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Why should we look 90 years into our nation’s past at a President who is little remembered, and, when remembered is renowned only for the scandals that marred his administration.

Paraphrasing an old maxim: history does not repeat itself – except for those who didn’t learn it the first time. It does appear our nation is trying to repeat a sad history.

Another “Great Depression”?

The Presidencies of the “great” depression (Herbert Hoover, 04 March 1929 – 04 March 1933 and Franklin Delano Roosevelt, 04 March 1933 – 12 April 1945) oversaw the most dismal economic times our country has ever encountered. They were not only dismal, they were incredibly protracted, dwarfing in duration all our previous depressions and giving rise to a sustained lack of confidence in our entire economic system.

President’s Bush and Obama have mimicked policies similar to those that led to such despair in 1929 – 1942.

A sharp, short depression

The depression of 1920 was quite different. Starting in the late part of the administration of President Woodrow Wilson (04 March 1912 to 04 March 1920), it was characterized by a very severe and rapid drop similar to the first leg of the 1929 depression. 

In 1929 (but not in 1920) a serious attempt was made to keep wages from falling. The table below shows that to cut expenses, workers had to be laid off in the 1929 depression with a correspondingly greater reduction in production. This also keep prices from falling in the early years of the 1929 depression. In other respects the severity of the two depressions was similar.

A few numbers for the two depressions


1920-1921
1929-1930
Production
-4.3%

-8.6%

Prices
-15.3%
-2.5%

Increase in Unemployment
-8%
-9%

Gross Domestic Product
-3.2%
-14.6%

Funny -- the depression of 1920 was over by August 1921, after just 17 months. The 1929 depression lingered for about 13 years. It continued to worsen with unemployment peaking at 37% in 1933 when the GDP had declined by 26.7 %. There were periods of partial relief, but only WWII lowered unemployment to 7% in 1942. It was 1953 before the stock marker regained 1929 levels.

A very different policy 

The federal policy responses to these two depressions could not have been more different. There were many contributing causes to the severity of both depressions including Federal Reserve policy and tariff changes, but the greatest contrast was in the spending and taxing policies of the federal government. 

The 1920 depression had been under way for 14 months when Warren Harding took over the Presidency on 04 March 1921. He reduced the size of the federal government, cut taxes, and paid off a sizable portion of the federal debt. He cut the federal budget nearly in half. Tax rates were slashed for all income groups and the national debt was reduced by 1/3. Recovery was well underway in the second half of 1921. Unemployment was down to 6.7% in 1922 and reached 2.4% in 1923 (much better than before the depression).  By 1922 the GDP was higher than in any of the years before the depression.
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This chart to focuses on federal government spending during the two depressions. It is further plotted as a percentage of GDP to show its current impact on the economy. 

Note that in the fiscal year ending in June of 1921 federal spending had only gone down slightly (Harding had only been in office a little over 3 months of that year). But wow! Look at the drop in government spending in FY1922. No wonder businesses and workers were encouraged! It continued to drop until it us under 4% of GDP in 1926.

Now look at the contrast with FY1930 (the first 9 months after the stock market crash. And again in 1931, 1932, 1933, 1935, 1936, 1938. A totally different and much less successful way to fight the depression!

Harding’s Federal spending in FY 1922 (01 July 1921 – 30 June 1922) was about 32% lower than the previous year. By the FY 1923 President Harding had achieved a total cut of 42%. He therefore left more money in taxpayers’ hands to spend or invest. The impact of this started almost immediately as businesses and individuals anticipated the improved economy.

The opposite occurred in FY 1930 & FY 1931 when president Hoover increased spending 18% in the first year, and an additional 24 % in the next year (shades of 2009-2010). Hoover added to government spending in the next two years as well, so that by the time FDR took over, federal spending was over 2 times that under President Coolidge. FDR made it worse and certainly made no attempt to reverse the heavy spending. The economy gradually adjusted to higher federal spending and eventually recovered. Meanwhile nearly a decade of growth was lost leaving subsequent generations arguably poorer.

A strange choice of policy 

Why, in 2010, are we following the government policies of the Hoover-Roosevelt period rather than those of President Harding that were so ably carried on by President Coolidge?

Perhaps our current Presidents’ need to read more history.




� Obtaining reliable and accurate numbers for these periods is difficult. Statistical studies were much less frequent in this period than at the present. Now we only have to contend with government statistics that are politically motivated. The author has chose reputable reported numbers that appear to reflect the descriptive historical record.


� 1920-21 Production and price data are the average of 3 estimates reported by Romer, Balke & Gordon, and the Commerce Department. Respectively the 3 reported percentages for the production drop were 2.4, 3.5, and 6.9. Prices were reported dropping by 14.8, 13, or 18%. References to the original articles may be found in Wikipedia: Depression of 1920-21.


� A somewhat more detailed account by Thomas E. Woods, Jr. is available at: http://www.firstprinciplesjournal.com/articles.aspx?article=1319&theme=frmar&loc=b
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