,5

1937 
84


78
  66

1938
81


81
  66

From 1930 to 1935, the index of the use of labour fell by 32 points essentially because of the reduction of employed workers and employees by an amount of rather 27 points. There was a temporary relief in 1937, but after when the Front Populaire program was thrown away, the depression accelerated 

Taking care of the fact that agriculture is excluded , one could assume that the depression brought about a rate of employment which never ceased to rise and which at the end of the period ,just before the war, could be higher than in the USA.

B. The situation was worsened by an evolution of wages quite different from what happened in the USA:

There was a tendancy to a wage-level decrease from 1930 to 1936
.

Taking care of those two facts, in spite of the drop in prices, the aggregate real income of labour certainly fell. It means that the share of labour fell  while it rose in the USA.

C. Could there be a french paradox : rising high deficits and worsening depression?

No,  the explanation is straightforward : The high deficits had a very strong negative super multiplier effect on the real economy. One could argue that the fall in exports, an outcome of the gold standard, more than compensated the positive effects of deficits. The argument is not convincing. Exports indeed dropped strongly, by 41%  (Dow op cit p. 137) from 1929 to 1932 after they remained constant until the war while deficits always increased. 

Taking care of this fact, had the deficits generated a positive super multiplier like in the USA, the negative impact of trade would have been easily more than compensated after 1932
.

Thereby, what remains to be explained is that amazing negative super multiplier which seems to increase with the magnitude of the deficit!

The answer lead to two fundamental propositions fitting the general theory of fiscal multipliers.

A/ French deficits were the perfect exemple of bad deficits:

·     They were not planned at all. They did not reflect any commitment to full employment.

·     They were , to the contrary, reflecting the commitment to impose the targeted wage deflation.

·      They reflected the total failure of successive governments to attain their commitment to ”fiscal consolidation” or balanced budgets. Governments were looked as unable to control the economy.

· They were not at all reflection programs of investment in labour, the Roosevelt relief programs were rejected as the negation of sound economics (Piettre op cit). Since 1931 there had been indeed some purely technocratic programs of infrastructure, mainly for military purpose (the famous Maginot Line aiming at closing France border with Germany). They were not at all part of consistent pro-employment programs they required a very small labour force.

· Those programs did not target consumption, no accelerator effect could be possible. To be short, they ignored social welfare, a goal fully inconsistent with the ideology of the ruling class. Workers consumption at that time, like today in France of the XXth century, was looked as an obstacle to prosperity.

B/The bad nature of French deficits was outrageously worsened by the inexistence of the environment that helped to trigger the very high positive super multiplier in the Roosevelt era.

· Instead of a strong leader delivering a convincing message of hope and faith into the inbred force of american people to mobilize themselves against adversity, the “Yes we can. Thereby we must succed” spirit of Roosevelt the French leadership was a bunch of corrupt, discredited politicians, enslaved to the ruling capitalist class, only preaching resignation and austerity. “Yes, we cannot, we must suffer” was the spirit of their message;

· There never was a Fergusonian coalition supporting recovery. It has perfectly explained in Lacroix-Riz (2006). Both the “Comité des Forges”, the Banque de France deeply dispised and hated the dying third Republic for its failure to have the courage to impose true collapse of the purchasing power of the people. They organized themselves into secret organizations (the synarchy) to overthrow the regime and impose a dictatorial regime. Thereby they reacted to bad deficits by cutting more and more productive expenditures, labour expenditures, investment in capacity to impose the deflation the State was unable to generate. It is logical that the super multiplier became more and more negative, which explains the continuous rise in unemployment.

· There remains a riddle : those deficits could be bad but the fundamental identity held : Their counterpart was profits and rentier income for the capitalist class. Those profits and rentier income were looked as pure “windfall gains” without any positive impact on long run expectations.They were spent into dividends to a bunch of major shareholders financing luxury consumption while workers consumption collapsed, into acquisition of financial assets, especially treasury bonds, recycled into investment in the Eastern quasi-colonial empire (Tchecoslovaquia, Romania, Poland) or loans to Germany and Italy (lacroix-Riz op cit).

Finally, the deficits generated a strong rise in the share of profits reflecting the collapse of the employment multiplier in the employment function. It is the counterpart of a very strong rise in the rate of profit or a profit margin induced by the accelerated rise in productivity and the decrease in the wage-rate
. Management revolution aimed explictliy at saving on labour or increasing exploitation. 

C/The dramatic failure of the Front Populaire reinforces my interpretation.

Leon Blum could never be the french Roosevelt. The failure of the Blum experiment had already been addressed by Kalecki and Osiatyriski in their well-know paper “the lessons of the  Blum experiment”. Both debunk the Temin like explanation shared by the whole french economists of the time (Piettre op cit): It failed because it generated an excess –hike in the cost of labour and a strong drop in productivity out of wage-hikes and the reduction of labour-time to 40 hours a week.

One must go further, was there in Blum’s program a Roosevelt-like investment in labour that could have triggered hope?

Relying on data compiled by Piettre (op cit), Yes, the government had deaded a 20 billions program of public works entirely financed by money creation
.  Indeed, expenditures imputed to 1936 rose by 6 billions and to 1937 to a very strong increase in the deficit of rather 7 billions in 1936 and 11 billions in 1937.

The program started to be implemented in the second half of 1936 and the first half of 1937 : results were quite disappointing as shown by table 5. The index of waste of labour rose by two points in 1936, then fell again to attain its minimum in 1936. The index of employed people rose in 1937 only by four points while, it is true, the index of working time fell by 9 points in 1937 (all year). How could we interpret those data?  The whole program never triggered a dramatic positive shock like in USA. There never was an investment in direct labour creation like in th USA. All depended on the multiplier effect embodying the response of the private capitalist class. Looking at the magnitude of the deficits (+18 billions for two budgets), rather the same amount than the 20 billions recovery program, one must conclude to a rise in the negative super multiplier effect. The private capitalist sector hated more the Front Populaire government than all governments before. Contrary to USA after 1933, from the elections of the center –left majority to the war, France was involved into a quasi civil-war state. The capitalists refused to raise productive expenditures they cut more expecting unbearable inflation or revolution. In any case, in september 1937 when the currency was officially devalued, the recovery program was thrown away and soon the government was dismissed by the Senate. The program thereby was never implemented but for a small part. After september 1937, credits were cancelled by decree-laws. The registered deficits which panicked the capitalist class were never truly realized!

Ultimately data for 1938 are not relevant for a comparison with the New-Deal. There is the start of a war economy under the quasi-fascist dictatorial regime of Daladier, the leader of the Parti Radical the hero (before Marshall Petain) of the capitalist class. War expenditures explain a rise of expenditures by 10 billions but increased taxation raise the tax revenue by the same amount. The deficit remains at its official level in 1937 of 28 billions. Looking at the real data even now with a government they should love, capitalists expectations do not change. The index of waste of labour remains at its lowest level 66 (minus 34 points relative to 1929). The number of employed people very slightly rose while the index of working time drops while the so-called 40 hours have been abolished. It seems enough to say that the negative super multiplier is still operating. I cannot disagre with Lacroix-Riz (op cit). Capitalists are waiting for a true change of regime to end what could be deemed their “expectations strike”. In any case, the deficit is again entirely bad;

III-2 The case of nazi Germany.

It is often praised for its fiscal policy that would have been much more efficient than Roosevelt New-Deal.For instance, Koo (op citp.112) emphasized what could be a nazi paradox. Deficits not very much higher than Roosevelt ones “reduced unemployment dramatically” so that full employment (a true one withbarely a 1,7% unemployment rate) was attained in 1938. In % of GDP, deficits never trespassed before this date 7,5% (the max in 1936). Before deficits were maintained at around 5% of the GDP.

Thereby Roosevelt is guilty!  Contrary to him, the nazi regime never tried to restore fiscal orthodoxy!

Even their deficits seemed to be of a better quality and the super multiplier seemed to have been quite higher. In the preface of the German edition of the general theory, Keynes himself praised the commitment of the nazi regime to full employment out of  public works. Herein lies the legend rediscovered by modern writers of “military Keynesianism”
.

The legend is an horrifying revision of history of the nazi economy aiming again at discrediting any contemporary fiscal stimulus, especially by the Obama administration.

III –2- 1  Taking care of the doubt raised by Koo interpretation ignoring the historical context. I shall revise his revisionist praise of the nazi fiscal policy by relying on the best book on nazi economics (Tooze 2006) and on the most accurate book on the historical context, Burleigh (2000). Both prove that there never was any genuine commitment of the regime since the start to full employment. The public works program of the Von Sleicher government had no impact on unemployment (Tooze p. 48), the rate of unemployment only started to fall after 1933. Public works of the nazi regime, highways for instance were not at all motivated by an increase in employment, they had indeed an insignificant impact on the rate of unemployment. Hitler had rejected the very idea of Roosevelt direct creation of employment as a proof of the “decadent American society only obsessed by private welfare”.

III- 2-  2  Thereby how can we explain that as soon as Hitler won the elections, the rate of unemployment started to fall at a very quick pace?  The answer is straightforward : instantaneously Germany was turned into a total war economy with, as a supreme goal well-known by the whole German heavy industry and chemical industry, the conquest of a continental empire. The State started to invest massively into the formation of the required capacity and leading capitalists instantaneously took their bets on an always accelerating amount of military expenditures requiring a rapid rise in long run investment. Herein is the explanation of the induced necessity of quickly increasing employment, since capacity for imperial war was quasi zero before 1933 and until very late (when Albert Speer became supreme dictator of war economy with the help of Himmler around 1943) productivity remained lower than in France and USA. Consumption played a minor part in the growth of employment and national income (Tooze, p. 63), as shown by table 6.

Table 6

Share of GDP growth (and I assume of employment growth) 
due to: %




1933

1934
1935

Military spending
  4,2


47
42

of the State

Civilian spending
  27                             13
  -13

of the State

Private investment
  79
  37


24

Private consumption  - 46
     11

37

Since the regime invented the partnership, a large part of private investment was financed by the State budget. Thereby it becomes obvious that consumption played a very minor role in growth of employment. Its strong negative impact in 1933 is striking. It should dismiss the myth of Hitler concern for welfare since it was the postulated year  of the “great public works”. It proves , what I emphasized before, that infrastructure spending employed a very few prople at quasi-substance wages and that instantaneously managers cut wages with the full support of the regime , It was a key commitment of Hitler. For two reasons : the strong wages squeeze  in line with the destruction of labour power and squeeze  of capacity in consumption industry, partly to save foreign currency mainly to concentrate labour into the war sector. (Tooze op cit p.95)
.

III-2-3  None of the New-Deal existence conditions were met!  The very super multiplier dynamic process initiated by good deficits never existed in nazi Germany:

· The consumption driven accelerator could not exist. Investment in inventories and capacity was entirely determined by the growth of military expenditures.

· Thereby, what animated the economy was not the residual deficit but the very amount of military spending since consumption played no part in the dynamic forces leading the system, the deficit as the net State expenditures played itself no part. Gross  military expenditures equal to gross public spending were substituted for the Roosevelt good deficit as the cause of convergence to full employment.

· It means that  there was no multiplier at all, herein is the best lesson taught by nazi Germany economic policy.  In some way, this conclusion should be the same for Stalinian growth before 1941.

III-2-4  Ultimately , instead of the New-Deal nazi fiscal policy never aimed at the true welfare of the people. A proof is given by the dramatic change in distribution.:

· Contrary to what happened in the USA, the share of labour collapsed, it was the time of an ultra exploitation of labour even before the war. According to German national accounts, the share of labour was around 70% in 1933 and barely 55% in 1938. It is confirmed by the amazing rise in the rate of return on capital in industry profit, from 4,8% in 1932, it raised to 15,5% in 1935. It was multiplied by 4  (Tooze op cit p. 109) in three years since most of the rise occured from 1933 to 1937. Just before the war (1939) it attained the record level of 18%.

· It is easily explained with wages frozen and dictatorial management, all receipts from military expenditures turned into gross profits, workers bearing the bulk of taxation. A share was recycled into investment, what remained was a gigantic accumulation of net profits for the capitalist class
.

III –2-5  At last, monetary policy was fully enslaved to war fiscal policy, money creation was the outcome of fiscal policy . As shown by table 7 , contrary to the USA, the private sector thrived on money creation  by the Reichbank (The Schacht miracle for some revisionist historians).Let us (op cit)  recall that the same procedure was used in France but on a much lower scale, for investment in “priority infrastructure”.

Table 7

The financing of the non-Keynesian German “recovery”

The State issue

debt titles to pay for its
Firms discount

expenditures  in infrastructure

those non-monetary
A

(civil but soon military) 
titles at their banks

According to budget rule those 

expenditures would be included

into the deficit in the present Euro zone.



Banks discount them

Thereby State

At the Reich Bank

military spending

are not accounted as

deficit. By decree of Hitler and the

Reichsbank they were excluded 

of the deficit because of their 

required investment nature


State money
Private investment

creation
Gross profits
+              B

shrewdly 

+

net capitalist saving

disguised
     wages
which increased 

which at least                                                                                                    over time

did not raise the public debt.

IV In guise of conclusion to sum up the results of this study in comparative economic history:

Table 8

Roosevelt


France



Nazi- Germany

New-Deal


No New-Deal


No New-Deal

Small deficits


High deficits


Total war economy

very strong


strong negative

no multiplier

positive multipliers

multipliers


at all

Success


Shameful


End of depression but





failure



the way to catastrophe





Worsening of


and destruction.


the depression

What lessons for the new structural crisis and the future?

Lesson 1/ The inexistence of an automatic stablization and recovery from a deep structural crisis having destroyed the past “trend” ? It is true in all three cases. Even Tooze is too optimistic when he finds a stabilization in 1932. There was a very small drop of the rate of unemployment then it rose over. It means that it is vain today to believe in the “market forces” or the dynamism of the private sector to restore prosperity. The lesson is to be heard in the USA, it should be heard also in Europe when private capitalism is dead as a dynamic force, the worse case being France, followed by Germany.

Lesson 2/  Why did the New-Deal could not restore full employment!  Because even with the highest super multiplier possible good deficits were too low. Public investment in labour should have been higher mobilizing more labour at higher wages . There is more it should have been not only maintained but raised until full employment. The dramatic reversal of policy in 1937, with higher taxes and abandomnent of programs of employment was a dangerous mistake. In a writing in 1938 L Currie expects a new start of the depression.

Roosevelt mistake is to be never repeated by an Administration committed employment. Herein is the reason why the commitment of President Obama to stabilize and reduce the deficit is a dramatic error, From Roosevelt he could turn to Hoover. Of course a new Roosevelt no more than Roosevelt, must rely on monetary policy, even with quantitative easing. He must pladge to increase good deficits until a true full employment has been restored. Induced public debt should be directly “sold” by the Fed, at least for a share taking care of the necessity of providing bonds with sound assets (Parguez 2011). There remains the necessity of absorbing the Chinese surplus created by USA trade deficit by issuing bonds. But the impact of strong good deficits à la Roosevelt on the trade deficit is to be weak or nul!
Lesson 3/  Fiscal stimuli of the Obama Administration could have a much smaller super multiplier effect than Roosevlet deficits. The main reasons is that they are not enshrined into genuine creation of jobs programs at a living wage, they are not true employment of last resort programs as defined by Mosler (1997-1998) and Wray (1998). Their impact on consumption, their accelerator effect could be insignificant, they would not trigger private investment.

Lesson 4/ A President wishing to be the Roosevelt of the XXIst century should declare not only “Yes we can” but mainly “Therefore I must”. He should ignore the absurd faith  of his opponents into dead market forces. A new “New-Deal coalition” could be built if the President never stops to say “It is strong stimuli or death of the American capitalist system”.

Lesson 5/  Roosevelt had contempt for international cooperation . A new Roosevelt had comptent for international cooperation. A new Roosevelt should share the same contempt for the G 8, G 20 etc... since its members, especially members of the EU, maintain their race to suicide by the race to deflation. Roosevelt would have joked at a G 20 chaired by Sarkozy, the French President, whose policy is destroying his country. In his wonderful biography of Roosevelt  Conrad Black (2003) beautifully explains how Roosevelt sabotaged the London conference on monetary cooperation targeting the restoration of the gold standard (p. 293, 294), a Hoover project sustained by France and Great Britain.. For Sarkozy and the German elite, the Roosevelt New Deal was an abomination, they are back to the thirties’ accumulation of bad deficits with negative super-multiplier (Parguez  2011). President Obama should therefore have rejected forever any dream of cooperation with the new deflationist and quasi suicidal economic block policy led by Germany and France.

Needless to say , a new Roosevelt must not act following the present “experts”. He is the expert. Therefore like Roosevelt he must ignore the high priesthood of conventional academic economists and their paraphernalia of pseudo historical models. With Robert Skidelski and Paul Davidson there are voices to be heard, the voices of free true scientific minds concerned with welfare and doubting the mythology of market forces, the voice of Keynes indeed, the voice of those who endeavoured to develop his message! It is why I have confidence that the presently dominant academic profession belongs to a dead past; the future belongs to Post-Keynesians  in the broadest sense. A new encompassing General Theory is needed to support a true New Deal for the XXIst century.

ANNEXE I

An attempt to get an evaluation of the super-multiplier process described in table 1 

dt    
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  Direct increase in consumption equal to dt
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a*1  Accelerator 1 coefficient embodying the rise in the permanent flow of profits induced by acceleration 1;

a*2 Accelerator 2 coefficient embodying the rise in the permanent flow of profits induced by acceleration 2
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  aggregate rise in labour income or labour core value
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  k*t   dt
To make sense of the Roosevelt miracle one just needs to assume

· Extremely high a*1  and a*2 quite above 1.
     -r* being a function of dt so high is the burst of tremendous positive expectations so that 1/r*, the employment mutliplier stricto sensus is very low. It means a very low required share of profit;

       - k*t    is therefore extremely high quite above the levels given by revisionist models

A level of 6 is quite sensible.

It explains why an average deficit from 1933 to 1937 of around 3,5% led to a decrease of net unemployment from 26% to in 1937 around 12%. A drop of a little more  than 60%.

This simple model sustains the theorem the existence condition of a true Keynesian multiplier process is the very sharp increase in labour income and consumption induced by the good deficit.
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� Dow (op cit) p.182 « When the shocks that had depressed output ceased, the economy could be expected to resume growth at its trend rate”.


� It was the explanation of the effort to get rid of the disastrous impact of competition out of prices and wage cuts by the NRA and the pro-union legislation. As shown by Leuchtenberg (1963) it was for a time sustained by large sectors of private industry.


� For a comprehensive explanation, Parguez (2010)


� It enshrines what must be deemed :the employment multiplier, the inverse of the required share of profit (Parguez 2011)


� In some way, Roosevelt was not striving for a long time to get an enthusiast support from wall-street, contrary to president Obama.


� They are so bedazzled by their core neo-classical theory that they protect themselves by weird mathematical model starting with a pure endowment money-less “economy” without State!


� See Kalecki The lessons of the Blum experiment. In 1938 French standard of living was much lower than in 1932, very far from the American one. France by abhorring the New Deal had sunken into poverty and backwardness.


� Of course, it is a simplification. Deficits were indeed already financed by money creation. The bonds issue according to the general theory was required by the Banque de France to get a sure and rising income. It means that the Banque de France had directly financed by money creation at least an equal share of expenditures.


� For the period there is no accurate annual evaluation of the GDP and rate of unemployment. Data on unemployment certainly under estimate effective unemployment. There are no data for instance on agriculture absorbing in 1931 38% of the active population.


� For instance, according the Annuaire Statistique for workers in coal mines the daily wage was 37 F  in 1930, 31  in 1935, a drop of more than 16%. According to Lacroix-Riz it was more in the textile industry and in the steel industry.


� In any case, the main cause of the drop in exports was the drop in aggregate demand  for imports in France major partners, the other gold block countries and Germany. One must also take care by another fact : exports were not , by far, the main source of income for France  Dow(op cit p. 189) is explicit “most of the depression in France and Germany must have been home-bred”.


� Such a rise in productivity is explained by the fact that long before the USA, french capitalists had initiated the most modern technique of management under the leading influence of Ernest Mercier (Electricity, oil, aluminium), the all powerful technocrat Dautry and the franco-American and pro nazi Charles Bedault


� This program has a makeshift character. It had been framed in haste to halt the general strike of june 1936. Blum himself was a rather conservative fiscal policy supporter. The more I think of this period the more I am sure that Roosevelt was more “Keynesian” than anybody in the European ruling politicians.


� This legend has too often been told to discredit Keynes by both conservative and ultra left-wing economists like Magdoff and Sweezy (1928). Applied to nazi Germany it is an horror tale, all true historians of nazi Germany emphasized both the factual absolute contempt of Keynes ideas by nazi leadership from Goebels (see his diary) to Hitler himself. Tooze (op cit), Barleigh (2000) concur! In any case, Keynes praised Roosevelt in his open letter of december 31 1933, he never praised Hitler in the same time and he never wished to meet him!


� Because of the small growth of productivity 


� Having repudiated all foreign debts, reparations and normal debts public and private without depreciating the currency, the regime was more and more short of foreign currency to finance exports. By the way de facto it had repudiated the gold standard without benefitting from devaluation . It was imposed by Schacht with full consent of Hitler to protect the gain from exports . Hitler himself believed in a strong currency.





� One must not forget that social expenditures were entirely financed by contributions paid by workers. It was a perfect privatization experiment of social security.
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