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Some Observations on the Great Depression®

The prosperity of the 1920s in the United States was fol-
lowed by the Great Depression in the 1930s. Will the pros-
perity of the 1980s and 1990s be followed by another great
depression in the coming decade? This question is not that
far-fetched. Depressions are not a thing of the past. The Jap-
anese economy, for example, has been depressed for nearly
a decade and is currently operating at a level far below
trend. Argentina experienced a depression in the 1980s ev-
ery bit as severe as the one experienced by the United States
in the 1930s. The Brazilian economy is currently operating
at a level well below trend and could fall even farther. Em-
pirically, depressions are not a thing of the past, and only by
understanding why depressions occurred in the past is there
any hope of avoiding them in the future.

Given the importance of understanding depressions, I'm
surprised that Harold Cole and Lee Ohanian (in an article
in this issue of the Quarterly Review) are the first to study
the Great Depression systematically from the perspective
of neoclassical growth theory. I'm surprised because econ-
omists use growth theory to study economic growth and
business cycle fluctuations quantitatively and to evaluate
tax policies. Why hasn’t growth theory been used to study
the Great Depression? Perhaps because economists are re-
luctant to use standard theory to study an event that histori-
cally was treated as an aberration defying an equilibrium
explanation.

Cole and Ohanian examine the Great Depression from
the perspective of growth theory and show that growth the-

ory cannot account for the Great Depression as a 10-year
economic event. In the process of documenting deviations
from existing theory, they define what a successful theory
of the Great Depression must explain. Their analysis led
me to conclude that the key to defining and explaining the
Great Depression is the behavior of market hours worked
per adult. (Cole and Ohanian report this measure of labor
input as total hours. Adult is defined as 16 years and older.)
Briefly, market hours worked per adult (from here on, sim-
ply market hours) dipped to 72 percent of their 1929 level
in 1934 and remained low throughout the 1930s. Even in
1939, market hours were still only about 79 percent of their
1929 level.

By focusing on the entire decade of the 1930s, Cole
and Ohanian shift the nature of the question from

Why was there such a big decline in output
and employment between 1929 and 1933?

to

Why did the economy remain so depressed
for the entire decade?

*The author thanks Franck Portier, Fumio Hayashi, and Jesis Fernédndez-Villa-
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The author thanks Harold Cole, Robert E. Lucas, Jr., and, in particular, Lee Ohanian,
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assistance and the National Science Foundation for financial support.
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