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Abstract:  

This paper compares the Great Depression and the Current Crisis. It builds on the existing  

knowledge, what problems have l ead to the Current Crisis, and to which extent the problems 

were similar and different from that in the Great Depression. The focus of this paper, however , 

is to report stylized facts about the depth of the crises (the extent to which GDP, 

manufacturing pr oduction, employment, and stock prices dropped) and how economic 

policy reacted during the Great Depression and today. We also investigate to what  extent 

different regions were affected depending o n the  crisis and whether the synchronization with 

which the  Current Crisis spread was  larger this time due to globalization. Finally, the 

probability is assesse d  that the fall  in production has leveled off  in 2009 and how economic 

policy should react in this phase  (specifically since unemployment will stay very hi gh (or will 

further increase) . 
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A comparison of the Current Crisis with th e 

Great Depression as regards their depth and 

the policy responses  

1. Introduction and outline  

The aim of this paper is to compare the Current Crisis with the economic crisis of the nineteen 

thirties (often referred to as the Great Depression, see Bernanke , 2004). The causes of the crisis 

are not in the centre of this paper  (for this see Aiginger , 2009, Bernanke,  2004, Cooper  (2008), 

Friedmann - Schwartz,  1963, Krugman  (2009), Eichengreen - OõRourke, 2009, Galbraith, 1954, 

Schulmeister, 2009, Butschek, 1985, Sinn, 2009), but have to be kept in mind, therefore we 

present also data on the build -up phase and we summarize our assessment in the appendix. 

The main focus is  the depth of each crisis and the response of economic policy. It may be too 

soon in the Current Crisis to attempt such a comparison (or even premature). There are signs 

that in production and world trade the Current Crisis has leveled  off, and in most countries the 

stock markets have definitely recovered between February 2009 and September 2009. 

However, there is no guarantee that the world economy will not be hit by a second wave of 

problems and  at the least there will be echo effects  and  periods where stock prices  might 

decline. As far as unemployment, and probably also as far as insolvencies, a re concerned 

the òCurrent Crisisó is not over at all. Private sector production is not rising in any industrialized 

country with sufficient speed or stability that the end of the crisis can be heralded. Even more 

premature is the analysis of the policy res ponse, which we know about only for the first year or 

the first two years of the Current Crisis. We do not know the policy response in 2010  and later , 

especially if the crisis should prove to be broader and longer than indicators currently  suggest 

in autum n 2009. Of course we do not know how fiscal and governmental policy will actually 

react in the òexit phaseó, when growth has started but employment as well as fiscal deficits 

approach the 10% level in many countries. And t he negative social and economic 

co nsequences of the crisis will, in any event, be long lasting.  

                                                      
* The author wishes to thank Gerhard Allgäuer, Felix Butschek, Burghard Feuerstein, Franz Hahn, Jürgen Janger, 

Helmut Kramer, Karl Pichelmann, Hans Pitlik, Sonja Schnee weiss, Margit Schratzenstaller, Helene Schuberth, Stephan 

Schulmeister, Hans Seidel, Egon Smeral, Hannes Stattmann, Peter Szopo, Gunther Tichy, Thomas Url and Ewald 

Walterskirchen for their valuable contributions. However, any opinions expressed in the art icle remain the sole 

responsibility of the author and do not always reflect the opinions of the critics. I am grateful to Dagmar Guttmann 

and Christa Magerl for their research assistance and the WIFO team of Research Assistances for providing data in the 

WIFO Long-term Database (Silvia Haas, Sandra Schneeweiß, Andrea Sutrich and Roswitha Übl).  



ð  3  ð 

   

2. Stylized Economic Facts  

2.1 Comparing the depth of the crises as reflected by real GDP  

Comparing the crisis in the nineteen thirties (referred to as the òGreat Depressionó) with the 

recent on e (referred to as the òCurrent Crisisó), reveals three stylized facts: 

¶ in both crises the build -up period was a period of high growth;  

¶ growth was much more stable and less cyclical in the build ðup period to  the Current  

Crisis (in spite  of the dot.com crisi s which , with hindsight , was actually merely  a growth 

recession), whil st in the USA in the 1920õs there had been a recession and a variety of 

post -war troubles in Europe;  

¶ the  fall  in GDP in the Great Depression dwarfed the decline in the  Current Crisis; in most 

industrialized countries it is likely that  there will only be one year with declining GDP (2009) 

and the decline of world GDP in this year will prove to be smaller than the increase in the 

previous year and maybe also that of the following year.  

The build -up phase  

Even using annual GDP data we can still see the pattern of  and the instability of growth in the 

build -up to  the Great Depression. World economic output increased by 4 5% between 1921 

and 1929 ( 4.7% p.a.; see table 1) 1. The development was bu mpy with t hree absolute declines 

including a rather severe recession in the early twenties. The turmoil came as a consequence 

of World War I  (WW I), which  was felt even in the US . In European countries intermediate falls  

in GDP were more pronounced , produc tion was still not higher in many countries than pre -

war level, reparation payment were done, hyperinflation occurred etc.  (figure 1).  

By contrast this time world output increased very steadily between 1990 and 2008. Growth 

amounted to 84% (3.5% p.a.) with  no absolute decline in world GDP, in the USA and most 

European countries. The only exception among developed countries was  Japan, which 

experienced a prolonged crisis between 1992 and 2003 (the òlost decadeó). This was 

following a period of  stronger growt h where Japan  successfully caught up with the rest of the 

world between  1950 and 1990. Between 2003 and 2007 growth  in Japan  was much less in 

Japan than in the USA or in Europe.  

US literature has labeled  the period between 1990 and  2000 (or 2008) as the  pe riod o f òGreat 

Moderationó since there was high growth without severe inflation . Even the dot.com crisis is 

difficult  to find in the US GDP  figures .2  

                                                      
1 If we compare the peak of 1929 with 1912 the growth of GDP had been 39%. We use data in constant dollar/PPP, 

Geary -Khamis. 

2 GDP increased by 0.8% and 1.6% respect ively in the USA in the two years following the dot.com boom which may 

actually be called a growth recession rather than a crisis.  
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The decline and patterns across countries  in the Great Depression  

The decline of world GDP between 1929 a nd 1932 reached between  15% and  27% of its 

previous peak  (using annual data) in th ose countries hit most severely by the crisis ( the USA, 

Germany, France  and  Austria). It was 10% for the world (in PPP) or in the unweighted average 

of the countries in Table  1. The decline in production lasted three years. The previous peak 

was reached again in 193 5 (after s ix years).  

The pattern of world output was shaped by the US A (which at the time of the Great 

Depression supplied 2 4% of world output (according to PPP va lues; it may have been 30% on 

exchange rates). US growth in the build -up phase  was approximately the same as the growth 

in world GDP if we compare 192 1 to 19 29 (and stronger if we sta rt in 1912). Higher growth in 

the pre -crisis period was experienced in Fr ance, Sweden, and Spain, all following  severe 

losses in WWI. The decline between  1929 and 1932 was definitely more severe in the USA 

(-27%), followed by Austria ( -20%), then Germany ( -16%) and then France ( -15%). The 

recession was really mild (less or equa l to 6% in three years cumulated) in Spain, Finland, 

Sweden and the United Kingdom. GDP continued to increase in some countries (Denmark  

and  Norway). In summary  world output declined rather dramatically between 1929 and 1932, 

namely 10% , and this was  the c ase even  though  in some countries the recession was mild 

according to  traditional pre WWII standard s. 

If we go further into details, the causes for the crisis and the starting level look rather different. 

In the US the crisis started with stock market cras hes, after a period of high optimism, 

speculation and financial innovations (installment, credits etc.). Monetary policy had just tried 

to dampen speculation in the phase of an already faltering business cycle. In Germany and 

Austria past growth had been h igh, but hyperinflation at the start of the twenties were still in 

mind and production was low as compared to pre -war level. Further repercussions from WWI 

existed (reparation payments, restrictions as to trade policy); the political system was rather 

unstable. It looks in some way as there would have been very different economic situations at 

the start, which were òcoordinatedó by stock market developments, then by drops in export 

markets and finally by bank runs and failures. Nevertheless the coefficient of variation in 

table  1 shows much higher dispersion in the loss of output for the Great Depression.  
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Table 1: Comparison of two crises: decline of real GDP  

1929/1921 1929/1912 1932/1929 2008/2000 2008/1990

2009

forecast

Trough 2009/

peak 2008

Quarterly data

Austria 43.0 4.6 -19.8 17.3 50.9 -3.4 -4.4 1)

Germany 38.4 15.5 -15.8 9.8 35.2 -5.4 -6.7 2)

Belgium 33.4 27.2 -7.1 15.6 42.9 -3.5 -3.8 1)

Spain 34.2 58.8 -3.8 27.9 68.5 -3.2 -4.2 3)

France 61.0 33.6 -14.7 13.6 38.2 -3.0 -3.4 2)

Finland 55.7 53.4 -4.0 25.1 52.0 -4.7 -6.0 2)

Sweden 49.2 38.3 -4.3 20.9 47.6 -4.0 -6.4 3)

United Kingdom 28.5 16.2 -5.1 19.5 53.2 -3.8 -5.7 3)

USA 45.4 69.4 -27.0 19.0 64.7 -2.9 -3.9 1)

Japan 22.0 81.7 1.3 10.7 25.4 -5.3 -8.3 3)

World 44.7 38.8 -9.8 39.8 89.0 -1.3 -4.6 4)

Unweighted average over countries 41.1 39.9 -10.0 17.9 47.9 -3.9 -5.3

Standard deviation 12.2 25.3 8.9 5.8 13.1 0.9 1.6

Coefficient of variation 0.297 0.635 -0.886 0.325 0.274 -0.234 -0.301

Great Depression (1932) Current crisis (2007ff)

Annual data

Percentage change

Annual data

 

Remark : 1990 international Geary -Khamis Dollars. - Germany: If we use Maddison (1995) the percenta ge change 

1932/1929 is - 23.5%. - World: Maddison (1995); missing years interpolated with growth of nine countries (US, DE, FR, UK, 

ES, BE, FI, SE, AT). - 1) 2Q2009/2Q2008. - 2) 1Q2009/1Q2008. - 3) 2Q2009/1Q2008. -4) Weighted by GDP.  

Source: World: WIFO ca lculations using OECD (Maddison, 1995: 1900 -1949); individual countries: Groningen (1900 -

2006), WIFO (2006-2009, real data).  

Higher synchronization in the Current Crisis  

If we measure the depth of the current recession in annual rates it is very mild on a  world 

scale. World economic output still increased in 2007 and 2008 (by 5.2% and 3.2% respectively ) 

and is predicted to decrease by 1% to 2% in 2009. 3 The decline is different across countries in 

2009, namely it is predicted to be 3% in the USA, 4% in the EU, and 5% in Japan. Among the 

large countries the strongest decline will probably - asides from Japan - occur in Germany 

with 5% in 2009. In Germany GDP increased by 1.3% in 2008 and is predicted to be flat in 2010 

(with forecasts now changing into a  positive range ). Within Western Europe specifically high 

falls occurred in Iceland  and Ireland, and within the new member countries in Hungary and 

the Baltic countries.  

                                                      
3 In the September forecast of the IMF the decline is predicted to be 1.3%, a rebound for 2010 is predicted to be 2.9%  
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Figure 1: Macroeconomic growth: boom and decline  
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Of course the decline is stronger if qua rterly data is used. The peak in quarterly seasonally 

adjusted GDP occurred between Q4/2007 and Q3/2008. Most predictions expect the lowest 

point to be reached in late 2009 (although in Germany and France seasonally adjusted GDP 

increased in Q2/2009) and t his might precede some flat quarters to come. If the Q4/2009 is 
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the lowest point, the decline in quarterly GDP will have been between 4% in the USA, 5% in 

the Euro -zone and 7% in Germany. Japan will have a decline of about 8%. 4 

Therefore the  decline  from p eak to trough is much less than in the Great Depression . This is 

true  even if we use annual data for that period (which is an underestimation) and quarterly 

data for the Current Crisis. The decline occurred however in four to six qu arters in the current 

recession. The drop of real GDP  was mild at the beginning in 1929 , the cumulative output less 

large  due to its length.  

If we take the current forecast for 2010, world output will once again reach its former peak 

from  2008 since  the total fall  ha s been 1.3% i n 2009 and growth is predicted to be 1.9% in 

2010.5 This will not be the case for the USA and  the  Euro-zone, and severely hit countries in 

Eastern Europe and its neighbors  (Russia, Ukraine etc .) are far away from this position. On the 

other hand China and India had no absolute decline at all and are rebounding strongly in 

2009. So on a  world scale and measured by GDP the extent (and length) of the decline is 

very different  in the two crises . 

2.2 Manufacturing  ð a different story  

To our knowledge t here is, as yet, no world index of industrial production available for a time 

span covering  both crises. We have constructed an index (see table 2 and figure 2), using 

existing data on the industrial production in 10 countries, weighing these  indices by  the  GDP 

shares (see table A.3 ). 

Preliminary evidence  indicates that  

¶ in the build -up phase of the crises, growth was stronger  but  more volatile over time in 

the Great Depression, but exhibited lower differences across countries,  

¶ during the actual crisis the decline w as less than  in the Great Depression (if the Current 

Crisis levels in 2009), but  the difference between the two crises  is much less than in 

GDP. 

¶ differences across countries are much less in the Current Crisis as regards  the decline 

of manufacturing (at le ast if we stick to western European countries and the USA);  

¶ If we use monthly data the speed of decline in the first phase of the downturn in the 

Current Crisis seem s to have been similar  to , if not stronger (in some countries) than , in 

the Great depressio n. 

The Great Depression  

The development of i ndustrial production in the USA paints  a similar picture to that of  GDP: 

strong growth in both pre -crisis periods: + 72% growth between 1921 and 1929 and + 34% from 

1990 to the peak in 2007/ 2008. The development wa s very cyclical in the period preceding 

                                                      
4 Steeper declines occurred in Turkey, Russia, and the Baltic countries - all after extraordinary growth over the past 

five or ten years.  

5IMF forecast June, in IMF forecast of September there is no longer a decline for 2009 at all.  
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the Great Depression with absolute declines in 1922 and 1925 in US -manufacturing. By 

contra st in the Current Crisis  there was  an only small dip after 2000 (the dot.com crisis proved , 

with hindsight,  to be a ògrowthó recession); otherwise development  was steady in the phase 

of ògreat moderationó. However, in this phase US manufacturing lost world market shares 

dramatically and the value added of manufacturing fell to 12% of GDP ( Aiginger - Sieber , 

2006). 

Table 2: Compa rison of two crises: industrial production  

1929/1921 1932/1929 Peak/2000 Peak/1990

2009

forecast *)

2Q2009/

peak 2008

Quarterly data

Austria 52.1 *) -39.0 33.0 1) 77.2 -15.3 -20.5

Germany 51.8 -41.2 21.2 1) 33.5 -21.8 -24.3

Belgium 113.0 -36.5 12.3 2) 29.8 -19.0 -16.9 3)

Spain 48.1 -6.4 8.5 2) 23.8 -22.7 -22.8 3)

France 127.8 -26.0 2.4 2) 13.4 -18.2 -24.6

Finland 134.6 -13.1 25.4 2) 108.6 -24.3 -28.2 3)

Sweden 94.1 -10.6 19.1 2) 73.9 -22.3 -26.9 3)

United Kingdom 57.3 -10.8 0.9 2) 7.1 -12.9 -18.4

USA 87.9 -46.0 7.3 2) 56.6 -13.0 -15.7

Japan 50.0 -2.6 8.9 2) 4.7 -32.2 -32.1 3)

"World" 72.2 -29.5 8.0 34.3 -16.5 -18.9

Unweighted average over countries 81.7 -23.2 13.9 42.9 -20.2 -23.0

Standard deviation 34.3 16.3 10.4 34.8 5.9 5.2

Coefficient of variation 0.420 -0.703 0.750 0.811 -0.290 -0.227

Great depression (1932) Current crisis (2007 ff)

Percentage change

      Annual data

 

*) 01 - 05/2009 compared to 01 - 05/2008. - **) 1929/1023. - 1) Peak/2008. - 2) Peak/2007. - 3) 1Q2009/peak. - 
4) Weighted by GDP. - "World": Countries in table weighted by GDP.  

Source: WIFO calculations using M itchell, IFS, ST.AT. 

The USA experienced the most severe decline of all countries (see table 2 ) in the Great 

Depression , nearly one half of previous output (-46%). Germany and Austria came close to 

this (about 40%). In Sweden, United Kingdom  and Spain indu strial product ion  only declined by 

less than 11% (cumulated in three years). Development in Germany shows strong but cyclical 

growth. 6 Highest pre -depression growth was experienced in Finland, France and Belgium. In 

all these countries production had more than doubled.  

Regaining pre -crisis levels of manufacturing output took between seven  years in Germany 

and five  years in the United Kingdom, but eight  years in the USA. France did not regain its 

peak level before the fifties.  

                                                      
6 Growth rates in German manu facturing over the whole pre -depression period were  lower than the average of the 

countries reported in table 2 in both periods.  
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Figure 2: Industrial producti on: boom and decline  
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The Current Crisis 

Finland and Austria had the h ighest growth in the build -up to the Current Crisis. Spain, France, 

and the United Kingdom had only single digit cumulated growth rates over  nearly 20 years. In 

the Current  Crisis we first look at  annual data (using the decline between January and May 

2009 as a forecast for the annual decline in 2009  and assuming that in 2010 there will be no 

further decline in manufacturing production).  

On this basis  the average decline in manufacturi ng using annual data amounts to 20%. The 

USA see the least decline,  maybe as a result of previous  deindustrialization , namely 13 %. The 

highest decline occurred in Sweden and Finland (2 2% and 2 4% respectively ), as countries 

which had a stable or increasing share of industrial output (against the trend for industrialized 

countries). On the basis of  quarterly  data, the average decrease in the reported countries 

was 23% (between 2Q2/ 2009 and the peak in some quarter s of 2008).  

In the Current Crisis, as opposed  to in the Great Depression, t he decline was  much  more  

synchronized: the coefficient of variation is 0.2 for quarterly as well as annual data, nearly one 

third of that of  the Great Depression  which was 0. 7. This reflects globalized markets. 7  

Summary  

For manufacturing the current decline , if it really does stop in 2009 , has been milder than in 

the Great Depression, al though the difference is less for manufacturing than for total GDP. 

The decline occurred over  a shorter period  of time  - four to six quarters - so that the speed of 

decline at the start of the crisis had been as fast , and in some countries faster , than in the 

Great Depression , definitely faster in August to October 2008 . 8  

2.3 Exports - larger decline for a few months  

Exports (at nominal rates,  national currencies) increased in industrialized countries by more 

than 50% in the both build -up periods of the Great Depression, but quadrupled in the build -up 

phase of the Current Crisis (table 3, figure 3) . Cross country differences were enormous in th e 

decade preceding the Great Depression (between a near stagnation value of 4% in the  

United Kingdom and more than twofold  in France). Cross country e xport growth was more 

similar between 1990 and 2008 (with  the  lowest growth in France and the highest in Sweden 

and Austria ). 

 

                                                      
7 Cross country variations in growth were lower in the build -up phase of the Great Depression (average growth 8 2%, 

standard dev iation 34, coefficient of variation 0.4 2), than in the build -up of the Current Crisis (4 3%, 35, 0.81 

respectively).  

8 This evidence is reflected also in Eichengreen - O´Rourke  (2009) which shows that in the first 12 months of the crisis 

(calculated to star t in June 1929 and April 2008) on the world scale the decline was surprisingly similar in both  

depressions  (and stronger between April 2008 and October 2008) . Data available in September 2009, show s the 

decline to have been less in the US, but stronger in Italy and France. We do not have monthly data  for the thirties 

currently in the WIFO Long -term Database . 



ð  11  ð 

   

Table 3: Comparison of two crises: nominal export growth  

Great Depression (1932)

1929/1921 1932/1929 Peak/2000 Peak/1990

2009

forecast 1)

1Q2009/

peak 2008 2)

Quarterly data

Austria 68.1 -41.0 68.6 247.0 -22.9 -26.2

Germany 45.3 *) -28.9 66.1 193.8 -21.0 -22.9

Belgium -24.2

Spain -25.7

France 153.6 -39.3 25.6 128.7 -21.1 -21.5

Finland -40.7

Sweden 65.2 -38.1 47.9 249.7 -30.0 -20.7

United Kingdom 3.6 -45.8 32.7 138.3 -19.8 -14.8 3)

USA 17.3 -54.0 66.4 230.6 -10.6 -28.3

Japan

World 67.5 -43.3 150.0 359.2 -18.4 -30.0 4)

Unweighted average over countries 58.8 -41.2 51.2 198.0 -20.9 -25.0

Standard deviation 53.0 8.4 18.8 53.9 6.2 7.1

Coefficient of variation 0.901 -0.203 0.367 0.272 -0.298 -0.282

Current crisis (2007ff)

Percentage change

Annual data

 

*) 1929/1924. -1) 1Q2009 compared to 1Q2008. - 2) 2Q2008. - 3) 3Q2008. - 4) -36% in $, -23% in û. 

Source: WIFO calculations using Mitchell., IFS, WTO.  

In the Great Depression t he drop in exports amounted to 43% (annual data 1932/29), with the 

greatest decline in  the  USA and  the smallest decline  in Germany). In the Current Crisis the 

average decline in industrialized countries is 25%, in the world 3 0%, and across  all countries 

be tween 15% and 40% of exports were lost (Finland suffered the strongest drop).  

The results for exports are , as expected , similar to those for industrial production. 9 The drop  in 

exports  is less for industrialized countries than in the Great Depression (and overestimated 

since we use quarterly data in the Current  Crisis). The difference between the depth in the 

Great Depression and the decline in the Current Crisis for exports is more pronounced  than for 

industrial output . The large r difference  between export s and the smaller as for manufacturing 

seems to be the effect of using nominal data for exports and real data for production (and 

deflation was strong in the Great Depression, while export prices are more  stable in the 

Current Crisis). The story is worse for European enlargement countries and developing 

economies like Russia  and the  Ukraine , but  better for China and India.  

Further, the decline  in exports  happened in a shorter time period (six quarters  now  as 

opposed  to three years in the Great Depression).  10 Using monthly data indicates that the 

                                                      
9 Although industrial production is in real terms and exports in nominal value.  

10 The decline of real exports is much lower, export prices are estimate d to decline by about 15% in 2009.  
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drop of exports between September 2008 and February 2009 was stronger in this recession. 

The lines crossed in July 2009. 11 

Figure 3: Export growth: boom and decline  
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11 Interesting ly in the Great Depression world trade had continued to increase up to December 1929 (indicating that 

the Great Depression has not been trigger by a breakdown of world trade  (see Eichengreen - OõRourke, 2009). They 

start their figure with April 1929 which may be problematic since trade increased up to December.  
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2.4 The Stock Market  

To analyze  the development of the stock market we use quarterly data  (end of the quarter 

prices) 12. The S&P index is our start ing point  to describe  development in the USA since it is the 

best documented  index , for Germany we use the DAX  and its predecessor , for the United 

Kingdom  the  FTSE and its predecessor , for Japan  the Nikkei  and its predecessor . We construct 

a synthetic òworld ó index  by weighing the indices according to the GDP share of each 

country in world GDP ( without Japan).  

Table 4: Comparison of two crises: stock markets  

Peak 1929/

trough 1921

Trough 1932/

peak 1929

Peak 1932/

trough 1930 1)

Peak 2007/

peak 2000

Peak 2007/

trough 2003

Trough 2008/

peak 2007

Austria -45.6 4.7 330.9 318.6 -65.2

Germany -83.9 -62.1 3.5 14.1 237.7 -51.7

Belgium

Spain

France 335.3 -56.2 3.2 -6.1 131.2 -53.6

Finland

Sweden

United Kingdom -49.3 -4.1 72.6 191.1 -44.7

USA 377.9 -84.8 11.9 3.1 78.8 -50.0

Japan -34.2 15.2 127.5 -55.3

"World" -68.9 5.0 29.3 130.1 -47.7

Unweighted average over countries 209.8 -59.6 82.9 191.5 -53.0

Standard deviation 255.2 15.4 142.0 93.0 7.5

Coefficient of variation 1.217 -0.259 1.712 0.486 -0.142

Current crisis (2007ff)

Quarterly data; percentage change

Great Depression (1932)

 

1) Rebounds after the trough (no rebound in the United Kingdom). - "World": USA, United Kingdom, Germany and 

France weighted by GDP.  

Source: WIFO calculations using http://www.econ.yale.edu/~shiller/data.htm for the USA; 

http://stooq.de/q/d/?s=nikkei&c=0& i=m for Japan; NBER Macrohistory Database; 

http://finance.yahoo.com/q/hp?s=^CDAXX, Gregor Gielen (1960 -1979) for Germany; NBER Macrohistory Database; 

http://stooq.de/q/d/?s=cac40, IMF for France; - League of Nations; http://stooq.de/q/d/?s=ftse250&c=0&i=m,  IMF for 

the United Kingdom; Monatsberichte des Österreichischen Institues für Konjunkturforschung; 

http://stooq.de/q/d/?s=atx&c=0&i=m , IMF for Austria.  

                                                      
12 Even monthly data  was available , but we stick to quart erly data, which we think to be the best middle path 

between annual data which can hide importa nt developments and monthly data which exhibit a lot of noise.  
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Build-up period and decline  

The build -up periods have some features in common and some are different . 

In the USA the stock market quadrupled between 1921(2Q) and its peak in 1929 (3Q). There 

had been no bust period in these ten years, only a few quarters with stagnation or relatively 

small declines (at least small for markets that are volatile). The incr ease accelerated, and 

came near to 50% in the four quarters preceding the peak.  

In the Current Crisis the last ten years were more turbulent. Stock market price s had reached 

their  peak  in 2Q/200 1, and then declined by 3 0% by  1Q/2003. The US stock market th en 

recovered and exceeded its previous peak  of 2000 by 6% in 2Q/2007. In the period before 

2000 there had been a strong and long increase and indeed  a quadrupling  in value  since 

1990. 

In the Great Depression the S&P index dropped  from 100 (3Q/1929) to 15 ( 2Q/1932). This 

happened over a period of  only eleven quarters. Then came a temporary peak  in 1936/37, 

but the previous peak was reached only in 3Q/1954. In the Current Crisis the maximum 

decline is 50% from  the peak in 2Q/2007. The minimum  level  was reache d in 1Q/2009, seven 

quarters after the peak. Since then  the Standard & Poor index recovered by 20% (on the 

quarterly bas is; somewhat more strong ly for monthly data : 30%). 

Country differences  

In Japan the fall  of stock prices was  relatively mild in the Grea t Depression ( -34%). The 

development of the Japanese stock market , as reflected by the Nikkei, is very different over  

the last 20 years to  the other countries. It quadrupled between 3Q/ 1982 and 4Q/ 1989, and 

returned with a lot of short -term volatility to its 1983 value  at the beginning  of 2002 and 2003. It 

then doubled reaching a peak  in 2Q/ 2007, dropped to the 1983 level again and recovered 

slightly during 2009. In short it is very  volatile and does not show a growth trend. Japan is the 

only country , other  than  Austria , where  stock prices did decrease more strong ly in the Current 

Crisis.13 

Germany did experience a bumpy increase before the Great Depression, with a strong 

decline between 1Q / 1924 and 4Q / 1925. Then the index doubled reaching its peak  in 

2Q/ 1928. Between this peak and 2Q/ 1932 it declined to less than 30% of its maximum. It did 

not recover before 4Q / 1940 where the series is interrupted.  

The DAX tripled between 1990 and 1Q/ 2000, fell to less than half  of this peak value  in 

1Q/ 2003, reached a new ma ximum 1 4% above the old  peak  in 2Q/ 2007. It fell to 4 8% of the 

2Q/2007 value in 1Q/ 2009 and since then  recovered by 1 9% on a  quarterly basis and by 45% 

on a  monthly  basis (up to end of August 2009).  

                                                      
13 If we weight together all the six indices in table 4 (weighted by GDP) the stock prices decline by 69% between 1929 

and 1932 and by 44% in the Current Crisis. Stock prices rebounded by 45% up  to August 2009 (unweighted average).  
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The UK FTSE more than tripled between 1990 and 3Q/ 2000, then fell by 40 %, and reached a 

maximum  value in 1Q/2007 which was  much higher than its earl ier peak (+ 75%). Then the FTSE 

fell  up to 4Q / 2008 by 45% from which point it  has then  increased again by 1 7%. 

Figure 4: Stock market: boom and decline  
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The French C AC and its predecessor more than quadrupled up to 1929 (from Q1/1919), then 

declined by 60%, before starting to recover without reaching its previous peak before WWII. It 

also more than quadrupled in the run up to 2000, lost then more than half of its valu e in the 

wake of dot.com crisis. It did not exceed the 2000 peak in Q2/2007 and even fell from the 

lower peak by another 54% until Q1/2009.  
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Table 5: Comparison of two crises: employment  

1929 1929/1921 1929/1912 1932/1929 2008 2008/2000 2008/1990

2009 

forecast

Trough 2009/

peak 2008

Quarterly data

1000 persons 1000 persons

Austria 2032 -6.0 -10.9 -17.2 3420.5 9.2 16.8 -2.7 -1.0 2)

Germany -28.9 38879.7 7.3 7.4 -1.5 -0.8 3)

Belgium

Spain

France -19.1 1) 25914.1 7.2 14.5 -2.2 -0.4 4)

Finland

Sweden 4602.8 10.7 2.7 -2.4 -2.7 5)

United Kingdom 19479 8.8 -2.1 -2.3 29447.7 7.1 9.6 -2.4 -1.1 6)

USA 47600 28.3 31.5 -13.7 145362.5 6.2 22.4 -3.5 -3.9 7)

Japan -3.0 -2.4 8)

Sum of countries 69111.0 10.4 6.2 -16.3 247627.2 7.9 12.2 -2.5 -1.6

Standard deviation 22991.4 17.2 22.4 9.6 52902.9 1.7 7.1 0.7 1.4

Coefficient of variation 0.998 1.658 3.616 -0.590 1.282 0.211 0.580 -0.267 -0.824

Annual data

Percentage change

Annual data

Percentage change

Current crisis (2007ff)Great Depression (1932)

 

1) 1932/1930. - 2) 1Q2009/4Q2008. - 3) 1Q2009/1Q2008. - 4) 2Q2009/4Q 2008. - 5) 2Q2009/3q2008. - 6) 1Q2009/2Q2008. - 
7) 2Q2009/4Q2007. - 8) 2Q2009/2Q2007.  

Source: WIFO calculations using The Economist; Economic Statistics 1900 -1983, 1985 and OECD; Eurostat.  

In Austria the decline of the stock market in the Current Crisis h as actually been steeper than 

between 1929 and 1932, namely 64% and 46% respectively (see table 4). This is due to several 

facts which are specific to Austria: the decline in the stock market was rather mild in the 

Great Depression (which is surprising sin ce Austria was a country severely hit in the Great 

Depression). Secondly, Austria had an extreme boom between 2000 and 2007 (the ATX 

quadrupled - in comparison with a twofold increase in the unweighted average of other 

countries). Thirdly, the debate about  the engagement of Austrian firms in the East led do 

heavy disinvestment during the Current Crisis. However, Austria does have the highest 

rebound level since February 2009. These variations to the general trends demonstrate a 

rather thin market and a lack  of specific information for worldwide investors about the 

Austrian markets (substituted by rather general assessments of country risks).  

If we weight together the US S&P, the German Dax, the French CAC and the UK FTSE 250, we 

get a steep decline for this composite òWorld Indexó. In the Great Depression it declined by 

69% and in the Current Crisis only by 44% (on the basis of quarterly data). On an individual 

country basis the decline in the Current Crisis is actually very similar in the four countries (in 

each country it falls between 42% and 47%).  

The peak in 2007 had been 29% higher than the 2000 peak, however with large differences 

between countries (lower in France, higher in the United Kingdom). If the peak in 2007 is 

compared to the òinterim troughó in 2003 (after the dot.com crisis) stock prices more than 

doubled in the composite index. The rebound since the lowest level (February 2009, now 
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measured on a monthly scale) has been 33% on average - again very similar across the four 

countries. 14 

Figure 5: Employment: boom and decline  
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This finding is somewhat at odds with the results of Eichengreen and O'Rourke (2009). They 

used a world stock market index (citing the Global Financial Database), showing that the 

decline was faster in the first eleven month s - starting in April 2008. Between month 5 to11 

after the start of their figure the decline was specifically fast (if the start is defined to be April 

2008). What our data confirm is that in the six months between August 2008 and February 

2009 - specifica lly the months following the Lehman Brothersõ bankruptcy and the ensuing 

breakdown of the credit markets - the decline of stock prices had been very steep, maybe 

steeper than in the Great Depression. What is not reflected in the data is the assertion òthat 

the proportionate decline in stock market wealth remains even greater than that at the 

comparative stage of Great Depressionó. (Eichengreen - OõRourke, updated September, 1st 

2009). If the figure in Eichengreen - OõRourke for the Great Depression had star ted in October 

1929 instead of April this would not be the case. As far as the depth of the Current Crisis is 

concerned the data in this paper does not differ so much from that in Eichengreenõs - 

OõRourkeõs results (-50%). The difference to the Great Depre ssion is the length of the decline in 

                                                      
14 It is interesting to compare this rebound between February and August 2009 to the largest rebounds after 1929. On 

the monthly basis the lowest point of the composite index occurred in Nove mber 1929, the index started  to rise again 

in Dec ember , but only by 13%, and then started to fall again.  For the USA the rebound has amounted to 24% and 

occurred from November 1929 to May 1930. Therefore we cannot see any rebound in the Great Depression as strong 

as the rebound of 20 09. 
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the Current Crisis. This ultimately depends on whether we have already reached the trough or 

whether a second wave might still come. 15  

Table 6: Comparison of two crises: unemployment rate  

1921 1929 1932 1934 1932-1929 2000 2008 2009 2010 2010-2008

2009 trough

-peak 2008

Quarterly data

Absolute change

Austria 1.1 12.2 24.7 25.5 12.5 5.8 5.8 6.0 7.1 1.3 0.8 2)

Germany 2.8 9.3 30.1 14.9 20.8 7.8 7.5 8.6 10.4 2.9 0.3 3)

Belgium

Spain

France 0.1 4.0 5.1 3.9 8.6 7.4 9.6 10.7 3.3 2.0 4)

Finland

Sweden 4.7 6.2 8.4 10.4 4.2 2.4 5)

United Kingdom 11.3 7.3 15.6 11.9 8.3 5.5 5.7 8.2 9.4 3.7 -5.2 6)

USA 11.7 3.2 23.6 21.7 20.4 4.0 5.8 8.9 10.2 4.4 4.8 7)

Japan 3.9 4.9 5.9 2.0 1.4 8)

"World" 6.6 3.0 15.4 13.0 12.4 3.7 5.0 7.1 8.2 3.2 2.3

Unweighted average over countries 6.7 6.4 19.6 15.8 13.2 6.1 6.0 7.8 9.2 3.1 0.9

Standard deviation 5.6 4.8 10.1 8.0 7.4 1.8 1.2 1.7 1.9 1.2 3.1

Coefficient of variation 0.831 0.747 0.517 0.509 0.564 0.294 0.200 0.217 0.207 0.370 3.305

Current crisis (2007ff)

Annual data

Unemployment rate Unemployment rate Absolute change

Great Depression (1932)

 

Remark : "World": Weighted by GDP. - 2) 1Q2009/2Q2008. - 3) 1Q2009/3Q2008. - 4) 2Q2009/1Q2008. - 5) 2Q2009/3q2007. 

- 6) 1Q2009/1Q2008. -7) 2Q2009/4Q2006. - 8) 2Q2009/1Q2008.  

Source: WIFO calculations using The Economist; Economic Statistics 1900 -1983, 1985; OECD; Eurostat.  

                                                      
15 A smaller issue is that the difference to the Standard and Poor data is that the decline in Eichengreen - OõRourke 

(2009) is only from 100 to 32, while in S&P it is from 100% to 25%. Nevertheless if the decline has definitely stopped in 

the first qua rters of 2009, it is much less than at that time (albeit stronger in some months).  

Why Eichengreen and  OõRourke started in June 1929, not in September is not clear, between June and September 

the stock market index increased. Eichengreen  - OõRourke used da ta from  the  Global Financial Database , but do 

not specify which indices or countries are included in the òworldó.  
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Figure 6: Unemployment rate: boom and decline  
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3. Policy response  

3.1 Monetary policy : mildly, restrictive vs. aggressively, expansionary  

Monetary policy and its constraints in the Great Depression  

This is not the place to give evidence on  the causality between monetary policy and the 

depression , neither whether  restrictive monetary policy òcausedó the Great Depression, nor 

whether monetary policy was  too loose following  the dot.com crisis in 2003. Here w e just 

present stylized facts about monetary variables , mainly following Bernanke  (2004) and 

Eichengreen  - Sachs (1985) for the Great Depression (thus concentrating to some degree 

unduly on the US policy) and the OECD (2009) for the Current Crisis. Additionally we present 

stylized facts for inflation, interest rates and money supply for the two crises.  

Friedman and Schwar tz (1963) argue that the causa l link for the Great Depression ran from 

monetary policy to declining prices and output, thus giving poor policy making the blame  for 

the start  of the Great Depression, which was  then  aggravat ed  due to the breakdown of the 

ban king system. Other authors stress the strong decline in US consumption in 1930 ( Temin, 

1976). Galbraith (1954) names òbad distribution of income, é. bad corporate structure, é. 

bad banking structureé. dubious state of foreign balance é and poor state of ec onomic 

intelligenceó. A large part of newer research stresses the role that the gold standard had 

played ( Eichengreen  - OõRourke, 2009, Bernanke , 2004). The gold standard was re-enacted  

after WWI in most countries. 16 Under the gold standard each country had  to defend its 

currency value  and the money supply could not increase independent ly from the gold 

                                                      
16 With exception of Spain which could not do it due to internal turmoil.  
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reserves (for given multipliers). The important role of this , with hindsight , flawed international 

monetary system prevented an active anti cyclical monetary policy. The importance of the 

gold standard for the length of the crisis is highlighted  by the fact that òcountries abandoning 

the gold standard were able to reflate their money supply and price levels and did so with 

some delay, while countries remaining on the gold were forced into further deflationó 

(Bernanke , 2004, p. 8). Countries with gold inflow tried to sterilize it, in countries with gold 

outflow the monetary base declined nearly automatically. Thus it was not the gold standard 

per se but the restr ictive asymmetric handling of the regime , which made the Great 

Depression longer .  

Table 7: Comparison of two crises: inflation/deflation (consumer prices)  

1927 1928 1929 1930 1931 1932 1933 1932/1929 2006 2007 2008 2009 2Q2009/3Q2008

Percentage 

price 

change Forecast Quarterly change

Austria 2.2 2.1 3.1 0.0 -5.0 2.1 -2.1 -3.0 1.5 2.2 3.2 1.1 0.0

Germany 4.3 3.1 1.0 -4.0 -8.3 -11.4 -1.3 -22.0 1.9 2.8 2.6 0.7 -0.6

Belgium 1.2 -0.7

Spain 1.4 -0.7

France 4.4 0.0 6.4 1.0 -4.0 -9.3 -3.4 -12.0 2.5 2.5 2.8 0.9 -0.3

Finland 1.1 1.2

Sweden -1.2 0.6 -1.2 -3.6 -3.1 -1.3 -2.6 -7.7 1.3 2.0 3.4 0.7 1.4

United Kingdom -2.9 -1.0 -1.0 -4.0 -6.3 -2.2 -3.4 -12.0 -1.3 1.4 4.0 1.3 0.8

USA -1.7 -1.1 0.0 -2.9 -8.3 -10.4 -5.1 -20.2 0.2 1.5 3.9 0.3 -2.3

Japan -0.5 -1.9

"World" -0.1 -0.2 0.6 -2.2 -5.8 -6.9 -3.1 -14.1 0.4 1.5 2.8 0.5 -1.1

Unweighted average over countries 0.9 0.6 1.4 -2.2 -5.8 -5.4 -3.0 -12.8 1.0 2.1 3.3 1.0 -0.1

Standard deviation 3.2 1.7 2.9 2.2 2.2 5.6 1.3 7.2 1.4 0.5 0.5 0.4 1.2

Coefficient of variation 3.667 2.766 2.094 -0.975 -0.379 -1.043 -0.443 -0.565 1.365 0.260 0.163 0.362 -9.952

Change over previous yearChange over previous year

Great Depression (1932) Current crisis (2007ff)

 

Remark : "World": Weighted by GDP.  

Source: WIFO calculations using Mitchell, Eurostat.  

As for the start of the Great Depression, the Fed turned contractionary in 1928 to curb stock 

market speculation. The US monetary base (money and notes  in circulation plus reserves of 

banks) fell by 6% b etween June 1928 and June 1930 despite an  inflow of gold into the USA. 

Gold also rushed into France (after the Poincar é stabilization). This reduced the amount of 

gold available in other countries and forced them into a tight monetary policy.  

The second stage of the crisis occurred in 1931 due to the breakdown of banks  

(òCreditanstaltó in Austria etc.) which lead to waves of bank crises and an exchange rate 

crisis. The monetary base declined  even further . 

Interest rates remained constant in nominal terms, but on levels of 5.3% and 5.4% in the first 

three years of the cr isis, then falling slightly to about 4% in the next four years. Due to the 

falling price levels for goods (deflation), ex post real rates amounted to 17% in 1929/1930 

(Bernanke , 2004). These extraordinary high rates affected investment and consumption. Rea l 
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rates then dropped to 9.4%, 6.5% and 2.8%. At such interest rates , together with declining 

demand, excess capacities and a high degree of uncertainty , it is clear that investment and 

consumption would decline. Debt inflation, falling assets and commodity  prices increased  the  

burden on  all debtors, forcing them to sell assets etc.  

Figure 7: Inflation: boom and decline  
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Difference across countries according to Bernanke  

Bernanke describe s the development of monetary supply using M1, the multiplier (M1/Mone y 

base), the relation ship between money base and total reserves (the coverage ratio 

determined inter alia by statutory requirements) and the r atio  of currency reserves to gold 

reserves. 

In the USA the M1 decreased by 25% between 1929 and 1933. 17 It later on ly reached its pre -

depression level in 1935. The multiplier decreased even a little more , and did not recover 

before  1936. Money base relative to reserves was more or less  stable with a significant drop in 

1934 from 118 to 66. The ratio of r eserves to gold  was  stable.  

In the United Kingdom money supply first rose slightly (+ 2.5%), and dropped in 1931 by 10%. 

Then it recovered, but increased strongly as late as 1935 and 1936. The multiplier did not fall 

(in fact increased slightly). Base to reserve was stab le in 1930, and then it increased, finally 

dropping from 117 to 75%  (1933) and then further up to 56% (1936) . 

In France the situation is different. Money supply increased by more than 10 % in 1930 and 

1931, but then never reached this level again until  1936. The multiplier dropped by a 

cumulative 10 % in 1929/31 and then remained constant . Base to reserve was more or less  

                                                      
17 This time nominal rates might look more restrictive than they are,  since prices were falling, too.  
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stable ( the coverage rate increase s strongly in 1935/36). Reserves to gold declined strongly in 

each year until  1932 and then remained more  or less constant.  

Using international comparable data ( see table 8 ) we now outline  the relation ship between 

the  money supply (M1) relative to nominal GDP , as well as  and inflation as measured by CPI.  

USA 

Money supply in relation to GDP decreased in the US  from a level of between 27% and 28% of 

GDP between  1924 and  1928 (specifically 27.2% in 1928), to 25.6% in 1929. In the next three 

years money supply increase d  relative ly sharply ( also in absolute  terms or because of falling 

nominal GDP) but dropped again  in 1934 and 1935, having a single extreme peak in 1936 

and then again a decline. The final take off occurred between  1944 and  1946. 

Consumer prices fell by 30% between 1929 and 1933, with the largest decrease in 1932 (10%). 

The decline was very small in 1 930 (zero in 1929). There had been no inflationary period 

before the crisis (in fact +0.5% in 1923 until 1928). There was a deflationary period in 1921/22.  

Summing up the results from Bernanke  as well as those in table 10  monetary policy could 

have been mu ch more expansionary without any fear of inflation, but it was not applied - 

maybe because of a faint memory of inflation after WWI (1916 to 1920) - but probably also 

due to the gold standard and the fear of a currency devaluation. 18 

Germany  

In Germany mone y supply was reduced relative to GDP in 1927, but then increased steadily 

and strongly until 1932. Thereafter it decreased until 1936 , but  increased rather strongly  

thereafter .  

Inflation had been a little bit higher in the build -up period (and memory of h yperinflation after 

WWI still existed). Deflation occurred, reaching its peak in 1932. Moderate price increases 

characterized the period of 1934 to 1939.  

United Kingdom  

In the U nited Kingdom  money supply fell relatively dramatically between 1928 and 1931 ( from 

34.2% to 29.9% of GDP ), then was increased quickly and strongly up to 38.3% of GDP in 1936. 

Consumer prices decreased steadily from 1926 (!) to 1934, but never at a two digit rate. The 

United Kingdom suspended the gold standard in September 1931.  

France  

France had a strongly expansionary monetary policy between 1926 and 1935 increasing 

money supply from 33.7% of GDP to 73.4%. There was a tiny dip in 1929 ( -0.9% of GDP) and a 

large increase in 1932. Inflation had been rather strong in France before 1929  (6.4% in 1929). 

                                                      
18 The belief that economies will reach their equilibrium fast (without intervention) may have been important, too.  
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After the Great Depression it looked as if even the very expansionary monetary policy in 

France could not have prevented the following five years of falling consumer prices. France 

ha d  the largest cumulative price decrease of the  reported countries . It devaluated in 

October 1936.  

Figure 8: Discount rates in major industrialized economies  

 

Note: The dark line represents the main policy rate of the central banks. The light line plots the effective overnight 

rate.  

Source: IMF, Bloomberg, Bank  of Japan, Datastream, ECB.       http://dx.doi.org/10.1787/656585873210  

The figures presented in Bordo et al.  (2001) indicated a considerable increase in the money 

supply for the aggregate of the GDP -weighted countries between 1925 and 1929 (+16% 

cumulati ve). In 1929 and 1930 money supply was constant and then dropped for three years 

(in 1933 it was back to the 1925 level).  
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Monetary policy in the current crisis  

Monetary policy in the current crisis was very courageous  

¶ discount rates were slashed to or nea r to zero (in Sweden even into the negative range),   

¶ after exhausting the scope to reduce interest rates non -conventional measures to 

stimulate demand were used;  

¶ the breakdown  of the inter bank credit market was addressed, and the financial system 

was pro vided with credit and liquidity;  

¶ banks and financial institutions were recapitalized using public funds, deposit guarantees 

were  extended and debt guaranteed;  

¶ the problem of toxic assets and of solvency were addressed by ring fencing 19 bad banks 

(mainly in  the United Kingdom) or via temporary public ownership (UK, US, Iceland etc.).  

Table 8: Comparison of two crises: money supply (M1)  

1929/1921 1932/1929 2007/2000 2007/2003 2008/2007

Austria 4719.0 -16.5 78.4 44.5 8.3

Germany 361.0 -29.4 65.9 29.3 6.7

Belgium

Spain

France 115.9 20.2 84.7 35.1 1.5

Finland

Sweden -3.1 2.9 12.7 2.1 -1.0

United Kingdom -10.0 -2.1 105.4 52.1 -1.4

USA 23.8 -20.8 24.7 4.1 17.2

Japan

"World" 123.5 -11.0 41.5 16.1 8.1

Unweighted average over countries 867.8 -7.6 61.9 27.9 5.2

Standard deviation 1891.9 18.1 36.1 20.7 7.1

Coefficient of variation 2.180 -2.381 0.582 0.744 1.361

Great Depression (1932) Current crisis (2007ff)

Percentage change

 

Remark : "World": Weighted by GDP.  

Source: WIFO calculations using IFS, Bank of England, Risksbank (NOMINAL MONEY SUPPLY (M 1) 1807-1935, MILLIONS 

OF FRANCS, -  SAINT MARC (1983, pp. 36-37). 

                                                      
19 Ring fencing means providing a public guarantee to specific assets after bank s have absorbed a lump sum 

am ount of toxic assets . 
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Table 1 1 presents an overview of the financial relief measures, figure 1 0 an overview of 

discount rates and figure 1 3 shows how unconventional measures have led to the expansion 

of the bala nce sheets of central banks.  

As far as conventional measures are concerned the Fed cut its interest rate from a level of 4% 

in 2008 (table 9) to a target range of 0% to 0.25% from December 2008. The ECB, starting from 

a somewhat lower level, still increas ed discount rates in June 2008 (to fight inflation) and 

subsequently reduced step by step to 1%. The United Kingdom acted last, but then reduced 

rates very quickly to ½% in 2008. 

Figure 9: Expansion of central banksô balance sheets 2000/2009 

Source: IMF, Datastream.    http://dx.doi.org/10.1787/656585873210  

Unconventional measures fall into three categories ( OECD , 2009), namely:  

¶ providing the banking sector with greater and cheap liquidity.  

¶ expanding the money supply through the creation of excess supply ( quantitative easing)  

¶ intervening directly in broader segments of the credit market  

The Fed itself bought commercial papers and securitized products and started to conduct or 

expand outright open -market purchases of mortgage backed securities and bonds and  

long -term government bonds with the aim of lowering interest rates.  

As for the ECB unconventional measures have been more concentrated on easing the 

liquidity conditions and increasing the scale of its operations to provide liquidity to financial 

institut ions. The ECB eased its collateral framework and lengthened the maturity of its 

operations to one year. It started to supply limitless liquidity at fixed rates (instead of allotting a 
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limited amount of papers by competitive bidding). It recently announced a program where 

covered bonds will be directly purchased with the view of rehabilitating this impaired market 

segment (this description follows OECD , 2009, p. 52).  

Interest rates and consumer prices  

A large difference between the Great Depression and the C urrent Crisis is price 

development. The inflationary pressure in the build -up period (or at least in the last few years 

before 1929) was very  low especially in the United Kingdom . In the USA there was an 

underlying deflation tendency years before the Great  Depression started (see table 7) . By 

contrast 2008 was a year with rising inflation, and shortages in raw materials, energy and 

food. During the Great Depression prices fell fast, leading to a deflationary spiral. In the first 

phase of the depression (1929 to 1932) prices declined by 2 0% in the USA and in Germany, by 

12% in the United Kingdom . The strongest decline was 7% (for the countries mentioned i n 

table 7 in 1932). This fall in prices led to extremely high real interest rates (even for moderate 

nomin al rates) which caused a further restriction of consumption (and investment).  

Table 9: Comparison of two crises: nominal interest rates  

1927 1928 1929 1930 1931 1932 1933 2006 2007 2008

2Q2009-

peak 2008 2Q2009

Absolute 

change

Austria Discount rate 6.3 6.3 7.4 5.7 7.2 6.9 5.2 2.8 3.8 3.9 1.0

Government bond yield 6.8 6.6 7.0 8.4 7.8 3.7 4.2 4.1

Germany Discount rate 5.8 7.0 7.1 4.9 6.9 5.2 4.0 2.8 3.8 3.9 1.0

Long-term interest rate 7.9 7.0 7.4 7.2 7.0 8.4 7.2 3.8 4.3 4.2

France Discount rate 5.2 3.5 3.5 2.7 2.1 2.5 2.5 4.1 5.1 5.4 1.0

Long-term interest rate 6.6 5.3 4.9 3.8 3.7 4.7 5.7 3.8 4.3 4.2

Sweden Bank rate 4.2 4.0 4.7 3.7 4.1 4.4 3.2 2.0 3.3 4.0 -4.1 0.5

Government bond yield 4.6 4.6 4.6 4.2 4.2 4.3 4.0 3.7 4.2 3.9

United Kingdom Discount rate 4.7 4.5 5.5 3.4 4.0 3.0 2.0 4.6 5.5 4.7 -5.3 0.5

Yields of bonds 4.6 4.5 4.4 3.8 3.4 4.5 5.0 4.5

USA Discount rate 3.8 4.3 5.3 3.3 2.5 3.0 2.8 5.0 5.0 1.9 -1.8 0.3

Government bond yield 3.3 3.3 3.6 3.3 3.3 3.7 3.3 5.0 4.9 4.3

Unweighted average over countries: discount rate 5.0 4.9 5.6 4.0 4.5 4.2 3.3 3.5 4.4 4.0

Unweighted average over countries: all other (without USA) 6.4 5.6 5.6 5.2 5.3 5.9 5.6 3.9 4.4 4.2

Unweighted average over countries: total 5.2 5.0 5.4 4.4 4.7 4.9 4.3 3.8 4.4 4.1 -3.7 0.7

Standard deviation 1.3 1.4 1.4 1.4 1.8 2.0 1.8 0.9 0.7 0.8 1.8 0.3

Coefficient of variation 0.268 0.273 0.259 0.316 0.392 0.416 0.434 0.243 0.148 0.198 -0.482 0.469

Great Depression (1932) Current crisis (2007ff)

Quarterly dataAnnual data

 

Source: WIFO calculations using Mitchell; IFS.  

Nominal interest rates for government bonds and fixed interest securiti es were at about 5% in 

1929 (higher than in 1928) and decreased gradually and slowly to 4%. As compared to 1929 

some countries had higher and others lower rates in 1933. Discount rates decreased in all 

countries for which data is available but there was no  instance where they were reduced 

towards zero percent as in the Current Crisis (the lowest was 2% in the United Kingdom as late 

as 1933 which was already the fifth year of the crisis). Long -term interest rates remained at 4% 

decreasing slowly over five ye ars from a maximum of 5.6% in 1929. Combined with deflation 

this gave very high real rates. In the current crisis there were also several months of high 




