Amity Shlaes is the author of a new history of the American Great Depression, “The Forgotten Man,” which looks at the tension between the philospher William Graham Sumner’s notion of the forgotten man as the taxpayer who funds social projects and Franklin D. Roosevelt’s use of the term to denote people at the bottom of the economy. Her previous books are “the Greedy Hand” and “Germany: The Empire Within.” Shlaes, 46, is a visiting fellow at the Council on Foreign Relations. She spoke with Diamond contributing editor Michael Fitzgerald.

Diamond: What made you interested in writing the book?

Shlaes:  There were two reasons – I wanted to have a look at these institutions in America – the Securities and Exchange Commission, the Wagner Act, the National Labor and Relations Board, and also things such as minimum wage and Social Security. There are several American assumptions that go with those institutions, and they’re rarely clustered, and no one asks questions about them, why this format, why this institution?

The second reason is there’s a sense among younger Americans that we’re not as tough as post-war Americans. The question is, do we like their toughness? And we’re not sure. That’s a big question in American society.  Of course, they’ve left us with a lot of constraints, especially the entitlement programs, these social obligations such as Social Security and Medicare. It all seems to come from those people.  So I wanted to see what happened.

Diamond:  What were the most significant things that you found?

Interviewee:  Looking at it chronologically, the standard concept in America is that the 1920s were great, but marred by intense frivolity. And I found that the ‘20s were great, full stop.  The economic achievements of the ‘20s were ones that are relevant to us today, so the ‘20s were quite analogous to the ‘90s in the US -- it was a period of real productivity gains.  The Internet of that period was electrification and radio, and the beginnings of TV. The second thing is the traditional view of Hoover is that he was a laissez-faire guy.  In fact, he was a control freak.  He was like a McKinsey consultant, a very smart person who likes to come in and rearrange everything.  

And Hoover is smarter than most people, but mars his own work by failing to cooperate, because of his emphasis on his own view, sort of like a first child in a family who always thinks only one person decides everything and everyone else follows and doesn’t understand the necessity of cooperation.

The third thing was the idea that Roosevelt saved the economy, and in the book I argued that Roosevelt did a lot of good things, but between him and Hoover they made the Depression great in magnitude. The years 1935 to 1940 are often neglected because of the Crash, and the main question is always, ‘Did the war end the Depression?’  That’s the wrong question.  The question is why did the Depression last to the war?

Diamond:  Your argument is that it was more than monetary policy.

Shlaes:  It was more than monetary. Just as in Japan, where there were more than monetary problems in the ‘90s. But everyone tends to focus on the monetary. There’s a theological debate around monetary policy.  Life is not just monetary. Nowadays we all know that markets don’t like economic uncertainty.  It makes them crazy. 


The great economist Robert Higgs [of The Independent Institute] uses the phrase “regime uncertainty” to describe when you’re uncertain about what the regime -- the government -- will do.  There was huge regime uncertainty in the latter part of the ‘30s in the United States, and markets and capital went on strike.

Diamond: What parallels you see between that era and now?

Shlaes:   Well, now is still like the ‘20s; there’s war in the background, but a lot of good things are happening at home.  We have the innovations – biotech, health innovations, food innovations, agricultural innovations.  What we can learn from the ‘20s is that bad policy can kill it all.

Diamond: Who’s that forgotten man today?  

Shlaes:  A person not in one of the political constituencies, not in the senior citizens, not in the Medicare recipients. This America of interest groups was created by Roosevelt effectively in 1936. This is a signal year, it’s also the first year in which federal spending outpaced state and local spending.  America was a country where the states and the towns were more important than Washington all the way until 1936 with the exceptions of the wars.  It was a true confederalist place.

Diamond:  Is the rise in federal government spending that we’ve seen in the 70 years since Roosevelt inexorable?

Shlaes: I don’t think it’s inexorable. But America will become less competitive because of its unwillingness to look seriously at entitlements. For instance, I’m pretty sure the U.S. will go to a single-payer health system, because the current variety drives Americans crazy. So we’re going to add to our burden, and the U.S. will be less competitive, and the US will then realize that it’s world position is not assured. 

Diamond: What do you see that might change the environment so we don’t continue to have this growth in the federal economy, this interest-driven growth that Roosevelt set in motion 70 years ago?

Shlaes:  One is technology and two, I think younger generations, say people under 30, are completely politically in play. And they don’t like our view of political paradigm.

