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ECONOMY

‘Compared to the Incomparable’
I hear it all the time: “The recession we’re recovering from is the worst 

downturn since the Great Depression.” Recently, even President Barack 

Obama has made such comparisons to the Great Depression when 

pointing out that it will take some time for the U.S. economy to recover 

from the staggering blows dealt in 2008 and 2009. While making 

comparisons to the Great Depression may send chills down the spine of 

some, I venture to guess that not many Americans have a clear point of 

reference to gauge the gravity of such association.

After all, context can be everything. To employ a lighthearted example 

appropriate for summer, if I say Derek Jeter is the best Yankee shortstop 

since Phil Rizzuto, you might not know if that is strong statement unless 

you were familiar with baseball in the 1940s and 1950s. Not that I am a 

huge baseball fan (I actually use that analogy for the amusement of the 

corporate credit analysts in New York), my point is that the proper frame 

of reference is important when drawing comparisons to the past.

Similarly, an understanding of the 1930s not only provides context to 

the allusions to the Great Depression, it also offers lessons applicable 

to the present downturn. I’ve spent a great deal of time studying the 

1930s because I believe investors have much to learn from that period. In 

particular, there are important lessons on monetary and fiscal policy to 

take to heart, especially at such a time as this. 
CONTINUED ON NEXT PAGE



Page 2

People. Ideas. Success.

As the Obama Administration evaluates policies to grapple with the budget 

deficit and unemployment, and the Federal Reserve stands at the guard with 

more quantitative easing, the monetary and fiscal policy choices made in the next 

two quarters will have a profound impact on the financial markets for the next 12 

to 24 months, and perhaps much longer. 

If ineffective and disparate policy actions continue to proceed from Washington, 

volatility is likely to continue to reign in the equity markets, recovery will elude 

the real estate markets, and there will be continued pressure on the Fed to keep 

rates low by enacting another round of substantial quantitative easing. Without 

learning from the mistakes of the 1930s, the future of the U.S. economy may 

include another rude awakening akin to that of 1937, when policy blunders erased 

four years of economic recovery and led to a 5.5 percent decline in the economy 

and a 4.7 percentage point increase in unemployment in just one year. A modern 

day repeat of the events of 1937 and 1938 represents the worst case scenario of 

the “double-dip” camp. Logically, understanding the events leading up to 1937, 

and the broader context of the Great Depression era, is of great relevance today.

‘The Beginning of Context’
The Great Depression is generally thought of as a recession so deep and severe 

that it spanned the entire decade of the 1930s. In reality, there were actually two 

distinct recessions in the 1930s, and the period between them was marked by a 

vigorous and hopeful recovery. 

The more severe of the two recessions was, of course, the first. In August 

of 1929, the U.S. economy entered a period of contraction that spanned 43 

months – the longest recession in U.S. history save the financial panic of 1873. 

By comparison, the recession of 2007-2009 was most likely 19 or 20 months in 

duration. (The National Bureau of Economic Research has yet to determine its 

exact end date.) 

The devastation of the 43 month contraction was indeed astounding. From the 

summer of 1929 through the first quarter of 1933, real GNP (the standard for total 

economic output of the time) fell 29 percent, consumer prices fell 27 percent, 

and the Dow Jones Industrial Average declined 89 percent (80 percent when 

adjusted for deflation). At the trough of the recession, in 1933, unemployment 

pierced 25 percent and defaults on corporate bonds skyrocketed, engulfing more 

than eight percent of the total corporate loan market.
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By the second quarter of 1933, however, the bewildered U.S. economy began 

a period of robust year-over-year recovery in national output that lasted over 

four years. During this period, GNP grew at an annualized rate of 10 percent 

and the Dow rose approximately 20 percent per annum. The robustness of the 

recovery from 1933 to 1937 is generally forgotten as a second recession hit in 

May of 1937, erasing much of the positive momentum of the prior recovery. As 

the U.S. economy staggered into the 1940s, economic growth over the course 

of the prior decade averaged a meager 0.6 percent per year, and unemployment 

remained somewhere between 15 and 17 percent for the nation. 

Appropriately, Franklin Delano Roosevelt is credited as saying, “When you 

come to the end of your rope, tie a knot and hang on.” That is exactly how many 

Americans remember the 1930s. It wasn’t until 1941 when the U.S. entered 

the Second World War that nearly 12 years of economic woes were replaced by 

robust government spending and the draft helped reduce unemployment by 

nearly 10 percentage points in just two years. 

‘SUBJECT TO CHANGE’ – YEAR-OVER-YEAR CHANGES IN OUTPUT 

During the Great Depression, economic output was best measured by real GNP, while 
today real GDP is the standard measure. The graph below compares changes in real GNP 
during the 1930s and changes in real GDP during the present recession and recovery.

Source: Federal Reserve of Minnesota, Bureau of Economic Analysis, Bloomberg
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‘Equity Market Comparison’
When most people think of The Depression and the stock market, “Black 

Tuesday” comes to mind as the hallmark event; however, Tuesday, October 29, 

1929, was only the beginning of a sickening equity market decline that did not 

find a bottom until nearly three years later in the summer of 1932.

What many don’t remember about the 1930s is that from the stock market nadir 

in July of ‘32, the Dow rallied approximately 330 percent (or 34 percent per year) 

until July of ‘37. Even after five full years of equity market recovery, however, the 

market remained approximately 53 percent below its 1929 peak. 

By way of comparison to the recent downturn, the Dow declined 54 percent 

from its peak in October 2007 to its low in March 2009. From March 2009 to 

April 2010, the Dow rose by just over 71 percent. The result of the rally: losses 

from the peak in 2007 were paired from 54 percent to 21 percent by April 2010. 

‘A LONG CLIMB BACK TO THE PEAK’ – CHANGE IN DJIA FROM PRE-RECESSION PEAK

After falling nearly 90 percent from 1929 to 1932, it took just over 25 years for the Dow Jones Industrial Average to match its 
1929 zenith. The last Dow peak was 14,164 on October 9, 2007. Nearly three years later, the market is off 26 percent from this 
pre-recession summit. By comparison, three years following the 1929 peak, the Dow was still trying to find a bottom.

Source: Bloomberg
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Therefore, at least as far as the Dow is concerned, the restoration of losses 

from the 2007-2009 recession has already exceeded the recovery experienced 

in the five years that followed the worst of the Great Depression. 

‘The Disruption of 1937’ 
In discussing equity market recoveries, it should also be noted that the 

rally between 1932 and 1937 was interrupted by another sharp contraction 

associated with the recession that began in May of 1937. When the 1937 

recession hit, the Dow fell more than 46 percent, erasing a substantial portion 

of the previous five years worth of gains in a mere eight months. 

Once the dust settled in March 1938, the next four years were characterized 

by significant volatility – the Dow posted two years of 20+ percent annualized 

gains only to follow them with two years of 20+ percent annualized losses. 

Finally, April of 1942 marked the bottom from which sustained recovery would 

finally build. Over the subsequent decade (1942 to 1952), the Dow returned 

just over 11 percent per year. Still, by 1952, the stock market was yet to re-

obtain its pre-crash heights. After the precipitous decline of 89 percent from 

1929 to 1932, and the 46 percent retreat during the 1937-1938 recession, it was 

more than 25 years before the Dow Jones Industrial Average would match its 

1929 zenith. 

Without breaking out my crystal ball, I believe such a multi-decade, protracted 

recovery is not in store for equity markets today. Already, the market has 

proven it’s on a much faster time line for recovery than previously witnessed 

during the Great Depression. The risk, as always, is whether or not today’s 

market will experience a second shock to the system similar to the one in 1937 

that nearly negated five years of hard-fought recovery.

‘A Word on Corporate Bonds’
By all accounts the Great Depression boasts the most stunning corporate 

bond default rates on record. What’s more surprising, however, is how close 

2009 was to being the second worst year on record. In addition, there is a 

noticeable imbalance in defaults among investment grade and speculative 

grade issuers between the first and second recessions of the 1930s. This may 

cause some concern over systematic risk should the proverbial “double dip” 

scenario play out today.
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‘DANGEROUS TIMES’ – ANNUAL ISSUER-WEIGHTED CORPORATE DEFAULT RATES, 1920-2009

According to Moody’s, corporate default rates reached 8.4 percent in 1933, the highest level on record. In 1933, speculative grade 
defaults also peaked at 15.4 percent. Investment grade default rates did not reach their maximum until 1938, during the second 
recession of the 1930s.

ANNUAL ISSUER-WEIGHTED CORPORATE

DEFAULT RATES BY LETTER RATING

Source: Moody’s Investor Service
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According to Moody’s data, the highest annual corporate default rate on record 

came in 1933 when 8.42 percent of rated issuers defaulted. Next on the list is 

1932, when 5.43 percent of all rated issuers defaulted. By comparison, in 2009, 

5.36 percent of all rated corporate debt crossed the line into default territory. To 

put the 2009 defaults into further context, not only is the rate essentially equal 

to the second worst in modern U.S. bond market history, 2009 also holds the 

dubious distinction of being one of only three years on record with an annual 

issuer-weighted default rate over 4 percent.

If one studies the 10 worst years for total corporate defaults, five would be found 

during the Great Depression era. Interestingly, investment grade borrowers did 

not have their worst year during the massive downturn from 1929 to 1933. It 

wasn’t until the second shoe dropped in 1937-1938 that the most secure corporate 

borrowers recorded default rates at an all-time high of 1.6 percent – double the 

0.8 percent rate of 1933, which is the third worst year on record.
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Year Inv. 
Grade

Spec. 
Grade

All 
Rated

1933 0.8% 15.4% 8.4%

1932 0.8% 10.8% 5.4%

2009 0.3% 13.0% 5.4%

2001 0.1% 10.3% 4.0%

1935 1.3% 6.1% 3.9%

1931 0.5% 7.9% 3.8%

1990 0.0% 10.0% 3.6%

1934 0.6% 5.9% 3.5%

2002 0.5% 8.0% 3.0%

1991 0.1% 9.5% 3.0%

10 Worst Years for 
Corporate Default Rates

Source: Moody’s Investor Service
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The disparity of investment grade defaults across the first and second recession 

in the 1930s has potentially important implications for the investment grade bond 

market today, especially as it pertains to the so-called “double dip” scenarios. 

In 2009, high grade corporate bonds performed exceptionally well compared to 

previous periods associated with elevated default rates. The ability of the high 

grade market to weather the recent recession may be one of the reasons it has 

experienced such spread compression during the present recovery. However, if 

we look back to the 1930s, the high-grade market held up admirably well during 

the first recession, but was crushed during the ensuing recession in 1937 and 

1938. If the U.S. economy faces another downturn in the near future, there may 

be disproportionate casualties among investment grade bonds, something the 

market certainly doesn’t seem to be pricing for at the moment.

‘Delineating Deficit Spending’
While the Great Depression is widely known for its New Deal make-work 

projects and the ballooning of federal government programs, the truth is that 

deficit spending never exceeded 5 percent of GNP in any year. 

‘DOUBLING THE GREAT DEPRESSION’ – DEFICIT SPENDING AS A PERCENT OF GDP, 1900-2010

The federal budget deficit as a percent of GDP was never higher than 5 percent during the Great Depression. Conversely, in 

2009, it was 10.3 percent and is projected to be 9 to 10 percent or more in 2010.
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UNFATHOMABLE RATES – UNEMPLOYMENT IN THE 1930S

During the Great Depression era, the annual average unemployment rate was over 18 
percent. From 1933 to 1936, however, the unemployment declined by nearly 11 percentage 
points, an incredible achievement considering government deficit spending never 
exceeded 5 percent of GDP.
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Source: U.S. Bureau of the Census, Historical Statistics of the United States, Colonial Times to 1957 (Washington, D.C., 1960), p.70

In stark contrast, in 2009, the U.S. Treasury Department reported a federal 

budget deficit of 10.3 percent of GDP, or more than twice the peak level of the 

Great Depression. One year into recovery, deficit projections remain elevated.  

The 2010 estimate of deficit spending somewhere above 9 percent of GDP is 

well above Great Depression averages. 

Aside from World War I and World War II, no other period in U.S. history has 

witnessed budget deficits as a percent of GDP as high as the current period. So 

if Keynesian deficit spending was born in the Great Depression, it has grown to 

maturity during the current recession and recovery.

‘Unemployment, the Defining Factor’
Certainly, the most painful part of the Great Depression was the destruction 

wrought on the United States labor market. The average unemployment rate 

for the 1930s was roughly 18 percent by most estimates, reaching as high as 

25 percent in 1933. During the recovery of 1933 to 1937, the unemployment rate 

declined nearly 11 percent from 25 percent to 14 percent. Following the recession 

in 1937-1938, however, unemployment was back up to 19 percent, and it ended 

the 1930s at nearly 15 percent. 
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Similar to my commentary last week on the “Wages of Unemployment,” the 

government’s make-work projects in the 1930s were unable to sustain the 

necessary job growth because of a fundamental problem with real wages.

Prior to the Great Depression, wages typically fell 9 to 10 percent during 

economic downturns. The declining wage rates enabled more workers, 

particularly in manufacturing, to keep their jobs. However, in the Great 

Depression, wages were relatively inelastic due to a series of “high wage” 

policies implemented throughout the 1920s. What compounded problems 

further was a period of the most severe deflation on modern records, with 

prices falling 27 percent during the recession from 1929 to 1933. As a result 

of declining price levels and artificially high wage rates, real hourly wages 

rose sharply in 1930 and 1931. On top of this, many businesses were facing 

production declines of 20 or 30 percent per year. All of this led to massive 

layoffs and unemployment rates that never dipped below 14 percent from 1931 

to 1939. 

Thankfully, to this day, there is nothing worthy of dubious comparison to 

the unemployment rates of the Great Depression. By those standards, the 

U.S. economy would seem fortunate to grapple with its current 9.5 percent 

unemployment rate. Nonetheless, of greater concern is why today’s economy 

is unable to make progress on unemployment after running deficit spending 

more than twice that of the height of the Great Depression, a time when 

unemployment was reduced drastically during the recovery from 1933 to 1937. 

‘Policy Concerns’
Of all the lessons there are to learn from studying the Great Depression and 

comparing it to the “Great Recession,” the most important for the future of the 

financial markets are those pertaining to fiscal and monetary policy.

The most lasting effect of the Great Depression may be the transformation of 

the role of the federal government in the economy. Although most businesses 

resented the growing federal control of their activities, the long contraction and 

painfully high unemployment rates led many in the American population to 

accept (and even call for) a vastly expanded role for government. 

For example, during the 1930s, the federal government took over responsibility 

for the elderly and the unemployed with the advent of Social Security and 

unemployment insurance. Prior to this, such responsibility was the domain of 

the states. In addition, the Wagner Act dramatically changed the relationship 

between employers and employees by promoting unions to be arbiters for 

“The most lasting 
effect of the Great 
Depression may be 
the transformation 
of the role of the 
federal government 
in the economy.”



Page 10

People. Ideas. Success.

Past performance is not indicative of future results. There is neither representation nor warranty as to 

the current accuracy of, nor liability for, decisions based on such information.

This article is distributed for informational purposes only and should not be considered as investment 

advice or a recommendation of any particular security, strategy or investment product. This article 

contains opinions of the author but not necessarily those of Guggenheim Partners or its subsidiaries. 

The author’s opinions are subject to change without notice. Forward looking statements, estimates, 

and certain information contained herein are based upon proprietary and non-proprietary research 

and other sources. Information contained herein has been obtained from sources believed to be 

reliable, but not guaranteed as to accuracy. No part of this article may be reproduced in any form, or 

referred to in any other publication, without express written permission of Guggenheim Partners, LLC. 

©2010,Guggenheim Partners.

INVESTMENT MANAGEMENT • INVESTMENT ADVISORY • INVESTMENT BANKING AND CAPITAL MARKETS • MERCHANT BANKING

ABOUT GUGGENHEIM
Guggenheim Partners, LLC is a global, 
independent, privately held, diversified financial  
services firm with more than $100 billion 
in assets under supervision. We provide 
investment management services and products, 
investment advisory services, and investment 
banking and capital markets services. We 
employ more than 1,400 individuals and are 
headquartered in Chicago and New York. We 
serve the world from more than 20 cities across 
the United States, Europe, and Asia. For more 
information visit www.guggenheimpartners.com. 

contract negotiations. This contributed to the problem of wages staying high 
for a select few at the expense of the broader working population. All of this 
required an increase in the size of the federal government. During the 1920s, 
there were, on average, about 500,000 paid civilian employees of the federal 
government. By 1939, there were nearly one million. 

There are a number of similarities between the current downturn and that of 
the 1930s. Today, persistently high levels of unemployment and systematic 
risks that lead to high corporate defaults have shaken the confidence in the free 
market policies implemented in prior decades – just as the Great Depression 
shattered confidence in laissez-faire government policies aimed at unshackling 
businesses in the 1920s. In 1925, for example, Calvin Coolidge said, “The chief 
business of the American people is business. They are profoundly concerned 
with buying, selling, investing and prospering in the world.” By 1933, however, 
Franklin Roosevelt aspired to excoriate the “money changers” and declared in 
his first inaugural address that “The measure of the restoration lies in the extent 
to which we apply social values more noble than mere monetary profit.”

Viewed as anti-business, Roosevelt would engage in seemingly schizophrenic 
communication with both Wall Street and the business sector, declaring support 
for jobs and economic growth, but also discouraging profits and raising taxes to 
dramatically expand the role of government as the solution for unemployment.

Does this sound eerily familiar? In the coming weeks I will explore the policies 
of the 1930s and evaluate their impact on economic growth, corporate profits, 
and most importantly, markets and investments. The lessons of the 1930s can 
provide insight into the market opportunities that lie ahead, while exposing the 
risks of unfettered expansion of government in capitalism.
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