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Praise for

The Politically Incorrect Guide™ to THE GREAT DEPRESSION AND THE NEW DEAL

“A thorough and impressive critique of FDR and the New Deal which should be required reading in all modern U.S. history and economics courses. I highly recommend this insightful book.”


—Burton W. Folsom, Jr., Professor of History, Hillsdale College and author of New Deal or Raw Deal?: How FDR’s Economic Legacy Has Damaged America



 


“Robert P. Murphy’s splendid guide to the Great Depression and the New Deal is a clear, compelling account of an era that even most economists get wrong. Now that many people are clamoring for a rerun of the New Deal, you owe it to yourself to find out what such a sequel would entail. Murphy’s book is the best place to begin your quest.”


—Robert Higgs, Senior Fellow in Political Economy, The Independent Institute


 


“Today’s central planners cower from the truth about the Great Depression and the New Deal like Dracula before a crucifix. Robert Murphy eviscerates the fantasy version of these episodes that is used to justify destructive and idiotic policies today. You almost feel sorry for the propagandists while reading this book. Almost.”


–Thomas E. Woods, Ph.D., author of the New York Times bestseller Meltdown: A Free-Market Look at Why the Stock Market Collapsed, the Economy Tanked, and Government Bailouts Will Make Things Worse



 


“Dr. Murphy explains in insightful fashion why the conventional wisdom is neither conventional nor wisdom. He is not only a good economist but can turn the reader into a good economist.”


—Gary Wolfram, William Simon Professor of Economics and Public Policy, Hillsdale College


 


“Bob Murphy’s Politically Incorrect Guide™ to the Great Depression provides defenders of liberty the intellectual arsenal they need to counter the myth that capitalism caused, and government cured the Great Depression. Read this book and understand why massively increasing government is not change we can believe in.”

–Congressman Ron Paul
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To Bob Higgs and Burt Folsom, whose heavy lifting made this book relatively easy.





Introduction
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EVERYTHING YOU LEARNED ABOUT THE GREAT DEPRESSION AND NEW DEAL IS WRONG


If you are a typical American, you learned that the 1920s were a period of wildcat speculation, where the little guy was at the mercy of unregulated big businesses. You learned that the excesses of naked capitalism led to a great stock market crash, an horrific economic contraction, and skyrocketing unemployment. You learned that Herbert Hoover did nothing to alleviate the crisis, merely gazing coolly from his White House office as the laissez-faire market economy collapsed upon itself. You learned that the American people demanded government help and voted overwhelmingly for Franklin D. Roosevelt, whose stirring words provided hope and whose revolutionary programs provided recovery. Finally, to the extent your education deviated from the above account, you learned it was World War II, not FDR, that actually pulled the United States out of the Great Depression.

Every single element of this official narrative is utterly false—and any honest researcher who bothered to check his primary sources would have known it. But most historians know nothing about economics, and most economists know little about history (or even about economics, if CNBC is any guide). The D.C. politicians and bureaucrats can always count on plenty of historians and economists who are only too eager to sing the praises of big government—even if the song’s verses don’t jibe with the  facts. But so long as you don’t let historical details trip you up, the Great Depression myths make for a great story. They contrast the indifferent “do-nothing” Hoover against the bold and charismatic Roosevelt, even if, well, Hoover spent unprecedented sums on public works to create jobs, and, er, Roosevelt excoriated Hoover’s profligacy on the campaign trail. But the change in presidents is just too good a hook for historians to hang their hats on, and gushing Roosevelt biographers have been only too happy to fill their readers’ heads with hagiographies of the great man.

This book is a guide to the most important period of American economic history—one that touches our fundamental understandings of how our economy works and what government should do.

This book fact-checks the myths, shows how they’re wrong, and will arm you with the truth. It is one of the great untold—or at least under-told—stories of American history. It is also a story that many in the government, the liberal media, and even academia do not want you to know. But it is the truth. You can look it up.

And this book isn’t just about history. Right now the federal government and Federal Reserve are expanding their powers in unprecedented ways. The government is granting trillions of dollars in direct handouts and guarantees to the nation’s biggest banks and corporations, while the Federal Reserve stands ready to pump tanker loads of money into the credit markets in the name of “stimulating” the economy. We’re told “the lessons of the Great Depression” justify this racking up of enormous debt and this massive intervention of the federal government into what was previously known as the private sector.

But the “history” on which the federal government’s power grabs are based is simply a myth. This book will show you what really happened, and arm you against the apologists for the federal juggernaut. It was big government—in alliance with some members of big business—that fueled the 1920s stock market boom and made the 1929 crash inevitable. It was  Everything You Learned about the Great Depression and New Deal Is Wrong.

 



 



 



even bigger government under Hoover and then FDR that kept tinkering with the market, delaying recovery, and leading us into the worst economic downturn in American history—and it could happen again, if we’re guided by myth rather than fact.

The issues in this book are not mere disagreements between conservative and liberal, Republican and Democrat. Things are much more serious than that now. What happened in the 1930s is repeating itself in our times, with a growing chorus calling for a “new New Deal.” Only if enough citizens learn the truth in time will America avoid an even greater Great Depression.





Chapter 1
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THE CRISIS


The Great Depression is the most important event in American economic history; it drastically shifted American ideas of economics and politics, with the federal government taking a far more intrusive role in our economy than ever before. First Herbert Hoover, and then Franklin Roosevelt’s New Deal, unleashed an unprecedented burst of new government programs—all of which, however, failed to lift America out of the worst economic times in our history. How did it all happen? Let’s start with the basic history and then we can examine the possible explanations.




The Roaring Twenties 

Part of the shock of the Depression was its sharp contrast to the good times that had preceded it. The “Roaring Twenties” were arguably the most prosperous decade in American history. It wasn’t merely that people grew richer during the 1920s. It was more than that; people’s lives  changed. Many households, especially in rural areas, received electricity for the first time. This allowed the proliferation of items that nowadays we consider necessities, such as vacuum cleaners, refrigerators, and toasters. With more and more households owning radios, the first nationwide radio network made its debut in the mid-1920s. The ratio of automobiles to households almost tripled from 1919 to 1929. The growing availability of electricity, as well as the increased mobility of average Americans, gave rise to professional sports as a big business and Hollywood as a glamorous movie capital.1 The 1920s were a hectic, exciting time, replete with Prohibition bootleggers and freewheeling flappers.


Guess What?
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And yet, amidst the dizzying prosperity and illegal partying, there were growing signs that something was fundamentally wrong. An early warning was the Florida real estate bubble that popped in 1925. But even though investors had seen the dangers of a speculative boom—where asset prices rise far beyond their fundamentals, simply because everyone expects them to keep rising—they didn’t take the lesson to heart. Instead, they licked their wounds and transferred their over-leveraged portfolios into the stock market.


What a Way to Go!

“The wife of a Long Island broker shot herself in the heart; a utilities executive in Rochester, New York, shut himself in his bathroom and opened a wall jet of illuminating gas; a St. Louis broker swallowed poison; a Philadelphia financier shot himself in his athletic club; a divorcée in Allentown, Pennsylvania, closed the doors and windows of her home and turned on a gas oven. In Milwaukee, one gentleman who took his own life left a note that read, ‘My body should go to science, my soul to Andrew W. Mellon, and sympathy to my creditors.’”

 



—Historian William K. Klingaman


 



1929: The Year of the Great Crash



What goes up, often comes crashing down. The authorities at the Federal Reserve became increasingly alarmed over the Wall Street boom, and tried increasingly stronger measures to moderate its appreciation. But by its very nature, a speculative bubble cannot simply taper off to a gentle plateau. Without a constant influx of new investors to push prices ever higher, the speculative buyer loses interest. Thus the demand falls out from underneath the market, leading to a crash. This is what  happened in October 1929. On the worst two days—dubbed Black Monday and Black Tuesday—Wall Street lost almost 13 percent and then almost 12 percent of its overall value, back to back. This was an inconceivable financial bloodletting, which led to real bloodletting as ruined speculators hurled themselves out of skyscraper windows (as well as committing suicide through other, less noteworthy, means).




The Onset of the Great Depression 

Although President Hoover, Secretary of the Treasury Andrew Mellon, and other financial authorities assured the public that the economic successes of the 1920s had merely hit a bump in the road, the facts continued to prove otherwise. As the years dragged on, things inexplicably grew worse and worse. The unemployment rate continued its upward march, averaging 8.9 percent in 1930, then almost 16 percent in 1931, then more than 23 percent in 1932, and finally an astounding 25 percent in 1933. No one in government, let alone the poor man on the street, had any idea how to stop the madness. Nothing like this had ever happened before—or since—in the labor market.


Never Was So Much Owed By So Many ...

“Under my very window a gentleman cast himself down fifteen storeys and was dashed to pieces, causing a wild commotion and the arrival of the fire brigade.”

 



—Winston Churchill, visiting Manhattan, October 30, 1929.

 



Quoted in William K. Klingaman, 1929: The Year of the Great Crash (New York: Harper & Row, 1989), 289.



Not only was the Great Depression unmatched in its severity, but its  duration was unprecedented as well. The United States had been wracked with depressions—or “panics” as they had been called—many times before, but they were typically resolved within two years. And yet three years after the stock market crash of 1929, the economy was still in free fall. From 1929 to 1933, annual production fell an astonishing 27 percent, and the unemployment rate broke 28 percent in March 1933.2
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A good judge of character

“Coolidge respected but disliked Hoover, whom he called ‘Wonder Boy,’ because he always seemed to want to change things.”

 



—Robert Sobel


 




Coolidge: An American Enigma (Washington, D.C.: Regnery, 1998), 242.



Besides rampant joblessness, average Americans suffered through banking panics as well. Before the days of the Federal Deposit Insurance Corporation (FDIC), if a bank went belly-up depositors could lose their life savings. Periodically throughout the early 1930s rumors of unhealthy banks led to bank runs—much like the one depicted in the classic film It’s a Wonderful Life—where spooked depositors rushed to withdraw their money before the bank ran out. Thousands of banks failed, causing depositors to lose some $1.3 billion by 1933.3  Yet beyond the losses, the banking panics undermined the very infrastructure of the American financial system. Without a sound network of banks, how could the economy recover? It seemed to many that capitalism itself was unraveling.

Beyond the hopelessness and misery, another aspect of the Great Depression was the smoldering sense of injustice, as millions of bread-winners struggled to find a job, any job, to support their families. Incredibly, while much of the nation hovered on the brink of starvation, massive quantities of food and livestock were deliberately destroyed in order to fatten profits (at the behest of the federal government).




FDR and the New Deal 

And then, into the void left by Herbert Hoover’s failed policies, entered a charismatic leader who offered hope. In addition, he offered a radical set of new federal programs designed to bring immediate relief, economic recovery, and also long-term reform, to ensure that the disaster of the Great Depression would never be repeated. In the election of 1932, Franklin Delano Roosevelt won by a landslide, garnering 57 percent of the popular vote to Hoover’s 40 percent, and winning 42 (of 48) states.

 
Margin Trading Didn’t Cause the Great Depression


In a standard history textbook, students learn that one of the causes of the stock market crash of 1929—and hence of the Great Depression itself—was unregulated “margin trading.” The theory is that the wildcat market of the 1920s didn’t place restrictions on investors, and so they foolishly borrowed money in order to dabble in the stock market. Because they were so leveraged, even a slight fall in stock prices wiped these naïve investors out, leading to a chain reaction of selling when their brokers made “margin calls.” According to this conventional account, the wise curbs put in place by FDR with the creation of the Securities and Exchange Commission and other regulatory agencies was necessary to bring sanity to stock trading, and to prevent the irrational capitalist excesses of the 1920s.

The problem with this “explanation” is that it assumes government bureaucrats understand financial markets better than the professionals, and it also assumes that the regulators are more concerned about investors’ money than the investors themselves. The banks and other institutions who lent money to margin traders understood there were risks. They knew that if the value of the underlying collateral—the stock itself—should fall quickly, then the lenders would not only lose their promised interest payments but even some of their principal. And when the market crashed in late 1929, that is exactly what happened.

It is true that margin trading amplified the losses, but to blame the practice is akin to blaming electricity or the English language for “allowing” investors to easily make deals and foolishly throw away their money. The real puzzle is this: Why did so many stock speculators make such bad forecasts, and why did so many lenders let these fools gamble with  their money? One answer is that the Federal Reserve flooded the credit markets with cheap money in 1927, which encouraged what we’ve learned to call “irrational exuberance.” Left to its own devices, a market economy “regulates” stock speculation better than bureaucrats, just as a market economy makes better computers and novels than a government agency could produce.



Roosevelt offered the nation a “New Deal,” consisting of a flurry of legislation that expanded the role of the federal government in American life. Advised by his “Brain Trust”—intellectuals who were primarily professors from the Columbia and Harvard law schools—Roosevelt embarked on sweeping initiatives from the moment he entered office.

Roosevelt was sworn in on March 4, 1933, and the very next day declared a national “bank holiday,” closing down all banks pending government inspection and approval of their soundness. He called the 73rd  Congress to session on March 9, which marked the beginning of the celebrated “Hundred Days,” a record-breaking outpouring of new legislation. This included the Emergency Banking Act (which gave the president broad powers and allowed him to take America off the gold standard), the formation of the Civilian Conservation Corps (CCC), the Federal Emergency Relief Act (FERA), the Agricultural Adjustment Act (AAA), the creation of the Tennessee Valley Authority (TVA), the Federal Securities Act, the National Employment System Act, the Home Owners Refinancing Act, and—on the hundredth day—the National Industrial Recovery Act, which established the Public Works Administration (PWA) and the National Recovery Administration (NRA).


A Modest Beginning to a Conservative Presidency


Vice President Calvin Coolidge became president when Warren Harding died in August 1923. Coolidge was on a two-week vacation at his father’s farm, “helping to get in the hay, swinging a scythe, handling a pitchfork, and driving a two-horse ‘hitch.’ ” The farmhouse had no phone and no electricity. Historian Paul Johnson describes what happened: “The Coolidge family were awakwened by a Post Office messenger pounding on the door. He brought two telegrams: one from Harding’s secretary giving official notification of the President’s death, the second from the Attorney-General advising Coolidge to qualify immediately for the office by taking the oath. So the oath was copied out and Coolidge’s father, being a notary public, administered it, by the light of a kerosene lamp. . . . ”

 



Paul Johnson, A History of the American People (New York: Harper Perennial, 1999), 712–13.



 Further in his administration, Roosevelt signed into law other signature features of the New Deal, many of which are still with us. For example, in 1934 the government created the Securities and Exchange Commission (SEC), with the mission of ensuring financial market transparency and sensible curbs on stock speculation; and 1934 also saw the birth of the National Labor Relations Board (NLRB) and the Federal Housing Administration (FHA). In 1935 the Social Security Act was passed, with the goal of providing old-age, survivor, disability, and—at its inception—unemployment insurance at a time when private relief efforts were deemed inadequate to the task.

Despite his undeniable rhetorical gifts and his cozy “fireside chats,” FDR did not charm everyone. Many business leaders feared and loathed him, considering the New Deal to be a dangerous lurch towards the collectivism that was sweeping other industrialized nations. Roosevelt also butted heads with the Supreme Court, which in 1935 threw out the National Industrial Recovery Act as an unconstitutional expansion of federal (and in particular executive) power over free commerce in the  Schechter Poultry case. In another major setback to the New Deal, the Supreme Court threw out the Agricultural Adjustment Act in 1936 in  United States v. Butler, on the grounds that the federal government did not possess the authority to micromanage agricultural production. Incensed at what he considered the Court’s interference with the clear  will of the American people, in early 1937 Roosevelt famously threatened to “pack the Court,” meaning he wanted the authority to appoint more Justices than the traditional nine. Realizing the danger this plan posed to the checks and balances designed by the Founders to restrain the tyranny of the executive branch, many of Roosevelt’s allies deserted him. However, at the same time the Supreme Court became much more compliant, and upheld new legislation that replaced the voided components of the original New Deal. In particular, the Court surprised many business owners by upholding the constitutionality of the National Labor Relations Act in April 1937. A month later the Court gave its blessing to the Social Security Act as well, and Roosevelt decided to drop his controversial plan. The spirit of his New Deal survived, and a costly constitutional crisis had been avoided.
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Don’t Trust an Economist for Investment Advice

“There may be a recession in stock prices, but not anything in the nature of a crash. Dividend returns on stocks are moving higher. This is not due to receding prices for stocks, and will not be hastened by any anticipated crash, the possibility of which I fail to see.”

 



—Irving Fisher, two days after the peak of the bull market, 1929

 



Quoted in Mark Thornton, “The Great Depression: Mises vs. Fisher,” Quarterly Journal of Austrian Economics (11: 230-241, 2008), 235.






The 1937–38 “Depression Within the Depression” 

Despite the grumblings of the businessmen—and the more conservative Justices of the Supreme Court—the economy seemed to respond to FDR’s bold measures, at least for a while. Although still abysmal, the unemployment numbers finally began receding almost the moment Roosevelt took office. Other indicators of economic health, such as Gross National Product, also reversed their staggering decline. Although the recovery was sluggish, it looked as if the New Deal was working. Apparently the huge expansion  of the federal government—micromanaging business decisions and putting millions of people on make-work projects—was helping.

But then disaster struck in 1938, in what has been called the “depression within the Depression.” Economic output collapsed 3 percent from the prior year, and unemployment rates shot back up, averaging 19 percent for the year. In fact, the monthly unemployment figure broke 20 percent in April 1939, leading Roosevelt’s Secretary of the Treasury and close confidant Henry Morgenthau to confess in despair:


Why Did the Stock Market Crash?


The most persuasive explanation for the 1929 stock market crash blames the Federal Reserve. Throughout the 1920s, but particularly in 1927, the Fed pumped artificial credit into the loan market, pushing down interest rates from their free-market level. Lower interest rates exaggerated the feeling of prosperity, and misled businesses and investors.

In a laissez-faire market where money and banking are not disturbed by the government, the interest rate is a price that tells borrowers how much capital citizens have saved and made available to fund projects. But when the Fed adopts an “easy-money” policy by pushing down interest rates, this signal is distorted and the interest rate no longer does its job of channeling the available capital into the most deserving projects. Instead, an unsustainable boom develops, with firms hiring workers and starting production processes that will have to be discontinued once the Fed slows down its injections of new money.

Many economists point to the Fed hikes in interest rates during 1928 and 1929 as the cause of the stock market crash. In a sense this is true, but the deeper point is that the crash was made inevitable by the bubble in the stock market fueled by the artificially cheap credit preceding the hikes. In other words, when the Fed stopped pumping in gobs of new money that  pushed up the stock market, investors came to their senses and asset prices plunged back towards their pre-bubble level.



 



We have tried spending money. We are spending more than we have ever spent before and it does not work. And I have just one interest, and if I am wrong... somebody else can have my job. I want to see this country prosperous. I want to see people get a job. I want to see people get enough to eat. We have never made good on our promises. . . . I say after eight years of this Administration we have just as much unemployment as when we started.... And an enormous debt to boot!4



Freedom Works

“If business can be let alone and assured of reasonable freedom from governmental interference and increased taxes, that will do more than all kinds of legislation to relieve depression. Local governments are justified in spending all the money necessary for the direct relief of distress. But the nation and the states will only increase the difficulties by undertaking to restore confidence through legislation. It will be the part of wisdom to give business a free hand to supply its own remedies.”

 



—Calvin Coolidge


 



Quoted in Silent Cal’s Almanack: The Homespun Wit and Wisdom of Vermont’s Calvin Coolidge, edited by David Pietrusza (Create Space Books, 2008), 54–5.






Rosie the Riveter: Happy Times Are Here Again 

Ironically, the Depression’s grim economic statistics did not truly turn around until the full mobilization needed to fight Nazi Germany and Imperial Japan. With the most employable men fighting overseas, there were plenty of jobs to fill on the home-front as America became the “arsenal of democracy.” Whereas the ’30s had witnessed nomadic families searching for any odd job, even if just to get food, in the early 1940s there was such a shortage of labor that humming factories lured women and the  elderly into the workplace. After a brief dislocation in 1946 as industries reverted back to peacetime production, the post-war U.S. economy zoomed into the 1950s as the world’s powerhouse. At long last, the tragedy of the Great Depression began to fade as a horrible memory.




Just the Facts, Ma’am? The Need for Interpretation 

Scores of books have been written about the Great Depression and also the New Deal, chronicling the personal tragedies and demonstrations of heroism during those dark years. Yet economists need to answer a crucial question in order to guide policymakers today: Why was the Great Depression so severe and so long? And did the respective policies of Hoover and FDR help or hurt?


One Economist Who Got It Right

“I was one of the only ones to predict what was going to happen. In early 1929, when I made this forecast . . . I said that there [would be] no hope of a recovery in Europe until interest rates fell, and interest rates would not fall until the American boom collapses, which I said was likely to happen within the next few months.

What made me expect this, of course, is one of my main theoretical beliefs that you cannot indefinitely maintain an inflationary boom. Such a boom creates all kinds of artificial jobs that might keep going for a fairly long time but sooner or later must collapse. Also, I was convinced that after 1927, when the Federal Reserve made an attempt to stave off a collapse by credit expansion, the boom had become a typically inflationary one.”

 



—Friedrich Hayek, 1975 interview

 



Quoted in Mark Skousen, “Who Predicted the 1929 Crash?” in The Meaning of Ludwig von Mises: Contributions in Economics, Sociology, Epistemology, and Political Philosophy, ed. Jeffrey Herbener (Norwell, Massachusetts: Kluwer Academic Publishers, 2003).



The reader will not be shocked to learn that economic historians do not agree. For good or ill, economic historians can’t help but color their interpretation of the historical record with their own views of capitalism. Those who glorify Big Government can construct a seemingly plausible account of the Great Depression and New Deal, in which FDR swoops in and saves the day. This has been the dominant version, the one most readers learned in school, and it makes a good story that fits neatly into the chain of events just described. But as economists continue to study the period, they keep digging up hard data that glaringly contradicts the official view. More and more economists and historians are beginning to realize that the corrupt politicians who manage to waste our money today were not wizards of efficiency in the 1930s. Some things remain the same: politicians and bureaucrats have always been incompetent and venal when they’ve chosen to intervene in the economy. That’s an economic fact of life.


Why Calvin Coolidge Would Have Voted Against Obama

“When depression in business comes we begin to be very conservative in our financial affairs. We save our money and take no chances in its investment. Yet in our political actions we go in the opposite direction. We begin to support radical measures and cast our votes for those who advance the most reckless proposals.

“This is a curious and illogical reaction. When times are good we might take a chance on a radical government. But when we are financially weakened we need the soundest and wisest of men and measures.”

 



—Calvin Coolidge


 



Quoted in Silent Cal’s Almanack: The Homespun Wit and Wisdom of Vermont’s Calvin Coolidge, edited by David Pietrusza (Create Space Books, 2008), 54.






The Reason Why 

There are three basic explanations for what happened in the Great Depression.
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Books You’re Not Supposed to Read


Great Myths of the Great Depression, Lawrence Reed (Midland, MI: Mackinac Center for Public Policy, 2008).

 




The Causes of the Economic Crisis and Other Essays Before and After the Great Depression, Ludwig von Mises (Auburn, AL: The Ludwig von Mises Institute, 2006)

 




The Great Depression, Lionel Robbins

(Auburn, AL: The Ludwig von Mises Institute, 2007 [1934])



Explanation #1: The wildcat free market caused the Great Depression, and the New Deal pulled us out of it.

This is the official view, and the one most Americans reflexively believe. It is trumpeted by President Barack Obama—when touting the need for his “stimulus” recovery plan—and has been pounded home over the years by Nobel Prize-winning economist Paul Krugman in his very popular  New York Times column and blog. It relies on the economic worldview of John Maynard Keynes, and the notion of “aggregate demand.” In this interpretation, the inherent excesses of naked capitalism allowed the stock market boom and then crash in 1929. Businesses laid off workers, who then stopped buying products, in a vicious downward spiral. Herbert Hoover did not intervene in this short-circuiting market, because he respected the Constitution and did not believe the federal government should provide direct relief to the unemployed. In fact, they say, Hoover’s  devotion to a balanced budget led him to raise taxes in 1932, when the economy was already very vulnerable. FDR’s New Deal started the road to recovery, but it was ultimately the massive deficit spending of the war years that rescued America’s economy from the Depression.

Naturally, those who subscribe to the Keynesian explanation of the Depression favor a huge government stimulus package to “jump start” the economy out of its current woes.

 



 



Explanation #2: A market economy goes through natural ups and downs, but the Federal Reserve let the money supply collapse in the early 1930s, turning a normal downturn into the Great Depression.

This view was popularized by Milton Friedman and Anna Schwartz in their classic work, A Monetary History of the United States. Many modern-day fans of the free market subscribe to it, because it places the blame for the Depression squarely on the shoulders of incompetent bureaucrats. The most important proponent for this explanation today is none other than Federal Reserve chairman Ben Bernanke. In his earlier life, Bernanke was an academic economist at Princeton. His specialty—ironically enough—was the Great Depression. Today, those who endorse the Friedmanite “monetarist” explanation of the Depression think that the Federal Reserve has responded to our current housing and financial crisis properly by cutting interest rates down to virtually zero percent. These analysts remind everyone that there are “lags” in monetary policy, and that the Fed still has plenty of “ammunition” with which to stimulate the economy.
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