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Abstract 

 

Crises trigger attention in society and arouse our further interest, depending on the degree of 

the concern raised. In the recent past, this was the case with the financial crisis with the label 

‚Great Recession‘ which started in 2007 in the USA. And as history shows, global crises are 

not isolated phenomena. They repeat themselves at indefinite intervals. Another well-known 

crisis is the Great Depression of the 1930s, and both represent two special examples that are 

familiar to economists in particular and sober contemporaries in general. The origin of both 

crises in the USA is obvious and opens space for some relevant commonalities in both events.  

 

The topic of this dissertation is based on a comparative crisis debate induced over a couple of 

years. In a first step the dissertation aims to evaluate essential parallels and distinctions 

regarding both crises methodologically via a comparative analysis and to illustrate the 

phenomenon of repetition that is their characteristic mechanism. In addition, the focus is on the 

accompanying fiscal policy circumstances of crisis management, which can be assigned to 

specific economic theories for each era.  

 

In the upper context there was always caution and fear that such events, which have jolted the 

economy as a whole, may be repeated. In fact, this is exactly the kind of situation we are in 

right now. With the so called ‚Corona Crisis‘ we have been experiencing a new crisis since the 

first quarter 2020. It will broaden the scope of the study. 

 

Based on observations presented in this work, explanations are suggested that crises are 

significantly related to the development of various indicators. In particular, it's about the impact 

of economic indicators like GDP, key interest rates or debt ratios and - as the Corona Crisis 

shows - supposedly unforeseen factors or shocks. The study deals with a comparative analysis 

of indicators regarding the three mentioned crises, with the aim of identifying trends or patterns 

to use these insights as a support for the birth of further crises. The work aims to provide a 

contribution to current crisis research in a comparative context and to advance findings in the 

field of early warning, crisis education and recommendations for future crisis avoidance. 

 

Key words: financial and economic crises, economic indicators monitoring and comparison, 

crisis management, crisis prevention, future inevitability  
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Expanded abstract 

 

Crises trigger attention in society and arouse our further interest, depending on the degree of 

the concern raised. These include financial and economic crises which are phenomenal 

incidents, shock the economical world and pose significant challenges to the governments. In 

the recent past, this was the case with the financial crisis with the label ‚Great Recession‘ or 

‚Subprime Crisis‘ which started in 2007 in the USA and in 2008 in Europe. It became the 

primary topic in domestic as well as foreign news unlike any other before. There was a bundle 

of events and processes that preceded it and contributed to its emergence, whether it be 

economic, political or ideological.  

 

And as history shows, global financial and economic crises are not isolated phenomena. They 

repeat themselves at indefinite intervals. Another well-known crisis is the Great Depression of 

the 1930s, and both represent two special examples that are familiar to economists in particular 

and sober contemporaries in general. The origin of both crises in the USA is obvious and opens 

space for some relevant commonalities in both events. The topic of this dissertation is based on 

a comparative crisis debate induced over a couple of years. In a first step the dissertation aims 

to evaluate essential parallels and distinctions regarding both crises methodologically via a 

comparative analysis and to illustrate the phenomenon of repetition that is their characteristic 

mechanism. In addition to the comparative approach, the paper focuses directly on the typical 

repetitive mechanism (Reinhart & Rogoff: “recurrent pattern of banking and sovereign debt 

crises”, 2011): overheating, the forming and the bursting of the bubble, largely started in the 

USA. Specific aspects included in this research area are crisis management in the decades 

mentioned above, the role of governments and banks, as well as the observation as to which 

crises are possible in the future. Considering the crisis management, the focus is on the 

accompanying fiscal policy circumstances, which can be assigned to specific economic theories 

for each era.  

 

Looking at the current monetary systems led by complex financial instruments and addicted to 

low interest rates, it is not far-fetched that such developments are prone to deliver another 

serious financial crises. In this context there was always caution and fear that such events, which 

have jolted the economy as a whole, may be repeated. In fact, this is exactly the kind of situation 

we are in right now. We have been experiencing a new crisis since the first quarter 2020, which 
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is referred to in the media and in non-popular science sources as the ‚Corona Crisis‘. It will 

broaden the scope of the study. 

 

Based on observations presented in this work, explanations are suggested that crises are 

significantly related to the development of various indicators. Relevant indicators include the 

impact of economic indicators (e.g. GDP, key interest rates, debt ratios), capital markets and - 

as the current Corona Crisis shows - supposedly unforeseen factors or shocks. The study deals 

with a comparative analysis of indicators regarding both crises and the Great Depression, with 

the aim of identifying possible trends or patterns. Using the comparative method, significant 

similarities will be shown, which insight can be seen as a support for the birth of further crises. 

The work aims to provide a contribution to current crisis research in a comparative context and 

to advance findings in the field of early warning, crisis education and recommendations for 

future crisis avoidance. In addition to supervisory measures for banks, efforts to build general 

trust play a role in crisis management and prevention in a holistic view, such as the voluntary 

orientation of a business policy adapted to sustainable principles. 

 

Key words: financial and economic crises, economic indicators monitoring and comparison, 

crisis management, crisis prevention, future inevitability 
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1. INTRODUCTORY PART 

1.1. Topical introduction 

Crises trigger attention in society and arouse our further interest, depending on the degree of 

the concern raised. In the recent past, this was the case with the financial crisis with the label 

‚Great Recession‘ or ‚Subprime Crisis‘, which started in 2007 in the USA and in 2008 in Europe 

and became the primary topic in domestic as well as foreign news unlike any other before. The 

causes of the crisis were unambiguous and focus on the dramaturgical structure of the real estate 

bubble in the USA, whose bursting should prove particularly momentous (Zeise, 2009: 9). Its 

effects were visible not only at the national level, but also had harmful consequences for the 

global economy, in particular Europe. The seriousness of the situation, for example, in Germany 

as the largest economy in the European Union (EU) can be illustrated as follows. The Federal 

Ministry of Economics and Technology categorized it as “the worst economic crisis since the 

Federal Republic of Germany” (Federal Ministry for Economics and Technology, 2010).  

 

And as history shows, global financial and economic crises are not isolated phenomena. They 

repeat themselves at indefinite intervals. Well-known crises such as the mentioned ‚Great 

Recession‘ or the global economic crisis ‚Great Depression‘ of the thirties are two special 

examples that are familiar to economists in particular and sober contemporaries in general. It 

didn't take long after the Great Recession broke out before economists, politicians, political 

scientists and contemporary, were inclined to compare both crises. “Black Friday” and the 

accompanying stock market crash, the beginning of the global economic crisis in the USA and 

suffering of the national economic evoked many perspectives in crisis consciousness and 

simultaneously memories of sad scenarios (Jahnke, 2009: 9). The origin of both crises in the 

USA is obvious and provides space for some similarities. The topic of this work is based on a 

comparative crisis debate that has been conducted over a number of years. These two crises 

were selected for the study because, immediately after the outbreak of the Great Recession, 

numerous comparisons with the 1930s were made in the press, popular scientific literature and 

specialist literature. After first presenting general parallels in section 1.2. to ensure 

comparability, the dissertation aims to evaluate the peculiarities and developments regarding 

both crises. 

 

In the crisis context there was always caution and fear that such events, which have jolted the 

economy as a whole, may be repeated. In fact, this is exactly the kind of situation we are in 

right now. We have been experiencing a new crisis since the first quarter of 2020, which is 
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referred to in the media as well as in non-popular science sources as the “Corona Crisis”. It is 

based on a virus pandemic and has now caught the entire global economy cold. The associated 

virus has its origin in China (Grömling, 2020) and spread rapidly to all continents in the course 

of global interdependencies. These dependencies have arisen in particular due to the enormous 

growth and global economic importance of China in recent years. In order to avoid the risk of 

infection, interpersonal contact was kept to a minimum. Appropriate strategies to control the 

transfer were also implemented, which nevertheless meant a painful experience in the context 

of the overall economy (Sinn, 2020a). In addition to the temporary closure of numerous 

production facilities, factories and shops, the travel industry and the airlines in particular as 

well as catering and entertainment sectors were forced to face this crisis up close (Herz, 2020). 

Due to the currency the topic gained, it was inevitable to include the Corona Crisis in the 

investigation. The original object of investigation, which should “only” focus on the Great 

Recession and Great Depression, had to be expanded accordingly to include the current crisis. 

 

In the emergence of the current Corona Crisis and its characteristics, there are currently 

different evaluation and discussion patterns that shape science. Some see it primarily as a crisis 

caused by an “external shock” that does not really fit into the original phenomenology of the 

crises in the 20th century (e.g. Zürn, 2020 or Kooths, 2020). For the others, it was only a matter 

of time before a crisis broke out. The reasons for this can be traced back to the developments 

in recent years with rising private and public debt ratios as well as the formation of economic 

bubbles and a sluggish global economy (Sinn, 2020b or Sinković, 2020: 20f.). It makes sense 

to analyze this development connected with the situation on the financial markets in the course 

of the study. Because this is characterized by a dynamic that raises questions. This includes, on 

the one hand, the development on the stock markets and that of the key interest rates.  

 

Reading crystal balls is certainly not a practical way to anticipate crises. But premonitions can 

tell their own stories, which are most likely to result from the strict observation of so-called 

economic indicators. These could be suitable for discussing the preliminary phases of such 

crises, for following them and getting to the bottom of the “matter”. If you look at the last 

characteristic financial crisis, the Great Recession, there were a whole series of events that 

preceded it and contributed to its emergence. Rather, “it is the result of very complex and 

interrelated economic, political and ideological processes” (Hirsch, 2009: 75). The Great 

Depression also had its history with several years of specific developments and indicators, 

whereas the Corona Crisis apparently could not show a directly connected history due to its 
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unique and abrupt outbreak. It will therefore depend more on the framework conditions that 

this crisis is currently exposed to. This is exactly where this work comes in and requests its 

respective economic history in the three crises mentioned. The observations within this work 

aim to explain that economic affairs like crises are significantly related to the development of 

various indicators or key figure aggregates. According to the reference works, relevant 

indicators include the impact of capital markets with regard to interest rates and equities 

(Brunner, 2009: 44ff.), economic indicators - e.g. GDP, inflation, public and private debt ratios 

(Jahn, 2013: 137) - as well as the development of the stockmarkets and the real estate sector 

(Jahnke, 2009: 9). The present doctoral work deals with a comparative analysis of the above 

indicators in relation to the current Corona Crisis, the Great Recession and the Great 

Depression, aiming to identify possible trends or patterns and additionally, to show the 

phenomenon of repetition that is their characteristic mechanism. In order to obtain and examine 

these findings, this work uses a comparative method in order to reveal some significant 

similarities between the three crises. Should such insights prove to be true they can be seen as 

a support for the birth of further crises. The work is intended to provide a contribution to current 

crisis research in a comparative context and to advance findings in the field of early warning 

and crisis education.  

 

It would be beyond the scope of this work to include all countries affected by significant impacts 

of the crises. For this reason, the study focuses mainly on the USA and the EU, and to some 

extent on the EU heavyweight Germany, also partly France, Italy and the United Kingdom. To 

round off the investigation, recommendations are being drawn up on how to confront the effects 

of the crisis in the future and how preventive positioning should be implemented.  

 

Even if the Corona Crisis is far from over, it was unavoidable for the investigation to include it 

due to the topicality and explosiveness of the current events. 

 

1.2. Comparability criteria 

To ensure the comparability of the two ended crises at least ten parallels between the Great 

Depression and the Great Recession can be found. According to the contributions from the 

representatives of economics, political science and political economy these are the following: 

 

1. Both crises are known to set out on the world's largest financial market, the USA (Jahnke, 

2009: 9). 
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2. In both cases, a recession accompanied the price falls on the capital market, from which “a 

long-lasting depression - comparable to the global economic crisis in the first third of the 

20th century - was developing” (Bischoff, 2009: 27f.; Hollnagel, 2009: 41ff.; Galbraith, 

2009: 9f., 17). 

3. The outbreak of both crises was preceded by a real estate boom. Regarding the period in the 

Great Depression it was the so-called Florida crisis and property boom of the mid-twenties 

(Jahnke, 2009: 9; Galbraith, 2009: 35f.).  

4. Both crises were characterized by high levels of borrowers and investors' indebtedness 

(Braunberger/Fehr, 2008: 9; Mußler, 2008: 81).  

5. In both crises, overproductions emerged in the consumer goods market (Köhler, 2009: 68; 

Glebe, 2008: 80), in the newer crisis especially noticeable in the automotive sector 

(Kirchhof, 2009: 8). 

6. In both crises, the share of corporate payouts in relation to US economic output peaked up 

to gloss values of 5% (Jahnke, 2009: 23).  

7. The renowned economist John Kenneth Galbraith indicated for both crises an unequal 

distribution of income and wealth in the USA. In 1929, 5% of all households registered 

approximately one third of the whole national income, in 2004 it was 6% of all households 

who registered the same dimension (Galbraith, 2009: 13). 

8. Banks were hit by the most destructive consequences of the crisis: “The banking crisis as 

the core of the global financial and economic crisis.” Countermeasures were essential here 

(Paul/Kösters, 2009: 41f.; Soros 2009: 25f.). 

9. Both crises caused a jolt in the entire world economy (Zeise, 2009: 11ff.). 

10. In both crises, specialized financial instruments were responsible for tightening the stock 

market. After 2000 for example “Hedge-Fonds”,“Private Equity” or asset backed securities, 

before 1929 “Investment-Trusts” (Galbraith, 2009: 10), as a result of which “a new service 

industry has emerged, the financial investors. They took ... mainly three strategies: 

 They engaged in risky speculative transactions in which they use large amounts of credit, 

... 

 They change company policy and focus on the short-term realization of high returns 

(shareholder value control), ... 

 They put a lot of pressure on states (governments and parliaments) where they invest to 

enforce tax cuts and privatizations” (Huffschmid, 2009: 109f.). 
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However, this author-elaborated enumeration does not put sufficient affirmation in order to be 

regarded as prevailing and conclusive. The political scientist Uwe Andersen expressed back 

then a first relativization of the apparent parallels: “In the dimension of both the systemic threat 

and the real world impact, the current global economic crisis is comparable only to the global 

economic crisis of 1929, even if there are important differences (crisis origins, reactions and 

time course) to be considered” (Andersen, 2009: 5). The parallels shown allow a comparison, 

because apples are obviously not compared with pears. The author will use them as a basis in 

the investigation to move on to the next step. These not only apply to these analyzed crises, but 

they can develop potentials for future crises and offer a practical model for crisis discussions. 

 

1.3. State of research 

The question about the comparability of both economic and financial crises has already been 

discussed in various literary works, news and the Internet contributions. In particular, questions 

were discussed whether the Great Recession repeats at the same level as the one of the 1930s - 

with all its impacts on the financial markets, economic and political scene. This discussion has 

put forth many scientifically substantiated contributions, and the quantity of popular scientific 

publications grew almost infinitely. The finance scientist Rainer Elschen offers in “Der 

Werdegang der Krise - Von der Subprime- zur Systemkrise” a decidedly overview work about 

the causes, progress and impacts of this crisis. The following causes were favored: “The current 

crisis knows in its causes and amplifiers a conglomerate of massive failure of regulation …, 

market based structure errors … and glaring market failure” (Elschen, 2009: 360f.). Joachim 

Jahnke also offers an appealing approach to the topic. In his literary statements he reflects not 

only on the Great Recession but also partially on the 1930s crisis (“Weltwirtschaftskrise II” 

2008 and “Die zweite große Depression” 2009). He described both crises as stages of “financial 

capitalism” and questioned the then architecture of the financial markets in terms of the results. 

He also called for increased regulatory measures for the excessive bank transactions in the 

“neoliberal globalised world”, which the author initially supports without any assessment due 

to the pursuit and observation of numerous studies. Such systematic and theory-based 

comparisons of the two crises have been made both on a scientifically level and in numerous 

popular science articles. 

 

The debate about negative capitalist connections in the financial markets has been discussed in 

publications focusing on the Great Recession (cf. e.g. Andersen 2009, Althammer 2009,  

Altvater 2009, Raddatz 2009, Schäfer 2009). In this context, analytical excerpts in the context 
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of business ethics are also frequently found. These aim to clarify the question of the extent to 

which the bankers' greed for profit is responsible for the great extent of the crisis. After all, this 

type of discussion has not infrequently led to works that argue in terms of corporate and 

economic ethics, such as Ulshöfer and Bonnet 2009: “Corporate Social Responsibility auf dem 

Finanzmarkt - Nachhaltiges Investment - politische Strategien - ethische Grundlagen”. 

 

In the course of the accused criticism of freedom of movement, liberalization and privatization 

in the financial markets, the neoliberalism debate increasingly came into focus. Increased 

attention has been paid to the question of the extent to which the state, in conjunction with the 

opening of the financial markets, has helped to favor activities there. German left-wing 

politician Gregor Gysi, for example, did not leave this market state uncommented on February 

15, 2008 at the 143rd session of the German Bundestag in Berlin: “Every day, 1 900 billion 

dollars are turned over worldwide. For the entire goods and services sector, this amounts to 38 

billion dollars a day, or 2% of this figure. This means that 1 862 billion dollars are turned over 

daily for purely speculative purposes. Politics has made this possible.” In terms of specialist 

literature, the following works, among others, are to be registered within this radius: Scherhorn 

2009 (“Geld soll dienen, nicht herrschen”) or the interdisciplinary joint publication “Krisen 

Analysen” by Altvater, Bischoff, Hickel, Hirsch, Hierschel, Huffschmid and Zinn from 2009. 

Through their analyses in the fields of political economy, economics and sociology, finance, 

political science, economic policy and economics, they offer different positions and 

assessments of the financial crisis at the time. The opening of the financial markets not only 

allowed the free movement of ordinary monetary transactions, it also left room for highly 

speculative financial products. In this context, studies of so-called “hedge funds” also proved 

to be technically productive (e.g. Berg 2007: “Financial crises and hedge funds - financial 

magicians or crisis triggers”). They were increasingly associated with the causes and triggers 

of the financial crisis due to their product-related intransparency and willingness to take risks.  

 

Initiated by the investigation of possible errors in the global financial system - primarily in the 

Anglo-Saxon region - a number of possible solution concepts and stimulus measures were then 

taken up in the EU, for example in Germany. This also applies to the discourse concerning the 

recurrence of what happened and which mistakes have been done in the crisis of the 1930s (cf. 

exemplary Storbeck 2009: “Die Jahrhundert-Krise - Über Finanzalchemisten, das Versagen der 

Notenbanken und John Maynard Keynes” or Grömling, Hüther, Jäger, Kroker 2009: 

“Deutschland nach der Krise: Aufbruch oder Depression? - Wirtschaftshistorische Betrachtung 
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und wirtschaftspolitische Leitlinien”. In his work “The Return of Depression Economics and 

the Crisis of 2008” from 2009, the Nobel Prize winner in economics, Paul Krugman, quite 

reasonably criticized the lack of regulation of today's financial markets in the following modus 

operandi: “Banks are wonderful things, when they work. And they usually do. But when they 

don't, all hell can break loose – as it has in the United States and much of the world over the 

course of the past year. But wasn't the age of banking crises supposed to have ended seventy 

years ago? Aren‘t banks regulated, insured, guarenteed up the wazoo. Yes and no. Yes for 

traditional banks; no for a large part of the modern, de facto banking system” (Krugman, 2009: 

153). The parallels or repetitions of offenses on the capital markets as in the 1930s (including 

unpredictable flows of capital and money, banking crisis, collapse of the international financial 

markets) were discussed as standard questions in various literary versions. The title “The 

Fallback - The New World Economic Crisis“ translated from German in 2003 from the original 

edition “The End of Globalization” by the British historian Harold James already aptly 

questions the above fact. However, the analogy found is to be classified as worrying for him.  

 

A detailed analysis of the causes and course of the Great Depression in the 1930s can be found 

in the work “Die Weltwirtschaftskrise 1929-1939” by the American economist Charles P. 

Kindleberger in 1973, but essentially from an American perspective: “In order to threat the 

thirties the book describes the world economy during the Depression. As far as it was inevitable, 

it is written from the American point of view. The editor is a little unhappy that it doesn’t 

contain any more about the Soviet Union and Asia. In this respect, the picture is distorted, but 

you shouldn't fake knowledge that you don't have.” A focus on Germany in a study is offered, 

for example, by James (“The German Slump”) in 1986, who dealt intensively with the local 

crisis development there. It is a study of the economic crisis of the interwar years in Germany, 

its effects on political life and the influence that politics had on the development of the 

economy.  

 

According to the author the debates of the parallels taken up so far over the triggers and 

developments of the Great Recession and the Great Depression are scientifically well prepared. 

Due to the current topic and explosiveness, an analysis of the parallels, differences and 

characteristics with the new Corona Crisis proves to be productive and has at first glance a 

completely different background. Within a very short time, a seemingly endless number of 

popular scientific articles has been published since March 2020. In these, however, you can 

find partially scientifically-based articles or interviews with well-known experts from the 
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economy, politics and the health sector. First scientifically oriented monographs in the field of 

business administration, such as that of the renowned economist Clemens Fuest “How we save 

our economy”, are devoted to the effects of the corona pandemic and make initial comparisons 

with the Great Recession. Fuest even describes the recent crisis as “more dramatic”. In addition, 

the work offers an insight into the economic stimulus packages against the crisis as well as 

detailed references to the EU area, the previous Euro Crisis and the resulting challenge to further 

globalization. It also contains initial suggestions on how to find a way out of the Corona Crisis 

(including digitization, solidity of public finances and safeguarding growth). In addition, there 

are already published works that deal, for example, with legal issues concerning the Corona 

Crisis. Thus the voluminous complete work “COVID-19 Rechtsfragen zur Corona-Krise” from 

May 2020 and under the direction of the German lawyer Hubert Schmidt covers the legal 

evaluation of eighteen fields of law (e.g. credit, travel or tenancy law). The primary question 

here is how (legal) challenges posed by the consequences of the corona pandemic are to be 

overcome and the legal assessment of changed life circumstances. 

 

Other authors also focused on positive aspects of the Corona Crisis, such as Joseph Aoun, 

president of Northeastern University in Boston. In his book “We Will Remain: A University, a 

Global Crisis, and the Lessons of Leadership” from 2020, he graphically illustrates how his 

university has dealt with this crisis and at the same time ensured the quality of higher education. 

In terms of process, the pandemic ensured that students were sent home from dormitories, 

classes were moved online and offices and laboratories were closed. In addition to providing 

insights into management decisions and illustrating the transition to distance learning, Aoun 

talks about how his university has overcome a crisis with uncertain boundaries and now offers 

teaching for any organization. 

 

Separately observed, there are various articles and publications that report on the economic 

measures of the respective epoch. Thus, there are works on the 1930s crisis, which are partially 

devoted to the topic of measures (cf. exemplary Rothermund 1993). In addition, there are good 

overview publications with a special focus on Germany (James 1986, Blaich 1990, Bachmann 

1996). With regard to the Great Recession and the measures initiated there, attention should 

first be paid to the 2008-2009 annual report of the German Council of Economic Experts 

(Federal Statistical Office Germany, 2008). This German economic report entitled “Finanzkrise 

meistern - Wachstumskräfte stärken” provides an excellent overview of fiscal policy measures 

in the context of the Great Recession. More frequently there were also evaluative statements 
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that assessed individual measures at the policy field level, for example the President of the 

Association of Taxpayers Germany Karl Heinz Däke from 2009 in the work “Die Krise - Politik 

zu Lasten der Steuerzahler”: “The economic stimulus packages include various tax and duty 

reductions. This was welcomed by the Taxpayers' Association, not least for reasons of growth 

policy. However, it is not at all in the taxpayers' interest to use the billions of euros spent on the 

economy to support individual industries and to make dubious government investment projects 

a reality. This paper shows where waste is currently threatening or already occurring in the 

course of the economic stimulus packages.” These initial remarks prove that critical statements 

in a crisis context were not rare and that the discourse was conducted open-mindedly. 

 

The examination of the three crises is scientifically well prepared after taking into account the 

reflective statements and the author’s opinion. Various works were produced, most of which 

serve as an adequate basis for setting up a crisis topic. Previous scientific comparisons have 

been made with different emphases, reinforced between the Great Recession and the Great 

Depression. First comparisons with the Corona Crisis did not start until 2020 due to its topicality 

and were, as expected, more to be found with the Great Recession. A combination of three crisis 

discourses, including the background, crisis management, and a pre- and post-crisis analysis of 

economic indicators, has so far taken place only in isolated manner. The ongoing investigation 

offers the opportunity to generate insights from the pool of three crises that others have only 

selectively considered. Admittedly, an intensive analysis of three major crises - which at first 

glance appear to be different in character - can also produce better recommendations on how 

countries can take a more preventive approach in the future. In this area there is still potential 

to gain scientific knowledge in a crisis context. 

 

1.4. Research question and hypothesis explication 

The discussion concerning the comparability of the three periods, including their causation and 

impacts, considers both economic and political aspects, and looks for similarities and 

diversities. Considering on the above object of study, the research question is as follows: 

 

Which development trends of economic indicators can be identified in the Great Depression, 

Great Recession and Corona Crisis and what insights do they provide with regard to future 

crisis prevention? 

 

To analyze the primary question the following sub-questions have to be considered: 
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 What were the backgrounds, causes and consequences of each of the three crises? 

 What have been the policy measures within the crisis management? 

 What trends and patterns in economic indicators can be observed? 

 Which economic theories can be assigned to each crisis occurrence? 

 What findings emerge on the basis of a comparative discussion of the crisis results? 

 What recommendations for action can be given to avoid the next crisis? 

 

While the sub-questions listed follow the chronological structure of the dissertation and capture 

the topic in the overall context, the specific hypotheses below should work in batches towards 

answering the research question. The following hypotheses need to be examined: 

 

Hypothesis 1: Economic indicators follow (certain) patterns within crises.  

Hypothesis 2: Crisis periods, crisis management and economic theories are interdependent. 

Hypothesis 3: Crises are avoidable phenomena.  

 

The evaluation of these three hypotheses in form of a confirmation or rejection takes place in 

Chapter 5 and is linked to the findings of the investigation, which will be discussed in detail. 

 

1.5. Methodological approach 

As part of the methodological approach, the author focuses on two approaches. On the one 

hand, there is a qualitative analysis of existing quantitative data, in which the meaning of the 

quantitative results and developments is interpreted. It involves primarily economic indicators 

and data that belong to the three investigated crises. The difficulty in reanalyzing existing data 

is whether the data collected by other researchers fits into your own question. For official 

statistics, it is generally advisable to use this very extensive and detailed material for your own 

analysis purposes in order to save the entire process of collecting primary data. It is rather a 

challenge not to lose sight of the vast variety and to filter out the right values that contribute to 

answering the question. It is not uncommon for scientists to access archived data and carry out 

follow-up evaluations or formulate questions (Lang, 2010: 9). 

 

Additionally, in the secondary analysis, the author uses the methodology of comparing that has 

its origins in political science (Nohlen, 1994: 507). The representation of the method of 

comparison is regarded as the “royal way of political science”, because “Aristotle has already 
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made it a central subject of his policy as an empirical-analytical science in the form of a 

constitutional comparison” (Massing, 1974: 37). It is suitable in many ways, for example 

regarding a comparison of different government policies in which the policy results 

(“outcome”) are contrasted. Nevertheless, this approach is well suited in the present study to 

learn from the experiences, successes and failures of earlier political-economic processes and 

to transfer these findings to the future (Schmidt, 1988: 2ff.). Comparative methods are used in 

both economic and political sciences, only the positioning differs. Nohlen noted that in the 

social sciences, comparative studies might be the method most closely related to political 

science (Nohlen, 1994: 507). 

 

As part of the explanation of the method, it should be noted that the comparison by itself does 

not represent a methodical approach. Because comparisons are also made regularly in everyday 

life. In contrast and according to Jahn, in science the “comparative method can achieve 

generalizable results.” On this basis, the ongoing investigation is intended to check whether a 

generalization can withstand several cases (or several crises). The comparison is therefore not 

the goal, but rather the means to an end and thus the instrument (Jahn, 2013: 163). However, 

this methodological comparison is not carried out without reflection, but based on a logical 

approach. In this context Jahn concretizes additionally the actual core of this science, “to 

discover facts by a systematic comparison, which otherwise would be hidden” (Jahn, 2013: 32). 

 

Przeworski's statement also fits into the perspective above, as he in comparative research 

prefers explanations and not comparisons as an essential component: “A consensus exists that 

comparative research consists not of comparing but of explaining” (Przeworski, 1987: 35). It is 

also determined by scientific comparisons if established explanations prove their worth or need 

to be revised. For this purpose, comparison criteria must be defined in advance that go beyond 

the appearance of individual phenomena. The objects of investigation (in this case the three 

crises) should at least at first sight allow comparability, even if there are differences in character 

(Jahn, 2013: 168). The extent to which the objects of investigation are comparable therefore 

depends on the objective of the knowledge and the comparison criteria. If comparison criteria 

are not properly thought out or are derived from the objective of the knowledge, the 

corresponding comparisons “lag” accordingly. The same applies if the criteria are not equally 

relevant for all cases (Abromeit/Stoiber, 2006: 19). In order to specifically address the subject 

of the investigation, it is legitimate to evaluate the connection between the three crises as units 
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of investigation and the economic indices or indicators such as GDP or inflation rates (Jahn, 

2013: 168). 

 

When it comes to the subject of comparing financial and economic crises, however, it should 

not be ignored that it is a difficult and very complex matter, of which individual sub-areas have 

already been addressed by a wide variety of scientific disciplines. Its interdisciplinary approach 

includes economics as its main field, also political science affected by historical elements. The 

examination of economic and financial crises provides a wide radius of experimental 

possibilities, including a descriptive, analytical, empirical or comparative approach. This is 

particularly evident in the large number of works and publications available on the topics of 

crisis management, business cycle policy, capitalism, globalization and comparative economic 

history. In this context, the following versions of Bellers and Kipke are suitable for the research 

plan. They use the example of a “relatively late arised political science” to describe that “no 

science … - quasi self-sufficient - can evolve from itself” (Bellers/Kipke, 2006: 221).  

 

Along with systematical comparisons, the discipline of comparative politics according to Berg-

Schlosser and Müller-Rommel can also use complementary other methods, such as the 

historical comparative methods (Berg-Schlosser/Müller-Rommel, 2003: 14). For example, the 

“comparative science of history” - according to the explanations of the historian Marc Bloch - 

looks “for similarities and differences in analogue rows from different social areas in order to 

explain them.” Rather, the compared objects - in the present study the crises - will be analysed 

separately to compare them subsequently in certain viewpoints (Bloch, 2000: 115f.). 
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1.6. Structure of the work 

Table 1: Structure and image of the investigation 

 

INTRODUCTORY SECTION  

TO TOPIC, CURRENT STATE OF RESEARCH,  

METHODOLOGY AND RESEARCH QUESTION  

 chapter 1 

 

 

 

GREAT DEPRESSION  chapter 2 

Background and consequences   

Crisis management and economic indicators   

First results and interim conclusion   

 

GREAT RECESSION  chapter 3 

Background and consequences   

 Crisis management and economic indicators    

First results and interim conclusion   

 

CORONA CRISIS  chapter 4 

Background and consequences   

Crisis management and economic indicators   

First results and interim conclusion   

 

DISCUSSION OF RESULTS  chapter 5 

Discussion on crises endings   

Comparison and discussion of economic indicators   

Financial market and morality and hypothesis testing   

 

RECOMMENDATIONS FOR ACTION  chapter 6 

   

CONCLUSION AND OUTLOOK  chapter 7 
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The dissertation follows the IMRAD structure and is divided into an introductory part, five 

main chapters and a final chapter, which successively aim to answer the research question. The 

dissertations‘ introductory chapter presents the most important key points such as the thematic 

introduction, the state of research, the methodological approach and the hypothesis explication. 

The next three chapters serve as the main investigation chapters for each of the three crises. 

Subsequently, we begin in chapter 2 based on a chronological order with the Great Depression 

of the thirties. Section 2.1 and 2.2 have an introductory character with backgrounds and 

consequences, followed in section 2.3 by the associated fiscal policy instruments that were used. 

In the next step, the author decisively examines several economic indicators, both before, during 

and after the crisis. At the end of the chapter, an initial interim conclusion is drawn on the basis 

of the contributions made, which summarizes the striking features of the crisis and classifies 

them in terms of economic theories. 

 

The 3rd chapter as the next main chapter is structured analogous to the 2nd chapter and is 

dedicated to the Great Recession. The history of the Great Recession and its effects are 

described in detail in section 3.1. In section 3.2, the economic consequences are introduced, 

followed by the government measures to combat the crisis in section 3.3. The core section on 

economic indicators, numbered 3.4, forms the penultimate part, before this main chapter is 

rounded off with first results of the Great Recession. These can be seen as an interim conclusion 

which transfer into a classification of the economic theories. 

 

Chapter 4 as the third and final crisis presentation, looks extensively at the current crisis 

surrounding the corona pandemic, initially with its background in section 4.1 and economic 

effects in section 4.2. After the respective economic measures are explained in section 4.3, 

section 4.4 is devoted to the respective economic indicators before and during the Corona Crisis, 

analogous to its two forerunners. This main chapter is also rounded off with an interim 

conclusion. 

 

Chapter 5 as the penultimate chapter deals in particular with the comparative evaluation of the 

previous chapters for the purpose of a comparative analysis and further discussion. In addition 

to the evaluation, commonalities are also examined and that is aimed at answering the scientific 

question. Section 5.1 begins with a partly philosophical problem definition to what extent the 

three crises can or may be called a crisis end. In section 5.2, the essential evaluation of the 

economic indicators in comparative discourse with each other is presented, followed by an 
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economic-ethical examination of the financial markets in section 5.3. At the end of the chapter, 

the hypotheses are verified. 

 

Finally, in chapter 6 as a central part of the study, the whole chapter experiences a development 

of various recommendations for future crisis prevention, which answer an essential part of the 

research question and make a significant scientific contribution to the work. 

 

The investigation is concluded in the final chapter 7 with a concised version of the most 

important findings. Here, in addition to the most significant results of the comparative analyses, 

a summary of the conclusions is provided. The final chapter is then devoted to the future 

challenges in crisis situations and how countries should best preventively position themselves. 

Further components of the work are the bibliography and a list of figures and tables. 
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2. GREAT DEPRESSION 

The following main chapter contains a comprehensive description of the Great Depression of 

the thirties consisting of its background and consequences, followed by the applied crisis 

management and effects on the economic indicators, which are also closely related to the 

economic theories. 

 

2.1. Background and causes 

The origin of the Great Depression goes back to the First World War and its incidents. The war 

and its consequences led the industrial countries in Europe, such as France, England and 

especially Germany, to forfeit large parts of their positions (Rothermund, 1993: 22f.), causing 

the death of over 10 million people and twice as many injuries (Rattner/Danzer, 2007: 20). 

Additionally, there were countless losses of labour and an appreciable increase in debt 

(Ullmann, 2003: 226ff.). The USA entered the war in 1917 and benefited from the economic 

devastation in Europe. A key driver was the economics of war which helped large American 

companies to expand their production capacities and lay the foundation for double added value 

from 1914 to 1919. Further developments appeared in form of a change in the leading currency 

from British Pound to US Dollar, and simultaneously, the shift from the major financial centre 

in London to New York (Jäger, 1973: 49ff.; Menzel, 2010: 98). Due to these developments, the 

post-war period in the USA was characterized by a noticeable balance of payments surplus, 

especially in relation to higher goods and capital exports to Europe (Rothermund, 1993: 48). 

According to Galbraith, the nineteen-twenties and the subsequent years were, not accidentally 

but as expected, economically successful for the USA. Production figures from 1925 to 1929 

increased by over 10%, and the automotive industry saw a 25% growth in new orders 

(Galbraith, 2009: 34f.). 

 

The defeat in the First World War put Germany in a forced situation to pay reparations (Plumpe, 

1984: 56ff.). To build up liquidity, Germany needed U.S. loans in subsequent years, which 

acted as a driving factor for the German economy's recovery. Nevertheless, Blaich relativized 

the situation with terms such as “dollar bill blossom” or “living off credit", even though 

investment activities in the mid-1920s were increasing, among other things in transport 

infrastructure, administration buildings, schools, apartments and hospitals (Blaich, 1990: 79). 

This economic recovery entered history as the “roaring twenties” and marked an upswing for 

the USA and many European countries, but largely driven by loan financed speculation fever 

(Plumpe, 2011: 80f.). In the USA in particular, the irrepressible economic optimism generated 
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a real estate boom and intense stock speculation. Galbraith saw the brief economic recovery as 

a “speculative illusory world” whose persistence should only be short of breath (Galbraith, 

2009: 35f.). In the late twenties growing prosperity, supported by optimism and speculation 

fever, reached a level where small investors and corporations borrowed more and more money 

to invest in short-term expected returns on stocks (Jäger, 1973: 66f.). This optimism and 

financing were also reflected in technological inventions such as radios and automobiles 

(Blaich, 1990: 79).  

 

At the end of the nineteen-twenties after the consumer goods market was saturated, the reality 

came to light. Production overcapacities turned out to be the result of overconfidence in the 

global upswing. The general oversupply of industrial goods exceeded the demand by far and 

led to price declines (Born, 1967: 31ff.; Blaich, 1990: 80, 94). The simultaneous loan-financed 

speculation fever led to further problems and a dangerous combination in particular in the USA 

and Western Europe, starting with nervousness on the stock markets and then resulting in price 

drops. Kindleberger identified the market peak in September 1929, which began to decrease in 

October, ending on the so-called “Black Thursday” (October 24, 1929) with the New York 

stock exchange panic reactions and start of the economic downturn (Kindleberger, 1973: 121f.). 

Europeans fixed the date to Friday 25 after the news of the stock market crash reached Europe. 

The sense of a stock market crisis caused considerable panic selling in Europe as well (Blaich, 

1990: 7). 

 

2.2. Economic consequences 

A starting recession combined with huge declines on the capital markets (Galbraith, 2009: 17; 

Blaich, 1990: 7) rapidly resulted in a depression in December 1929, accompanied by massive 

price losses of $ 15 billion (Galbraith, 2009: 89). While the index was at 191 points at the 

beginning of 1928, it doubled to 381 points by September 1929 (Kindleberger, 1973: 111), 

which then fell to a low of just 41 points in July 1932 (Zschaber, 2010: 71; James, 2008). These 

were the first figures to show that the USA was hit the hardest by the crisis. Galbraith 

characterized this depression as lasting more or less ten years, with varying intensity, which is 

confirmed by the following data: GDP in 1933 was a third lower than in 1929. It did not return 

to its 1929 level until 1937, but then dropped again immediately. Until 1941, the volume of 

production remained at the 1929 level, but at least the unemployment rate fell below eight 

million for the first time after the outbreak of the crisis. Nearly thirteen million people were out 

of work in 1933, meaning every fourth American was unemployed. In 1938, every fifth person 



 

18 
 

was still without a job (Galbraith, 2009: 207; U.S. Congress. Joint Committee on the Economic 

Report, 1953).  

 

While manufacturing capacity utilization slipped noticeably, an increased number of 

bankruptcies also became apparent, just as profit declines of many companies. When 

illustrating the four-year development in the USA from 1929-1932, the fall in wholesale prices 

for agricultural products by 50% and the decline in total industrial production also by almost 

50% weighed heavily (Junker, 2004: 131f.). In connection with the price drop a credit systemic 

crisis was revealed as debts had to be settled by lower profits (Rothermund, 1993: 40ff.). This 

lack of money paved the way for a run on the banks and their deposits, which led to a bank 

collapse. Investors lost confidence and demanded deposits in cash, forcing banks to liquidate 

loans. From 1929 to 1933, thousands of American banks had to file for bankruptcy (40% of all 

banks), which led to a loss of control within the US financial system. This was namely under 

the influence of international money transactions and stepped over to the European markets. 

With the gradual withdrawal of American capital, the banking crisis also gripped Europe. 

Additionally, measures were arranged including custom duties and import restrictions in order 

to protect domestic products from the outer world (Mußler, 2008). The volume of world trade 

then suffered a dramatical collapse by 1933 (Kindleberger, 1973: 179f.; League of Nations, 

1934: 51).  

 

In addition to the USA, many other countries also initiated protectionist measures based on the 

“run for your lives” principle, and thus the crisis worsened (Junker, 2004: 131). The gross 

national product of the seven leading industrialized countries suffered a loss of 20% between 

1929 and 1932 (Temin/Voth, 2001) and the unemployment figures developed a similar 

correlation. James worked out that, during the worsening situation of the crisis, almost every 

third employable citizen was jobless in Germany, and every fourth in Great Britain (James, 

1988: 24; Mitchell, 1978: 67f., 180f.). After the USA, Germany was second most hit by the 

crisis and dependent on American (foreign) loans after the First World War. In addition, there 

were reparation requirements of the Young Plan that had to be met. These set in motion money 

flows in the billions between the individual nations, which were not matched by any exchange 

of goods or services (Blaich, 1990: 81f.). With the exhaustion of domestic finances and the “run 

on Germany” by foreign creditors, the banking crisis began in Germany. Simultaneously, there 

was a run by citizens on their savings deposits (Kindleberger, 1973: 163f.). To avoid a total 

bank crash the government nationalized major banks as the last resort. Therefore Dresdner Bank 
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at a rate of 91%, Commerzbank 70% and Deutsche Bank 35% were nationalized (Born, 1967: 

167ff.). James sees the banking crisis and its outbreak in summer 1931 as the decisive initiator 

of the transition in the German depression, providing similar examples and parallels with other 

European countries. Comparable crises occurred in other Central and Eastern European 

countries with banking failures in Austria und Hungary. In France, after the collapse of the 

Banque Adam in Boulogne-sur-Mer in November 1930 and the bankruptcy of the Banque 

Nationale de Credit, there were also fears to lose the stability of the banking system. In Italy, a 

major banking crisis could only be avoided after the government’s intervention (James, 1988: 

275ff.).  

 

Besides the banking crisis, other indicators reflecting the German economy in the period 

manifest a fairly straightforward result: a drop in national income by almost 40% from the end 

of 1928 to 1932. Similar figures are recorded in the area of wages and salaries as well as in 

trades and industrial production (Wagemann, 1935: 50ff., 95, 176f.; State Council of the 

American Occupation Area Germany, 1949: 600). Rationalisation measures resulting in 

numerous layoffs, bank closures and the rise of unemployment figures concerned over six 

million people (Wagemann, 1935: 16ff.). The beginning of crisis management implemented by 

the German government contained an austerity policy consisting of measures such as tax 

increases, restrictive monetary policy and cuts in public spending, mainly in the form of reduced 

salaries for civil servants or social benefits (Blaich, 1990: 65ff., 96). Citizens’ dissatisfaction 

with these tough programs shifted from the economic crisis to a new one after Hitler came to 

power in January 1933 and prepared the ground for the National Socialism in Germany (Hüwe, 

2007: 46ff.). 

 

2.3. Policy measures 

2.3.1 The USA 

The following subsection is dedicated to crisis management by the US government during the 

Great Depression. Exceptions to this are the decisions of the Federal Reserve System (Fed), 

whose reactions to the crisis are examined in subsection 2.4.1. 

 

For several years after 1929, economic indicators remained at a sometimes catastrophic level, 

with unemployment rising as high as 25% and the industrial production index at 63 (compared 

with 100 in 1929). Nevertheless, for a long time there was a firm and influential opinion, 

especially from the state leadership, that the depression would correct itself over time. Galbraith 
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experienced these assertions from Washington at first hand and regularly in the form that 

everything would be better “soon”. Statements saying that the economy was “fundamentally 

healthy” and that the “fundamentals” were “solid” were part of the regular debate between 

President Herbert Hoover and the White House along with predictions of an immediate 

recovery. In addition, discussions on the economy lingered with the constant emphasis on the 

need to maintain and renew confidence in the economy. This also meant limiting the role of the 

state. Ultimately, these principles, taken as a whole, formed one of the errors in American 

economic history, as it would later emerge. The hoped-for self-healing powers of the markets 

and the economy were still non-existent up to and including 1932. The few government 

measures implemented at that time ultimately had no appreciable effect. These initially included 

a reduction in income tax, which, although considered bold and constructive, remained 

practically imperceptible in times of already low tax revenues. Among the other few state 

measures granted was the establishment of the “Reconstruction Finance Corporation” in 

December 1931, which had the intention of helping severely weakened banks out of a tight 

spot. In addition, under Hoover's term of office, something was also done to increase spending 

on state construction contracts. The result was an increase to a record level, but this placed a 

heavy burden on government spending and the budget deficit. This governmental turning away 

from conservative financial policy earned not little criticism, as it damaged confidence in the 

economy and could potentially worsen the depression (Galbraith, 1995: 98ff.). 

 

Through the presidential election in 1932, the United States received Franklin D. Roosevelt as 

a new president from 1933, who was to have a lasting impact on the period that followed the 

Great Depression. His announcement in the 1932 election campaign to pursue a responsible 

financial policy and a balanced budget initially did not really differ in tone from Hoover's 

principles (Galbraith, 1995: 100). With the change of government, however, the urge for change 

also grew, after the “credible salvation of the market” became questionable over time and 

previously prevailing views made people think (Galbraith, 1995: 106). This became concrete 

with the so-called 'New Deal', an economic and political program, which consequently marked 

Roosevelt's political direction in the USA. In summary, it lasted five years (until 1938) and was 

characterized in established literature as a path to recovery, signifying a simultaneous political 

turnaround in which “the power of the federal government was expanded”. It consisted of public 

work projects, stabilization of industrial and agricultural production, and reforming the 

financial system, including regulating the stock market to prevent events like the 1929 crash 

(Smith, 2014: 2; Soboczynski, 2005). 
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The codified program items can be specified as follows. In June 1933, the temporary National 

Recovery Act (NRA) was implemented, which corrected Hoover's previous austerity policy. 

During his tenure, industrial companies were forced to lower their prices due to the slump in 

demand. This step, however, went hand in hand with wage cuts and a high layoff rate, which in 

turn limited overall economic demand and worsened the crisis. Roosevelt's NRA intended to 

introduce elements of central economic planning into the liberal market organization by giving 

companies permission to stop the previous price cuts and thus also wage cuts and layoffs 

through joint agreements. The new basic concept also made it possible to improve the situation 

of employees through trade union formations and to promote the mood (Kindleberger, 1973: 

211; Galbraith, 1995: 106f.). 

 

An essential pillar of the New Deal was the direct employment of the unemployed through the 

targeted creation of jobs, organized by the so-called Public Works Administration (PWA) and 

the Works Progress Administration (WPA). Both organizations were mutually dependent and 

responsible for major state projects for the construction of office buildings or bridges, but also 

other infrastructure such as theaters or art halls. While the award of contracts and project 

planning fell into the competence of the PWA, the WPA dealt with the specific creation of jobs. 

For one, the measure of success lay in what had been built, and for the other, how many people 

were given a job (Galbraith, 1995: 113). 

 

Closely linked to the previous section, another important initiative of the New Deal could not 

be missing, that of social security. For this purpose, the Social Security Act (SSA) was brought 

into being in 1935, which provided for the creation of state social insurance and thus 

counteracted the previous system of socio-political abstinence. Nevertheless, the coverage 

remained at a very modest level (Galbraith, 1995: 114f.). 

 

In addition to government building projects and worker support, there were still enough items 

for which the New Deal needed funds. These included the Federal Emergency Relief 

Administration, which provided grants to the impoverished for relief purposes, as well as 

special farmers' programs and other government contracts for infrastructure improvement. The 

latter were run in May 1933 under the name Tennesse Valley Authority (TVA) and concentrated 

locally on the Tennesse River Valley, which was supposed to take the dam and nitrate plants 

under state control and to coordinate flood protection and river navigation (Kindleberger, 1973: 
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211; Galbraith, 1995: 118). Then there was the Civilian Conservation Corps (CCC), whose 

labor service moved young men off the streets to do community forest work (Galbraith, 1995: 

118). 

 

One piece of legislation of lasting substance was the government-sponsored guarantee of bank 

deposits, which both Hoover and Roosevelt long resisted. Both saw the risk that the weaker 

banks could become a burden for the strong ones. The implementation of the above decision 

then resulted more from the initiative of Congress than from the democratic government 

(Kindleberger, 1973: 211). With the enactment of the two new securities laws “Security Act” 

of 1933 and the “Security Exchange Act” of 1934, particularly spectacular stock market 

excesses such as those of 1929 were to be prevented in future by obliging the issuers to issue 

new securities completely. The latter led to the US stock exchanges being placed under state 

supervision in order to strengthen their credibility (Galbraith, 2005: 204f.). 

 

All in all, the list of measures in this subsection shows a striking departure from the “orthodox 

economic thinking” of the time, in whose world view the free market was the maxim and could 

not be reconciled with state intervention or excessive borrowing (Galbraith, 1995: 108). Even 

if the New Deal with its economic and social reforms was not without political controversy and 

critics also expressed skepticism about its effectiveness, it at least laid the first foundation stone 

in the direction of a welfare state. And when Roosevelt's first term was in its final phase, the 

economy gradually showed an upward trend. Both agricultural prices and incomes showed the 

first signs of recovery, as did economic activity in general. In 1936, for example, the national 

product returned to the level of 1929, indicating that the economic policy measures of the New 

Deal did not fail to have the desired effect (Galbraith, 1995: 124). 

 

2.3.2 Europe 

The following subsection contains the reactions of European governments to the Great 

Depression of that time including partial backgrounds. In order not to go beyond the scope of 

the investigation, the focus is only on the largest and most influential economies of the time for 

the purpose of the desired overall statement. 

 

Starting with Germany as the currently largest economy in Europe, it should be noted in 

advance that the fight against the crisis fell through during the term of office of four different 

Chancellors due to its explosive nature. The first and longest term of office was represented by 
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Chancellor Heinrich Brüning from March 30, 1930 to May 30, 1932. He ordered the country to 

pursue strict austerity measures on the basis of a forced deflationary policy. Ongoing cuts in 

civil servants' pay, state wages and salaries and social benefits paved his political way, along 

with increases in taxes, contributions and duties. In addition, it was exposed to even more 

difficult circumstances due to the Young Plan, which obliged the country to make reparation 

payments after World War I. As a result, his room for maneuver was quite limited and partly 

also externally controlled (James, 1986: 48ff.). Nonetheless, in the historical, political or 

economic literature, he was given the attribute of an exaggerated “hunger chancellor”, which 

resulted in particular from the consequences of his decisions (James, 1986: 70f.). It was the 

imposed shortage of money, which developed a vicious circle in Germany and was 

characterized by a rapid decline in population purchasing power and tax revenues as well as a 

considerable decline in industrial production. The resulting layoffs caused a drastic increase in 

the number of unemployed, which obliged a very large part of the population to use public 

funds and left a corresponding picture of melancholy. In the end, the decline in government 

spending was not crowned with success. In addition to citizens' displeasure, economic activity 

was also underscored by many corporate insolvencies and payment difficulties for banks 

(Blaich, 1990: 65ff.). At that time, the dirigistic requirements from the Young Plan and the 

Reichsbank Act, the credit expansion and devaluation of the Reichsmark were precarious and 

were so clouded with the idea of economical housekeeping that the scarcity of the money supply 

remained a central characteristic (Blaich, 1990: 95f.).  

 

The nationalization measures as a direct counter-reaction to the banking crisis in Germany at 

the time were an exception. The big banks in particular got into major liquidity problems due 

to the foreign capital withdrawals, which is why the Reich government under Brüning felt 

compelled to use state funds to strengthen their equity base and thus save it (Born, 1967: 170ff.). 

 

A first change in economic policy took place with the replacement of Brüning by Franz von 

Papen, who shortly after his appointment as chancellor started the so-called ‘Papen Program’ 

in September 1932 as the first monetary expansion. This focused on programs for public 

investment and thus did justice to a revival of the job creation policy. To speak of an expansive 

economic policy here would be too much, but the first revolutionary upheavals could be felt 

(Blaich, 1990: 108f.). Von Papen's successor, Kurt von Schleicher, also relied on government 

procurement, which he financed by issuing tax vouchers, during his short term in office of 

several months. Current tax payments were treated as loans and repaid in the form of tax rebates 
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in times of better budgetary situations. This program, with a volume of 500 million 

Reichsmarks, also formed the basis of Hitler's job creation and investment policy, for whom 

the slowly beginning economic recovery played into the cards and paved the way for National 

Socialist ascent. By focusing on the armaments industry, an effective step was also taken to 

eliminate mass unemployment, which in 1933 fell below four million for the first time and 

created a positive mood among the population (Blaich, 1990: 114ff.). 

 

Without going into the different political measures and reactions of the leading European 

countries at the time, it can be said that Germany was not the only country that had to deal with 

deflationary problems in the crisis phase. Starting with the United Kingdom (UK), it should 

first be noted that the island nation was hit by the crisis at an early stage. The background was 

the deflationary circumstances, which resulted in particular from the decision of the then 

finance and economics minister Winston Churchill in 1925. He ensured that the pound sterling 

returned to the gold standard (Galbraith, 1995: 119) and thus marked a step towards 

conservative fiscal policy, in which the British currency was overvalued. The excessive 

exchange rate led to overpricing of British goods in the export business, from which the export 

economy suffered greatly. The stock boom in the USA towards the end of the 1920s made 

matters worse, tying up large amounts of British capital on Wall Street. The government 

responded by raising interest rates to discourage investors from transferring more money to 

New York or Paris. This move, however, prevented investment and consumption; instead, the 

increased interest rates, deflation and capital outflow had a direct impact on the British 

economy. The Wall Street Crash and the resulting interruption in the outflow of further capital 

finally gave the impetus to temporarily lower the prime rate from September 1929 and to make 

it possible for companies to obtain credit at more bearable conditions, as well as for consumers. 

This was an initial economic policy measure to counter the crisis, but it was not enough. The 

interim collapse of world trade had immediate consequences for the British economy, with the 

value of British exports falling by about 38% from 1929 to 1931. The overvaluation of the 

British pound therefore paid its tribute and the government started with unpopular austerity 

measures in the second half of 1931 in the form of cuts in government spending, unemployment 

benefits and public service wages to balance the national budget (Pressler, 2013: 91ff.). The 

development of the country called for a more weighty solution and so the government finally 

decided on September 21, 1931 to abandon the peg of the British pound to the gold standard in 

order to subject it to a 20% devaluation. The resulting reduction in the price of its articles on 
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the world market served the country as an export boost and a stimulation of the labor market in 

order to initiate the first steps out of the crisis (Sturm, 2011: 59).  

 

The next steps in the abandonment of deflationary policy were implemented in stages after the 

Bank of England lowered the key interest rate, which had recently been raised again to 6%, to 

2% from February 18 to the end of June 1932. Another endeavor was the conversion of the 5% 

war loan repayable from 1929 to 1947 into a 3% war loan, payable in 1951 at the earliest, to 

reduce the costs of servicing the national debt. The conversion was a success in the autumn of 

1932, as the loan was exchanged in 92% of the cases. It had a volume of 2,085 billion pounds 

and was equivalent to 27% of the national debt. The primary political goal was to reduce the 

price of money to support the English economy in the 1930s. The housing construction industry 

in particular benefited from the policy of cheap money, which was confirmed by a 70% increase 

in construction volume between 1931 and 1933 (Kindleberger, 1973: 188f.). The second half 

of the 1930s was also devoted to armament efforts, which also contributed to the economic 

recovery (Pressler, 2013: 91). Overall, it can be said that the abandonment of deflationary 

policies was an essential part of how the UK was able to overcome the crisis. 

 

France, as another great power in Europe, was initially spared in parts from the early phase of 

the Great Depression, only to be hit by the events all the more from 1931-32 (Pressler, 2013: 

91). The country was not affected by the collapse on Wall Street, nor was it so dependent on 

American loans or, like Great Britain, on exports. In addition, the country protected its domestic 

agricultural market by imposing high tariffs so that the fall in agricultural prices on the world 

markets did not affect French farmers. The gold peg of the franc was still maintained, and the 

currency was considered undervalued, but its stability strengthened the French economy. The 

country experienced moderate inflation during this phase, while neighboring countries suffered 

from deflation (Pressler, 2013: 96f.). 

 

Despite the buffer against the crisis due to its undervalued currency and the special economic 

position of the country, the signs began to change noticeably towards the end of 1930. Finally, 

France could not withstand the effects of the global collapse either. Despite the lower 

importance of exports compared to other European heavyweights, French exports experienced 

a noticeable slump and gradually built up deflationary pressure. The manufacturers were 

exposed to price pressure because the goods intended for foreign countries now had to be sold 

domestically, even though the market was saturated. With the departure of Great Britain from 
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the gold standard in September 1931, the previous currency advantage of the undervalued franc 

was also lost. Now the franc and other currencies appeared to be overvalued and the country - 

like Great Britain before it - began to experience considerable problems in its export business, 

which made it necessary to cut prices. French agricultural prices plummeted by 30 to 40% as 

there was no adequate opportunity to sell the agricultural overproduction either domestically or 

abroad. While the unemployment rate remained below the 5% mark and the situation was better 

than in Great Britain or Germany, the discontinuation of German reparations payments based 

on the Young Plan and the Hoover moratorium caused a strained budget situation. Austerity 

measures such as cutting government spending and public sector salaries became the order of 

the day, while devaluing the franc was out of the question, driving the country even further into 

deflation. Even when the USA abandoned the gold standard in 1933 and devalued the currency, 

the country stuck to the gold peg and lost competitiveness. As a result, the French price level 

was around 20% above that of the world market. After a period of several years of political 

instability, changing governments and popular displeasure due to many public austerity efforts, 

it was not until 1939 before the first stabilization began. This development was preceded by 

moderate currency devaluations since 1936, which however did not have the desired effect due 

to the adherence to the gold standard (Pressler, 2013: 97ff.). 

 

In summary, the conclusion can be drawn for the two major European powers in the Great 

Depression that they got into economic difficulties, especially due to their adherence to the gold 

standard. Both countries were classic examples whose currencies were overvalued and thus 

suffered from the inflexibility of exchange rates. As a result, their export industries lost 

competitiveness and almost collapsed. The deflationary policy necessitated by the gold standard 

hampered domestic demand and was intensified by high interest rates and reduced government 

spending. Only a departure from the gold standard provided the scope for effective crisis 

management (Pressler, 2013: 103).  

 

The example of Sweden shows that the way out of the crisis does not have to be based solely 

on major currency conversions. Here, more of its own efforts were to be emphasized, which 

crystallized in a stronger job creation policy and simultaneous credit subsidies. This focus was 

even reinforced from January 1933 with the imposition of public job creation programs and 

planned investment expenditures, which were attributed a noticeable share in the upswing. This 

was offset by additional inheritance tax revenue, which was to be used for refinancing in the 
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medium term. Finally, the arms industry rounded off the economic recovery (Kindleberger, 

1973: 190f.). 

 

Finally, to complete the section, reference should be made to another burdening factor that has 

so far only been hinted at in the context of the existing deflationary policy. The enormous 

foreign trade and tensions in the exchange rate system were partly responsible for the crisis 

spreading internationally. In addition, the high gold exchange standards were identified by 

many countries as a cause that was intended to prevent foreign trade deficits and the outflow of 

gold. The protectionist Smoot-Hawley Tariff of the USA, which caused many countries to raise 

their tariffs, dealt a severe blow to the international trading system from 1930 onwards. High 

customs duties and import levies then paved the way for cross-border trade activities, in which 

the protection of the domestic economy was the primary concern (Plumpe, 2011: 83f.). 

 

2.4. Economic indicators 

2.4.1 Key interest rates including additional US-crises (digression) 

The next graphic includes the key interest rates of the Fed before, during and directly after the 

Great Depression. The concrete data of the Great Depression can be found under no. 5 with the 

widest shaded background. 

 

 

Figure 1: US Recessions and Effective Federal Funds (1914 - 1958) 

Source: Fed, Stoeferle & Valek AG (2018: 59) 

 

Point 1 shows the graph's first recession after the World War I, which lasted only seven months 

from August 1918 to March 1919. The background to this recession was a fiscal shock caused 

by the direct consequences of the war. In fact, the phase at the end of the war was characterized 

by a decline in the military and its production. This was accompanied by overcapacities of 
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labour, which were caused by the influx of returning troops and that resulted in an 

unemployment increase. The Fed tried to counteract this development with a low interest rate 

policy and thus also supported the Treasury Department in its sales of the Victory Bond issue. 

The low interest rate policy was in line with the bond prices (Tallman/White, 2017: 4). 

 

Point 2 shows the next recession, more deserving the title of a “depression”, which started 10 

months after the previous one and lasted from January 1920 to July 1921. The country was still 

characteristically in the transition from a war to a peace economy. Both the high public debt at 

that time due to the former enormous war expenditures and the annual consumer price inflation 

rates - which had even increased by more than 20% by the end of the war - continued to weigh 

on the economic situation. As a result, federal spending was drastically cut from 1919 to 1920, 

from $ 18.5 billion to $ 6.4 billion (-65%). The Fed also raised key interest rates to a record 

level at the time, which further favored price deflation. From 1920 to 1921 this became so 

severe that the consumer price index fell by 15.8% from June 1920 to June 1921. The Fed's 

tight monetary policy was evidently having an impact here and had a significant impact on the 

collapse of the monetary base from 1920 to 1921 (Murphy, 2009). 

 

Even if the depression described was very painful and the unemployment rate reached a high 

11.7% in 1921, its recovery nevertheless resulted in the very successful “roaring twenties” in 

American history. This does not change the fact that the two following recessions under points 

3 (May 1923 - June 1924) and 4 (October 1926 - November 1927) were officially classified as 

mild recessions due to declining economic indicators and growth. They were only able to slow 

the steady growth, but not to stop it (Peicuti, 2014: 56). The described economic path of the 

“roaring twenties” marked a phase in which the USA and many European countries were in 

upswing mainly driven by credit financed speculation fever (Plumpe, 2011: 80f.). The 

subsequent events and effects have already been reported in detail in sections 2.1 and 2.2. 

However, point 5 from August 1929 to March 1933 is dedicated to, as described, the harshest 

of all crises, the Great Depression, so the gray shaded background is the widest. The stock 

market crash as well as the following banking collapse and the worldwide downturn went down 

in global economic history as an unprecedented impact (Mußler, 2008). The graph shows that 

the Fed cut key interest rates immediately when the crisis broke out, but also raised them again 

to almost 4% in the relatively short term. This step was not conducive to the long period of 

severe depression, especially since general economic activity slowed and many other countries 
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had also entered recessions. In addition, the monetary base did not grow as monetary policy 

was not relaxed enough (Fricke, 2016; Davies, 2012). 

 

The next recession between May 1937 and June 1938 is also called “Roosevelt recession” in 

the literature and was characterized by a 3.4% decline in GDP and more than four million 

unemployed (19.1%). The causes stem from tight fiscal policies resulting from efforts to 

balance the budget after Roosevelt's “New Deal” was spent. Further aggravating circumstances 

were to be found in the stock market crash of 1937 and in a new Social Security Insurance 

program in which $ 2 billion were held in a Federal trust fund and large sums of money were 

withdrawn from payments (Roncal, 2009). 

 

The next recession took place from February to October 1945 and is thematically related to the 

end of the World War II, when the decline in government spending resulted in a sharp drop in 

GDP, which technically indicated the trend towards a recession. This was the result of 

demobilization and the shift from war to peace, which subsequently caused GDP to fall by 

12.7% but the unemployment rate remained moderate at 5.2% (Padala, 2011). Another post-

war recession followed between November 1948 and October 1949 (Point 6) was characterized 

by a brief economic downturn in which GDP only fell by 1.1% and unemployment rose slightly 

to 5.9%. To make matters worse, a large number of war veterans rejoined the workforce and 

ousted the remaining civil workers. This led to an increase in unemployment, which was not 

nearly as worrying as inflation was at the time. Accordingly, there has been very little 

government intervention (Roncal, 2009). 

 

The next phase under point 7 describes a recession that arose immediately after the Korean 

War. GDP fell by 2.2%, at least the unemployment rate was on a not that bad level at 2.9%, the 

lowest level since World War II. At the end of the Korean War, more funds were allocated to 

national security. This phase was also marked by a strong inflation period, which the Fed curbed 

with a monetary tightening. The resulting increase in interest rates led to a lack of consumer 

confidence and reduced product demand (Roncal, 2009). 

 

In the context of this subsection, we remain indebted to the knowledge whether similar central 

bank policy decisions regarding the key interest rate have occurred in Europe during the Great 

Depression. For this purpose, Germany should be used as the heavyweight of Europe in the 

comparative context. 
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Figure 2: Comparison of discount rates between the Reichsbank in Germany and the Fed in 

the USA from 1925 - 1933 (in %); Source: Pfister (2019) 

 

At first sight the viewer tends to declare German interest rates as a high interest rate phase. It 

is trivial to note that the relatively high discount rates of the German Reichsbank made loans 

for domestic economic subjects such as companies and private and public budgets expensive, 

which showed monetary policy as restrictive at the time and, accordingly, the Reichsbank did 

not pursue an active economic policy. In addition, high interest rates attracted foreign capital 

in the form of foreign exchange and consequently increased the liabilities of German banks 

(Rosengarten, 2001: 73ff.). The deterioration of the economic situation due to the crisis forced 

the Reichsbank to lower the discount rate from 7% to below 4% within one year, starting in 

1929 (Haase, 1962: 42f.). A short-term rate hike in 1931 to over 9% due to the German banking 

crisis was quickly corrected and lowered again to 4% in order to accommodate the difficult 

economy. Nevertheless, at this level the German key interest rate still outperformed all 

European interest rates, mainly that in France (2.5%) and in Great Britain (2%). Rosengarten 

aptly described the Reichsbank's interest rate policy at the time as a “special way” to support 

the German economy in attracting foreign capital for investment. This reasoning is 

understandable against the background that by the turn of the year 1931-1932 the German 

interest rates were twice as high as comparable foreign rates. The lack of liquidity in Germany 

was further aggravated by the debt service for war bonds and the compensation payments in the 

form of reparations. This makes it clear that Germany was dependent on foreign loans 

(Rosengarten, 2001: 73ff.). 
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Looking at the development in UK as another large and important economy in Europe at that 

time, remarkable parallels can be seen in the course of development, especially with Germany. 

 

 

Figure 3: Bank of England: Policy rates in the UK from 1925 - 1935 (in %) 

Source: Bank of England, FRED (2020) 

 

2.4.2 Inflation 

The following graphic shows the US inflation trend at that time in a 15-year period around the 

Great Depression (1923-1939). 

 

 

Figure 4: US consumer price index (all items) in times of the Great Depression 

Source: U.S. Department of Labor: Bureau of Labor Statistics (2014) 
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The recessions and crises that occurred at that time are visible. Not surprisingly, the Great 

Depression is the thickest gray column in this graphic. The volatility of inflation shown before 

and after the Great Depression extends far beyond what we have experienced in the past 20 

years with its dimensions from -10% (highly deflationary) to over 5%. And yet the period 

immediately after the First World War was one of the most volatile in the last century in terms 

of consumer prices and largely influenced by the direct (economic) consequences of the war. 

From 1922 until the end of the decade the consumer prices remained relatively stable. 

Inflationary drivers were increasingly food prices, which showed a higher volatility and a 

remarkable increase in 1925. However, the relative stability from 1922 to 1929 did not mean 

that policymakers were not concerned with price changes: heated debates about prices and 

attempts at comprehensive regulation were formative for this period (Reed, 2014). 

 

In 1929 the signs suddenly changed. In terms of price, these were very worrying times as the 

prices of many goods fell below their 1913 level. This included falling prices, which in 

combination with enormous declines in production followed the declining economic trend. In 

terms of numbers the overall consumer index fell from October 1929 to its lowest point in April 

1933 by 27.4%, as seen in figure 4 (Reed, 2014). In addition, the economic key figures for the 

whole of 1932 were in a catastrophic state. Real GDP and industrial production were far from 

stabilizing and on the way to a decline from the pre-crisis peak of 27% and 52% in 1929 

(Davies, 2012). All major consumer price categories were lower in June 1933 than in June 1929. 

The most volatile commodity prices were still food and clothing which accounted for almost 

30% of a household's expenses. At that time groceries in particular took over a more dominant 

part of the market basket, compared to today. And this proportionality was even higher in times 

of the world wars (Reed, 2014).  

 

With regard to money in circulation it should be noted that there were two serious bank failures 

in February 1932. This reduced the monetary circulation by 33% compared to the high of 1932 

and also exacerbated the crisis. This liquidity crisis inevitably led to bank failures, also because 

the Fed did not take into account an increase in liquidity preference. Reflections on the 

adjustment of monetary policy were then decided after February 1932 when the central bank 

started extensive open market operations to facilitate monetary policy. This included the 

detachment from the gold standard in 1933 in order to expand the money supply, track price 

increases and end deflation. Regarding the first point, government bonds worth $ 1 billion were 

bought in the summer of 1932, which corresponded 15% of the monetary base (Davies, 2012). 



 

33 
 

Furthermore, inflation was driven by the Roosevelt government's overvalued gold request 

which led to the so-called “golden avalanche”. From the revaluation of gold in February 1934 

to October 1941 the gold inventory rose steadily from $ 7 billion to $ 22 billion. The increased 

inflation after 1933 has to be interpreted in the common opinion of the economists as the engine 

of the upswing. While this went hand in hand with a renewed inflation of the asset price bubbles 

and nominal gross national product even after the Great Depression, the lack of investment 

failed to stimulate the real economy's desire enough (Herbener, 2014).  

 

The next deflationary phenomena started in Mid-1937 to June 1938, accompanying the 

recession there. According to the prevailing opinion in the literature, the causes are to be found 

in fiscal spending cuts and further, the monetary contraction of 1938, which stifled the recovery 

and contributed to still another downturn. Inflation reappears – as seen in figure 4 - as the World 

War II era nears and the arms industry also got a share in economic growth (Waiwood, 2013; 

Irwin, 2011). 

 

As an exemplary comparison of Europe's largest economy today, the following graphic shows 

the development of price changes in former Germany (Deutsche Reich) from 1929 to 1933. 

Even if the effects were not as bad as in the USA, the course affects at least the same years.  

 

 

Figure 5: Development of price changes in Germany (in %) 

Source: Fratzscher/Kriwoluzky (2020:14); Daniel/ter Steege (2019). 

 

The figure shows the negative trend in prices in Germany. It was not until 1933 that deflationary 

developments were left, which confirms a pattern comparable to that in the United States. And 

in Great Britain, the first inflationary tendencies also did not appear until after 1933, as can be 

illustrated graphically. 
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Figure 6: Consumer price inflation in the UK 1920-1940 (in %) 

Source: Bank of England, FRED (2020) 

 

2.4.3 GDP development 

The following subsection begins with the GDP development in the US during the Great 

Depression, with the following graph impressively illustrating the slump that GDP had to 

endure at that time. 

 

 

Figure 7: Real Gross Domestic Product/Industrial Production Index 1929-1941 (in %) 

Source: Federal Reserve Bank of St. Louis (2012) 
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Real GDP fell by a significant 25% between 1929 and 1933, which already indicated in numbers 

that the extent of the decline in real GDP was considerably more burdensome than during the 

Great Recession. Davies cites various factors that contributed to the poor GDP development. 

For one thing, the economic conditions in early 1932 were worse than ever in the history of the 

United States. Both real GDP and industrial production had not only stabilized, but were on the 

way to a decline from the 1929 peak of 27% (GDP) and 52% (industrial production). To make 

matters worse, deflation raged at an annual rate of -10% in 1932, which increased the real 

burden of outstanding debts at an alarming rate and also had a negative impact on GDP. In 

addition, there were two major bank failures before 1932, limiting the money supply by 33% 

from its 1929 high (Davies, 2012). 

 

For comparison with Germany - as the largest European economy - the following graphic shows 

the development of the gross national product in the German Reich from 1926 to 1939. 

Although it did not show 100% the same development as in the USA in the respective years, a 

tendency to be compared exists. 

 

 

Figure 8: Gross national product (GNP) in Deutsche Reich 1926-1939 (in %) 

Source: Räth (2009: 206) 

 

The graphic does not include GDP, but GNP values, however, the differences between the two 

key figures are not particularly significant at this time, so that comparability is not essentially 

restricted. The results initially show an economic upswing from 1925 to 1928 after the end of 

hyperinflation in 1923 and the subsequent currency reform. In the period between 1929 and 

1933, traces of the Great Depression can be seen. In the recession period from 1929 to 1932, 

the gross national product decreased in real terms by a total of 16%, the equivalent of 4.3% on 
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an annual average. The results are also accompanied by deflation in prices. As is well known, 

the economic upturn after 1933 was influenced by strong state interventionism and armament 

activities after the Nazis seized power (Räth, 2009). 

 

And in the UK the economic upward trend began - as graphically evident - also in 1933.  

 

 

Figure 9: Real GDP at Market Prices in the UK 1920-1940 

Source: Bank of England, FRED (2020) 

 

2.4.4 Public and private debt developments 

Looking at a 100-year period between 1900 and 2000 in U.S. history it is striking that the public 

debt level within the Great Depression period is not comparable to that of the post-war period 

of World War II and its special circumstances, even if a marked rise in the crisis phase is visible.  

 

 

Figure 10: Federal debt held by the public (100 years view in % of GDP) 

Source: Congressional Budget Office of the United States (2020: 1) 
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The magnitude of just over 40% of GDP shows the apparently divergent political trend at the 

time of the Great Depression towards savings-oriented monetary policy (e.g. Münchau, 2008: 

6f.).  

 

The issue of austerity policy has only recently returned to the public debate after the troika 

around the ECB, the IMF and the European Commission imposed various austerity measures 

on the problem child Greece in 2015 to clean up its balance sheets in order to keep the country's 

economic crisis in check. Without going into the different assessment patterns, it must be noted 

in the overall context that thinking patterns in the context of austerity have a long history. In 

this respect, the argumentative statements of the economic historian Schui shows that “the belief 

in austerity ... has a long tradition” and “the ideology of saving ... already existed in the 18th 

century”. Such old thought traditions have in common that they warn against excessive growth 

and against excessive consumption expansion. These include religious traditions and ecological 

thinkers, such as the British economist Thomas Malthus in the late 18th century. The primary 

goal is a reduction of the state ratio, which is based on the assumption that a lower state share 

in overall economic activity - in the form of a lean state - allows more room for private initiative, 

revitalizes economic growth and thus restructures public finances. The accompanying history 

of ideas reveals various components, on the one hand the connection to many intellectual 

traditions that are paired with characteristic features of neoliberalism. Schui adds in this context 

that neoliberal thinkers argue in the way that “individual freedom can only be secured if the 

state apparatus and state expenditures are kept as small as possible. This should be guaranteed 

by long-term rules - for example in the form of constitutional provisions - which are as far as 

possible removed from democratic control”. These comments are supported by the example of 

Greece within the EU, as shown above, which uses the Maastricht criteria, which the advocates 

of austerity insist on observing. Another important component of austerity policy is always the 

deregulation of the labour market, in the form of labour protection regulations such as 

protection against dismissal, which is intended to ensure lower wage levels. The declared aim 

here is to lower costs for companies so that the country concerned becomes more competitive 

and growth increases again. In order not to leave the theory presented as finally, Schui makes 

use of the historical example of the era of the interwar period, in which savings-oriented 

economic policy was generally labeled as failed (Schui, 2015). 
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A comparison with three other world powers until the year 2007 shows similar curves in a 

historical long-term comparison, but with different levels. The war phases mentioned stand out 

and are obvious. 

 

 

Figure 11: Historical government debt of four World Powers (1900-2007, in % of GDP) 

Source: Göbel (2010), based on IMF, Eurostat, Deutsche Bundesbank/Federal Bank of 

Germany, interim estimates. 

 

The heterogeneous picture shows a more or less surge in the debt ratios in the industrialized 

countries shown (Göbel, 2010). The dashed line related to German history shows the then 

currency reform in 1948 after the war, which erased the debt and eliminated the excess of 

money. For this purpose, the banknote press was used beforehand to finance the National 

Socialist. So there was more money in circulation, but suffered from currency devaluation. With 

the currency reform in 1948 to the “Deutsche Mark”, Germany had no more debts and the 

creditors lost their claim against the state. Additionally, the graph shows that the debt ratio after 

the reunification of East and West Germany rose from 40 to 60% (Plickert, 2013). 

 

To round off this subsection, we also look at the development of private debt ratios with a focus 

on the period of the Great Depression. Furthermore, the aim is to identify similar developments 

between the two perspectives in this subsection. For this, a look at the following historical 

course is indispensable, in which six important nations are examined over the long term. 
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Figure 12: Private Debt to GDP 1890-1990; Source: Vague (2016) 

 

The graph shows the private debt development of Japan, UK, USA, France, Germany and China 

over a period of 100 years, in which the decisive moments of major crises stand out. While at 

the beginning of the graph the corridor of the private debt ratio to GDP is still between 50 and 

100% and the curves rise through the First World War, a clear jump in the level can be seen in 

the middle of the graph. This can be explained at the highest level of over 200% in the USA in 

line with the Great Depression, the level of which is then reached again in the early 1990s 

during the Japanese crisis. These peaks have one thing in common. These brief bursts of out-

of-control private debt growth have verifiably led to a fundamental crisis, as happened in the 

United States in 1929 and Japan in 1991, to name just two. This is because so many loans are 

being granted that there is overcapacity. There is far too much of something or being produced 

or built and too many bad loans being made (Vague, 2016). 

 

2.4.5 Stock markets and real estate developments 

It is self-explanatory that the data relating to share price developments during the Great 

Depression is more limited than for newer crises. A historical review of the 1930s, however, 

allows at least a look at the Dow Jones stock index at that time which in contrast to the S&P 

500 already existed back then. 
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Figure 13: Dow-Jones Industrial Stock Price Index for United States development 10 years 
before and after the Great Depression;  

Source: National Bureau of Economic Research (2020) 

 

 

Figure 14: Share Index of Statistisches Reichsamt (Statistical Reich Office) 

Source: Seidl/Brandt (2018) 

 

It becomes clear that it is a stock market index that is significantly more volatile than the Dow 

Jones. But a parallel just looks out. The effects of the ridge depression on the stock index were 

felt for more than ten years. In both charts, five years of price decline dominate, and the number 

of listed companies also falls. There are parallels in both charts in that the positive consequences 

of the so-called Golden Twenties are graphically reflected. Thanks to new branches of the 

economy and revolutionary inventions such as radio, sound film and assembly line production 

the economy at that time was experiencing a real boom with new companies regularly entering 

the market and later going public. The economic boom stimulated the stock market, both in the 
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USA and in Germany, and attracted many speculators. Due to the industrialization after the 

First World War stock exchange trading increased by leaps and bounds.  

 

Still there is a difference. While the stock market crash on Wall Street took place on ‘Black 

Thursday’ in October 1929 and only arrived on Friday due to the time difference in Europe, 

Germany had its own ‘Black Friday’ two and a half years earlier. Because on May 13, 1927, 

prices on the Berlin stock exchange of the 300 companies listed there already started to drop 

when the speculative bubble reached its limit and endangered the stability of the financial 

system. The Reichsbank then cut back on securities loans in order to curb speculation on the 

stock market, with fatal consequences. The average price on the Berlin stock exchange then 

plummeted from 204 to 139 on May 13, 1927, but recovered to an average high of 170 at least 

until 1928. A final crash and further bursting of the bubble finally became a reality then in 

October 1929 when the Black Thursday shook the New York Stock Exchange. At the same 

time, there was a definite crash for both stock exchange barometers, with the consequence that 

the USA subsequently canceled the loans granted to Germany on a large scale in order to solve 

the suddenly arising liquidity problems. As a result, various companies filed for bankruptcy and 

banks got into trouble, with the result that Germany experienced its first banking crisis 

(Seidl/Brandt, 2018). A connection between both stock exchange barometers is therefore not to 

be dismissed out of hand. 

 

As expected, the UK stock indices didn't look much different either. The instant downhill 

movement after 1929 immediately catches the eye: 

 

 

Figure 15: Share Price Index (Weighted by Market Capitalisation) in the UK 1920-1940 

Source: Bank of England, FRED (2020) 
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2.5. First crisis results including economic theories 

The experiences from the Great Depression shaped John Maynard Keynes' views - as one of 

the most known economists - and reinforced his skepticism towards classical economic theory 

(Rothermund, 1993: 11f.). The economic historian Fritz Blaich called Keynes theory a 

“business cycle theory” (Blaich, 1990: 144), while Galbraith even declared it a “revolution” 

(Galbraith, 1994: 118). No matter what attribute you give it, it is still one of the most influential 

theories in economics today. His work “General Theory Of Employment Interest And Money” 

(Keynes, 1936) created the basis with which Keynes wanted to convince other economists of 

the necessity of a fundamentally new macroeconomic economic theory and questioned the 

prevailing “market optimism”, which almost ignored the problem of unemployment 

(Rothermund, 1993: 11). The global effects of the Great Depression called for a theory that 

explained why the economic development was so devastating and from which state action could 

be convincingly argued. This was the impetus why Keynes began to work on such a theory in 

1930 and his “General Theory” resulted from several years of research and discussion. It no 

longer focuses on price relations and adjustments, but on the overall demand for goods. In 

addition, he explained why a regaining of full employment can only be achieved by increasing 

the overall demand mentioned and not by flexible prices and wages (Rothermund, 1993: 159ff.).  

 

Until the era of the Great Depression, the way of thinking of the so-called “liberal theology” 

(Galbraith, 1994: 107) or also called the “laissez-faire model” (Matis/Stiefel, 1991: 171) existed 

primarily since the 19th century, in which, according to Galbraith, the view was held “that more 

competition serves the common good and not less competition” (Galbraith, 1994: 107). Matis 

and Stiefel add contextually that in this type of “economic control” state interventions were 

rejected as contrary to the system and that rather trusts “the work of the invisible hand, the 

forces and the self-regulation ability of the market” were incumbent on supply and demand, 

“according to which everyone who pursues his self-interest also contributes to the common 

good at the same time.” Connected with this, “private ownership of the means of production 

and trust in the market mechanism” are also seen as central characteristics under capitalism. In 

summary, the model of liberalism provides that an economic policy can be dispensed with 

according to the following principle: “The best economic policy is not to make an economic 

policy” (Matis/Stiefel, 1991: 171f.). 
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The events of the Great Depression did not leave the economists unaffected (James, 1986: 316). 

In addition to the influential school of thought of the Keynesians already mentioned, the 

monetarists also emerged, both of whom still have a decisive influence on economic science 

today. While Keynesians define the stabilization of macroeconomic development and the 

balancing of cyclical fluctuations as tasks of the state in times of crisis, monetarists hold the 

view that an unnecessary shortage of money (deflation) triggered the crisis (Rothermund, 1993: 

11). Among the most important monetarists are Irving Fisher and Milton Friedman in particular, 

who are regarded as two of the creators of modern monetary theory (Matis/Stiefel, 1991: 173). 

In the case of Fisher, it should be emphasized that he was affected by the direct effects of the 

Great Depression and had speculated on almost his entire fortune during this period. As a 

lecturer in economics, he became discredited when he publicly misjudged the financial markets 

and suggested that the stock markets had suffered only a temporary setback. Influenced by his 

own experience, he made a change in his view of economics, for which he was subsequently 

ennobled by none other than Milton Friedman as “the greatest economist America has ever 

produced.” Titled in various literature as the “ideological father of monetarism,” he also went 

down in history as America's first neo-classicist who pursued the theory of equilibrium, in 

which supply and demand at a given price level are in a state of equilibrium (Dittli, 2013). 

 

According to both Fisher’s and Friedman’s recommendations, an independent central bank 

should steer a monetary policy in the interests of price stability, which ensures that the money 

supply and economic activity are in harmony with one another. Price stability is therefore a 

central prerequisite for the smooth functioning of the economy. State intervention would 

jeopardize stability and distort the market. Contrasting the positive and negative points 

antithetically, it can be stated that one of the positive achievements in monetarism is the 

emphasis on monetary policy. Admittedly a policy to which politicians should not have direct 

access and which even more secures the neutral role of money. On the negative side, it should 

be mentioned that this theory dismisses all other doctrines as heretical, namely Keynesianism 

(Rothermund, 1993: 11). 

 

A further consideration of the differences between the two main theories reveals additional 

dissent. While Keynesianism as a macroeconomic imbalance theory assumes that markets can 

get out of balance in the long term, especially in times of crisis, equilibrium-oriented macro 

theories such as neoclassics or monetarism, on the other hand, assume that markets are not 

unbalanced or at least find their way back to equilibrium very quickly. Keynes' criticism is also 
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oriented against the classic assumption that money functions as a pure medium of exchange 

(Rothermund, 1993: 12). In times of crisis, in particular, there is also the need to hoard money 

in the bank or to sit on cash instead of spending it. Viewed negatively, this “liquidity 

preference” promotes the shortage of money, depresses prices and curbs production (Galbraith, 

1995: 121). An interventionist countermeasure is required (Rothermund, 1993: 12). 

 

Classical monetary theory, in which money acts purely as a medium of exchange, was not the 

only economic theory that Keynes argued against. Say's theorem, named after the French 

economist Jean-Baptiste Say (1767-1832), was considered to pave the way for a supply theory 

in which weak demand in the economy was denied. Shaped by the ideas of Adam Smith, the 

motto for this theory (Galbraith, 1995: 93) was that every production also generates its sales 

(Matis/Stiefel, 1991: 127). Galbraith described the structure of this theory as “wonderfully 

simple”: “The money to buy them on the market comes from the sale of any commodity. The 

price absolutely inevitably includes wages and interest costs, rents and profits (or losses), all of 

which add up exactly to the amount that is required to purchase the goods. The return flow of 

income from the price represents exactly the purchasing power that is required to buy the 

product. According to the rules of arithmetic, there could be no gap in demand” (Galbraith, 

1995: 93). Overproduction, therefore, is only caused by a temporary misdirection of capital, 

which in the sense of this theory is caused by “state interventionism, trade union policies, 

cartels, and tariff protection,” which would never have existed under pure market conditions. If 

the market functions, technical advances and rationalization are not seen as a problem either, 

since the labor force thus reduced is taken over again by new areas of production (Matis/Stiefel, 

1991: 127). So far so good. 

 

The sobering realization finally came at a time outside the norm, like that of the Great 

Depression in the 1930s, when the above theory became debatable (Galbraith, 1995: 93). 

Keynes' rejection of Say's law was gradually strengthened in the point that specifically 

addressed the connection between savings and investments and its effects on employment. He 

assumed that not all of the savings flow into the economic cycle via the financial market. This 

interrupts the cycle between saving and investing and means that total demand is less than 

supply (Galbraith, 1995: 121). To clarify the situation of the Great Depression, there was a 

marked slump in sales of durable consumer goods such as radios and cars from October 1929 

as a reaction to the outbreak of the crisis. Income therefore does not necessarily have to be spent 

or invested. In uncertain times or doubts about the future, it is not uncommon for money to be 
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hoarded in cash or at banks. In addition, banks may react overcautiously out of concern or 

because of bad loans and not lend money. This leads to the fact that money has been withheld 

from the economic cycle. In addition, there could be a lack of solvent borrowers, especially in 

times of crisis. And prices are only elastic to a limited extent, and the same applies to wages. 

As demand falls, production falls and leads to layoffs. Lack of or less income leads to an 

intensification of the depressive effect. The 1930s were decades of evidence of an under-

employment equilibrium in which the economy settled down to a permanently low level in 

which only those who were less affected by the crisis or who had reserves could regularly make 

expenditures. This entire process chain resulted in an irrevocably bad mood at the end of the 

twenties and caused a rethink among various economists. Dormant factories and permanent 

unemployment were not selective, but became everyday economic life. The sad but inevitable 

realization of the thirties had prevailed that there could be continuous unemployment and 

general depression. Galbraith's conclusion on this is: “Say's theorem is not unassailable” 

(Galbraith, 1995: 92ff.). 

 

Finally, in this section of the interim conclusion including the economic theories, it should be 

noted that the background of Keynesianism was the Great Depression. The voice of Keynes 

received public recognition in the course of the criticism of the Versailles Treaty as well as 

when the British returned to the gold standard in 1925, but a decisive influence on the world of 

economics did not take place until the era immediately following the crisis. He had no problem 

with launching a justified verbal attack against Winston Churchill (Galbraith, 1995: 119) when 

he returned to the gold standard, which corresponded to the ideology of the “laissez-faire” and 

the economic interests of the British “middle class” (Gilpin, 1987: 126). Keynes revealed new 

principles that increasing a government deficit can be economically beneficial and provide a 

path to recovery. Shocked by this development, the followers of the conventional doctrine had 

to notice that Keynes even wrote an open letter to the US President Roosevelt on December 31, 

1933, which was published in the New York Times and contained the following message: 

Special attention must be paid to the increase in overall economic demand resulting from 

government and credit-financed expenditures. Keynes has arrived across the pond at the latest 

since this event (Galbraith, 1995: 119f.). 

 

Despite all the praise, it is important to maintain neutrality in the sense of independent research 

and science and also to mention the points of criticism that have primarily produced opponents 

of Keynesianism. It is true that Keynes was also considered as an expert in the analysis of a 
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state of imbalance from the neoclassical doctrine. But since for mentioned representatives of 

the equilibrium orthodoxy such a state can be only a temporary state of emergency, Keynes' 

teaching must not be “General Theory”. The events surrounding the global economic crisis are 

classified as an “unfortunate industrial accident” rather than a fundamental structural break. 

The monetarist interpretation also follows this reduced view, which says that if the Fed had 

pursued a sensible - and not convulsively deflationary - monetary policy, such a global 

economic crisis would not have occurred in the first place (Rothermund, 1993: 13). The 

meaning and effect of the New Deal, which, according to Keynes' theory, boosted the economy 

through extensive government contracts, also garnered differing views. Opinions exist that 

attribute the program more to a new attitude of the state towards the economy than to its effect 

on overcoming the crisis, as it were as a transition from laissez-faire capitalism to the modern 

intervention state (Matis/Stiefel, 1991: 141). The literary scholar and expert on American 

studies, Gert Raithel, wrote in the context of the New Deal that “the war saved the New Deal 

from history” (Raeithel, 1989: 34). And indeed, economic recovery was increasingly driven by 

the armament policy in the run-up to World War II (Matis/Stiefel, 1991: 141). 

 

While the popularity of Keynes and his theories for coming to terms with the Great Depression 

and in the post-war period and reconstruction continued for a longer period of time, the 

monetarist revival took place in the 1970s. The reasons for this were complex. On the one hand, 

the neoclassical adherents managed to dilute the originality of his teachings, and on the other 

hand his practical recipes for fiscal control during the period of “stagflation” were called into 

question (Rothermund, 1993: 13). In the 1950s and 1960s, resentment arose for the first time 

when important markets such as financial and labor markets could not develop freely due to 

strict regulation; the foreign exchange market was even closed. In addition, the neoliberal 

counteroffensive began to gain momentum in the late 1960s, curiously promoted by the 

successful combination of full employment and the expansion of the welfare state. Because 

with full employment there was an increase in strikes, the wage share rose massively in western 

countries and the offensive of the trade unions was now perceived as disruptive by the economy 

and its functionaries. Especially the demand for more co-determination, which increasingly 

followed a left-wing orientation. In addition, social democracy gained momentum and an 

environmental movement was launched that questioned capitalism from an ecological point of 

view. All these points disturbed the companies and their representatives, who then again 

became reachable for demands by neoliberal economists to consistently weaken the trade 

unions and the welfare state. After the financial markets were also gradually deregulated later 
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in the year, global corporations in particular shifted their profit-seeking activities increasingly 

from the real economy to the financial sector. These processes can thus be seen as upstream 

steps in the development of the Great Recession (Schulmeister, 2013: 115ff.). 
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3. GREAT RECESSION 

The second main chapter contains a comprehensive description of the Great Recession – the 

former financial crisis - consisting of its background and consequences, followed by the applied 

crisis management and effects on the economic indicators, which are also closely related to the 

economic theories. The available data also made it possible to go historically into parts of other 

crises by way of a digression. 

 

3.1. Definition and background 

3.1.1 The term „Subprime Crisis” 

The term “subprime” goes back to the classification of the loan recipient. A subprime debtor is 

usually a private borrower with a reduced credit rating. In spite of unfavorable financial 

conditions, many financially weaker families were offered loans to buy property, but they 

encountered payment difficulties over the course of the loan (Schäfer, 2009: 152). 

 

3.1.2 Background and causes 

The causes of the Great Recession are manifold. There are a number of those which provoke 

this crisis through their interactions. To capture the full background, a monocausal view will 

not suffice (Elschen/Lieven, 2009: V). In terms of an accompanying framework and 

developmental conditions, it has to be considered that the concept of optimism is an essential 

part of American culture and way of thinking. This contains not only a positive belief but also 

certain hopes (Gerbert, 2009), which, in addition to the classic “American Dream”, are also 

reflected in the current President Barack Obama's campaign slogan “Yes, we can!” (Mieder, 

2009: 119). As a result, worries about the future and existential fears are far less frequent in the 

USA than in other countries, as illustrated, among other, by more permissive consumer 

behaviour (Czaykowski et al., 2009: 43). The savings activities of American households have 

shown a significant decline since the 1980s, the concentration was devoted to consumption, 

which often also resulted in debt (Rickens, 2005: 135f.).  

 

The concrete origins of the Great Recession can be traced almost a decade back, to March 2000, 

when the bubble forming around “new economy” companies bursted. Advanced investor 

interests in the said segment developed into dependent variables in the process of company 

start-ups and led to the emergence of more initial public offerings. The expectations of these 

investors in technology-oriented companies often were unrealistic and fictitious. Accompanied 

by commercializing circumstances, they provided an opportunity for exaggerated valuations of 
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the companies, which came to a provisional end with the bursting of the “dotcom” bubble 

(Chorafas, 2009: 89; Zandi: 2009: 5; Bischoff, 2008: 61; Jahnke, 2008: 5; Glebe, 2008: 104).  

 

The terrorist attack in New York on September 11, 2001 also had a negative influence, as 

aircrafts hijacked by terrorists caused the towers of the World Trade Center to collapse. This 

event favored the downward trend on the world's stock markets (Henkel, 2009: 70). 

Consequently, global financial markets were considerably impacted and the economic circle 

reacted nervously. In order to prevent a prolonged decline on the American stock exchange, 

including the consequential effects for a weakening US economy, the Fed led by Alan 

Greenspan used the instrument of low interest rate policy as a countermeasure (Jahnke, 2008: 

5). They cut interest rates from 6.5% to 1% in 2003 (Münchau, 2008: 6f.). In a situation with 

an interest rate constellation below the inflation rate, it was more rational for every American 

to borrow money than to save it. So they reacted quite logically to the incentives they had been 

given. The interest rate cut enabled the banks to offer loans at cheap prices, which was met with 

an extremely positive response and resulted for the first time in a negative savings rate in US 

history. An economist would sum up the situation from an economic perspective in the 

following way: “Economists say real interest rates are negative, that is, interest rates taking into 

account inflation expectations. That is, anyone who had money in the bank and saved every 

year lost value. Anyone who lends money, however, made a profit every year, because the 

interest payable is less than the loss of value” (Russell, 2018; Münchau, 2008: 6f.). The often 

already indebted American citizens were therefore motivated to take on new debt at these 

conditions (Rickens, 2005: 138). The inviting circumstances tended to be initiated by terse 

credit checks that did not require debtors to show equity obligatory (Schäfer, 2009: 155). 

 

As the U.S. economy began to show signs of recovery and the terrorist attacks have been 

processed step by step, the key interest rate was gradually raised from 1% to 5.25% from 2004 

onwards in order to avert an inflationary threat. This step also had an impact on the mortgage 

rates (Bloss et al., 2009: 155f.) resulting in an increased real estate demand. With regard to 

increased property prices, homeowners felt safe and were not averse to further consumer loan 

offers. Finance distributors focused on low-income “subprime” citizens due to higher interest 

rate gains in this expanding segment and sold them as special investments. These “second-

class” loans are less secured than “normal” real estate loans with the effect that their interest 

rate is higher. Not only borrowers wanted to benefit from favourable interest rates. Banks and 

other investors invested in the booming U.S. real estate market, specifically in financial 
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instruments such as mortgage / asset-backed securities. These mortgage bonds secured with 

subprime loans offer higher interest rates but also significantly higher price risks (Stroisch et 

al., 2009: 1). Some economists have criticized this area as further part in the crisis’ emergence. 

In the run-up to the crisis, this trend-like development took place on this scale, contrary to the 

expectations and ideas of all those involved. Many finance economists associate the starting 

point in 2002, after Alan Greenspan explicitly welcomed the introduction of these financial 

instruments like securitizations or Collateralized Debt Obligations (Krassin et al., 2009: 69ff.): 

“These instruments have been used to disperse risk to those willing, and presumably able, to 

bear it. Indeed, credit decisions as a result are often made contingent on the ability to lay off 

significant parts of the risk. Such dispersal of risk has contributed greatly to the ability of banks 

- indeed of the financial system - to weather recent stresses. More generally, the development 

of these instruments and techniques have led to greater credit availability, to a more efficient 

allocation of risk and resources, and to stronger financial markets” (Greenspan, 2002). 

 

Securitisations such as asset-backed securities are generally understood to be securities in 

which original claims from bank loans, leasing and credit card contracts, mortgages or high-

risk bonds are converted into tradable securities with the aim of selling them to interested 

investors. Here also, financing companies can be interposed and thereby in addition to the 

investors to a spreading of the credit risk (Braunberger/Fehr, 2008: 200ff.). It should be noted 

that under these newer forms of financing, lending processes have been eased in practice (Huth, 

2009: 49ff.). The original concept of securitization was to better manage and diversify the risks 

combined with lending by outsourcing loan receivables to special purpose vehicles. The result 

was visible after 2007 (Krassin et al., 2009: 69ff.): “an innovation genie was first let out of the 

bottle and eventually devoured the system, to the horror of its creators.” More terms such as 

“the mortgage time bomb” (Tett, 2009), financial hydrogen bombs built on computers by 26-

year-old MBA graduates (Krassin et al., 2009: 69ff.) were the order of the day. 

 

Low interest rates combined with profligate lending practices paved the way for real estate sales 

to soar since the turn of the millennium, reaching their climax in 2006 and decreasing again 

thereafter (National Association of Realtors, 2014). The borrowers were now exposed to very 

high repayments and interest rates, as the initially favorable interest rates from the credit 

relationship, oriented to the capital market development at that time, only lasted in the initial 

phase. These had long been overtaken by the current interest rates of the Fed. The variable and 

therefore unpredictable interest rates are now proving to be high and acting as a risk factor. 
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Citizens who took out a real estate loan and left the property with the bank as security were 

particularly problematic. After the loan installments were not paid, the banks used the deposited 

as pledges and initiated, among other things, forced sales which over time became dramatic and 

led to a decline of real estate prices. The decline in house prices was so dramatic that the 

proceeds were unable to pay off the loan. The indebted borrower now not only had to deal with 

the situation of losing his house, but still retained his debtor status, as part of his real estate loan 

had not been settled. The high default rate of the so-called subprime loans led to an oversupply 

in the real estate sector and, correspondingly, further price collapses (Bartmann et al., 2009: 

15). 

 

Shortly before the crash in 2007, the dramatic events rolled over when borrower defaults led 

directly to the crisis. The resulting consequences ranged from high write-downs to insolvency 

filings, especially American real estate banks proclaimed (Bischoff, 2008: 11ff.). Some German 

banks also had to grapple with these consequences in 2007, brought about by speculation on 

the financial market and write-offs on their balance sheets amounting to billions (Strotz, 2007). 

Investors all over the world lost within an extremely short time billions (Salzman, 2018). The 

citizens, who were heavily indebted as a result of real estate loans, now also had to accept the 

restriction of other consumer activities. The resulting general reduction in demand for all types 

of products was most pronounced in the automotive sector. The purchase of an automobile on 

installment credit should decline sharply in the course of this (Berndt, 2009: 8; Hierschel, 2009: 

91). In addition to the tense financing situation on the part of customers, the so far risen oil 

price also had a noticeable dampening effect in the demand situation of automobile 

manufacturers (Dill/Lieven, 2009: 205). Global carmakers such as Toyota, Chrysler or General 

Motors suddenly fell into a crisis situation. In a subsequent step, the market for accessories also 

became vulnerable (Henkel, 2009: 150). 

 

In summary, it can be illustrated that the determinants of the Great Recession from the US 

mortgage market present themselves as detectable. As the real estate market in the USA 

emerged as a lucrative investment for a decade and promised high returns through investments 

in financial instruments as a result of the “real estate boom”, German as well as other European 

banks also sought out this market for themselves. Despite known and potential risks, many bank 

advisors encouraged their clients and small investors to invest their capital in the US mortgage 

market. As a result, the crisis, initialized as a Great Recession in the USA, was able to expand 

to the international capital markets (Huth, 2009: 49ff.). 
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3.2. Economic consequences 

The economic consequences of the Great Recession can be described as wide-ranging and 

affected the whole world. At the latest with the insolvency announcement of the formerly 

powerful investment bank Lehman Brothers on 15 September 2008 in the USA, the crisis took 

on more than a purely commercialized position. Just one day later, the rescue of the world's 

largest insurance company American International Group (AIG) through state bridging loans 

amounting to $ 85 billion took center stage in the economy. Other financial institutions escaped 

such a doom only with great difficulty or, alternatively, got caught up in acquisition processes 

of competing companies (Brunner, 2009: 48). The business journalist Ulrich Schäfer certified 

the situation a degenerate drama in an openly critical and capitalist context: “The bosses of 

America's leading banks hit the 'Mother of All Slaughterers' tonight. They're trying to save Wall 

Street this Sunday. The heart of capitalism. It's about the fate of Lehman Brothers, one of the 

five big investment houses. And it's about the fate of all the big banks, the future of the world 

financial system. For almost a year and a half, everyone believes the financial crisis is an 

American problem. And the USA would have to solve this. But when the American investment 

bank Lehman Brothers goes bankrupt on September 15, 2008, a huge hurricane breaks out, 

which affects the entire globe within a few weeks.” A summary and conclusion of his statements 

allows speculation space for a crisis repeat after almost 80 years at the Wall Street, as the 

centerpiece of global capitalism. At the beginning of 2007, the bankruptcy of numerous 

homeowners in the US real estate market finally shook the financial markets and degenerated 

into a crisis there, closely followed by a banking crisis (Schäfer, 2009: 178ff., 187f.).  

 

The economic effects accompanying the Great Recession were impressively visualized in the 

news of October 15, 2008: the USA brought up the largest budget deficit in its history at $ 455 

billion. The economic situation, expenditures on the labor market and support on the financial 

market have left their mark (dpa/Reuters, 2008). The crisis ultimately prospered into a global 

affair, regardless whether the affected states conformed to a classification as industrialized, 

emerging or developing countries (Sinn, 2009: 52f.). 

 

At the beginning of the crisis, there was still a certain degree of optimism in Germany to be 

able to withstand the crisis. In his government statement of September 25, 2009, Peer 

Steinbrück, then Federal Minister of Finance, was still inclined to downplay the situation in 

Germany: “Overall, it shows that the German 3-pillar system is relatively robust in international 
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comparison. The German supervisory authority, BaFin, is convinced that the increased risk-

bearing capacity of German institutions in recent years is sufficient to offset the losses and to 

ensure the safety of private savings. ... What the US is now doing on a massive scale with the 

$ 700 billion rescue program is something that we did in Germany quite deliberately for affected 

banks such as IKB, Sachsen LB, Bayern LB and West LB months before to have. Therefore, 

and because the conditions are different for us, a similar program in Germany or Europe is 

neither necessary nor useful. It is still true that the financial market crisis is above all an 

American problem!” (Steinbrück, 2008). Schäfer took a falsifying position in response to these 

encouraging statements by Steinbrück: “If only it were so. That same evening Steinbrück squats 

with Germany's most important bankers. A small circle that knows how to report something 

disturbing. ... They warn that a major German bank is in danger: Hypo Real Estate, a powerful 

real estate financier and one of the key players in a boring market, namely mortgage bonds. For 

days, Hypo Real Estate has been struggling to get money from other banks - without much 

success. ... Steinbrück and his followers quickly realize that there is not just a small problem 

here, but a very big one. The Minister of Finance informed Federal Chancellor Angela Merkel. 

‚Hypo Real Estate threatened to literally dry out,’ he says later. Stay 48 hours to get fresh 

money. Otherwise, BaFin's financial supervision would have to close down the bank ... if ... 

HRE could no longer service its business.” The reaction and intervention of the federal 

government then proceeded on September 29, 2008 in the form of guarantees and transfer 

payments in the tens of billions (Schäfer, 2009: 203ff.). The greater perception of the crisis 

among the citizens - in particular due to the intensity of the media coverage - led to increased 

savings behaviour as well as a lack of consumption and had a suboptimal effect on the economy 

(Brunner, 2009: 51). The search for adequate solutions to overcome the crisis and its 

consequences went hand in hand with increasingly intense discussions between technical 

experts (Krugman, 2009: 212). 

 

The course of the crisis paid its tribute on the one hand by increased number of personal 

bankruptcies (Schüddemage, 2011; Elschen/Lieven, 2009: VIII) and on the other hand by 

billions in write-offs of the major banks, which also resulted in a considerable burden on their 

balance sheets. In the fall of 2007, the British building society Northern Rock initially served a 

victim role of the crisis and subsequently had to be nationalized. Numerous major US banks, 

such as Bear Stearns and Morgan Stanley, were also unable to cope with the crisis, in particular 

triggered by previous existence-threating write-downs (Otte, 2009: 218f.). Bear Stearns' rescue 

in March 2008 was provided by the acquisition of investment bank JP Morgan Chase, 
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accompanied by the active support of the Fed in the form of a $ 30 billion guarantee. State 

interventions made it possible to relax the financial market for a short time and left the 

impression that the American government would not abandon any bank (Münchau, 2008: 40f.).  

 

However, from the second quarter of 2008, worrying signals became apparent through the 

development of the unemployment rate in the USA, as it gradually rose from 5% at the 

beginning to almost 10% within just one year (Dill/Lieven, 2009: 213). This development has 

also been preceded by a general turbulence on the stock markets. Since the terrorist attacks in 

2001 there has not been such a drop in prices as at the beginning of 2008. Although the 

subsequent $ 150 billion first-quarter US economic stimulus package served as a temporary 

reassurance, it was not powerful enough in preventing the incidents after the second quarter. 

The two largest US mortgage banks, Freddie Mac and Fannie Mae, could not escape the 

nationalization umbrella, as their viability was not assured without capital support, and their 

share prices registered a near -50% decline. The bankruptcy filing of the fourth largest US 

investment bank in September 2008, Lehman Brothers, unveil global stock market concerns, 

mistrust among banks, and strengthen the crisis globally. Even the German stock index (DAX) 

was not without consequences by his loss of points to less than 6,000. A punctual 

overshadowing of the events ensured the breakdown transfer of the German Kreditanstalt für 

Wiederaufbau on September 15, 2008, whose monetary transfer despite the above-described 

insolvency notification amounted to more than € 300 million and thus formed the basis for 

further losses. On the same day, the so-called “Black Monday” (Hellerforth, 2009: 142ff.), 

another takeover in the American banking industry was formed through the acquisition of 

Merrill Lynch by Bank of America for $ 50 billion (Elschen/Lieven, 2009: 368). The year 2008 

may go down in history as the year of the great bank dying, as no less than 83 banks worldwide 

have disappeared or been nationalized by bankruptcies and takeovers this year. Despite a 

collective cut in key interest rates by the six leading central banks in October 2008 (Fed, ECB, 

Swiss, British, Swedish and Canadian central banks), the DAX and Dow Jones Index suffered 

from a sustained downturn on the international financial markets this month alone a loss of 

double-digit percentage points (Sinn, 2009: 65f., 335ff.). Another bad news was provoked by 

the AIG, which in the meantime was saved from illiquidity by a $ 100 billion government loan 

(Hässig, 2009: 186). The beginning of 2009 figuratively marked the immense impact of the 

recession, illustrated by the key figures of the US labor market, which recorded the highest 

level of unemployment for 15 years. This negative side effect could also be observed in German 
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territory and generated an increase in the number of unemployed again in this country over the 

three million mark (Hellerforth, 2009: 155). 

 

November 13, 2008 sealed the official announcement day when the public received the news 

that Germany was in recession for the first time in five years. The Federal Statistical Office 

confirmed this statement through the available data that the German economy attested a decline 

in economic output for two quarters in a row (Jackisch, 2008). Even in Germany, the banking 

landscape was endangered by the financial difficulties of numerous credit institutions, in which 

the state-owned regional banks especially participated in the preliminary stages of the crisis by 

investing in sub-prime securities from various US mortgage lenders (Hader et al., 2009: 148ff.).  

 

As the first German institute, the Bank for medium-sized companies IKB had succumbed to the 

maelstrom of the US real estate crisis and found itself in an existential emergency that affected 

the crisis with an expansion towards Europe. Only three weeks later, Sachsen LB met a 

comparable fate due to bad investments in the American real estate market, which could only 

be obstructed by a guarantee loan of more than € 17 billion from the Free State of Saxony. 

Subsequently, the bank was sold to Landesbank Baden-Württemberg. Bayern LB and West LB 

also suffered billions in losses due to speculative credit derivatives (Schäfer, 2009: 170f., 181), 

while Deutsche Bank recorded the first quarterly loss in five years in 2008 with a loss of € 141 

million (Kazim, 2008). The state-owned KfW banking group also reported a loss of almost € 

1.8 billion for the first three quarters, while Citigroup proclaimed savings measures in the form 

of 53,000 job cuts. Not only the banking sector was exposed to such after-effects, but also the 

automotive industry, and especially for Opel a request for state aid was ascertained at the end 

of 2008 (tagesschau.de, 2008). This distress was preceded by industry-specific export and 

production declines of 20 %, which were made public when German automakers announced 

their 2008 year-end figures. In addition, the ordering of short-time work became significant for 

this industry and affected tens of thousands of employees. Coming along a declining of 

incoming orders and exports were also noticeable in other German companies at the beginning 

of 2009 (tagesschau.de, 2009). From the very beginning of June 2009, Opel parent company 

General Motors and the retail group Arcandor were two other major companies to be 

mentioned. The first one announced its insolvency on June 1, 2009 and the second on June 9, 

2009 (Handelsblatt, 2009). 
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After the far-reaching consequences have been explained using the example of Germany as the 

EU's heavyweight, it must not be forgotten that the financial crisis has caused the EU as a whole 

construct to find a kind of continuation in the so-called “Euro Crisis”. Here, the cause can’t be 

traced back to the developments and consequences of the American subprime sector. Rather, 

they are to be found in the so-called “PIGS” countries (Portugal, Italy/Ireland, Greece and 

Spain) (Otte, 2010), whose governments, comparable to the small home builders in the USA, 

have lived beyond their means for years. The most prominent component here is the Greek 

crisis, whose national debt grew dramatically through the imposition of several government 

bonds. In February 2010 these totaled around € 283 billion, which is more than three times the 

annual government revenue. The country's budget deficit of € 30 billion was equivalent to 

12.2% of GDP, which was more than four times the allowed deficit (3%) according to the 

European Community's regulations. Based on such a level of public debt, it is obvious that the 

required 3% criterion will not be achievable in the near future. Interest and compound interest 

effects already ensure this, even if the country does not continue to live beyond its means. If 

Greece or another over-indebted EU country is downgraded by a rating agency, its government 

bonds will no longer be eligible for central bank refinancing, which means that it will have to 

borrow money on the open capital market at noticeably higher interest rates to refinance its 

budget (Paulus/Schwintowski, 2010: 30f.). 

 

Considering the above circumstances, a Greek sovereign default could no longer be ruled out, 

which would inevitably be associated with an exit from the monetary union. However, this 

would also have the potential to ignite contagion effects on already stricken countries as well 

as a systemic crisis in the form of a disorderly breakup of the European Monetary Union. To 

prevent this, a financial aid program for Greece was launched in May 2010 and a protective 

shield for the euro area was agreed. The latter made it possible to support member countries in 

financial difficulties in return for economic policy conditions. In addition, to maintain monetary 

policy transmission, the ECB began purchasing Greek, Italian, Portuguese and Spanish 

government bonds in spring 2010 through the newly introduced Securities Market Program 

(SMP). When the crisis in the euro area escalated again in 2012, the SMP was replaced by the 

Outright Monetary Transactions program (OMT). This enables the ECB to purchase 

government bonds from so-called “program countries” that are under the European bailout 

umbrella. As of December 31, 2012, the stock of government bonds purchased under the SMP 

amounted to € 218 billion; under the OMTs, the ECB had not purchased any bonds until 

November 2018 (Neyer, 2018: 847).  
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In addition to the described bond purchases of euro states by the ECB, the affected “PIGS” 

countries had already previously been imposed intensive domestic austerity measures, which 

were characterized, among other things, by job and salary cuts in the public sector, reductions 

in state investments, sales of state property and tax increases (Neubäumer, 2015: 31f.). 

 

When the macroeconomic environment in the euro area deteriorated noticeably at the beginning 

of 2015 due to persistently low inflation rates, low economic growth, high unemployment and 

weak lending, the ECB finally started another form of expansionary monetary policy, as key 

interest rates had already reached their lower limit. The so-called quantitative easying was 

carried out to a considerable extent in the form of a monthly program to buy government and 

corporate bonds from the euro countries through the Expanded Asset Purchase Program (EAPP) 

in order to counter the crisis. This should stimulate overall economic demand, consisting of 

private consumption and investment as well as government spending, and increase the inflation 

rate (Neyer, 2018: 848f.). 

 

3.3. Policy measures 

3.3.1 The USA 

The crisis management against the Great Recession in the US took place in the form of opulent 

rescue packages. First in the form of the so-called Emergency Economic Stabilization Act 

(EESA) of 2008 for which the US-government was authorized to borrow up to $ 700 billion in 

bad loans and other assets from financial institutions in crisis. The resulting Troubled Asset 

Relief Program (TARP) was a program used by the United States government to buy stakes in 

financial institutions to prevent the demise of the financial system. These included amongst 

other things the following components: 

 Companies receiving more than $ 300 million from the bailout program are not allowed to 

pay top executives more than $ 500,000 per year. 

 A control committee is established. A Special Inspector General is deployed to watch the 

program. In addition, regular government hearings are planned. 

 Should there be losses for the treasury, the US President will have to present a plan in five 

years' time as to how these can be offset again. 
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 The payout is divided into three phases: $ 250 billion are immediately available for the 

purchase of toxic assets. A further $ 100 billion can flow at the request of the president. 

The remaining $ 350 billion had to be approved by Congress. 

 The plan also includes guarantees for savings accounts. In addition, tax cuts for the middle 

class and reductions in energy costs for companies were also resolved.  

 It is also envisaged that the state will be involved in possible future profits after the rescue 

of a bank (Emergency Economic Stabilization Act of 2008, 2008). 

 

Already at the end of 2008, the main direction was adjusted. Henry Paulson, the former treasury 

secretary, announced on November 12, 2008 that the focus of the rescue packages would no 

longer be on the purchase of toxic papers, but to use the bail-out fund for further injections of 

capital into banks and non-financial institutions in return for equity. Originally, the Bush 

administration opposed any form of nationalization. However, picking off assets of battered 

banks, has proven to be very challenging, largely because of the difficulty of achieving adequate 

value for bombed-out financial instruments without a market (Clark, 2008). Around $ 250 

billion has already been invested in banks (including insurance giant AIG, Fannie Mae and 

Freddie Mac). As a result, they again had fresh money and could give each other loans again. 

Confidence returned, even if the issue of “bad” loans had not yet been resolved. This was the 

work of the private banks, but also the now state-owned banks Fannie Mae and Freddie Mac. 

Under certain conditions, mortgage rates for debtors are reduced and the reimbursement periods 

extended. This will save the foreclosure auction from hundreds of thousands of homeowners in 

trouble. Here it becomes clear for the first time that the change in the rescue package should 

become more consumer-oriented. After the purchase of banks or bank participations Paulson 

also planned more with help for credit card companies, so as not to jeopardize the already 

sluggish consumption (Paulert, 2009). 

 

In the following year, the American Recovery and Reinvestment Act as the first government 

stimulus package was passed, which was intended as a further economic program to combat the 

prevailing Great Recession. It was launched by then-new President Barack Obama immediately 

after his inauguration in mid-January 2009. The draft law, which had a total volume of around 

$ 787 billion, was signed by Obama on February 17, 2009. A dedicated description of all 

contents in detail would go beyond the scope of this study, so the presentation of this package 

is only given at a rough level. First of all, tax cuts totalling $ 275 billion should be mentioned 

here, which provided for a $ 500 tax refund for individuals and $ 1,000 for married couples for 
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income tax purposes. Students received a tax credit of $ 2,500 and builders received $ 7,500 

for building their homes. The second largest component of the economic stimulus package 

concerned educational investments, which were mainly used to modernize schools ($ 141.6 

billion). The next issue was infrastructure investments with a total volume of $ 90 billion, which 

were primarily intended for the modernization of public infrastructure for the purpose of energy 

efficiency and for the expansion of the road network. In addition, shares were also allocated to 

the water sector and the railroad network. The health sector also benefited from $ 111.1 billion, 

which was primarily allocated to the “Medicaid” health care program for the needy. In addition, 

funds were earmarked for the development of a medical information system and the 

introduction of electronic health cards, as well as for health prevention. Another important part 

concerned the issue of unemployment and job creation, where $ 102 billion was earmarked for 

a food program for the needy in addition to unemployment insurance and training support. 

Finally, the topic of energy rehabilitation was taken into account by investing $ 58 billion in 

the energy sector, particularly in exploiting the savings potential (for smart grids, tax breaks for 

renewable energies and modernization of housing) (Gravelle et al., 2009: 1ff.). 

 

Parallel to the rescue packages described began the so-called conventional monetary policy. In 

this respect, as a reaction to the financial crisis after 2007-2008, the key interest rate was 

lowered step by step to nearly zero percent both by the Fed and by other leading global central 

banks. The Fed was the first of the four central banks mentioned in the later figure 19, which 

initiated a turnaround in December 2015. The background was the robust development of the 

US economy with growth and many new jobs with comparatively low inflation. Low key 

interest rates in this context are or were one instrument with which the central bank wished to 

contribute to the normalization of economic activity. It became clear that the current path 

adopted by many central banks does not mean a paradigm shift, but that it is in the tradition of 

a stability-oriented monetary policy: its purpose is to enforce price stability (Illing, 2015: 127). 

 

However, conventional monetary policy has narrow limits because interest rates can hardly be 

negative. That is why, after weighing the opportunities and risks of all policy options, central 

banks have decided to resort to unconventional monetary measures. Accordingly, since the end 

of 2008, additional monetary policy measures have been implemented in the US in the form of 

quantitative easing (QE) programs in order to stimulate nominal aggregate demand in line with 

the medium-term inflation target of 2%. The Fed has massively extended its monetary base (the 

provision of liquidity), also by purchasing securities, which has extended its balance sheets 
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accordingly. It enabled banks with this “base money” to confer new loans in the economic cycle 

and it should encourage companies to borrow and invest (Illing, 2015: 130). 

 

Here are three major QE-programs from November 2008 to October 2014. For the first program 

- from November 2008 to August 2010 - the Fed first began to purchase $ 600 billion of 

mortgage-backed securities (MBS). At the end of the first quarter of 2009 they led to a rise in 

the Fed balance sheet to $ 1.75 trillion through purchases on holdings of bank debt, MBS and 

treasury bills. It should be noted that prior to the recession, the Fed had “only” treasury bills 

worth $ 700 to $ 800 billion on its balance sheet. The expansive trend continued until June 

2010, peaking at $ 2.1 trillion. The second QE program covered the period from November 

2010 to June 2011, when the Fed continued to expand its holdings by buying longer-term 

Treasury bills of $ 600 billion. The third QE program, starting in September 2012, provided for 

the Fed to launch a new $ 40 billion per month, open-ended bond purchasing program of MBS. 

From January 2013, open-ended purchases were raised from $ 40 billion to $ 85 billion monthly 

by purchasing longer-term Treasury securities at a pace of $ 45 billion per month. Finally, in 

December 2013, the Fed announced a reduction in the purchase of additional mortgage backet 

securities and longer-term treasury securities to reduce assets at a leisurely pace. But only on 

the condition that a sustained improvement in labor market conditions and inflation towards the 

longer-term goal of the Federal Open Market Committee (FOMC) of 2% is visible. 

Accordingly, in the following months, the purchase of assets by the FOMC was further 

decreased in measured steps and purchases were completed in October 2014 (Fed, August 13, 

2019). The intensive expansion of the money supply through the extensive monetary policy is 

impressively reflected in the peak between late 2014 and early 2015 in the chart below. 

 

 

Figure 16: All Federal Reserve Banks: Total Assets of the Fed 

Source: Board of Governors of the Fed (2020) 
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As described, as the signs of a recovering US economy hardened more and more and the 

inflation barometer and unemployment rate became satisfactory, a gradual increase in key 

interest rates and a pause in monetary policy measures became effective. However, it was a 

matter of time before the economic sentiment barometer fluctuated. On December 19, 2018, 

Powell announced at a press conference that there is enough confidence in the economy - 

despite concerns about the financial markets and political pressures - to raise the current interest 

rate and announce further rate hikes for 2019 as well as quantitative tightening: “The projections 

of Committee participants released today show growth continuing at healthy levels, the 

unemployment rate falling a bit further next year, and inflation remaining near 2 percent. ... As 

the economy struggled to recover from the financial crisis and the subsequent recession, the 

Committee held our policy rate near zero for seven years to give the economy the best chance 

to recover. And the economy did recover steadily, if slowly at times. Three years ago the 

Committee came to the view that the best way to achieve our mandate was to gradually move 

interest rates back to levels that are more normal in a healthy economy. Today we raised our 

target range for the short-term interest rates by another ¼ percentage point. As I’ve mentioned, 

most of my colleagues expect the economy to continue to perform well in the coming year. ... 

We ... think it is more likely that the economy will grow in a way that will call for two interest 

rate increases over the course of next year” (Powell/FOMC, 2018). 

 

After the stock markets reacted extremely nervous in response to the rate hike and the 

announcement of two more in 2019, the Fed responded very quickly. On the one hand, the Fed 

suspended a first rate hike first on January 30, 2019, to take a patient and cautious approach: 

“patient, wait-and-see approach … In addition, the case for raising rates has weakened 

somewhat. The traditional case for rate increases is to protect the economy from risks that arise 

when rates are too low for too long, particularly the risk of too-high inflation” (FOMC/Powell, 

2019). The same cautious approach was also announced on March 20, 2019 by Powell: “We 

don’t see data coming in that suggest that we should move in either direction. They suggest that 

we should remain patient and let the situation clarify itself over time” (FOMC/Powell, 2019). 

Incidentally, these reassuring words were also well received in the stock indices and triggered 

a positive reversal in the trend, as the charts in section 3.4.5 will show. 

 

The further course of the year in 2019 is - due to a slowing economy - characterized by three 

key rate cuts and in the second half of the year by a renewed extension of the monetary policy. 
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Starting with the first cut on July 31, 2019 Powell argued the following: “We decided today to 

lower the target for the federal funds rate by ¼ percentage point to a range of 2 percent to 2¼ 

percent. The outlook for the U.S. economy remains favorable, and this action is designed to 

support that outlook. It is intended to insure against downside risks from weak global growth 

and trade policy uncertainty, to help offset the effects these factors are currently having on the 

economy, and to promote a faster return of inflation to our symmetric 2 percent objective” 

(FOMC/Powell, 2019). The second rate cut followed on September 18, 2019, following a 

similar line of argument: “My colleagues at the Federal Reserve and I are dedicated to serving 

the American people. We do this by steadfastly pursuing the goals Congress has given us: 

maximum employment and stable prices. We are committed to making the best decisions we 

can based on facts and objective analysis. Today we decided to lower interest rates. As I will 

explain shortly, we took this step to help keep the U.S. economy strong in the face of some 

notable developments and to provide insurance against ongoing risks” (FOMC/Powell, 2019). 

The third rate cut followed on October 30, 2019 and, in addition to a similar line of argument, 

coincided with a renewed monetary policy expansion at that time: “Today we decided to lower 

the interest rates for the third time this year. We took this step to help keep the U.S. economy 

strong in the face of global developments and to provide some insurance against ongoing risks. 

As I will explain shortly, the policy adjustments we have made since last year are providing - 

and will continue to provide - meaningful support to the economy. We believe that monetary 

policy is in a good place” (FOMC/Powell, 2019). 

 

As if the three-time rate cuts in 2019 were not enough, an expansion of monetary policy was 

also implemented to stabilize the economic situation. Here, the numbers speak a clear language, 

which is reflected in the colloquial term of “money printing”. Thus, according to press release 

of October 11, 2019 (“Statement Regarding Monetary Policy Implementation”), in which 

further purchases - including treasury bills until the second quarter of 2020 - were announced, 

the Fed balance between August 26, 2019 and December 2, 2019 showed, that more than $ 300 

billion were pumped into the markets. While at the time of the FOMC's balance sheet 

normalization program from October 2017 to August 2019, the balance sheet total fell below $ 

3.8 trillion, the measures just described led to a further increase in total assets of the Fed from 

September to the beginning of December 2019 to the height of $ 4.1 trillion (Board of 

Governors of the Fed, December 08, 2019). This trend is also visible in the previous graph of 

this subsection.  
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Finally, instruments such as the gradual reduction of central bank interest rates, fiscal policy 

instruments such as government guarantee transfers and extended credit facilities were used to 

resist the crisis. 

 

3.3.2 The European Union 

The first parallel to the Fed, which can be also derived graphically below in the figure 19, is a 

direct interest rate cut - as a conventional monetary policy - immediately after the outbreak of 

the Great Recession which has remained at the zero percent level. 

 

As far as the part of the unconventional monetary policy is concerned, significant monetary 

policy measures have only been implemented by the European Central Bank (ECB) from 2015 

onwards. These were closely following the Fed's broad-based QE-measures, with the intention 

of transferring the successes achieved there to the euro area (Illing, 2015: 130). However, these 

extensive measures and programs were preceded by the three famous words “Whatever it takes” 

by the then ECB president Mario Draghi: “Within our mandate, the ECB is ready to do whatever 

it takes to preserve the Euro. And believe me, it will be enough.” These words were expressed 

by him at an investor conference on July 26, 2012 in London with particular significance 

(Draghi, 2012). The Euro was in an unprecedented crisis at the time. Monetary union was on 

the brink, the sovereign debt crisis in Greece put an intense strain on the international 

community and, among other things, led to disagreement between the countries. Draghi‘s words 

have contributed to a calming of the (capital) markets (also shown in figure 35 of subsection 

3.4.5) and to calm down the Euro Crisis. At that time widespread speculation that even Italy in 

great difficulties could arise and the monetary union might disintegrate ebbed more or less 

abruptly. The interest rate gap between Italian and Spanish government bonds and the German 

government bonds, which are considered to be to be fully resilient, declined, and the “markets” 

calmed down. This immediately showed the credibility of the Euro bank and its boss in the 

financial world three simple words without concrete measures, such as interest rate changes, 

were enough to reverse a worrying price development on a market worth billions of Euros. 

Through these words, the central bank quasi returned back as an economic policy actor. This 

was after other major central banks, most notably the American, had already taken the most 

extensive measures, with the result that the American economy was at a significantly more 

advanced stage than the European one in terms of crisis management. A few years later, in 

spring 2015, the ECB started to make extensive monthly purchases of securities - essentially 

government bonds. These measures were accompanied by a reduction in the key interest rate, 
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even in the negative range. This parallel intervention, as many indicators subsequently showed, 

made the economic recovery of the monetary union wider. Economic output rose again in 

almost all member countries (Armbruster, 2017). 

 

Even though the term “quantitative easing” is largely dispensed with in the ECB's 

correspondence, experts nevertheless use this term due to the corresponding measures (Illing, 

2015: 127). The above asset purchases by the ECB looked as follows. It began by expanding 

purchases of bonds from central governments, agencies and European institutions in the 

eurozone in the amount of € 60 billion per month for the period from March 2015 to March 

2016. In an environment where key ECB interest rates have reached their lower limit, asset 

purchases create monetary incentives for the economy. They are further easing monetary and 

financial conditions so that businesses and households can borrow more cheaply. This tends to 

support investment and consumption, which ultimately helps bring inflation rates closer to the 

2% level. This program included the asset-backed securities purchase program and the covered 

bond purchase program (ECB, 2015). 

 

The above program was then revised upwards to € 80 billion a month from April 2016 to March 

2017. The background to this was that this updated package would better support the 

momentum of the euro area economic recovery and better promote the return of inflation to a 

level below but close to 2%. In the fourth quarter of 2016, the Governing Council confirmed 

(with regard to non-standardized monetary policy measures) “that the monthly asset purchases 

of € 80 billion are intended to run until the end of March 2017, or beyond, if necessary, and in 

any case until the Governing Council sees a sustained adjustment in the path of inflation 

consistent with its inflation aim.” The purchases were such that the Eurosystem made purchases 

as part of the “Corporate Sector Purchase Program” (CSPP) on June 8, 2016 and the first 

operation of the ECB’s “Targeted Longer-Term Refinancing Operations” (TLTRO) on June 22, 

2016 (ECB, 2016: 2ff.). 

 

From April 2017, net asset purchases were reduced again to a monthly rate of € 60 billion by 

the end of December 2017. Should further purchases then become necessary, the continuation 

will only take place until the Governing Council determines a sustainable adjustment of the 

inflation path in line with its inflation target. However, this depends on interim prospects. If 

these deteriorate or if the financial conditions do not agree with further progress towards a 

sustainable adjustment of the inflation path, the Governing Council intends to increase the size 
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and / or duration of the program. The net purchases are made along with reinvestments of the 

principal payments from maturing securities purchased under the asset purchase programme 

(ECB, press release December 08, 2016). 

 

In addition to the unchanged low key interest rate, the ECB's press release of October 26, 2017 

also announced updates to the purchase program. It has back then been announced that net asset 

purchases will be halved to monthly volume of € 30 billion until at least the end of September 

2018. It is also pointed out here that the term is always linked to the development of inflation: 

“… if necessary, and in any case until the Governing Council sees a sustained adjustment in the 

path of inflation consistent with its inflation aim. If the outlook becomes less favourable, or if 

financial conditions become inconsistent with further progress towards a sustained adjustment 

in the path of inflation, the Governing Council stands ready to increase the asset purchase 

program in terms of size and/or duration” (ECB, 2017). 

 

The final installment of the QE program took place from October to December 2018 and was 

announced in the press release in terms of “Monetary policy decisions” from October 25, 2018. 

The monthly amount was dropped to € 15 billion and planned to be ended in December 2018 

due to “incoming data confirming the medium-term inflation outlook” (ECB, 2018). 

 

In summary the ECB bought assets (debt securities) from March 2015 until December 2018 in 

sum of € 2.6 trillion which were pumped into the markets. It has inflated its total assets to 40% 

of the gross domestic product of the entire eurozone, in fact more than € 4.4 trillion. 

Accordingly, the balance looks bloated in figure 17 below. A large part of the former purchases 

focused on government bonds from various euro countries, which are based on the capital key, 

i.e. the share of capital that the euro countries hold in the central bank. For this reason, as of 

December 2018, the ECB had bought German government bonds worth more than € 515 billion. 

This marked the largest position in their portfolio. The French government bonds then came to 

the custody account at around € 420 billion, and Italian government bonds were acquired in 

third place for € 360 billion. With regard to the described asset purchases, it can be stated that 

these were set up in order to support economic growth in the euro area and help to bring inflation 

back below, but close to, 2%. To this end, the ECB also wanted to ensure that refinancing costs 

for states and companies are reduced (Cünnen, 2018).  
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Figure 17: Central Bank Assets for Euro Area 

Source: Board of Governors of the Fed (US) on the base of ECB data (2020) 

 

The year 2019 continued to be characterized by the key interest rates on the zero percent line. 

Additionally, after an almost nine-month break in terms of QE-measures, the Governing 

Council decided again on September 12, 2019 to set up a monetary policy program: “Second, 

the Governing Council decided to restart net purchases under its asset purchase programme 

(APP) at a monthly pace of € 20 billion as from 1 November. We expect them to run for as long 

as necessary to reinforce the accommodative impact of our policy rates, and to end shortly 

before we start raising the key ECB interest rates”. A number of measures have been taken to 

stimulate the markets. These include keeping the key rate at 0% and increasing the interest rate 

on the deposit facility slightly to -0.50%. The latter concerns the interest rate that banks have 

to pay for their deposits in the central bank accounts. Other measures were also applied, such 

as the introduction of a two-stage exemption from the negative deposit facility. Draghi's words 

at the end of his tenure and at the decision announcement sounded very confident and sovereign: 

“At the same time, robust employment growth and increasing wages continue to underpin the 

resilience of the euro area economy. With today’s comprehensive package of monetary policy 

decisions, we are providing substantial monetary stimulus to ensure that financial conditions 

remain very favourable and support the euro area expansion, the ongoing build-up of domestic 

price pressures and, thus, the sustained convergence of inflation to our medium-term inflation 

aim” (ECB, 2019). 

 

In addition to the transnational measures at EU level, it should not be forgotten that each 

member state has also drawn up economic stimulus packages for itself within a national 



 

67 
 

framework. An explanation of each EU country would overload the subject matter of the 

investigation, so that the EU heavyweight Germany is initially used in more detail as an 

example. There are three essential economic stimulus packages and a rescue package 

specifically for the banks with which the federal government responded to the international 

financial crisis. The Federal Government defined its claim as follows: “In view of the global 

economic slowdown as a result of the serious crisis on the global financial markets, the Federal 

Government sees it as a priority task to continue to secure growth and employment” (Federal 

Ministry for Economics and Technology Germany, 2008: 12).  

 

The first economic stimulus package was a conglomerate of the “package of measures to reduce 

tax burdens, stabilize social insurance expenditure and invest in families”, which was adopted 

on October 7, 2008, and the “package of measures to secure jobs through strengthening growth” 

on November 5, 2008. It comprised a total volume of funds made available by the public budget 

for the years 2009 and 2010 amounting to € 32 billion (Federal Ministry for Economics and 

Technology Germany, 2008: 12; additionally: press release November 5, 2018). The economic 

stimulus package II - dubbed the “Pact for employment and stability in Germany to secure jobs, 

strengthen the growth forces and modernize the country” - was passed by the German 

government on January 14, 2009 and codified on March 2, 2009. This package also provided 

for numerous measures for the German domestic economy in 2009 and 2010 and had a cost 

volume of € 50 billion for the public budget (Federal Ministry of Finance, 2009). The “Growth 

Acceleration Act” was generally characterized as another stimulus package and passed on 

December 18, 2009. Above all, it included family and tax policy advantages for citizens and 

companies, which were supported under the guiding principle of “lower taxes for growth”. The 

relief volume for citizens and companies was initially € 6.1 billion for 2010 and € 8.5 billion 

per year for the following years (German Federal Government, 2009). In the course of this 

program, the so-called “Citizens Relief Act” also came into force on January 1, 2010, which 

also provided for tax relief (Bohsem, 2010). On October 13, 2008, a rescue package amounting 

to € 500 billion was resolved for the banks (German Federal Government, 2009: 5f.), of which 

€ 400 billion were accounted for the financial market stabilization fund on guarantees and the 

remaining € 100 billion were allocated to direct capital aid (German Federal Government, 

2008). 

 

In a reconciliation of all EU countries, total bank aid up to May 8, 2009, amounted to € 3.7 

trillion, of which Germany alone accounted for over half a trillion. Taking Ireland as an 
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example, € 400 billion was provided. That is more than twice the amount of the GDP at that 

time in 2007 (€ 191 billion). Other bank rescue packages were launched in France with € 360 

billion, the Netherlands with € 220 billion, Sweden with € 150 billion, Spain and Austria with 

€ 100 billion each. In the case of Great Britain, the figure was GBP 571 billion, or the equivalent 

of around € 850 billion (Kamp, 2009: 204f.). In the same period between autumn 2008 and the 

beginning of 2009, government economic stimulus packages were also passed in all major 

countries, practically all over the world. As already described, these totaled almost € 100 billion 

in Germany, followed at EU level by the UK with € 33 billion and France with € 28 billion 

(Kamp, 2009: 245f.). This chapter does not provide a specific presentation of the respective 

components of the latter packages. The aim was rather to provide a reliable impression of the 

situation at the time. 

 

3.4. Economic indicators 

3.4.1 Key interest rates 

3.4.1.1 Look at the history of US-crises (digression) 

The following graphic - as a continuation of subsection 2.4.1 - shows the historical development 

of the Fed’s key interest rate from 1955 to 2019, followed by a description of other crises that 

are taken into account in the graph. 

 

 

Figure 18: Effective federal funds rate (historical, in %) 

Source: Board of Governors of the Fed (2020) 

According to the Board of Governors of the Fed “the federal funds rate is the central interest rate in the U.S. financial market. 

It influences other interest rates such as the prime rate, which is the rate banks charge their customers with higher credit 

ratings. Additionally, the federal funds rate indirectly influences longer- term interest rates such as mortgages, loans, and 

savings, all of which are very important to consumer wealth and confidence.”  
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The following key findings can be filtered out at first glance: 

1. If you look at the time intervals between the officially declared recessions in the graph, we 

were relatively free of recessions until the outbreak of the Corona Crisis (over 12 years). 

We had relatively long “rest”. It seems that an external cause such as the current corona 

virus was only a matter of time before another recession or crisis occurs. 

2. The last recession (accompanied by the Great Recession) shows the longest course, 

measured by the width of the grey-shaded vertical. 

3. Another important finding is that we are currently in the longest period of low interest rates 

in history. A comparable level, like that of the last 12 years, is not visible in the entire chart. 

4. The highest interest rate level from 1980 to 1981 is at first sight attributable to a short-term 

special effect, as this level lasted only slightly longer than one year. 

 

The following comments focus on brief descriptions of the recessions shown above in 

conjunction with the respective interest rate developments. Beginning with the recession in 

1958 - known as the Eisenhower recession from August 1957 to April 1958 -, which was a 

severe global economic downturn and produced a 3.3% drop in GDP. In addition, 

unemployment rose by 6.2%. Monetary policy prior to the recession was tightened or rather 

interests rates were increased by the Fed to confront inflation but prices continued to rise. 

Another problem was global recession combined with a strong US dollar that created a foreign 

trade deficit because of its limited ability to increase trade through exports (Roncal, 2009). As 

can be seen from the graph above, a phase began after 1959 in which the Fed gradually raised 

interest rates. The subsequent recession lasted from April 1960 to February 1961 and resulted 

primarily from shifts in the US industry, particularly in the automotive sector. The Americans 

started to buy cheaper cars that were often manufactured abroad, and the industry also reduced 

its stocks. GDP and product demand fell noticeably. High inflation and the unemployment rate 

also weighed on the economic situation and favored the recession. The economic stimulus 

measures at the time were initiated by John F. Kennedy and provided for increased government 

spending, for example through tax cuts, increased funding for education, increased minimum 

wages and unemployment benefits, and emergency aid for grain farmers. After Kennedy's 

measures took effect, the second longest period of economic growth in American history began 

(Lambert, 2013). 
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The recession from December 1969 to November 1970 was preceded by a period of longer 

upswing, which resulted in increasing inflation. This led the government to pursue a rather 

restrictive monetary policy. In addition, there was increased expenditure in the wake of the 

Vietnam War, which led to a budget deficit, as well as interest rate increases by the Fed, which 

led to a substantial tightening of the money. Both points contributed to a decline in economic 

activity in terms of government spending (Rosenberg, 2018). A much longer period of recession 

followed from November 1973 to March 1975 after the oil prices were quadrupled by the OPEC 

countries as well as embargoing oil exports to the US. This was accompanied by the stock 

market crash from 1973 to 1974 on the Wall Street and, together with further government 

spending for the Vietnam War, led to a longer-lasting recession including stagflation and high 

unemployment (Koba, 2011; Amadeo, 2020).  

 

The next recession period(s) began first with the duration of six months from January to July 

1980 and was closely followed by a short period of growth and then a sustained recession from 

July 1981 until November 1982. A major problem was the persistent unemployment rate, which 

gradually rose to 8% from summer 1980 to autumn 1981 (Auxier, 2010). An external shock to 

the economy was caused in particular by the revolution in Iran, which devastated oil prices and 

led to an energy crisis. Another charging factor was tight monetary policy by a series of sharp 

interest rate hikes of the Fed, which were intended to help curb inflation (Leonhardt, 2009). 

Economists refer to both periods as so-called “double-dip” or “W-shaped” recessions, as they 

followed each other immediately and the intermediate phase was characterized by short growth, 

but among other things, strong interest rate hikes by the Fed plunged the country into the next 

recession. This is why we speak of a double recession (Koba, 2011). 

 

After a relatively long period of stable economic development, July 1990 marked the beginning 

of the next recession, which lasted until March 1991. Compared with previous recessions, 

which took place in the early 1980s and were associated with policies aimed primarily at 

containing inflation from double-digit levels, the causes of the 1990-1991 recession were less 

obvious. Key factors were consumer pessimism, an accumulation of debt still resulting from 

the previous decade, the abrupt rise in oil prices due to the Iraqi invasion of Kuwait, and more 

regulatory banking supervisory authorities causing a credit crunch. In addition, there were 

efforts by the Fed to reduce the inflation rate (Walsh, 1993: 33). 
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The earliest recession before the Great Recession goes back to the bursting of the so-called 

“dotcom” bubble (respective recession was March 2001 until November 2001), as mentioned 

in the study before. 

 

3.4.1.2 Period around the Great Recession 

The chart below shows a comparison of the development of key interest rates in four of the 

world's largest economic powers and currency zones within the period before and after the 

Great Recession. 

 

Eurozone  USA  Japan  Great Britain 
 

Figure 19: Key interest rate development in four of the largest currency zones 

Source: Financial portal “finanzen.net” (2019, based on central banks data) 

 

The figure shows an almost congruent picture between the eurozone, the US and Great Britain. 

An exception is the unvolatile base rate development of the Japanese yen. Prior to the Great 

Recession, the level of the latter was between 4 and almost 6% and then abruptly reduced to 

almost 0% when the crisis broke out. Here you can see the interest curve of the Fed was raising 

irresistable for three years (2016-2018) and then lowered again recently. The other currency 

zones quickly give the impression of a preliminary stage of the so-called “helicopter money”, 

in which central banks first decide to keep interest rates as low as possible. If that is not enough, 

the direct monetary spiral will be even more exhausted. As a brief digression, it should be noted 

that they inject money directly into the economy in order to promote the economic cycle in the 

form of increased consumer spending in the real economy (Zschäpitz, 2019). These 
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considerations can even go as far as a “going direct” or “going dirext”, where the central bank 

finds ways of distributing self-created money directly to public and private hands (for example 

€ 5,000 for each citizen). It finances the economic expansion itself. Such an approach would 

also fuel inflation. When the desired inflation is achieved, the project must be ended (Oswald, 

2019).  

 

The timing of the chart also goes back to the previous recession which is associated with events 

of the internet- or “dotcom”-bubble and former terror attacks in the USA (as explained in 

subsection 3.1.2), which in turn resulted in quick key interest rate cuts as a monetary policy 

measure by the Fed. After the economic situation in the USA began to recover, the key interest 

rate from 2004 was raised gradually from 1% to 5.25% in June 2006 in order to prevent an 

inflationary threat (Bloss et al., 2009: 155f.).  

 

3.4.2 Inflation 

3.4.2.1 Look at the history of US-crises (digression) 

In the period before and after the Great Recession, the volatility of inflation rates was rounded 

to 0 to 4% (as visible), but this is not representative over the past 50 years in the USA, as the 

following graphic shows. 

 

 

Figure 20: Inflation, consumer prices for the US (in %) 

Source: World Bank (2020; frequency: annual) 

 

During a first inspection of the historical development of US inflation rates in the upper graph, 

the period from 1965 to 1982 is particularly important. In various literature titled as “The Great 
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Inflation Period” it became one of the defining phases in the history of US-inflation, on the one 

hand, because four economic recessions were officially gone through during this phase, and on 

the other hand, two energy crises burdened the global economy. While the inflation rate was 

moderate 1% until 1964 and in the medium-term period before, it rose from 1965 to 1970 

initially to over 6%, then from 1972 to 1974 to over 10% and finally the mark neared from 1976 

to 1980 in the direction of 15%. After 1980, it settled to 2.5 to 5%. The causes of the degenerated 

inflation levels mentioned cannot be regarded as isolated phenomena in terms of their origin, 

but also result from monetary policy measures that were made possible by the Fed in the context 

of excessive growth in money supply. Big drivers were, on the one hand, growing fiscal 

imbalances between the late 1960s and early 1970s, when President Johnson's Great Society 

legislation led to increased spending on social programs, even though the US budget was 

already biased by the Vietnam War. Secondly, there were drivers that had an even greater effect 

on inflation formation. We are talking about external shocks, namely the repeated energy crises 

that increased oil costs significantly and slowed growth in the United States. The first crisis was 

an Arab oil embargo that started in October 1973 and lasted about five months. During this 

phase, crude oil prices quadrupled to a level that triggered a second energy crisis until the 

Iranian revolution in 1979. The second crisis tripled oil costs (Bryan, 2013). 

 

3.4.2.2 Period around the Great Recession 

The subsection begins with the inflation chart focused on the Great Recession. 

 

 

Figure 21: Inflation, consumer prices for the US (in %) before and after the Great Recession 

Source: World Bank (2020; frequency: annual) 

According to the World Bank “Inflation as measured by the consumer price index reflects the annual percentage change in 

the cost to the average consumer of acquiring a basket of goods and services that may be fixed or changed at specified 

intervals, such as yearly.” 
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At first sight the graphic shows volatile effects in the context of inflation developments over 

the past 20 years. On closer inspection it only moves in a corridor of rounded 0 to 4% currency 

devaluation or price increases. However, two periods are more striking here. Firstly, the 

enormous drop from 2008 to 2009 and back as well as the decline from 2014 to 2015. The 

highest level of inflation in this chart was shortly before the outbreak of the Great Recession, 

in particular caused by an extremely sharp rise in energy costs (household oil, gasoline prices) 

and by rising food prices (such as prices for grain and baked goods as well as fruit and 

vegetables). The weak dollar was also part of the increase in the consumer price index, as this 

means that imports of goods are based on higher prices. Inflation ended when the signs of the 

Great Recession began and consumers withdrew their purchases and consumer spending. A 

slight drop in prices also affected new vehicles, computers and computer equipment. In this 

context the thesis “recession kills inflation” is appropriate, which researchers in the field of 

economic cycles put forward (Smith, 2008). 

 

With the first end of the crisis and the US economy picking up again soon, inflation quickly 

started to recover. In 2011, the US inflation rate rose to a three-year high. The main drivers 

were price increases for petrol, diesel and heating oil, which rose by up to 20%, while food 

prices rose by almost 5%. The rise in prices in 2011 was also a logical consequence of the 

increase in social security benefits in 2012. That would be the first increase for this group of 

recipients since 2009. The marginal to no inflation after the financial crisis meant that the 

seniors received no cost-of-living increases in 2010 and 2011. In addition, high unemployment 

and a lower recruitment rate meant that the average hourly wage did not grow as expected. 

Despite rising wages, purchasing power dwindled as consumer prices rose almost twice as fast. 

And falling wages are not just a result of this recession (Isidore, 2011).  

 

The further graphic low point concerns the year 2015, in which one was again at the 0% level 

after five years. The reasons lie in particular in the sharp drop in oil prices and the lower energy 

costs, which has accelerated the negative price trend considerably and even pushed the inflation 

rate on the monthly disc down to below 0%. In this context, there were also voices that, based 

on this negative price development, anticipated a shift in the key rate hike promised by the Fed 

(Handelsblatt, 2015).  
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The original target for annual inflation is 2% and is based on the alignment of the Fed 

specification which says that “stable inflation helps the economy operate efficiently” and “that 

an annual increase in inflation of 2 percent is most consistent over the longer run with the Fed's 

mandate for price stability and maximum employment.” Low and stable inflation gives 

households and businesses a certain degree of financial planning certainty regarding borrowing 

and lending, saving and investment decisions, without having to worry that high inflation could 

undermine their purchasing power. If inflation remains too low, the risk of deflation would not 

be unlikely, which would result in falling prices and wages. The inflation rate is measured on 

the basis of the annual change in the price index for personal consumption expenditures, an 

important price measure in relation to consumption spending for goods and services (Board of 

Governors of the Fed, 2020).  

 

The next graphic shows the development of inflation in the EU in a 20-year period. 

 

 

Figure 22: Inflation, consumer prices EU 1999 - 2019 (in %) 

Source: World Bank (2020; frequency: annual) 

 

A closer look at the main components of the HICP based on the explanations provided by the 

Statistical Office of the EU shows that education, alcoholic beverages and tobacco prices rose 

fastest in the EU from 2006 to 2016 (by 49.0% and 48.6% respectively), followed by the price 

of the aggregated index for housing, water and fuels (27.2%). The prices of accommodation 

and restaurant services, food and soft drinks and other goods and services also rose faster than 

the average for the overall HICP. In contrast, the overall price of communications decreased by 

11.3% in 2006-2016, while clothing and footwear (1.4%) and leisure and culture (4.1%) 
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remained virtually unchanged (Eurostat, 2017). Here too, the sharp decline in times of the Great 

Recession can be clearly seen. Oil and food, which became significantly cheaper due to the 

economic crisis, were primarily responsible for the price decline. While rising energy prices 

caused inflation to swell in 2008, the global recession caused demand for oil to fall, resulting 

in a sharp drop in the price of petroleum products like petrol, diesel and heating oil. In terms of 

food, it covered the entire range from dairy products to meat and eggs (Zeit Online, 2009). 

Comparable to the Fed, the maxim applies in the EU that inflation is ideally at a value level of 

2%: “The primary objective of the ECB’s monetary policy is to maintain price stability. The 

ECB aims at inflation rates of below, but close to, 2% over the medium term” (ECB, 2020). 

Since the economic and inflationary recovery in the period after the Great Recession, the annual 

price increase has remained at a very low level and has thus been well below the target for some 

time. In part, this may be due to the drop in raw material and crude oil prices in the period 

mentioned. But price increases also stalled in the other consumer sectors (Diermeier/Goecke, 

2016: 4). 

 

The following graphic compares countries and currency zones: 

 

 

 

Figure 23: Development and comparison of the annual average inflation rates in% (2007-2018) 

Source: European Commission Eurostat (2019; frequency: annual) 

 

This graph shows in particular a very congruent curve between the EU and the USA, while the 

graphic or external outliers are more likely to be found in the two Far East countries. Overall, 

the change in the HICP in the EU in the period 2006-2016 was 18.4% and thus an average of 

1.7% per year. Price changes in the United States were largely comparable, with an overall 
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increase of 18.1% over the same period and a development very similar to that in the EU 

(European Commission Eurostat, 2017).  

 

3.4.3 GDP development 

3.4.3.1 Look at the history of US-crises (digression) 

For visual clarification, here is the historical presentation of GDP development with the special 

outlier in 2009: 

 

 

Figure 24: US GDP 1947-2015 (in $ billions) 

Source: U.S. Bureau of Economic Analysis (2020) 

 

The chart reveals the impressive finding that gross domestic product fell significantly more 

from 2008 to 2009 than in the previous ten recessions after the Second World War. It can be 

seen that GDP has been rising steadily since 1970, with the exception of the sharp slump in 

2009, which outlines a very short phase and then rises steadily and unstoppably.  

 

3.4.3.2 Period around the Great Recession 

The following subsection is devoted to the Great Recession effects on the GDP of the USA and 

the EU in comparison with the World’s course as well as China, Japan and the euro area. 
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Figure 25: Real GDP growth of the four world powers 1980-2018 (in %) 

Source: IMF (2020; Annual percent change) 

 

The graph shows the huge and similar decline in economic output that the United States and 

the EU 2009 had to deal with.  

 

To grasp the subject in more detail, the financial crisis originated in the USA and led to a 

dramatic and uniquely synchronous slump in production and trade worldwide - especially in 

the winter half of 2008-09. The overlap with the European, and especially with the German 

economy, has been particularly afflicted by this due to its high export share and its export 

structure with a focus on capital goods and intermediate goods. The economic connection with 

the US economy has become obvious and has become much closer, and the intensity of 

transmission of shocks has increased significantly compared to previous crises. It is therefore 

not to be dismissed from the hand that slumps in EU-GDP are largely due to the recession forces 

in the USA (Schmitz et al., 2010: 35). While in the USA, Japan, Great Britain and Spain, one 

of the main reasons for the economic decline was the waning desire to buy, other countries such 

as Germany, which is strong in exports, were more likely to experience major problems due to 

slump in production. Incidentally, these were stronger than in the two oil crises 1974-1975 and 

1980-1982 and when the IT bubble bursted. But the USA also had to struggle with declining 

corporate investments, which was also clearly noticeable in the GDP figures (Schmitz et al., 

2010: 9). The fact that GDP did not plummet worse and recovered relatively quickly in the 

following year was primarily due to government intervention or the expansion of government 

spending including expansionary monetary policy of the central banks. In this period the key 

interest rates have been reduced to 0% to 1% for the purpose of more favorable loan expansion. 
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Accompanying exogenous factors such as a comparatively low oil price and the recovering 

willingness to take risks of entrepreneurs and investors rounded off the regeneration phase 

(Schmitz et al., 2010: 15). 

 

To round off this subsection content-related, it can be seen that - with the exception of the 

People's Republic of China - the global impact was similar to the development described above. 

 

3.4.4 Public and private debt developments 

3.4.4.1 Look at the long-term history (digression) 

This subsection deals with a long historical development first of public and then private debt 

ratios, the development of which will as well be examined in the context of the crisis. To begin 

with, the long-term US history up to the outbreak of the Great Recession is illustrated and 

strongly visible in the following graphic. 

 

 

Figure 26: Federal debt held by the public from 1900 until 2019 (in % of GDP) 

Source: Congressional Budget Office of the United States (2020: 1) 

 

And, with regard to the government debt ratio, there is a significant difference to the Great 

Depression which gives a special attribute to the respective crisis. The magnitude of just over 

40% of GDP shows the apparently divergent political trend at the time of the Great Depression 

towards savings-oriented monetary policy while the Great Recession and its history can 

confidently be credited with a special role in relation to private and public (here: >80%) debt 

ratios. The double amount of the aforementioned rate illustrates the origin, already described in 

the course of the investigation, of not having been reluctant to incur more debt due to low (key) 
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interest rates (e.g. Münchau, 2008: 6f.). What stands out immediately is the extreme debt surge 

resulting from the Great Recession also in comparison to the history in the last 50 years which 

raises questions how this extraordinary trend came about. In no other crisis shown in the long-

term graph such sharp increase can be seen historically. A similar historical trend is also visible 

in the five largest EU-economies. 

 

 

Figure 27: General government debt in % of GDP 1966-2018;  

Source: IMF (2020) 

 

Certainly there is also a special outlier in the representation such as for Italy or, recently, with 

a positive trend for Germany. But in the grand scheme of things, the collective rise in the public 

debt ratio is unmistakable. 

 

And the more the view is directed into the past and accessible or reliable sources are considered, 

it shows that the debt ratio was at a significantly lower level than in the recent years. 

Accordingly, the Great Recession and its history can be confidently certified as having a special 

role in relation to private and government debt ratios. This can also be seen in the graph below, 

which covers the period 1900 to 2014 and focuses in particular on the effect from 2007 to 2014. 
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Figure 28: Historical government debt of four World Powers (1900-2014, in % of GDP) 

Source: Göbel (2010), based on IMF, Eurostat, Deutsche Bundesbank/Federal Bank of 

Germany, interim estimates. 

 

As a continuation of figure 11 of subsection 2.4.4 it is obvious, that the Great Recession has 

catapulted the debt ratios to the highest level since the Second World War due to public aid. 

Governments felt the need to incur large debts in order to stabilize consumption and investment 

and to avoid a credit crunch (Göbel, 2010). The graph again shows that the debt ratio after the 

start of the Great Recession is higher than ever in peacetime, despite the reunification of East 

and West Germany, when debt rose from 40 to 60%. A remarkable finding (Plickert, 2013). In 

reconciliation to private debt ratios, they follow a similar course as the figure below speaks a 

clear language. 

 

 

Figure 29: Private sector debt in international comparison 1950-2018 (in % of GDP) 

Source: IMF (2020) 
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Compared to subsection 2.4.4 and based on the results of the graphic, it made sense to take a 

look at the past, in which financial instruments such as those in the Great Recession and the 

increasing influences of the real estate industry played a subordinate role. Accordingly, the 

development of private debt ratios after 1950 follows a pattern similar to that of public debt 

ratios with extremely rising courses. 

 

3.4.4.2 Period around the Great Recession 

This subsection focuses on the development of debt ratios during the Great Recession and 

provides detailed insights into the respective developments. Starting with the US public debt 

ratio there is an obvious curve visible. 

 

 

Figure 30: Federal debt: total public debt as percent of GDP 2000-2019 

Source: U.S. Office of Management and Budget; Federal Reserve Bank of St. Louis (2020) 

 

The huge rise in debt ratios is an immediate consequence of a particularly serious slump in the 

global economy after the Great Recession. It should be emphasized that this was initially 

triggered by over-indebtedness in the private sector and then resulted in a sustained slump in 

private demand. A failure which could only be partially replaced by the creation of additional 

government demand (Illing, 2014: 18). 

 

As of March 2020, the two largest foreign creditors of the USA by far were Japan and China. 

They alone held $ 1,272 billion and $ 1,082 billion in US Treasury Securitites, respectively, 

representing nearly remarkable 10% of the US total debt ($ 23,687 billion), of which almost 

30% are held by foreign investors. Great Britain ($ 395 billion), Ireland ($ 272 billion) and 



 

83 
 

Brazil ($ 264 billion) follow by far (U.S. Department of the Treasury, 2020). The rest of the 

mountain of debt is roughly categorized into the following creditors: on the one hand the 

Intragovernmental Holdings related to the U.S. government of rounded $ 6,000 billion (such as 

the Social Security Trust Fund and Federal Disability Insurance Trust Fund in the amount of 

almost $ 3,000 billion, Office of Personnel Management Retirement rounded up to $ 1,000 

billion, Military Retirement Fund rounded up to $ 1,000 billion and all other funds together e.g. 

Medicare also $ 1,000 billion). On the other hand the Public Debt, which consists of 

approximately 80% of the National Debt (meanwhile over $ 20,000 billion). As already 

described above, around a third of this is accounted for by foreign governments and the rest in 

particular by U.S. Banks and investors. Of the remaining two thirds, the Fed holds the bear 

portion (approximately $ 8,000 billion). The rest is split into investors and mutual funds 

(totaling over $ 5,000 billion) and other funds worth $ 2,000 billion, e.g. pension funds 

(Amadeo/Anderson, 2020). 

 

The graphic illustration and development of private debt ratios is extensively outlined in the 

figure 32 and takes into account both the global trend and the development of the world powers. 

Since the reduction of the debt surplus of households and companies goes hand in hand with a 

persistent dampening of growth, the debt ratio of the government rose in the course of the 

financial crisis. It is evident that in this context traditional monetary policy has reached its limits 

as a stabilization instrument in the former Great Recession and that active fiscal policy had to 

be used more to prevent a fatal downward spiral. It was one of the main points why a massive 

slump like the Great Depression of the 1930s could be prevented in many emerging countries 

and in most industrialized countries, including all advantages and disadvantages. In order to 

justify this multi-dimensional point of view, it must be noted in line with Illing that the sharpest 

worldwide rise in government debt ratios since the Second World War is a reflection of the high 

costs of the financial crisis. Contributing factors include both direct costs, such as the support 

of the financial sector through bank bailouts, and indirect costs, such as high losses of tax 

revenues resulting from the collapse of economic activity (Illing, 2014: 18ff.). This is not only 

obvious in the previous graphic about the USA, but also due to the public debt ratios in the EU, 

which show a synonymous behavior pattern like the previous US-figure: 
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Greece   Italy   Portugal   France   Spain   United Kingdom   European Union   Germany 

Figure 31: Government debt in % of GDP, member states of the EU 1995-2019 

Source: European Commission Eurostat (2020; government-finance-statistics) 

 

In all of the countries shown, it is striking that the state economic stimulus measures 

accompanied by the EU and ECB have only given the level of debt its lively expansion and 

have become the hallmark of recent crisis management. By the way, four of the five largest EU 

countries are above the EU average in terms of their debt ratio (Italy, United Kingdom, France, 

Spain). Only Germany was just below 60% (59.8%) by December 31, 2019. The top 3 debtors 

include Greece, Italy and Portugal. In the EU, the creditor structure differs considerably 

between the member countries, which the European statistics agency Eurostat refers to as 

sectoral transaction partners. It diversifies according to three categories, firstly foreign 

creditors, secondly domestic financial companies (including banks, insurance companies, funds 

and pension funds) and thirdly all domestic companies outside the financial sector. It draws a 

concise preliminary conclusion: “In half of the Member States, non-residents hold the largest 

share of government debt”. Moreover, the long-term maturities of the debt relationships 

predominate. A balanced creditor ratio can be seen in Germany, for example, which is in the 

middle of the EU average. This is because 47.7% of German government debt is held by foreign 

or non-resident creditors, 50.4% by financial resident corporations and 1.9% by domestic non-

financial sectors. Bonds are thereby the main financing instrument (>80%) in almost all 

Member States (European Commission Eurostat press release, 2019). What elementary insights 

can also be seen from the previous graphic is the high level of debt that has remained after the 
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Great Recession. The late consequences of this development from the financial crisis 

culminated in the so-called “Euro Crisis”, which since 2009 has combined aspects of a 

sovereign debt crisis, banking crisis and financial crisis. Individual EU countries such as 

Greece, Portugal, Italy, Spain and Ireland became problematic children of the EU because their 

increased borrowing led to a sovereign debt crisis and at the same time to a stress test for the 

EU after rating agencies devalued their government bonds enormously. Their national fiscal 

policy reached its limits and was dependent on the help of the community, which led to a rescue 

package in the form of billions in loans and austerity measures for Greece (Kalb, 2012: 3ff.). 

 

To round off this subsection, it is worthwhile to take a look at the development of private sector 

debt in the recent past of the Great Recession. For, as already indicated, it shows similar trends. 

 

 

World      China      Germany      Spain      France      Italy       Japan      USA    Euro area 

Figure 32: Private debt in % of GDP (global view 1995-2017) 

Source: Federal Ministry of Finance Germany (2017: 19; based on IMF-data) 

The IMF definition takes into account the “total stock of loans and debt securities issued by households and non financial 

corporations as a share of GDP”. 

 

The fact that the Great Recession also has a visible effect on the private debt ratio has already 

been indicated in this chapter. This preliminary assessment gets sufficient breeding ground with 

the present graphic and shows with the exception of Japan - who contested the path of debt 
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restructuring - that in the run-up to the financial crisis all curves (mostly strong) move upwards. 

An analysis of the course of the first decade of the new century shows an almost explosive 

development in private debt. Two factors of origin are to be used in particular. Firstly, the result 

of the Fed's gradual cut in key interest rates in response to the terrorist attacks of September 

2001, in order to support the weakening economy and prevent a long-lasting slide in prices on 

the US stock exchange (Jahnke, 2008: 5). And secondly as a result of falling real interest rates 

after the introduction of the euro. For example, in Spain - chosen here as the graphic leader - 

there was a huge credit-financed real estate boom, as well as in Italy, France, the Netherlands 

and some smaller countries. After the decline in property prices, which began largely in 2007, 

large parts of the population and the corporate sector of the eurozone got financially under water 

- their debts were greater than the lower market value of their houses and apartments. Thrift 

was therefore the order of the day for those affected. Such reactions then meant a 

counterproductive process chain for the economy as a whole, as this significantly weakened the 

demand for goods and services. This was tantamount to a blow to the economy, which in turn 

led to a steep rise in unemployment and falling inflation rates, which was exactly the opposite 

of what debtors could use. Debt cannot be eliminated simply if the world just wants to save. 

The effect on the government side and its indebtedness was only a matter of time after various 

bailouts for banks and systemically important other companies were launched and public debt 

increased far beyond what actually happened when the monetary union was founded. The 

aggregate government debt of the eurozone is well above what should be the maximum limit 

of 60%. Economical business is already in order from the contract side, which, however, seeks 

an adequate balance so that there are no lasting recessive impulses on the economy (Wermuth, 

2015). A challenge that has a long-term character. 

 

3.4.5 Stock markets and real estate developments 

This subsection starts with an excellent comparison overview of major EU countries as well as 

the world powers USA and China with regard to their developments in GDP, the stock markets 

and property prices. Since the topic “GDP” was already dealt with in one of the previous 

subsections, the focus is on the last two. The timeline is limited to the horizon between 1999 

and 2015 and is therefore to be assigned to the Great Recession in this subsection. 
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Nominal GDP  Share prices Real estate prices 
 

Figure 33: Share and property price development of selected countries 

Source: Federal Ministry of Finance Germany (2017: 24; based on data of Worldbank, OECD) 

 

The collective view of the individual curves shows what has already become a topic in the 

previous sections. The United States experienced a real housing bubble between 1999 and 2007 

which came to an abrupt end with the Great Recession. A comparable development largely 

failed to materialize in the rest of the world, including the euro area (with the exception of 

Spain). Again, almost all curves show especially in 2008 the slump on the stock markets even 

if the intensity is not the same everywhere. Why this development was mainly observed in the 

USA? In addition to the successive cuts in key interest rates already described, three other 

factors played a role in favor of the rise in property prices: first, psychological reasons due to 

the widespread belief that due to limited resources on land there is no better investment than 

this and that an increase in real estate prices can be expected. Second, political causes are 

highlighted when at the turn of the millennium the Clinton administration saw itself forced to 

tackle inequality in the United States and to give every American the right to own his or her 
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home. Clinton's then housing minister Andrew Cuomo reacted to this and instructed the two 

state-sponsored mortgage banks Fannie Mae and Freddie Mac to loosen their lending standards 

and thereby facilitate home loans. The boom was therefore wanted by the state, especially by 

credit customers with poor credit ratings (“Ninja: No income, no job, no assets”). And the third 

point is about the buzzword ‘securitization’ at that time which had to do only with the banks, 

cemented the belief in the power of new financial instruments and infected the entire financial 

industry. Because the securitization of home loans in the form of securities became known 

under the name ‘Mortgage backed securities’ and was manufactured on a large scale by large 

investment banks such as Lehman Brothers. They bought mortgage loans from other banks, 

bundled them in a package and sold them back to other investors as a security secured by 

mortgages (ultimately by houses). This type of financial transaction seemed to be every banker's 

dream come true. They seemed like the perfect way to eliminate business risks once and for all. 

The end result is known (Kremer, 2017). 

 

Under the conditions of a globally operating banking industry the described risks from the 

subprime lending business had an impact worldwide, not only on the real estate markets but 

increasingly on the stock markets. Because in a world of open financial markets banks could 

now buy these securitizations from anywhere. So the risk was spread all over the world. A 

supposedly ideal situation in which the consequences of the collapse on the American real estate 

market not only affected it itself but also the global capital markets (Kremer, 2017). It is 

advisable to take a close look at the then S&P 500: 

 

 

Figure 34: S&P 500 10 years before and after the Great Recession 

Source: Financial portal “finanzen.net” (2020) 
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The curve begins in a phase of rising share prices favored by the dotcom bubble at the time 

which flattens off again after 2000. After that period the rising trend to the Great Recession in 

early 2008 followed by another with only a few or very short drops until 2018. The first slump 

can be observed in December 2018 after the Fed raised its key interest rate from 2.25% to 2.5% 

on December 19, and announced two more in 2019 as well as quantitative tightening. Another 

look at Europe is worthwhile. 

 

 

Figure 35: EURO STOXX development 10 years before and after the Great Recession 

Source: Financial portal “finanzen.net” (2020) 

 

At first glance, the optical curve of the leading European index Eurostoxx 50 (50 largest listed 

companies from the euro area) actually looks different from that of the S&P 500, but has a 

closer look at similar outliers and a predominantly increasing path since the Great Recession. 

The all-time high of over 5.400 points in March 2000 is followed by the already mentioned 

bursting of the dotcom speculation bubble in the technology sector, a low of around 1.850 points 

in March 2003. After a catch-up marathon between March 2003 and July 2007, a further burst 

of a speculative bubble - related to the US real estate crisis and Great Recession - caused the 

index to plunge again to 1.800 points. The turning point was not initiated until the Great 

Recession slowly subsided and the recovery, and the index rose again inexorably until the 1st 

quarter of 2011 before the Euro Crisis caused the price to plummet again. Special circumstances 

and force majeure were required to get the course back on track. In particular through the three 

famous words “whatever it takes” by former ECB chief Mario Draghi in advance of the 
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announcement of new ECB bond purchase programs to an unspecified extent (Draghi, 2012), 

but also by the Fed, the leading European index strengthened again. It was three words that 

stabilized the financial markets and ensured that the Euro Crisis calmed down. The successive 

increase until 2020 was only disturbed by short-term faults in the meantime, although one can 

certainly attribute great weight to these globally. These include the Ukraine crisis starting in 

2014 (Thompson, 2017), Argentina's sovereign debt crisis from the second half of 2014 (Fink, 

2014), the culmination of Greece's sovereign debt crisis from June 2015 (Tooze, 2018), 

disappointing economic data in the USA in October 2015 (Wearden, 2015), bad economic data 

in China (Tooze, 2018) and oil price decline (fear for the world economy) in January 2016 

(ECB, 2016: 5ff.) and followed by the Fed announcement of key rate hikes and QT in December 

2018 (as described earlier in this chapter). 

 

If you look at the development of the stock index of the EU‘s heavyweight, the German DAX, 

this path is based much more on that of the S&P 500. 

 

 

Figure 36: DAX development 10 years before and after the Great Recession 

Source: Financial portal “finanzen.net” (2020) 

 

All in all, this trend was increasing and could not be stopped by various short-term drops 

between 2015 and 2017 as described before. The period between December 2016 and February 

2018 was marked by renewed announcements from the ECB to flood the financial markets even 

longer with cheap money (QE). According to reports bond purchases had to be continued at 

least until the end of 2017 and have given stock markets a boost (ECB, press release December 
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8, 2016). Almost overcompensated during this period and context are the political risks that 

have arisen from the verbal skirmishes between a via twitter ruling US President Trump and 

megalomaniac dictator Kim Jong-un in North Korea. After all, we are talking about missile 

tests and a threatened nuclear war which were the topic of various overtures of both (Volkert, 

2018). 

 

After a short-term downward trend in March 2018 due to the consequences of the worsening of 

the trade dispute between the USA and China (Hecking, 2019) the leading index rose again in 

line with the Fed's monetary policy decisions. The Fed cut rates three times in a row to boost 

the slowing economy. As of 2019, it was between 1.5 and 1.75% (Powell Press Conference 

October 30, 2019/FOMC). In addition to the key interest rate strategy, the visible rise in the 

major indices is due to renewed monetary expansion. Between August 26, 2019 and December 

2, 2019 alone, more than $ 300 billion was pumped into the markets (Board of Governors of 

the Fed, 2019). This is also reflected in the following chart of the MSCI World, which shows 

the development of more than 1,600 stocks from 23 industrialized countries. 

 

 

Figure 37: MSCI WORLD development 10 years before and after the Great Recession 

Source: Financial portal “finanzen.net” (2020) 

 

The big difference between the course in the graphics above and the course from the Great 

Depression is becoming clearer than ever. While it took about five years after the Great 

Recession to reach a comparable pre-crisis level of the S&P 500, the pre-crisis level after the 

Great Depression was far from being reached even after 10 years. 
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3.5. First crisis results including economic theories 

This interim conclusion deals with the summary of the character traits of the Great Recession 

combined with the assignment to economic theories. As an introduction, it should be noted that 

the public crisis discussion was often critical of the supervision of the financial markets at the 

time. The dialogue had developed more “in the direction of stronger regulation of the financial 

markets” and thus the maturing process of the financial market architecture. Here the hope was 

to find traces that could assist in future prevention. This question cannot be answered with either 

a „yes“ or „no“, because there are no limits to the theoretical frame of reference. Plumpe 

corroborates such a crisis extrapolation with the margin “that there are in fact no actual crisis 

theories, but all the more ideas of imbalance, be they necessary or avoidable. The impression is 

gained, in particular, that for numerous economists of monetarist or Keynesian origin, crises 

are avoidable phenomena” (Plumpe, 2011: 25f.). In this context, Piketty cites the tendency to 

increase social inequality in capitalist societies (Piketty, 2014: 13f.), which are associated with 

vulnerability to crises (Galbraith, 2009: 13). 

 

From the above perspectives, numerous threads of discussion arose questioning the economic 

theories that form the substructure of the modern financial system. Above all, the “efficiency 

market hypothesis” of the Chicago finance professor and Nobel Prize Winner in economics, 

Eugene Fama, whose theory was able to interpret at least parts of the crisis‘ outbreak. It has 

been considered as one of the most influential theories in the field of capital market theories 

since 1970 and pursues, among other things, his thesis that “the price or rate of a share at the 

moment of its determination contains everything that was predictable at that time.” This is his 

definition of “efficiency” of free markets (Fama, 2009). As a supporter of free markets, he 

decidedly investigated how prices work in the markets and came to the conclusion that the Great 

Recession was not triggered by the curious stock market developments. Rather, according to 

his interpretation, it was the surplus of credit in the USA that made the markets develop 

inefficiently. With the recession at the time, the American homeowners went bankrupt and that 

was not the fault of the markets, but that of the politicians.  

 

It was only through laws and semi-state banks that politicians specifically ensured that even 

economically weak citizens were given a loan to buy real estate. He considers such 

interventions as well as the rescue of banks and real estate financiers to be very questionable 

and prefers the market to weed out weak participants. Likewise he considers bubbles at the 

(financial) markets a myth, which are quasi neither predictable nor existent for him. They rather 
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reflect the usual exaggerations that can occur (Fama, 2014). He is also critical of the fact that 

when people pin bubbles on the markets to explain a stock market crash (Fama, 2013): “Bubbles 

mean that prices go up and that you can predict when they will go down again. But people have 

tried to predict when prices will go down again. And there is no evidence that they can.” So the 

core of his thesis is that price movements in the stock market are inexplicable and unpredictable. 

After all, current stock market prices and prices include all available information, even that 

which few investors have. The guiding principle behind it is as follows: as soon as investors 

have certain information, they can react and act accordingly. Those who know that prices are 

too low buy and thus contribute to price increases. If, however, on the basis of this mechanism 

all available information is already included in the prices, then no one can have any information 

about how prices will develop in the future. The development of the prices is thus dependent 

on the basis of the next information, which at this point in time is not yet available to anyone. 

This also makes the stock exchange prices unpredictable. How it continues, works completely 

coincidentally (Fama/Bernau, 2014). 

 

In addition to the efficiency of the markets, Fama's position was outweighed by skepticism 

about state intervention in the economy, where he would have preferred to let the companies 

concerned go bankrupt in order to clean up the market (Fama, 2009). In view of the new 

economy bubble and the Great Recession at the time, however, this view was met with initial 

reservations. After all, hardly anyone found the world of banks and stock exchanges to be 

efficient (Bernau, 2014). Instead, with the roll-out of comprehensive economic stimulus 

packages to contain the financial crisis, the schools of thought of John Maynard Keynes and 

Hyman Minsky regained relevance, even if Fama was rather critical of these interventions 

(institutional money/Fama, 2009). None other than Paul Krugman spoke in the New York 

Times on November 29, 2008 of the “Keynesian moment” in global economic policy, heralding 

an elementary reorientation within economic thinking. Here, the call for government measures 

became ever louder: “If you were going to turn to only one economist to understand the 

problems facing the economy, there is little doubt that the economist would be John Maynard 

Keynes. Although Keynes died more than a half-century ago, his diagnosis of recessions and 

depressions remains the foundation of modern macroeconomics. His insights go a long way 

toward explaining the challenges we now confront” (Krugman, 2008). 

 

The neoliberal ideology, which was represented by important economists like Milton Friedman 

or politicians like Margaret Thatcher and which dominated economic activity from the 1980s 
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onwards, was about to be replaced by the state rescue measures during the Great Recession. In 

essence, before the crisis broke out, the market was left to its self-regulatory powers and was 

subject to the assumption that it could best develop its productive powers if it acted free of state 

interference. Based on these theoretical economic considerations and based on the requirement 

for more efficiency, the privatization of state-owned companies from the postal, rail and 

telecommunications sectors began in practice since the 1990s. The historian Philipp Ther 

concretizes these traits in contrast to state-oriented theoretical structures: “The reduced state 

should no longer strengthen demand as in Keynesianism, instead independent central banks and 

monetary policy should indirectly direct the economy. Other fixed points were the external and 

internal liberalization and the deregulation of the national and international financial markets” 

(Ther, 2017: 125f.). This economic theoretical conviction provided the template for lobbying 

efforts by global financial actors, most notably Alan Greenspan, who agreed with the rampant 

activity in the financial markets. This gave rise to complex and in some cases opaque financial 

products which, due to their explosive mix, ultimately played a part in the outbreak of the crisis 

(cf. subsection 3.1.2). 

 

In relation to the crisis outbreak discussed, the theories of the renowned economist Hyman P. 

Minsky on the financial markets also received a revival. His theories in the form of the so-called 

“Minsky moment” remained unnoticed for a long time and gained their greatest reputation after 

the death of their creator. As a post-Keynesian, he did not believe in the self-healing powers of 

the market as propagated by the liberals, but rather in the indispensability of state intervention 

in crisis situations when markets previously tended towards instability or imbalance 

(Braunberger, 2007). In essence, Minsky's theory states that long periods of stability tend to 

provoke wild swings in the financial markets when market participants such as banks, 

companies or consumers wake up from their lethargy and are willing to take on more risks in 

terms of financing in order to make more profit. This development is also accompanied by 

intensive competition between banks, which in such a phase give free rein to their creativity 

with regard to new financial products. In the following, the crisis theory contains three cycles 

with which the behavior of investors can be characterized. In the first cycle, investors initially 

engage in conservative financing (“hedge”), in which most of the economic units - households, 

investors and firms - are able to finance all their payment obligations with their cash flows. If 

this approach proves stable, this leads to the second cycle of “speculative”. In this cycle the 

borrower can only pay (increased) interests. If the economy continues to develop, the last 

stadium in the cycle is the “Ponzi” scheme. Borrower can not even make the interest payments, 
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must borrow again to pay them. The economy becomes more and more unstable and crisis-

prone until a financial crisis actually occurs. In summary, it can be said that for Minsky the 

capitalist system is not stable enough and stability leads to instability. In such extraordinary 

phases of imbalance, there was only one solution for Minsky. The state had to step in (Minsky, 

2008: 220ff.). 

 

When considering the above contradicting theory strands (neoliberalism vs. Keynesianism) in 

the overall context, it becomes clear that positions that prefer a combination of the two do exist. 

If, after the financial crisis, additional government spending (including promotion of private 

demand, facilitation of credit and direct government investment) led to an increase in demand-

oriented economic policy, this temporarily weakened the supply-oriented logic (orientation 

toward the production of companies). Here Christoph Schmidt, one of Germany's Wise men in 

the Economy, has a clear opinion: “A good macroeconomist can never be only supply-oriented 

or only demand-oriented. I wouldn't want to do without either of them - neither Keynes nor 

Friedman (Schmidt, 2009)”. 

 

Finally, the chapter was able to show which economic theories were called upon in the context 

of the Great Recession and a clear reorientation could be seen. Of course, this does not mean 

that the Keynesian concept should be permanently applied, but rather that it must make a 

reasonable leap when periods of crisis come to an end. 
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4. CORONA CRISIS 

The third main chapter contains a comprehensive description of the Corona Crisis, which is far 

from over but the knowledge gained through the crisis events was mandatory for the 

investigation. Also the chapter consists of the crisis’ background and consequences, followed 

by the applied crisis management and effects on the economic indicators, which are also closely 

related to the economic theories. 

 

4.1. Background and causes 

The origins of the Corona Crisis and the associated pandemic go back to November 2019 and 

locally to Wuhan, the capital of the central Chinese province of Hubei. Even if scientists 

disagree as to how a virus with the initial name “2019nCoV” and since February 2020 with the 

name “SARS-CoV-2” was transmitted to humans, at least reliable suspicions exist. The obvious 

chain of infection begins with bats via the detour of other animals to humans, which ultimately 

causes Severe Acute Respiratory Syndrome (“SARS”) and is listed as the official virus disease 

COVID-19 (“Corona Virus Disease 2019”). The main focus of this influenza-like illness is the 

attack on the lungs and respiratory tract, which can even be fatal, especially pre-treated and 

elderly people. As a source of virus transmission to the population, the media increasingly 

report on the fish market in Wuhan, where a variety of exotic animals are offered for 

consumption and where humans and animals meet in a very confined space. There is also 

speculation about an accident in a Wuhan research laboratory through which the virus could be 

transmitted to humans. The actual origin, however, remains unclear (Fuest, 2020: 17f.). 

 

The topic gained more momentum from December 20, 2019, after virologists and doctors 

increasingly reported on patients who are treated with pneumonia in intensive care units. 

Laboratory tests on December 27, 2019 showed that a virus from the group of coronaviruses 

caused the disease. Although the health effects on the individual are not as dangerous as with 

the SARS virus of 2003, which caused the death of about 10% of infected persons, the disease 

is still not as severe as it was in 2003. However, the “SARS-CoV2” virus is highly contagious 

and therefore easier to transmit. As early as December 31, 2019, the World Health Organization 

(WHO) received extensive information from the Wuhan City Health Department about the 

outbreak of a previously unfamiliar lung disease, which was spreading rapidly as the 

coronavirus at the time. The sharp rise in January 2020 forced the Chinese government to take 

quarantine measures on January 23, 2020, which first largely sealed off the city and then 

expanded to most of Hubei province. Despite numerous travel restrictions imposed on China, 
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the infection rate was rapidly shifting to other countries, initially increasingly to South Korea, 

Japan, Thailand and other countries in East Asia (Fuest, 2020: 18f.). 

 

The events became more dramatic when the virus was first registered across continents. In 

Europe, Italy is the first country to be affected, due to a close economic exchange between the 

north of the country and China. Mutual visits by business delegations and business relations are 

commonplace and offered enough potential to import the virus. Reports of the first virus 

infections lead to the country suspending all flights to and from China. After the country has 

been hit by numerous infections in the meantime and the virus breaks out simultaneously on an 

Italian cruise ship with 6,000 passengers, Italy imposes a state of emergency on January 31, 

2020. Germany, too, feels affected by the treacherous virus at an early stage through business 

relations, after Chinese representatives visited a company in the automotive supply industry 

near Munich. In February 2020, the epidemic came ever closer to its peak, before China 

reported 80,000 infected persons on March 1, 2020, of which 2,870 were fatally affected. 

Severe travel restrictions and curfews are also being used as opportune measures to limit the 

spread of the virus. Meanwhile, the spread of the disease continued in Europe. While Italy 

continues to lead the way, France, Spain and Germany are also experiencing increasing 

numbers of infections shortly thereafter (Fuest, 2020: 19f.). And the USA should also become 

a hardship case in terms of infection rates in a relatively short time. At the beginning, however, 

the government did not give the impression that the pandemic was taken with the necessary 

seriousness. Although Donald Trump imposed 15-day initial restrictions from mid-March 2020, 

he intended to withdraw them again soon in view of the damaging effects on the domestic 

economy. These considerations led to a certain astonishment when in the same period of time 

the number of cases in the USA was already in a very advanced stage and initiated scon at that 

time a first discussion of principles. It was a matter of weighing up in principle the protection 

of the health of each individual and the protection of society from another severe recession, on 

which no uniform opinion could be formed to this day (Münchrath/Rickens, 2020). 

 

4.2. Economic consequences 

When looking at the economic impact, it was initially noticeable that companies and the 

financial markets reacted relatively slowly to the pandemic. Although the spread of the virus 

was still considered a risk factor by market players up to and including February 2020, it was 

initially not perceived as a potential crisis. The background is the association with the SARS 

virus of 2003, which was then spread only on Chinese soil. Important stock markets were still 
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speaking a clear language in mid-February 2020 (Fuest, 2020: 20). The Dow Jones 30 Industrial 

reached its all-time high of 29,551 points on February 12, 2020 (Dow Jones Industrial Average, 

2020), although on the same day the USA recorded 14 confirmed corona cases (Fuest, 2020: 

20). Just one week later on February 19, 2020, the Euro Stoxx rose to 3,866 points, the highest 

level since the Great Recession in 2008 (Euro Stoxx 50, finanzen.net, 2020), while the German 

DAX climbed to an all-time high of 13,789 points (DAX 30, finanzen.net, 2020). Immediately 

afterwards, however, the picture crumbles as nervousness on the stock markets gradually 

increases towards the end of the same week. On the one hand, there were signs of a slump in 

the Chinese economy in the 1st quarter of 2020, with January and February already registering 

an 11% year-on-year decline in foreign trade and industrial production of 13.5% (Beer, 2020). 

On the other hand, an increasing number of countries are reporting a rise in the number of cases 

of infection, which raises concerns about the spread of the virus (Fuest, 2020: 20f.). 

 

At the G20 summit in Riyadh, Saudi Arabia, OECD Secretary General José Ángel Gurría 

pointed out the threat of the virus from China, where appropriate containment and policy 

measures must be implemented to protect the global economy. But this announcement came 

too late, as the virus has already arrived in many countries around the world and the global 

pandemic became reality. Monday, February 24, marks the day when this insight also spilled 

over into the global financial markets (Fuest, 2020: 21). The Japanese Nikkei Index fell by 3% 

on this day (Nikkei Stock Average, 2020), while the Euro Stoxx 50 even lost 4% (Euro Stoxx 

50, Finanzen.net, 2020). The Dow Jones recorded a loss of 3% at that time and, among other 

important stock markets, started a rapid decline thereafter, which ended at 25,409 points by the 

end of the week. On March 12, the decline reached 21,200 points and on March 23, it bottomed 

out at 18,592 points, which ultimately equated to a loss of 36% within a few weeks (Dow Jones 

Industrial Average, 2020). The Euro Stoxx 50 suffered a similar low of 37% on March 18, 2020 

(Euro Stoxx 50, finanzen.net, 2020), the DAX even suffered a loss of 38% until its low in March 

2020 (DAX 30, finanzen.net, 2020). It quickly becomes apparent that the dramatic decline in 

the financial markets is accompanied by the increased spread of the virus. More and more 

countries are being forced to take measures to slow down the spread of the virus. This includes 

the painful option of shutting down parts of the economy. At this point it becomes clear that the 

world is not only facing a frightening pandemic, but also a severe economic crisis (Fuest, 2020: 

21f.). 
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The picture reflected on the financial markets also confirms the impression made by companies. 

As early as March 2020, surveyed companies reported that their situation had deteriorated 

considerably over a very short period of time (Fuest, 2020: 22). More frightening, however, are 

the bare figures relating to the issue of unemployment. For example, the unemployment rate in 

the USA outside of agricultural employment skyrocketed between March 2020 from below 4% 

to almost 15% in April 2020 (U.S. Department of Labor, 2020). The number of initial claims 

for unemployment insurance formally exploded from under one million in January and 

February 2020 to over 10 million in March and even over 20 million in April 2020 (U.S. 

Department of Labor, 2020). In comparison, the wave of layoffs in the Great Recession, which 

saw eight million initial claims for unemployment insurance at peak times in the first quarter 

of 2009, looks harmless. In Europe, a divergent labor market development can be observed. 

Many countries are using the instrument of short-time work, which enables companies to retain 

their employees during the crisis even if the company has to close down. Nevertheless, the 

slump in Europe can also be classified as massive (Fuest, 2020:43f.). The figures for the EU 

heavyweight Germany will be used as an example here. While there were no significant 

numbers of applications in January and February 2020 (approx. 0.1 million), the number of 

applications rose to 2.6 million in March 2020 and to a considerable 7.5 million in April 2020. 

These figures are not comparable to the number of applications during the Great Recession, 

which peaked in February 2009 at one-tenth of that figure, or 0.7 million (Federal Employment 

Agency Germany, 2020).  

 

To round off this section, it is necessary to look at the sectors primarily affected by the Corona 

Crisis. It should also be noted that the extent of an economic crisis often depends on how deep 

the slump in economic growth is or how many workers lose their jobs. Behind this, however, 

there can be quite different developments. Because from all crises emerge those who are more 

or less severely affected. In addition to these losers, there are also a few winners who make it 

through the crisis with success. This can apply to countries, regions, industries or groups within 

the population of a country. While the Great Recession primarily resulted in the banks being 

the losers of the financial crisis, in the Corona Crisis the hospitality and travel industry are the 

most severely damaged. In addition, traditional industrial sectors such as mechanical 

engineering, chemicals or cultural institutions also suffer. Incidentally, more highly qualified 

employees whose work can be performed from the home office are less affected by the crisis 

(Fuest, 2020: 45f.). 
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In order not to go beyond the scope of this study, the following section outlines only the direct 

effects of the Corona Crisis on the aviation industry, even though other sectors such as the 

entertainment industry, hospitality, travel companies, retail sector and other industries also 

suffered from severe cutbacks. Immediately after the outbreak of the crisis, there were already 

numerous large airlines that were on high alert due to restrictions on travel and air traffic, some 

of which called for state aid and were also dependent on fee reductions by airport operators. 

These primarily included the three aviation alliances Star Alliance, Skyteam and Oneworld, to 

which 60% of all airlines worldwide belong. The German airline Lufthansa, for example, 

applied for government aid, and in a first step massively reduced its flight schedule from 

originally 26,000 flights per week for a period of several weeks, leaving only every tenth 

planned long-haul flight and every fifth short- and medium-haul connection. Other companies, 

such as its subsidiary Austrian Airlines, have temporarily suspended their flight operations 

completely. Europe's largest low-cost carrier, Ryanair, cut back its flight program by up to 80% 

by May 2020, but said it wanted to use cash reserves to survive this difficult time. The vacation 

airline Condor was forced to cancel numerous flights to frequented vacation destinations, as 

German citizens were no longer allowed to enter these areas. This concerned with different 

periods among other things the USA, the Dominican Republic, Turkey and Morocco. Other 

airlines, such as British Airways' parent company International Airlines Group, announced that 

they would reduce their capacities in April and May 2020 by at least 75% year-on-year and, 

despite sound finances, would refrain from making a profit forecast for the current year. 

American Airlines was exposed to the situation that a ban on entry of Europeans into the USA 

was imposed, which resulted in a 75% reduction in international flights. The same fate befell 

its competitors Delta and Southwest. As a result, the US airlines applied for state aid with a 

volume of over $ 50 billion, the first time since the terrorist attacks of September 11, 2001. 

Planning job cuts in this industry was therefore only a matter of time (Tagesschau, 2020). 

 

4.3. Policy measures 

4.3.1 The USA 

This subsection concentrates on the political measures of the USA in the context of the Corona 

Crisis, after a general introduction has taken place. It is unanimous in modern opinion that 

political intervention is expected in deep economic crises in order to support the economy. The 

usual measures such as tax cuts and increasing government spending to support aggregate 

demand are only of secondary importance in a pandemic or health crisis like the Corona Crisis, 

in which shutting down the economy to protect against infection acts as a crisis control tool. 
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This became even clearer when masks, protective clothing and disinfectants suddenly generated 

a worldwide boom in demand. In those countries in which the industry was able to raise the 

necessary production capacities, the borders were closed for the purpose of partitioning off and 

medical equipment was no longer exported. Countries without their own production found 

themselves in a very precarious position and, despite the financial means available, were unable 

to obtain masks or protective clothing. However, the limits of solving problems through 

monetary means go far beyond healthcare. The political measures immediately after the 

outbreak of the crisis took the form of increasingly closing borders, factories, shops, restaurants 

and cinemas in order to counter the further spread of the virus. Such closures cause enormous 

losses in the economic value chain and can therefore hardly be compensated with economic 

stimulus packages. Nevertheless, it is essential that the state acts and tailors its policy to the 

crisis. Fuest distinguishes between three phases in which interventionist measures are presented 

as a reaction to the Corona Crisis. The first phase depicts the economic shock at the start of the 

crisis, which must be absorbed by protecting the financial system. The second phase stands for 

the shutdown of the economy, in which the affected companies become dependent on 

government aid. The third phase marks a period in which an easing of the shutdown is sought 

when the economy shows signs of recovery and this phase is accompanied by subsidies from 

the respective state (Fuest, 2020: 47ff.). 

 

Before the chapter is embedded in Fuest's vivid phase model, two initial forms of aid packages 

had already been adopted in the USA on a relatively small scale, even before the Corona Crisis 

had its greatest negative effects on the real and financial economy. In the first step, the 

“Coronavirus Preparedness and Response Supplemental Appropriations Act” was passed on 

March 3, 2020, which released USD 8.3 billion in funds for the development and production of 

a suitable vaccine and support for the health authorities (U.S. Congress, 2020). In the second 

step, when the disaster of the crisis more and more reached reality and public perception, the 

“Paid-Leave Bill” came into force on March 18, consisting of the “Families First Coronavirus 

Response Act”. This enabled employers to apply for tax refunds of up to $ 100 billion for 

continued wage payments in the event of illness. This included in particular personnel costs for 

employees who stayed away from work after schools and kindergartens were closed (U.S. 

Congress, 2020). Due to their size, both initial measures are not an essential part of the analysis 

of this chapter, but should not be left unmentioned due to the general topic they belong to. 
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After the financial markets reacted with extreme nervousness and dangerous drama in the 

course of the outbreak of the crisis (see previous section), monetary policy interventions would 

become mandatory in the first phase. In situations like these, institutional and private investors 

are inclined to ditch risky securities and look for safe investments. In particular, stocks are being 

sold, which causes prices to fall on the stock exchanges. Investments such as American, Swiss 

or German government bonds, on the other hand, are viewed as safer investments, as well as 

gold (Fuest, 2020: 49ff.). This is also the background why the Fed announced in its press release 

of March 23, 2020, among other things, that it would buy up large volumes of corporate bonds 

(“Establishment of two facilities to support credit to large employers - the Primary Market 

Corporate Credit Facility (PMCCF)” for new bond and loan issuance and the Secondary Market 

Corporate Credit Facility (SMCCF) to provide liquidity for outstanding corporate bonds”). 

Another part of this announcement contained the special message, to acquire now unlimited 

treasury securities and agency mortgage-backed securities, insofar as this is necessary for the 

proper functioning of financial markets and monetary policy: “in the amounts needed to support 

smooth market functioning and effective transmission of monetary policy to broader financial 

conditions and the economy.” In addition, several loan programs with a dimension of up to $ 

300 billion have been set up, with which above all companies and households not listed on the 

stock exchange are supposed to get the best possible credit. An instrument was also used that 

was already part of the measures taken during the Great Recession, the so-called “Term Asset-

backed Loan Facility” (TALF). This instrument is used to purchase securities where securities 

are secured by consumer and corporate loans. And shortly before the measures presented above, 

a crisis package was already announced, which included the purchase of government bonds 

with a volume of at least $ 500 billion and mortgage securities with a volume of at least $ 200 

billion (Board of Governors of the Fed, press release March 23, 2020). 

 

As extensive as the package of so-called QE-measures just presented is, it should not be hidden 

that already on March 12, 2020, the New York branch of the Federal Reserve Bank disclosed 

far-reaching liquidity injections for banks in a total amount of $ 1.5 trillion. It provided banks 

with loans of $ 500 billion in the form of a three-month repo transaction, followed by two other 

similar transactions in the same volume. In addition, it will purchase a wide range of treasury 

securities as part of its monthly securities purchases. These steps signal that the Fed began its 

crisis management at a very early stage (Federal Reserve Bank of New York, 2020).  
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Just announcing such numerous measures can regain confidence in investors and thus 

strengthen the markets again (Fuest, 2020: 52). According to their announcement, the Dow 

Jones Index gained over 2,000 points a day later and ended at 20,705 points (Dow Jones 

Industrial Average, 2020). The S&P 500 also rose by almost 10% and subsequently began a 

price rally (S&P Dow Jones Indices LLC, 2020). 

 

In addition to the unconventional monetary policy measures taken by the Fed in March 2020, 

which are forcing an expansion of the money supply, the accompanying lowering of the key 

interest rate should not go unmentioned. This is discussed in section 4.4.1, but in this context it 

is clear that the Fed wants to keep banks and companies liquid by opening these money-locks 

(Fuest, 2020: 47). And the following April also saw a continuation of monetary policy easing 

after the Fed wanted to relax the debt rules for major US banks for a year. According to this, 

US government bonds are no longer among the assets that major banks must back with capital. 

This will allow them to leave their holdings of government bonds out of the calculation for the 

key indicator of the debt ratio, the so-called “leverage ratio”. The measure aims to eliminate 

bottlenecks in the US government bond market and facilitate lending to private households and 

companies (Board of Governors of the Fed, press release April 01, 2020). Immediately 

following this announcement, just one week later it was revealed that the Fed intends to provide 

a further $ 2.3 trillion in loans to support the economy and small and medium-sized enterprises, 

while at the same time updating the secondary market facility to allow this vehicle to buy very 

low-rated bonds and ETF bonds (“exchange-traded funds”) at BBB-/Baa3 (Board of Governors 

of the Fed, press releases April 09, 2020). 

 

In order to take account of the chronological structure in this subsection, the second phase 

according to Fuest followed in the period at the end of March and the beginning of April, which 

preceded the so-called “bridging allowances”. This is a financial support for affected companies 

and self-employed who have lost part of their sales during the shutdown or whose income has 

even fallen towards zero. In the United States, companies responded to this very difficult 

circumstance with mass layoffs, which - as already described - resulted in initial claims for 

unemployment benefit of more than 40 million in just two months. This makes it clearer than 

ever that it is not about normal fluctuations in turnover or income that correspond to a normal 

risk of entrepreneurial activity. In the Corona Crisis, entire sectors suffer from mostly dramatic 

drops in sales, which can be traced back to the shutdown of their activities for several weeks. 

In addition to the monetary policy instruments listed so far from phase 1 (Fuest, 2020: 53ff.), 
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all these precarious framework conditions also lead to a need for an inevitable federal rescue 

package that is intended to help people and companies in this emergency. This followed with 

the designation “Coronavirus Aid, Relief and Economic Security Act (CARES)” and turned out 

to be the largest in the US history. It was first passed by Congress and legally signed by 

President Trump on March 27, 2020. Its over $ 2 trillion economic aid package fulfills the 

“Trump administration's commitment to protecting the American people from public health and 

the economic impacts of COVID-19” and includes quick and direct economic support for 

American workers, families, and small businesses, particularly designed to help maintain jobs 

for American industry (U.S. Department of Treasury, 2020). The following overview concisely 

lists the components, sources and addressees of this package: 

 

 

Figure 38: Cares Act overview; Source: Committee for a Responsible Federal Budget (2020) 

 

While the type of economic support can be seen on the left, the respective addressees are listed 

on the right. A deep content analysis of all components would go beyond the scope of the 

investigation due to the abundance, so that “only” the main components and instruments of the 

above volumes are listed below: 

 

 One-time direct payments to the US residents of $ 1,200 per person or $ 2,400 for married 

couples and $ 500 per eligible child. The one-time payment is modified depending on the 

level of income (U.S. Department of the Treasury, 2020). 

 Various supports and (new) regulations in the event of unemployment due to Covid-19. On 

the one hand, unemployment benefits will be made available until December 31, 2020 for 

groups who have not yet been eligible (e.g. self-employed or people with limited 
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professional experience). Secondly, benefits for recipients of regular unemployment benefit 

will be increased by up to $ 600 per week for four months. An additional 13 weeks of 

unemployment assistance will be provided to those who are still unemployed after the 

expiration of the federal unemployment assistance program, through the end of 2020 (U.S. 

Department of the Treasury, 2020). In addition, the federal government will provide funds 

to support short-time work programs for the same period (U.S. Department of Labor, 2020). 

 Large companies (including airlines) benefit from aid worth billions, especially in the form 

of tax breaks. These include refundable wage tax credits amounting to 50% of certain wage 

payments between March 13 and December 31, 2020, deferral of payment of the employer's 

social security contribution, permission for a five-year carryback for taxable operating 

losses incurred or to be incurred between 2018 and 2020, and other tax benefits such as 

depreciation relief. 

 For smaller companies with 500 or fewer employees, loans and rescue operations in the 

form of the so-called “Paycheck Protection Program” (volume:> $ 600 billion) have been 

set up, which provides for emergency purposes loans for salary payments. These “additional 

tax credits” can also be used to cover health insurance contributions for the continuation of 

benefits during paid sick leave, or family leave, commissions or similar remuneration for 

employees, interest on mortgage obligations, rents, pension benefits and other interest. 

 Small business owners can apply for a loan advance called “Economic Injury Disaster 

Loan” of up to $ 10,000 if they experience a temporary loss of revenue. This does not have 

to be repaid. 

 The Coronavirus Relief Fund allows hospitals and other healthcare providers to claim 

reimbursement for expenses incurred between March 1, and December 31, 2020 in 

connection with coronavirus and the treatment of uninsured patients (U.S. Department of 

the Treasury, 2020). 

 

After parts of the “Cares Act”, in particular funds from the credit program for employers, had 

already been used up in mid-April, the adoption of the next economic stimulus package, the 

“Coronavirus Relief Package” on April 24, 2020, added $ 484 billion. On the one hand, the 

successful credit program for small and medium-sized enterprises was increased by around $ 

320 billion to limit the rise in unemployment. On the other hand, a further credit program of 

around $ 60 billion was made available, additional $ 75 billion for the health care system and 

another $ 25 billion for coronavirus tests and further research on the topic (Hayes, 2020). 
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The very extensive portfolio of measures described so far - excluding those of the Fed - already 

showed considerable dimensions up to and including April 2020, amounting to a rounded $ 3 

trillion, which is more than 10% of the annual gross domestic product of the USA. In the further 

course of this chapter, further monetary policy instruments from May 2020 onwards will be 

presented. However, a complete list of all measures and instruments exceeds the scope of the 

study, so that the author only refers to the most relevant ones. The course of time continues to 

show that the Fed is buying securities such as government bonds on an unprecedented scale and 

offering numerous credit programs for financial institutions and companies. The latter area of 

measures, as exemplified here by the “Main Street Lending Facility” credit program for small 

and medium-sized enterprises, has seen its requirements eased in some cases in order to give 

the relevant group faster access to capital. While an expansion of the group of beneficiaries and 

the lowering of the minimum loan size for certain loans to $ 500,000 was announced on April 

30, 2020 (Board of Governors of the Fed, press release April 30, 2020), the minimum loan size 

officially fell to $ 250,000 on June 8, 2020. In addition, the payment terms were also extended. 

The affected group of companies provides for a maximum of 15,000 employees or $ 5 billion 

in sales (Board of Governors of the Fed, press release June 8, 2020). 

 

Equally important was the SMCCF emergency program for the purchase of corporate bonds 

announced at the end of March and launched in mid-May, which initially began with the 

purchase of exchange fund shares on the secondary market (Federal Reserve Bank of New 

York, press release May 11, 2020). Just one month later, an additional structure was added to 

the program, in which a portfolio based on a broad-based market index of US corporate bonds 

was put together. The Fed also bought individual corporate bonds and exchange-traded funds 

with a value of up to $ 750 billion, which are linked to a certain minimum rating and maximum 

maturities (Board of Governors of the Fed, press release June 15, 2020). 

 

As 2020 progressed, it became more and more clear that the recovery of the economy would be 

largely determined by the further progress of the corona virus and its crisis. The continuation 

of the loose monetary policy was confirmed at the meetings of the Fed on July 28 and 29 with 

regard to securities purchases and credit programs, including the very low level of key interest 

rates. All credit facilities that were due to expire on or around September 30 were extended 

until December 31, 2020 and March 31, 2021 respectively (Board of Governors of the Fed, 

press releases July 28 and July 29, 2020). However, the extensive provision of the broad 
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financial range within this subsection was not without consequences. In his speech of August 

27, 2020, Jerome H. Powell accordingly abandoned the Fed's rigid inflation target of 2% in 

favor of the continued supply of cheap money (Powell, speech August 27, 2020). In this context, 

it should also be noted that due to a renewed rise in the number of infections and the US 

economy still weakened by the pandemic, another major economic stimulus package - as a 

further continuation of the Cares Act - is desired and expected by the government in the 4th 

quarter of 2020. This would also take into account the fact that various funds have either been 

used up or expired (Wimalasena, 2020). 

 

The topic of concluding contracts with pharmaceutical companies in connection with vaccine 

approvals is included in the following subsection and is dealt together with the EU. 

 

4.3.2 The European Union 

The elaboration of this subsection begins with a striking overview of the isolation measures and 

contact restrictions implemented in major European countries at the beginning of the pandemic 

in March 2020. 

 

 

Figure 39: Coronavirus interventions in March 2020 in Europe 

Source: O’Hare/van Elsland / Imperial College London (2020) 
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It becomes clear that the large EU states as well as Switzerland and Norway took far-reaching 

measures in mid-March. It is obvious that isolation measures and distanced activities have an 

influential effect on daily and working life, especially with regard to the economic activity of a 

country. On April 15, the Commission and the President of the European Council presented a 

roadmap for the successive lifting and easing of the above-mentioned containment measures in 

order to tackle a return to normality. Containing the spread of the virus has always been a top 

priority for the European Commission, with the common goal of both supporting the health 

systems of the member states and cushioning the socio-economic impact of the pandemic. This 

requires action at both national and European level, on which the current chapter focuses. 

Further steps, such as the provision of funds for return flights of EU citizens, simplification of 

bureaucracy or the gradual lifting of travel restrictions, are not the subject of this chapter, the 

focus is on the financial and aid packages (European Commission, 2020).  

 

The start of the important programs was first recorded on April 9, 2020, when the finance 

ministers agreed on the EU solidarity package with a volume of € 540 billion, consisting of 

three pillars, which was finally approved by the heads of state and government on April 23, 

2020. It served as an initial corona shield for Europe and, as the first pillar, included 

precautionary credit lines from the European Stability Mechanism, which as state aid benefited 

the member states to the tune of € 240 billion for healthcare costs (“Pandemic Crisis Support”). 

The second pillar concerns the Guarantee Fund at the European Investment Bank EIB, which 

the member states are also to provide with € 25 billion in guarantees. The financial institution 

thus intends to mobilize a total of € 200 billion in liquid funds on the financial markets, which 

are intended as liquidity and financial support for small and medium-sized enterprises. The 

third pillar concerns the “Sure”-program (“Support Mitigating Unemployment Risks in 

Emergency”) of the European Commission, which is intended to support employees and 

companies in the sense of promoting short-time working throughout the EU to the amount of € 

100 billion (Federal Ministry of Finance Germany, 2020). 

 

Moving on in the chronological line, the EU finance ministers immediately agreed to work on 

a fund for reconstruction, which should give the European economy new impetus after the 

coronavirus epidemic. This was presented for the first time on May 27, by the President of the 

European Commission, Ursula von der Leyen, under the name “Next Generation EU”, 

“embedded within a powerful, modern and revamped long-term EU budget” (European 
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Commission press relase May 27, 2020). The following graphic shows the three-pronged 

strategy of the European Commission: 

 

 

Figure 40: Recovery Plan for Europe; Source: European Commission (2020) 

 

The voluminous components make it clear that the potential of the EU budget must be fully 

exploited “to protect lives and livelihoods, repair the Single Market, as well as to build a lasting 

and prosperous recovery.” The € 750 billion “Next Generation EU” line represents an economic 

stimulus and investment program to counter the consequences of the pandemic crisis and at the 

same time a pact between the generations, which must be financed on credit over the long term 

and paid off by 2028 at the earliest and 2058 at the latest. Together with the three safety nets 

for workers, companies and states (€ 540 billion) described above, extraordinary measures 

taken at EU level would cost more than € 1.29 trillion. The associated funds are to be raised on 

the financial markets and, in addition to targeted reinforcements of the long-term EU budget 

2021-2027 (raising in the financial framework), “will bring the total financial firepower of the 

EU budget to € 1.85 trillion” (European Commission, press release May 27, 2020).  

 

With regard to the contents of the “Next Generation EU” program, it is advisable to take a look 

at the diversity of the program, which is given in the following overview: 
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Figure 41: Three pillars of the “Next Generation EU” Source: European Commission (2020) 

 

In summary, the three pillars aim to firstly support the member states in building up and 

managing the crisis so that they can emerge stronger from the crisis. The second aim is to 

stimulate the economy and mobilize private investment and, as a third, to draw lessons from 

the crisis and to tackle Europe's strategic challenges. The temporal focus is on the first crucial 

years of the crisis recovery. With regard to the financing, it should also be added that this is 

made possible by the so-called “Own Resources Decision”, “which will allow the Commission 

to exceptionally borrow up to € 750 billion on behalf of the Union, through the issuance of 

bonds, for measures over the period 2021- 2024 (European Commission, 2020).“ 

 

In addition to explaining the comprehensive aid and financial packages, it is essential to also 

refer to the contracts with pharmaceutical companies in 2020 that the EU and the US entered 

into due to the urgency of the vaccines. Starting with the EU, five contracts for potential 

vaccines were approved by the Commission in the 2020 timeline - based on the crisis measures 

- up to the status of the investigation in mid / end of November. First of all, August 27, when 

the Commission signed the first contract with the British-Swedish pharmaceutical company 

AstraZeneca. This stipulates that all EU member states can purchase a Covid-19 vaccine, 

namely 300 million doses with an option for a further 100 million units, the distribution of 

which is to be proportional to the population. Shortly afterwards, on September 18, the second 

contract was signed, this time with the two French and British pharmaceutical companies Sanofi 

and GlaxoSmithKline, which also enables up to 300 million doses of the vaccine. On October 
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8, the Commission approved a third contract with a pharmaceutical company, this time with 

Janssen Pharmaceutica NV. It belongs to the pharmaceutical division of the American company 

Johnson & Johnson and is supposed to deliver vaccines for 200 million people to EU countries 

as soon as its tolerance and effectiveness against Covid-19 has been proven. An option for 

another 200 million is contractually built in. The most recent contracts were signed on 

November 11 and 17, after the German pharmaceutical company BioNTech and its US partner 

Pfizer agreed on an initial purchase of 200 million vaccine doses on behalf of all EU member 

states and a further order option for 100 million doses was guaranteed. The delivery requirement 

also stipulates that a safe and effective vaccine is available. Only six days later the next 

agreement was signed, this time with the Dutch biopharmaceutical company Curevac. Here 

even the production of 405 million doses of vaccine has been arranged. At the same time, the 

first exploratory talks with the US biotechnology company Moderna have already been 

concluded with the aim of signing a sixth contract (European Commission, 2020).  

 

In the USA, far-reaching contracts were concluded with some of the above pharmaceutical 

groups, but at an earlier point in time. In Europe, there was then a certain pressure to top it up 

promptly in order not to end up empty-handed. In April it became known that the US 

government had signed a preliminary agreement with Sanofi, the largest pharmaceutical 

manufacturer in the EU, through which the US has the right to the largest pre-order of the 

vaccine. CEO Paul Hudson summed it up: “The United States government has the largest pre-

order because it has invested to share the risk.” The next major US vaccine order was announced 

on May 21, when AstraZeneca announced in its press release that it had secured the US as a 

major customer. Washington has invested a billion dollars in development in order to speed up 

the process (Plickert, 2020). This was followed in mid-July with a deal with the US biotech 

company Novavax worth $ 1.6 billion for 100 million vaccine units. These dimensions show 

that the global race for vaccine supplies was well underway in the summer of 2020. Because 

just a few days later on July 22, an agreement was signed with BioNTech and Pfizer, under 

which the US government secured 100 million units of the corona vaccine for almost two billion 

dollars. In addition, the option was granted to acquire up to 500 million additional units. For 

the year 2021, 300 million units would be available if the effectiveness and tolerability were 

proven (Hofmann, 2020). In summary, it can be seen that the USA took money in hand early 

on in order to have an advantage over “competitors” when participating in development. 
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Against the background of the rapidly increasing number of infections around the world, a 

milestone then occurred on November 20, 2020 when BioNTech and Pfizer cleared a decisive 

hurdle for the possible approval of their corona vaccine in the USA. From the final analysis of 

the relevance study, the vaccine was shown to have 95% protection against Covid-19, which 

has the potential to become the first available vaccine against Covid-19 in the USA. Because if 

the upcoming application to the US Food and Drug Adminsitration is positive, the vaccine could 

be delivered within hours (Banner, 2020). And as of November 25, promising test data had also 

been announced by Moderna and AstraZeneca in the past few days, for which only the 

examination by the European Medicines Agency is pending (Förster, 2020). If the outcome to 

the American health authority is positive, some manufacturers report that the first patients in 

the USA could receive the vaccine in December. Despite all the joy of such news, it should not 

be forgotten that the above-mentioned manufacturers in particular wanted to outdo each other 

with their success reports. From 90% effectiveness to 94.5% to 95% there is a lot involved and 

the eager observer can guess exactly where the intention is. The pharmaceutical companies have 

their share prices in view and want to lure the financial markets. The fact that one or the other 

overshoots the target is not really surprising (Salz/Rauffmann, 2020). 

 

With the thematic transition to the monetary policy measures of the ECB, it should first be 

noted that the first monetary policy decisions were announced on March 12, 2020 immediately 

after the outbreak of the crisis. In addition to the expansion of bond purchases, these included 

in particular the receipt of emergency loans for the banks. As part of the increase in bond 

purchases, an additional volume of € 120 billion is to be generated by the end of the year, which 

primarily affects the private sector and thus corporate bonds (ECB, press release March 12, 

2020). This advance is a quick reminder of the instruments that were also used in the period 

following the financial crisis in the fight against a weak economy and that were also used to 

ensure adequate inflation. The second main instrument was to provide the banks with additional 

“Long-term refinancing operations” (LTRO) with liquidity injections at a comparatively 

favorable interest rate (“can be as low as 25 basis points below the average interest rate”) to 

support the financial system. The primary goal of these deals is to boost bank lending and to 

support those most affected by the spread of the coronavirus, especially small and medium-

sized companies. Incidentally, the key interest rate remained unchanged at a 0% level (ECB, 

press release March 12, 2020). 
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As an outstanding measure, however, is the “Pandemic Emergency Purchase Programme” 

(PEPP) adopted on March 18, 2020, provided for a volume of € 750 billion for bond purchases 

in the private and public sector by the end of 2020. This should keep all Covid-19-related risks 

associated to the monetary policy transmission mechanism and that of the euro area at bay. 

Among other things, the ECB is purchasing government bonds from countries in the eurozone, 

which is particularly beneficial in countries such as Italy, which have been badly affected by 

the pandemic. Although it was mentioned in the same press release that the Governing Council 

will stop net asset purchases under the PEPP if it believes that the crisis phase is over (ECB, 

press release March 18, 2020), the ECB has not yet issued a statement to this effect. However, 

this initial assessment was then reconsidered on June 4, after the Governing Council of the ECB 

had increased the volume by 600 billion euros to 1.350 trillion euros. This temporary measure 

was then extended from the end of 2020 to at least the end of June 2021. It should be noted here 

that national central banks and the ECB can also carry out the purchases together. Purchases 

under the PEPP are made in addition to and separate from purchases under the Asset Purchase 

Programme (APP), which existed prior to the Corona Crisis. It has now been resumed and was 

increased on March 12, 2020 by EUR 120 billion until the end of 2020 (ECB, press release 

June 04, 2020). 

 

Due to the urgency of the crisis, even the not uncritically seen CSPP-programm was expanded 

in March 2020 (ECB, press release March 18, 2020), under which selected Eurosystem central 

banks purchase eligible corporate bonds on the primary and secondary markets. Bonds from 

credit institutions or companies whose parent company belongs to a banking group are not 

included (Deutsche Bundesbank/Federal Bank of Germany, 2019). In addition, the prerequisite 

was that the default risk or credit rating had to be BBB- or better (ECB, April 08, 2020). Another 

point, which was first announced by the ECB on March 18, 2020, concerned the relaxed 

requirements for the collateral that banks have to deposit with the central bank for loans. The 

most important risk parameters were adjusted here, in particular the framework for additional 

credit claims (ACC) that are related to corporate financing was expanded. This should benefit 

business partners in refinancing transactions (ECB, press release March 18, 2020). On April 7, 

the relaxation of the security rules was specified in another press release in order to counteract 

any tightening of the financing conditions in the crisis phase. The items there include an 

expansion of the pool of repo-eligible securities, including credit claims and Greek securities, 

and a reduction in valuation discounts. In addition, the ECB is prepared to temporarily take on 

more risks in order to support lending to the economy. Overall, the measures are intended to 
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ensure that credit institutions are more likely to obtain liquidity through refinancing operations 

via LTRO as well as TLTRO and that the ECB can acquire more securities under the PEPP 

(ECB, press release April 07, 2020). 

 

The preceding statements in this chapter have shown, especially with regard to the ECB 

measures, that a particular amount of money is pumped into the markets. The measures 

presented were also valid until November 2020, because in her council meeting of October 29, 

2020 Christine Legarde did not announce any new decisions in this respect. Rather, a review of 

the use of monetary policy resources will take place in December 2020. The further decisions 

of the ECB will therefore depend to a large extent on the development of the Corona pandemic 

and which risks are derived from the expected economic development. In December, depending 

on the seriousness of the situation, the Governing Council will “recalibrate its instruments, as 

appropriate, to respond to the unfolding situation and to ensure that financing conditions remain 

favourable to support the economic recovery and counteract the negative impact of the 

pandemic on the projected inflation path.” In addition to decisive action in December, the 

inflation and deflation situation were also examined. The ECB expects negative inflation to 

continue into the first months of 2021, and the wording on deflation was deliberately eliminated. 

With regard to the instruments, however, it was made clear that the outstanding position of the 

PEPP program would not be shaken (ECB, press release October 29, 2020), especially as 567 

billion of the originally planned 1.35 trillion euros had already been realized by the end of 

September. An increase in the original plan does not appear to be out of the question due to the 

economic development in the final quarter of 2020 (Mallien/Wiebe, 2020). 

 

In order to address the issue of national aid packages, the EU heavyweight Germany is 

examined as an example. At the beginning, it should be noted that the “fight against Corona”, 

according to the statements of the Federal Ministry of Finance on March 13, brought with it the 

“largest aid package in the history of Germany”. Characterized as a protective shield, it contains 

specific measures mainly for employees, self-employed and companies. The budget measures 

amount to a total of € 353.3 billion and the amount of guarantees as much as € 819.7 billion. 

Listing every single measure would make this chapter get out of hand, so that only elementary 

fields of action are presented selectively in the following. Just for the sake of completeness, it 

should not go unmentioned that in order to finance the aid package, the federal government 

must take on new debts amounting to € 156 billion. 
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The first area concerns health care security, for which € 3.5 billion is earmarked for protective 

equipment, the development of a vaccine and other treatment measures. A further € 55 billion 

will be made available for the purpose of short-term and flexible responsiveness for the direct 

fight against pandemics. This applies, among other things, to a protective shield for hospitals 

and resident doctors to cushion their loss of income and higher costs. Corona-related loss of 

earnings is compensated for families, as well as for self-employed and freelancers. Corona-

related short-time work has easier access to child allowance. For small companies, the self-

employed and freelancers, there is total support of € 50 billion, which grants three months of 

unbureaucratic grants for operating costs and does not require repayment. Even more 

existential, however, are the emergency aid in the form of direct transfers for the self-employed 

and companies with up to 5 employees in the amount of up to 9,000 euros and for 10 employees 

up to 15,000 euros. Those who are more severely affected also have easier access to the basic 

income, where the means-testing is suspended for six months, benefits are paid out more 

quickly and they can remain in their own home. € 7.5 billion are earmarked for social security 

for the latter. The economic stabilization fund is to serve as a protective shield for companies, 

through which troubled companies are supplied with liquidity with € 100 billion in capital 

measures and € 400 billion in guarantees. The fund can also refinance KfW programs that have 

been approved by up to € 100 billion. Tax deferrals and reliefs round off the package for self-

employed, freelancers and companies until the end of 2020, while short-time workers benefit 

from simplified special regulations that are valid until the end of 2021, among other things, 

only 10% of employees must be affected by the loss. This includes an increase in the short-time 

work allowance, which is based on the duration of short-time work, as well as an extension of 

the reference period to 24 months (Federal Ministry of Finance Germany, March 13, 2020). 

 

Due to the difficult situation caused by the crisis, an additional economic stimulus program 

with a total volume of € 130 billion was decided at the beginning of June. It primarily focuses 

on future investments in artificial intelligence, hydrogen and high-performance networks (€ 50 

billion), temporary VAT reductions (€ 20 billion) and bridging aid (€ 25 billion) for the worst 

hit sectors, such as the hotel and restaurant industry, clubs and bars and the travel industry. 

Family allowances such as one-off payments per child amounting to € 200 (total amount € 4.3 

billion), doubling of purchase premiums for electric vehicles and the promotion of the 

expansion of the associated charging network (€ 2.5 billion) form a further package of 

measures. In addition, there is compensatory support for local public transport due to reduced 

fare income (€ 7.5 billion) and for losses from municipal business tax (€ 6 billion). In addition, 
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electricity customers are relieved by a subsidy to lower the surcharge for renewable energies in 

2021 and 2022 (€ 11 billion) and companies can benefit from more generous depreciation rules 

and offsetting current losses against profits from previous years (€ 6 billion) (Federal Ministry 

of Finance Germany, June 03, 2020). 

 

The necessity of the support described has not changed in the further course of the year, after 

the predominantly battered industries longed for further support. For example, on October 28, 

2020, extraordinary economic aid with a financial volume of € 10 billion was decided upon, to 

which companies, businesses, self-employed persons, associations and institutions are eligible 

to apply if they have been prohibited from doing business due to the state order (Federal 

Ministry of Finance Germany, press release October 29, 2020). The above-mentioned bridging 

aid was then once again concretized, extended and expanded from mid-November on the basis 

of various measures (“November Aid”). In addition to the expansion of the group of those 

affected to include accommodation providers and event venues, self-employed individuals and 

the cultural industry are now among the most needy recipients of the bridging aid (Federal 

Ministry of Finance, November 16, 2020). With the “December aid” decided shortly thereafter, 

the above-mentioned measures were increased again to up to € 4.5 billion per week after various 

closures of companies, businesses, self-employed, associations and institutions were extended 

until December 20, 2020 (Federal Ministry of Finance Germany, press release November 27, 

2020). 

 

The chapter concludes with a comparative study by the Brussels Bruegel Institute, one of the 

best-known international think tanks in the field of economics. This institute published an 

excellent comparison overview that is very up-to-date for the ongoing investigation, in which 

the national corona fiscal measures of the largest EU countries are compared on the basis of 

percentage proportions with those of the USA. These are measured proportionally to the 2019 

GDP and allow very interesting impressions of the intensity with which the respective countries 

have taken money into their hands: 

 



 

117 
 

 

Figure 42: Discretionary 2020 fiscal measures adopted in response to the coronavirus (by 
November 18, 2020; as % of 2019 GDP) 

Source: Anderson et al. (2020) and own creation (last 3 columns) 

 

The first column, “fiscal impulse”, contains the percentage of additional government 

expenditure (e.g. medical resources, employment, subsidies for SMEs or public investments) 

and lost revenue (essentially the reduction or cancellation of certain taxes and social security 

contributions) in 2019 GDP, which is the budget balance without any direct compensation being 

made later. The second column, “Deferral”, relates to the postponement of certain payment 

obligations including taxes and social security contributions, for which a later repayment 

obligation generally remains despite a short-term improvement in liquidity. If it concerns 

deferrals that expire in 2021 or later, they will burden the current financial year, but improve 

the next one (e.g. loan payments, tax deferrals or later payment of electricity bills). The third 

column deals with other liquidity regulations and guarantees, which include export guarantees, 

liquidity assistance and credit lines from national development banks. Primary addresses relate 

to the corporate sector. Lines of credit and guarantees might not weaken the budget balance in 

2020, but generate contingent liabilities that could become actual expenditures either in 2020 

or later (Anderson et al., 2020). If you add up the percentages per line, there are only a few 

countries in the list where the total is not two-digit. Rather, it shows that the measures are 

extensive almost everywhere, but specific priorities are visible between the countries. If Italy 

is included, the majority of its economic stimulus package flows into liquidity and guarantee 

measures, which tends to be a short-term relief and not a restructuring measure. In Germany, 

too, the contribution to financial injections is comparably high, while in the USA the proportion 
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suggests transformative programs whose effectiveness should benefit the economy in the long 

term. France offers a balanced ratio, with a good half of the liquidity and guarantee measures 

(Anderson et al., 2020). 

 

The pandemic situation remained very difficult until the end of the year. Rising numbers of 

infections across Europe, the USA and the rest of the world - especially at the beginning of the 

4th quarter - again led to closures, curfews, various lockdowns, border closings and restrictions 

in everyday life as well as essential mask requirements. Hope for improvement is largely due 

to the advanced development of vaccines. 

 

4.4. Economic indicators 

4.4.1 Key interest rates 

This chart shows a comparison of the development of key interest rates in four of the world's 

largest economic powers and currency zones in a twenty year period until the current Corona 

Crisis. 

 

Eurozone  USA  Japan  Great Britain 

Figure 43: Key interest rates until Corona Crisis period (2000 – 2020) 

Source: Financial portal “finanzen.net” (2020, based on central banks data) 

 

With the exception of the United States, instrumental interest margin is no longer possible, 

since the other three currency zones are practically on the zero percent line. The following 
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figure shows in more detail that the United States due to the crisis was also forced to aim at this 

level again. 

 

 

Figure 44: Key interest rates shortly before and after the Corona Crisis outbreak 

Source: Federal Reserve Bank of New York (2020) 

According to the Federal Reserve Bank of New York “the federal funds market consists of domestic unsecured borrowings in 
U.S. dollars by depository institutions from other depository institutions and certain other entities, primarily government-
sponsored enterprises.” 

 

In addition to the implemented low interest rate policy the next graphic shows impressively that 

the Fed contributed to the expansion of the money supply even before the pandemic broke out. 

After the earliest outbreak they almost doubled the monthly level which is then reflected in the 

balance sheet of the subsequent graphic: 

 

 

Figure 45: Assets: Total Assets of the Fed; Source: Board of Governors of the Fed (2020) 
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As described in 3.3.1 the already high level since the massive quantitative easing programs 

between 2008 and 2014 caused asset inflation and peaked at the end of 2014. Finally, in 

December 2013, this curve was largely stabilized after the Fed announced a reduction in the 

purchase of additional mortgage backed securities and longer-term treasury securities in order 

to reduce assets at a leisurely pace. This was given under the condition that a sustainable 

improvement in labor market conditions and inflation towards the FOMC‘s longer-term goal of 

2% is visible. With the outbreak of the Corona Crisis this former assumption is now out of date 

and justified by the increase in volumes, as you can see the development of the Effective Federal 

Funds Volume in figure 44. 

 

4.4.2 Inflation 

The following overview contains an outlook on the expected inflation rates at the end of 2020 

based on the October 2020 forecast from the IMF. 

 

 

Figure 46: Inflation rate, average consumer prices of US and EU majority 

Source: IMF (Annual percent change), October Outlook 2020 

 

In addition to the main comparison objects of the USA and the euro area, the graphic also 

includes other EU members who, with the exception of the Czech Republic, are following a 

(very) low inflationary trend of tending towards zero in the crisis. The IMF forecast 2020 for 

the entire EU is 0.8% and thus slightly higher than the euro area (0.4%) (IMF, 2020). According 

to a press release from the European Commission, the current inflation as of October 2020 

(actual status) for the euro area is in turn -0.3% and thus shows a deflationary status. The main 

driver was the 8.2% decrease in energy costs (also due to the restrictions in air traffic), while 

other food, tobacco and alcohol increased by 2.0%. By contrast, industrial goods without energy 
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remained at an inflation rate of just 0.1% and services at 0.4% (European Commission Eurostat, 

press release December 01, 2020). Similar price developments like the IMF forecast in the 

graphic (in the amount of 1.5%), the U.S. Bureau of Labor Statistics announced on December 

10, 2020, an increase in consumer prices in the USA of 1.2 percentage points compared to the 

previous year. That means, inflation is still on the rise because it was just 0.3% for April and 

suffered then the biggest drop since December 2008, at the time of the former Great Recession. 

While total energy prices as of April were still -17.7% compared to the previous year's level, 

this price decline was reduced to -9.4% as of November. This development is mainly due to a 

slump in crude oil prices and due to the restrictions in air traffic. On the other hand, food prices 

rose significantly (as of April 3.5% and as of as of November 3.7%) which can be seen as a 

direct effect of the Corona Crisis (U.S. Bureau of Labor Statistics, 2020). 

 

4.4.3 GDP development 

This subsection is devoted to the development of GDP of the past 15 years, including the 

influenced GDP by the corona epidemic. It includes the comparison of the four world powers 

on the one hand and the global development of the past 15 years on the other. 

 

 

Figure 47: Real GDP growth of the four world powers 2005 - 2020 (in %) 

Source: IMF, October Outlook 2020 (Annual percent change) 

 

Two effects catch the eye very quickly. Firstly, the dramatic decline caused by the epidemic 

and its associated lockdown measures. On the other hand, the IMF's forecast that a very short-
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term recovery will occur next year. And that is one of the striking differences to the Great 

Recession. A more drastic decline in GDP leads to an equally rapid recovery.  

 

Against the background of current headlines and increased news frequency, it becomes clear 

what economic researchers appreciated early on. The (global) economy is suffering massively 

from the effects of the Corona Crisis which is reflected in particular in the following figures. 

As early as the1st quarter of 2020, in which the pandemic only brought restrictions from March 

onwards, the US economy (GDP) already declined by -4.8%. The second quarter experienced 

a downright horror scenario due to a partial standstill of the economy with a decline of -31.4% 

and was finally able to generate a considerable increase of 33.1% in the third quarter, as efforts 

continued to reopen businesses and resume activities that were postponed or restricted due to 

COVID-19 (U.S. Bureau of Economic Analysis, 2020). A similar trend was observed for the 

unemployment rate. The rise in unemployment from the end of February (3.5%) to the end of 

April (14.7%) was very dramatic, but stabilized until November to 6.7% (U.S. Bureau of Labor 

Statistics, 2020). A similar image, if not in the same drama, is visible in Germany as the largest 

economy in Europe. The GDP shrank by -1.7% in the first quarter compared to the same period 

in the previous year, in the second quarter by -11.3% and in the third quarter by -4,1% (German 

Federal Statistical Office Germany, press release October 30, 2020). Should the forecast full-

year decline in German GDP of -6.3% (in the Great Recession GDP fell by -5.7% in 2009) 

occur, this would be the worst recession in post-war history. As if that wasn't a big blow for the 

EU due to the Corona Crisis, France’s economic performance as the second largest economy in 

the eurozone fell by -5.8% in the first quarter of 2020, in the second by -18,9% and in the third 

by -4,3%. Italy as the third largest EU-economy had to suffer in a similar way. The GDP 

compared to the previous year fell by -5.6% in the first quarter, in the second by -17.9% and in 

the third quarter by -4.7% (European Commission Eurostat, press release October 30, 2020).  

 

What remains is a glimmer of hope that the pandemic will be contained in the same short time 

as it broke out. The economic recovery will be dependent on a fast vaccination process and the 

further success off the costly and extraordinary economic stimulus programs as well as the 

reopening business activities. 

 

4.4.4 Public and private debt developments 

This subsection related to the latest events of the Corona Crisis takes into account all the 

circumstances that occurred during the period of the present investigation. The Treasury of the 
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US government expresses the most elementary finding in bare figures. Since March 31, 2020, 

the end of the month in which the pandemic broke out worldwide, the US government’s debt 

has soared from $ 23,687 billion in less than two and a half months to an incredible $ 26,063 

billion (June 11, 2020). This shows an increase of over 10% (U.S. Department of the Treasury, 

2020). 

 

First calculations by the US organizations dealing with this, paint a dramatic picture which is 

not only emerging, but has become reality: 

 

 

Figure 48: National debt as a portion of US economy (in % of GDP) 

Source: Agresti (2020), based on data of United States Department of the Treasury, 

Congressional Budget Office, U.S. Bureau of Economic Analysis and U.S. Government 

Accountability Office. 

 

The government stimulus measures and the economic impact of the Covid-19 pandemic are 

therefore taking their toll and are largely responsible for ensuring that the debt has reached the 

level outlined (Jones, 2020). The graphic proves that the US government debt as of June 2020 

reached 120% of the annual economic output and broke the 1946 record for the highest debt in 

the more than 230-year history of the United States. The previous record of 118.4% resulted 

from the very stressful times of the Second World War. The current level is four times the 

average in the country's history, visually indicated by the dashed line (Agresti, 2020). 
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The reconciliation at the EU level also shows the obvious consequences of the Corona 

pandemic, which has developed into a serious crisis in the community and has intensified the 

financial and debt situation again. The slump in economic output caused by lockdowns, 

restricted trade and production activities (Wagner, 2020) and the resulting enormous increase 

in unemployment made national and EU-wide corona relief measures inevitable (Sinn, 2020a). 

These in turn drove government debt upwards and hit the EU countries in particular very hard, 

which already had the highest levels of debt in relation to economic output before the Corona 

pandemic. The most striking here is the country of Italy, whose population - predominantly the 

part in the north of the country - was most affected by the virus. The European Parliament made 

a forecast in November 2020 for each country in the euro area of what previous events - due to 

the corona pandemic - are likely to have on economic indicators. 

 

  

Figure 49: Public finances in euro area member states: Selected indicators November 2020 

Source: European Parliament (2020) 

 

Here it is strikingly evident, and also as the short text summary of the key findings by the 

European Parliament suggests, that Greece will probably have a government debt ratio of 

207.1% by the end of 2020 (180.5% before the crisis) and that Italy will probably be the country 

with the highest budget deficit of 10.8% (before the crisis: -1.6%). It is of course not surprising 
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that the public debt ratio is forecast to grow by 17.7% across all 19 countries (European 

Parliament, 2020). 

 

As a summary and conclusion-related sentence it can be stated that with such debt developments 

it is difficult to filter out positive aspects. One aspect is the fact that this money has the intention 

of being used for a good purpose, namely to support those affected by the crisis and to boost 

the economy. And secondly, that the current interest rate environment is making debt very 

cheap (Naumer, 2020). 

 

To round off the debt section, the development of private debt ratios in the period around the 

Corona Crisis should not be disregarded. The previous explanations of the study have drawn a 

transparent picture of this, in which sharply increased private debt ratios have shown as 

harbingers of crises. This insight should now also be pursued in the context of the Corona Crisis, 

starting with a long-term view graphic. 

 

 

Figure 50: United States's Private Debt: % of Nominal GDP from Dec 1951 to Sep 2020 

Source: CEIC data (ISI Emerging Markets Group) (2021) 

 

In this first graphic, based on the USA, a small corner can be seen towards the end, which is 

specified in the following graphic. 
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Figure 51: United States's Private Debt: % of Nominal GDP from Sep 2010 to Sep 2020 

Source: CEIC data (ISI Emerging Markets Group) (2021) 

 

In the 10-year period shown, it can be seen that there was no increase in private debt ratios until 

the beginning of the Corona Crisis and that the development is therefore not comparable to the 

Great Depression or Great Recession. It was the outbreak of the Corona Crisis which led to a 

conspicuous increase, with many companies and private households becoming dependent on 

borrowing for existential reasons. The wide range of credit options (presented in subsection 

4.3) has certainly contributed to this development. And a similar leap in the European Union 

cannot be overlooked in the next graphic. 

 

 

Figure 52: European Union's Private Debt: % of Nominal GDP from Sep 1997 to Sep 2020 

Source: CEIC data (ISI Emerging Markets Group) (2021) 

 

4.4.5 Stock markets and real estate developments 

Even if the real estate market has caused initial uncertainties due to the corona pandemic, which 

was particularly evident in the high-priced segment (e.g. luxury real estate in New York), the 

effects are by no means comparable to the slump in the stock markets, as the following graphics 
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will show. Figure 33 already showed that the rising line has kept demand for real estate going 

on for years, particularly due to the extremely low interest rate environment. In addition, the 

experience was that the real estate and the stock market are mutually dependent. This means 

that if the Corona pandemic shows major falls in the large stock indices, investors will want to 

invest capital in more solid or stable projects in the medium term, for example in real estate. 

After the bubble adjusted real estate prices in the Great Recession, this segment is now the 

means of choice for various investors. Experts from Deutsche Bank, among others, predict that 

the Corona pandemic will only temporarily dampen real estate prices. The flight to safer 

investments - compared to the more volatile stock market - will “tend to have a price-increasing 

effect on apartments and houses” (Dittmer, 2020). A closer look at the largest stock index in 

the world will show the latest effects. 

 

 

Figure 53: S&P 500 ten years before and until the Corona Crisis 

Source: S&P Dow Jones Indices LLC (as of December 15, 2020) 

 

The second downturn circled in red shows impressively which stock exchange effects happened 

due to the Corona pandemic. This may not astonish the general public with the bitter news of 

the past few months. The background of the first downturn circled in red may be more 

surprising. It is astonishing that the announcement of a rate hike in December 2018 almost 

brought the index down (December 21, 2018= 2,416.62) and the index level after a global 

epidemic broke out reached almost the same level (March 20, 2020 = 2,304.92). In the detailed 

analysis it is imperative to take into account that the price drop from the end of November 

(November 30, 2018 = 2,760.17) to the end of December 2018 (December 21, 2018 = 2,416.62) 

does not represent a loss as high as from mid-February 2020 (February 14, 2020 = 3,380.16) 
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until mid-March 2020 (March 20, 2020 = 2,304.92). The crash is consequently more drastic 

and unexpected, but the recovery effect after December 2018 was visibly longer than that after 

the Corona outbreak (S&P Dow Jones Indices LLC). 

 

At the end of the graphic illustration the now recovering trend becomes visual and shows on 

the one hand that the belief in an economy that is picking up is present again associated with 

trust in the stimulus measures combating the crisis. On the other hand, this may be due to 

Corona-easing measures (Holz, 2020) and the continued efforts to reopen companies and 

resume activities that have been postponed or restricted due to COVID-19. Finally, the third 

red circle shows the positive chart effect due to the announcement by various pharmaceutical 

companies about the expected vaccination periods. 

 

A look at the leading European index also shows that the stock market barometer turned back 

to positive relatively quickly, but in comparison to the S&P 500 has not reached the pre-crisis 

level (yet).  

 

 

Figure 54: Euro Stoxx ten years before and until the Corona Crisis 

Source: Financial portal “finanzen.net” (as of December 16, 2020) 

 

A similar “resurgence” can also be seen in the EU heavyweight Germany. The trend in the 

leading German DAX clearly points upwards again and has almost reached the pre-crisis level 

in the middle of December, also due to the announcement of the imminent vaccination sessions. 
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Figure 55: DAX ten years before and until the Corona Crisis 

Source: Financial portal “finanzen.net” (as of December 16, 2020) 

 

In the meantime, the MSCI-World is also being driven by the general easing of the corona 

conditions as well as the comprehensive monetary policy measures of the Fed and the ECB and 

last because of the vaccination announcements, as the following graphic shows. 

 

 

Figure 56: MSCI World ten years before and until the Corona Crisis 

Source: Financial portal “comdirect.de” (as of December 16, 2020) 

 

4.5. First crisis results including economic theories 

It would be too easy to interpret the fact that the interaction between the state and the economy 

experiences a dejavu in a crisis phase due to the current rescue measures. The Corona Crisis 
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shows elementary differences to the Great Recession, because fiscal policy can only provide 

impetus to a limited extent compared to the Great Recession and help out of the pandemic when 

the economy comes to a standstill (Fuest, 2020: 47f.). While the economic stimulus and aid 

packages in the Great Recession were still attributed as voluminous and costly, the first 

comparative results of the investigation show that they were even more extensive and faster to 

implement during the Corona Crisis. Looking at the development of the public debt ratios in 

subsection 4.4.4, it is obvious that this did not happen at the special price. The views of the 

economists and business ethicists Jörg Althammer and Elmar Nass, whose terms are presented 

in a close context, also qualify for this. In the current crisis, they refer to a double-edged 

inclination of society. What was regularly called for in the debates surrounding the climate 

crisis has become reality in the Covid 19 pandemic. Society largely follows the advice of 

science in its decisions. Because in the past few months hardly a day has passed without a 

virologist taking a position on the infection process and pointing out measures that should help 

contain the pandemic. Epidemiological terms such as “herd immunity”, “doubling time” and 

“reproductive rate” are used generously, their high frequency has now become part of everyday 

language and determines politics and social life. Political advice is not only provided by 

virologists and epidemiologists, the opinions of medical ethicists, educators, lawyers and 

sociologists are also sought. But what ultimately falls short in the scientific public discourse 

and is also evident from insights gained in the current study is the voice of economics 

(Althammer/Naß, 2020: 35). To this end, the following section illustrates the neglect of 

elementary cornerstones of economic principles and theories. 

 

Starting with the extensive bond purchases as part of monetary policy measures, it is noticeable 

that both the Fed and the ECB are departing from certain principles with regard to their buying 

commitment. In the case of the Fed, the issue of corporate bonds, which threatens the market 

economy, is particularly important. If after the outbreak of the Great Recession, the Fed's 

buying behavior was still more towards mortgage-backed and government bonds, it is now 

actively deciding which companies can raise capital on the bond market and under which 

conditions. This is a departure from neutral monetary policy ground, especially since the central 

bank thus exerts a direct influence on the financing costs of private companies. If this type of 

central bank intervention continues to increase in the future, critics see the danger that it could 

even impair economic freedom in the USA (Delko, 2020). And such bond purchases have not 

been uncritically examined at the ECB either. The difference, however, is that the purchase of 

securities under the CSPP has been used in the EU since 2016 as part of quantitative easing 
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with a double-digit monthly amount in the billions to boost the economy. It was already viewed 

critically when it was introduced in 2016, because observers believe that the program - similar 

to that of the Fed - is disrupting the economic order in the EU and that the ECB is intervening 

directly in the real economy by purchasing corporate bonds, in cases of doubt bypassing the 

credit institutions. This makes the central bank one of the largest investors on the European 

corporate bond market, where the decline in debt can cause enormous distortions. And it does 

not fail to damage the banks' business, as the ECB is substituting credit institutions as financial 

lenders to the economy by purchasing corporate bonds (Ettel/Zschäpitz, 2020). And what can 

happen if a banking system is destabilized was shown by the financial crisis of the time. It is 

simply significant that a critically viewed program, which was even subject to constitutional 

complaints at the German Federal Constitutional Court in 2020 (Federal Constitutional Court 

Germany, 2020), can now also enjoy its continuation. This is how much demand has been 

triggered by the current crisis. 

 

And the rebuke towards the lavish bond programs continued. The criticism that government 

bond purchases are on the borderline of forbidden state financing is not new, but will get new 

breeding ground in 2020 (Bücker, 2020). Sentences of ECB President Christine Lagarde like 

“Extraordinary times require extraordinary action. There are no limits to our commitment to 

the euro. We are determined to use the full potential of our tools, within our mandate” or “as 

much as necessary and for as long as needed” signal determination (ECB, March 18, 2020), but 

they also leave a certain economic rationality threshold, which was also confirmed by the 

neglect of specifically imposed restrictions. For example, if Greek bonds were previously 

excluded due to their weak credit rating before the Corona Crisis, the rating rules for bonds 

have been temporarily relaxed as part of the new programs. In the jargon of the financial 

markets, this type of interest-bearing paper is referred to as “junk bonds” because of its low 

valuation, which the ECB nevertheless accepts in terms of collateral, all in order not to make 

lending more difficult during the crisis (Wiebe, 2020). The Fed stepped into the same breach 

after it broke all borders in the fight against the coronavirus and the record amount of 

quantitative easing was not enough for it. Their information about buying unlimited bonds at 

the early stage to combat market disruptions (“in the amounts needed to support smooth market 

functioning and effective transmission of monetary policy to broader financial conditions and 

the economy”, Board of Governors of the Fed, press release, March 23, 2020) this speaks 

volumes about the perceived need. 
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And the next announcement also contradicts the basic order of classic economic principles and 

theories. It is about giving up an inflation target, which Fed chairman Powell revealed on 

August 27, 2020 and which can be interpreted as a historical change in strategy (Powell’s 

speech August 27, 2020). In economic theory, an optimal inflation rate could be calculated 

theoretically, but in practice an exact quantification is only possible to a limited extent. Even 

according to Keynesian theories, it is difficult to derive an optimal inflation rate; rather, 

according to Kulessa, “demand-theoretical models suggest a kind of context-dependent optimal 

inflation corridor”. This theory hides the premise that expansive macro-policy (as it has been 

pursued in the EU and the USA in recent years) can be accompanied by an increase in 

employment and that is desirable even if it causes the inflation rate to rise noticeably above 2%. 

Economic policy has its duty to carry out a qualitative analysis of the the inflation’s pros and 

cons and to derive an optimal target inflation rate based on that (Kulessa, 2018: 194). Until the 

outbreak of the latest crisis this was historically and usually around 2% at the Fed and ECB and 

is now being abandoned by the Fed. The end of a long monetary policy tradition apparently 

means that the Fed is accepting another concession and leaning on the term “flexibility” in 

terms of price stability (Zydra, 2020). Strictly speaking, the “optimal” attribute mentioned in 

this section must now be placed in quotation marks in practice (Kulessa, 2018: 194). 

 

When looking at other specifics of the current crisis combined with a look at economic theories, 

there is one peculiarity that cannot be found in comparison to the Great Depression and Great 

Recession. In both of the crises mentioned, the state rescue measures through austerity measures 

or taxpayers' money caused a lot of bitterness, because in the eyes of the population the greed 

and irresponsible behaviour of speculators and bank managers was discovered as a major cause, 

and in the aftermath even bonuses were paid out to them (Fuest, 2020: 35). In contrast, questions 

about economic costs of the shutdown and the lavish aid packages are considered cold-hearted 

in the Corona Crisis and the attempt by some economists to assign a monetary value to health 

and human life as immoral (German Ethics Council, 2020: 4). The fact that the population 

naturally prefers human life to future economic problems is largely suppressing the economic 

consequences of the corona policy from public discourse. Regardless of this, the question from 

a business ethical point of view is entitled whether the protection of health can justify the 

considerable costs of the shutdown with its economic and social consequences. Because the 

longer the economic standstill lasts, the more urgently the question arises as to whether the 

medicine is more harmful than disease itself. Against the background of the enormous economic 

consequences, this question must be allowed, ideally discussed in public and the answers must 
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be found. In this context, Althammer and Nass note that “economic science is not at all able to 

solve this balancing problem because of its theoryimmanent normative premises. This also 

applies to economic ethics. In the Covid 19 pandemic, the limits of economic ethics are 

becoming apparent; it should therefore also be an occasion to clarify the normative limits and 

to distinguish economic efficiency considerations from utilitarian-oriented policy 

recommendations” (Althammer/Naß, 2020: 35f.). 

 

As part of the elaboration of further differences between the crises, the study also showed that 

an imbalance had built up on the real estate markets over the years during the Great Recession, 

which had considerable negative effects on the financial system. The intensification of the crisis 

was underpinned by the banks' loss of trust among themselves. In the current recession, the 

governments used economic policy theories to stimulate demand, which was implemented 

through countercyclical fiscal policy. With regard to the Corona Crisis, the investigation found 

that the situation is more complex. There is a simultaneous supply and demand shock, in which 

the collapse in demand was also caused by a massive disruption of the supply chains. For 

medical reasons, supply failures can and could only with great difficulty be compensated for 

by the state demand support. Nonetheless, government measures are trying to counteract the 

disruptions on the supply side. Renowned economists such as Bofinger, Dullien, Felbermayr, 

Fuest, Hüther, Südekum and Weder di Mauro give hope that an economic recovery has a chance 

of success if normal operations start quickly after the epidemic and positive catch-up effects 

result. In addition, the epidemic must be brought under control and negative effects such as 

bankruptcies and, above all, large waves of layoffs must be dealt with (Bofinger et al., 2020: 

259). 

 

Whatever the effect of the rescue measures in the final accounts, there is no doubt about their 

very voluminous dimensions. The development gives the impression that we are in the phase 

of so-called “helicopter money”. This economic theory goes back to the famous scientist Milton 

Friedman, whose remarks describe this special effect of an unconventional measure in order to 

create a money-financed fiscal incentive. Examples such as direct payments, the Paychek 

Protection Program, emergency aid in the form of direct transfers, bridging aid or not repayable 

loan advances are evidence of this fact. His so called “Bonanza from heaven” from 1969 starts 

as follows: “Let us suppose that one day a helicopter flies over this community and drops an 

additional $ 1,000 in bills from the sky which is, of course, hastily collected by members of this 

community. Let us suppose further that everyone is convinced that this is a unique event which 
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will never be repeated. To begin with, suppose further that each individual happens to pick up 

an amount of money equal to the amount he held before, so that each individual finds himself 

with twice the cash balances he held before. If every individual simply decided to hold on to 

the extra cash, nothing else would happen. … But this is not the way people behave. … We 

know only that each individual will seek to reduce his cash balances at some rate. He will do 

so by trying to spend more than he receives. … It is easy to see what the final position will be. 

People’s attempts to spend more than they receive will be frustrated, but in the process these 

attempts will bid up the nominal value of services. … It is much harder to say anything about 

the transition. To begin with, some producers may be slow to adjust their prices and may let 

themselves be induced to produce more for the market at the expense of non-market uses of 

resources” (Friedman, 1969: 4ff.). In summary, it can be said that the basic idea behind it is that 

the citizens spend the money immediately, thus stimulating the economy and inflation. This 

puts us in a whole new category of economic policy, as it simply gives money away. 

 

As joyful as the situation looks at first glance, that the state is providing a whole bundle of aid 

measures, the reciprocal consequences can not be ignored. Economic observers will be 

interested in following the months and years ahead as it becomes clear how the respective 

countries intend to approach their mountains of debt. An increase in national debt by 20 to 25%, 

which was observed in various countries at an early stage, means a reduction in the scope for 

political decision-makers (Kuhlwein, 2020). In addition, the shutdowns of the economy 

cause(d) exorbitant losses in value added, which deprives the state of revenue. Tax cuts or 

consumption incentives from the economic stimulus programs cannot compensate for the lack 

of added value. It is therefore inevitable that the taxpayer will at some point be asked to pay 

when the rescue packages are finally settled. This also includes side effects such as misguided 

aid or the default of corporate bonds purchased by the central bank (Fuest, 2020: 29, 47ff.). 

And as good as the approaches to the aid packages initially looked, realistic assessments can be 

found, for example from Gitzel, who classifies state aid and support from the central banks as 

pain-relieving, “but they do not heal the economic wound in the short term.” Rescuing all the 

affected companies would simply be unrealistic (Gindel, 2020). 

 

In summary, various parallels to the Great Recession can be found in the economic and rescue 

measures of the current crisis, which primarily concern the application of Keynesian economic 

policy. What differs, however, is the extent to which even long-standing economic rationality 

principles are neglected.  
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5. COMPARATIVE DISCUSSION OF THE CRISES RESULTS 

This chapter is considered the last component of the IMRaD structure and discusses, in addition 

to the knowledge gained in the previous chapters in a comparative context, the question of 

whether it is even possible to speak of an end to the crisis in a crisis context. Furthermore, the 

three crises examined are classified in a historical context and the hypotheses made at the 

beginning of the study are verified. 

 

5.1. Discussion on crises endings 

5.1.1 Reflection on past crises 

The previous elaborations on the comparatistics of the three crises have truly led to the 

presentation of a plenty of opinions with multi-faceted analysis options to give a character to 

the features of them. It must be possible to channel these insights, also against the background 

that crises must, or at least should, come to a conclusion sooner or later. This is exactly where 

the current section annexes. With regard to the end of the crises, this subsection comprehensibly 

focuses more on the first two crises examined, since the Corona Crisis is far from over. 

 

Accordingly, the focus of the investigation lies both in the exploration of the respective crisis 

end phase and the inspection of comparability criteria of both, combined with the question of 

whether the term “crisis end” is at all entitled to its terminology. The determination parameters 

can follow various sub-questions or discussions. The question especially in relation to Germany 

may be discussed, whether in the Great Depression it is possible to speak of postponing a 

political crisis caused by Hitler's dictatorship, or whether it is a relocation process in the Second 

World War. An initial nod to the newer or latest crisis reflects the current research situation and 

presents itself as highly questionable as to whether it is over. The turnaround by the short-term 

responsiveness of politicians manifested itself as promising and promoted a successful course, 

but the events surrounding the Euro Crisis led a shadowy existence, so that the question 

nominated itself as presentable, whether the crisis had only been postponed and overflowed 

into a common currency crisis. It is not negligible to categorize the phase after the Great 

Recession up to the Corona Crisis as a debt crisis if you rely solely on the findings from the 

previous chapters. The comparison of the two ends of the Great Depression and Great Recession 

ultimately also allows access to the philosophical discussion according to which the above 

questions are also explored in the same way.  
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In the context of the Great Recession a first ubiquitous thesis was that a “ruthless gang” of 

crooks has the financial world in their hands and that “they would rather get caught up in a 

severe economic crisis than to forego a chance to win”. Additionally without their activities, 

the “recent upheaval” on the capital market would have spared us. For the economic historian 

Werner Plumpe, these statements bear more doubt than certainty and condense into a kind of 

fallacy. This finds particularly good breeding ground when taking the past into widespread 

remembrance, in which social turbulence has rocked to economic crises and relaxed again. 

Because economic crises are, as Plumpe convincingly states, “among to the recurring, formative 

events of history; their significance has been and is often so great that they radiate far beyond 

the economic sphere and cause serious political and social problems.” Conversely, this means 

that economic crises do not present themselves as a new experience (Plumpe, 2011: 7f.).  

 

Looking back to earlier eras, comparable events were even handed down in the Old Testament 

with the Joseph story of the seven lean and the seven fat years, in which the biblical formula 

“seven good episodes always seven bad years” possessed a cyclical character. The “fat” years 

were accompanied in a regular sequence by subsidiary climatic properties that had a beneficial 

effect on the harvest, while in the “lean” years these were absent and flanked by hunger and 

hardship (Kulke, 2011). Harvest fluctuations also subsequently acted as an initiator of crisis 

states for the history of ancient Europe, undermined by economic and social hardship. Despite 

overcoming and increasing agricultural productivity since the 19th century, these crises did not 

end, as the economy's development has since been subject to rolling economic disruption. 

However, it is advisable not to suppress reality and to dismantle and polarize fluctuations of 

harvests and the economy as well- known plagues of society. Additionally, there are speculation 

crises, which are also not a new phenomenon, but at least enable new research approaches 

(Plumpe, 2011: 7ff.). Be it the then “tulip scam” in the Netherlands in the 1630s, where, 

according to Weber, to lighten up this “fraud” tulips as luxury and speculation junk “fantasy 

prices” achieved (Weber, 2011: 258f.), the Mississippi speculation about John Law 

(Rothengatter/Schaffer, 2006: 204) or the same time “South Sea Soap Bubbles” in England 

from 1718-1720 (Born, 1982: 131f.).  

 

Alongside another stacking of speculative bubbles of the 19th, 20th and 21st centuries - e.g. the 

Australian banking crisis of 1893 or the Scandinavian Crises 1984-1992 

(Schnabel/Brunnermeier, 2014: 23ff.) - they mark an almost unquenchable plethora of crisis-

ridden downturns that more or less repeat to this day. On the one hand, this admiration requires 



 

137 
 

that such crisis processes repeatedly manage to iterate as “obviously a normal part of the 

economic process” (Plumpe, 2011: 8). For others, its dimensions represent an indicator of 

political apathy, whether and to what extent reactions of the respective governments have 

developed (Schnabel/Brunnermeier, 2014: 23ff.). 

 

In addition to the actual economic crises, it should be permissible to set up a series of thoughts 

in which, due to the topical nature of the subject, state bankruptcies also profile themselves as 

normative crisis agents, even if these are not necessarily cataloged among the economic crises 

in the narrower sense (Plumpe, 2011: 8). Considering the results of the investigations of the 

American economists Carmen M. Reinhart and Kenneth S. Rogoff, de facto long-term financial 

difficulties and over-indebtedness of states as well as resulting difficulties qualify as multiple 

crisis producers of the last centuries (Reinhart/Rogoff, 2009: xxvi-xxx). However, the above 

enumeration of the history of sovereign debt crises should not give the impression that these 

events are to be regarded as the norm in national history. With “Australia and New Zealand, 

Canada, Denmark, Thailand and the USA”, Reinhart and Rogoff cite states that have so far 

been able to prevent foreign debt crises in their history (Reinhart/Rogoff, 2009: xxx). 

 

In summary, based on the previous century's reflections on crises, it can be postulated that these 

can be roughly sequenced over time. The crises of the “pre-modern” world can 

characteristically be interpreted as agricultural and food crises, while at the beginning of the 

19th century, with the infiltration of modern capitalism, state bankruptcies and the emergence 

and bursting of speculative bubbles had severe consequences for the economy as a whole. The 

transition from climate and weather as crisis-deciding factors of the “pre-modern” era to 

rhythmic economic cycles, which have not infrequently caused crises by speculative bubbles 

on the capital markets, reveals the rough historical division of antiquarian and novel crisis 

events (Plumpe, 2011: 9ff.). 

 

5.1.2 Classification of the three investigated crises 

The previous subsection was therefore able to prove that crisis incidents are no longer 

phenomena, but have a continuous character and come back regularly. In the case of the crises 

examined, the question arises as to what separates them from the others. Beginning with the 

first two crises, the Great Depression as a global economic crisis and the Great Recession as a 

financial crisis, there are almost 80 years between them and yet there are more parallels than 

expected at first sight (cf. section 1.2). 
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Past research and investigations have often come to a conceptual cohesion that the Great 

Recession and the crisis of the 1930s reached dimensions that set them apart from other crises. 

According to various authors, such an interpretation is also evident and legitimate, for example 

the Great Recession according to Sarkar had matured into an exceptional phenomenon: “On the 

surface, there have been several similar, albeit not equally severe, crises in the past decades . 

There were stock market crashes, bank failures, financial market crises, credit crunches, severe 

recessions, bankruptcies … . The order of magnitude, i.e. the depth and breadth of the current 

crisis, however, is so great that everyone involved temporarily panicked.” After the outbreak of 

the Great Recession, capitalism found itself in a struggle for its right to exist and, according to 

Sarkar, allowed the question to be asked in the context of the crisis “whether it is just another 

crisis in capitalism or rather the crisis of capitalism for which Marxists, communists, socialists 

and other critics of capitalism have long been waiting” (Sarkar, 2012: 5). 

 

As obvious as the crisis picture of many observers is that capitalism will “never be as ... as it 

was before the crisis” and its “unbridled, globalized, neoliberal” quality could be tamed to a 

certain extent in the future by a regulated exercise (Sarkar, 2012: 5), undecided impressions 

linger on. From a sociological point of view, a growing aversion to argue about an end of the 

crisis had even developed in some quarters. Thus, sociological observers such as Demirović, 

Dueck, Becker and Bader saw the “deepest economic crisis since 1929” four years after the 

outbreak of the Great Recession, especially from a societal point of view, by no means 

subsiding, since causative characters such as financial market players and asset owners were 

still pursuing their “high profit targets with the same mechanisms as before the crisis”. 

Messages of recurring growth and falling unemployment figures awakened confidence, but 

closed the radius to new crisis areas: “But none of the social problems indicated by the deepest 

economic crisis since 1929 has been solved. The financial market players and asset owners ... 

have been able to hold their own despite the crisis and criticism. Their profits are secured by 

the indebtedness of public budgets. The consequences will be borne and endured by the 

majority of the population.” A transfer of this problem could, in conclusion, also have an impact 

on new areas such as food, climate or democracy crises, which are associated with a threat to 

civil society. These theoretical, but also practical considerations, show us that enough spectators 

remain who are not familiar with the language of the crisis abatement (Demirović et al., 2011: 

7f.). 
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And the critics quoted from the previous section should be right by looking at the current crisis 

situation. On the one hand, the effects of the corona pandemic are accompanied by a severe 

economic downturn. On the other hand, crisis management will again have to face considerable 

financial expenses, which will be financed by new debts and central bank money. The economic 

problems of the presence, which can already be traced back to the phase after the Great 

Recession, are becoming obvious alongside the problems of lower productivity and the lack of 

competitiveness of individual economies. Plump misses the lack of corrective function in this 

context that a crisis would bring with it. In his opinion, a debt-financed anti-crisis policy has 

the disadvantage of keeping uncompetitive actors in the game and helping to dampen 

production development. This “creates a chronification of crisis constellations due to low 

productivity and high debt levels, which build up each other without a way out of this.” 

However, to return to the actual character of the Corona Crisis, it must be noted that today's 

pandemic is not comparable to earlier pandemic waves, especially in North America and 

Europe. The lockdowns, which were unprecedented to limit the spread of the virus, inevitably 

cause considerable economic losses, but have nothing to do with situations of existential 

scarcity in earlier times. For Plumpe they are rather “a sign of the abundance of goods that 

cannot currently be marketed” (Plumpe, 2020: 7). 

 

Moving on to the capitalist fundamental discussion on the occasion of the corona pandemic, it 

must be noted that the new crisis does have considerable effects on today's economic order. 

After all, the pandemic is determining political, economic and social reality worldwide. The 

Swiss economist Matthias Binswanger substantiates this insight by explaining that we are 

currently experiencing “how old certainties are being shaken, also with regard to our economic 

system. The dogma of eternal growth and profit maximization is in question.” This fundamental 

question, that everything must now be completely different, arises anew with every crisis that 

occurs. The last time was the Great Recession to a considerable extent, but it still hasn't gone 

crazy on the fundamental pillars. Today we live more or less in the same economy. According 

to Binswanger, the differences are more evident in the fact that in 2008 the crisis was caused 

by the economy itself, specifically by exaggerations in the banking system. His deeper 

perspective allows rather the statement that the Corona Crisis is “actually not a crisis of 

capitalism, but rather a crisis caused by an external shock, that is, actually similar to a war, the 

economy is paralyzed by something. And of course you try to get it back up again afterwards.” 

In his opinion, a rethinking will rather take place on the globalization track, at least the 

corresponding euphoria has been slightly dampened. Because we are becoming more aware 
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than ever of the great dependence on foreign countries for many products, and that if a major 

problem arises, the supply of food or medical raw materials can suddenly become scarce 

(Binswanger, 2020). 

 

The investigation still owes one comment as to the possible political consequences of such 

major crises. Certainly there are dangers that economic dilemmas resulting from the effects of 

the crisis can also move into political territory and are based on a localization that leads to a 

wide distribution among the population. The events at the end of the Weimar Republic and its 

consequences should not be taken as a representative standard, but they demonstrate the dangers 

that can arise despite economic recovery tendencies. Instead of using this for a reasonable 

period of change from 1932 onwards, “the reality of the National Socialist armaments industry” 

already nipped potential hope in the bud. The hope for better times had to give way to armament 

and the “war of annihilation” and in the end it carried “Europe to rubble and ashes”. Even if 

Plumpe stamps the entire period of the two World Wars from 1914 to 1949 as “a history of 

exceptional situations”, the global economic crisis remains in the overall track as the sub-area 

that is most likely to create a special position in consciousness. And because of the political 

explosiveness, it also qualifies as an exceptional crisis: “The global economic crisis dwarfed all 

previous experience of the crisis and made previous knowledge of dealing with disruptions in 

economic development obsolete overnight. The causes of the deep crises in the interwar period 

are in all probability not to be found in individual wrong political decisions, even if these 

mistakes exacerbated the crises and shaped their faces in detail” (Plumpe, 2011: 90f.). 

 

Against the background of the above statement, it should be noted that precisely because of the 

occurrence of well-known regular economic fluctuations in the 19th century, the crisis of 1929 

and its subsequent years occupies a special place. The well-known cycle of temporary ups and 

downs had to give way to the war events until 1949 and thus documents more than ever that an 

originally economic crisis has shifted into a crisis of political ingredients, the effects of which 

are unique in the history of a country classify (Plumpe, 2011: 119ff.). The effects of the current 

corona pandemic, which have heated up against political decisions, are now also unique in large 

parts of the population. Protests and demonstrations shape the meanwhile regular mood against 

the state decisions on distance regulations, corona requirements and planned vaccinations 

(tagesschau.de, 2020). If the governments fail to get the virus under control despite the drastic 

measures felt by the population, far-reaching political consequences will arise. The health 

systems would collapse and, at the same time, great economic and social damage would result, 
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which in turn would lead to an increase in perceived and real injustices. In the end, the 

authoritarian nationalists would benefit from this, which hides a great deal of risk potential, as 

history has already shown. The German political scientist Dirk Messner therefore considers the 

“show of strength to contain the Corona Crisis” to be “politically urgently necessary”, which, 

however, requires a functioning strategy and demands an attitude. Should the fight against the 

Corona Crisis go unfortunate, “it weakens the economy, social cohesion and democracy” 

(Messner, 2020). 

 

5.2. Comparison of economic indicators 

5.2.1 Key interest rates 

Starting with a sober look, an initial result for the key interest rate can be determined. It is not 

surprising that some people talk about a wrong world and for outsiders the current situation is 

confusing. Because we are in a low-interest phase - if the phase concept still fits - with a long-

term character. The usual credit procedure always followed the form that interests will be paid 

in return for a loan. In return, the one who pays debts pays interest. In addition, there was always 

the principle that with a long-term and firm investment the highest interest rates could be 

obtained. These economic pillars seem outdated today. Making debts is associated with almost 

no cost, and anyone who repatriates money makes losses in the long run. Credit institutions and 

large companies currently even have to pay negative interest for their reserves. How could this 

happen? The decisions of the central banks play a role as well as the processing of the 

consequences of the former Great Recession (compared in particular section 3.3. and 4.3.). 

 

The key messages in figures 18 and 19 appear to be accompanied by strengthened monetary 

policy instruments that have led to a monetary flooding of the capital markets. They show us 

that the greatest innovations and added value were created by 1980 since then, neoliberal 

policies have been introduced and the financial sector has taken a leading role in the economy. 

Since then we have mostly financial innovations and less real sector innovations and of course 

this means less added value. The financial sector needs free money for speculation - less interest 

(Sinković, 2020). Another scientific finding is the follow-up effect in the context of historical 

financial market analyzes, which is associated with cycles of rate hikes. Figure 57 shows the 

historical key interest rate development in the USA and the respective crises in column form 

and confirm in almost all cases that interest rate increases have led to recessions 

(Stoeferle/Valek, 2018: 59). 
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Figure 57: US Recessions and Effective Federal Funds (1914 - 2018) 

Source: Fed, Stoeferle & Valek (2017: 32) 

 

First, from a historical long-term perspective of over a century, 16 of the last 19 rate hike cycles 

ended in recession. Second, every financial crisis was preceded by rate hikes. Only three cases 

proved to be exceptions to the rule (Stoeferle/Valek, 2018: 59). This finding is not entirely 

negligible in the financial science context. For outsiders, this is a gain in knowledge that you 

have to let melt on the tongue. For experienced or historically interested financial market 

observers it is a more explainable than inexplicable connection. In summary, it can be said that 

interest rate decisions alone have the power to control or at least arrest global risks. The last 

fear of such a follow-up effect was in late December 2018 or early 2019, in which the 

contraction of central bank balance sheets was closely related to the rising interest rates. Over 

the course of 2018, the Fed started to withdraw liquidity from the financial markets for the first 

time since the End of the Great Recession. The ECB, Bank of Japan and Bank of England were 

also facing this decision (Stoeferle/Valek, 2018: 59). After the Fed raised its key interest rate 

from 2.25 to 2.5% on December 19, and announced two more for 2019 plus a quantitative 

tighting (FOMC, 2018), this decision and phase almost led to a collapse of the stock markets in 

the United States and Europe (finanzen.net, 2019). For this reason, this consideration was 

largely refrained from in the course of 2019 through multiple key rate cuts (FOMC, October 

30, 2019). In this context, the theoretical and sentimental train of thought is also interesting if 

you follow the saying of the economist Lacy Hunt: “Monetary policy has become asymmetric 
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due to over-indebtedness. This means that an easing of policy produces little stimulus while a 

modest tightening is very powerful in restraining economic activity.” A little tightening means 

and leads to a severe restriction of economic activity, while an easying of monetary policy does 

not give impulses in the same correlation (Hunt, 2018: 59).  

 

The German-British economist and crisis expert Richard Werner, revealed an aspect that is 

more scientifically founded than perceived by everyone in practice. In his view, it does not 

correspond to today's reality that a negative correlation between interest rates and growth means 

that low interest rates lead to increasing economic growth. With regard to this myth, he believes 

that the opposite is the case. The correlation between interest rates and growth is positive. Here 

he sees the path of statistical causality from growth to interest, and not vice versa. In concrete 

terms this means that high growth leads to high interest rates and low growth to low interest 

rates (Werner, 2012: 7). A thesis that has the potential to open up extensive lines of discussion 

in relation to central monetary policy. Reciprocally, this means that the elementary instrument 

of central banks - interest rates - “cannot explain GDP growth or the behaviour of stock markets 

or exchange rates“ and thus directly addresses Werner's critical stance on central banks. Already 

in 2002, he accused the central banks of “manipulating financial markets”, being intent on 

“generating and intensifying economic cycles” and driven by pure “quantity quotas for bank 

credit creation of all countries.” In combating the crisis, he attaches far greater importance to 

the factor money supply than to interest rates themselves: “What really moves the markets, 

however, is not the price of money, i.e. interest rates, but their quantity - if only measured 

correctly” (Werner, 2002). 

 

Even more than 15 years later, at an investors' event, Werner held on to this viewpoint more 

than ever before: “Officially, central banks manipulate interest rates as the price of money in 

order to achieve equilibrium. The determination of rationed markets is still tied to quantities 

and not prices, in this case by the quantity of supply and demand. Economic theory, which uses 

“alleged market forces”, is undermined by “bureaucratic allocation decisions”, “which 

dominate the economy” (Werner, 2017). Both passages show that there are quite different 

perspectives in the context of central bank policy. Werner's further and more profound findings 

in the above context are discussed again in the subsection “Public and private debt 

development.” 
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5.2.2 Inflation 

When drawing an interim conclusion in this subsection, it is as in the previous chapter obvious 

that the predominant inflation or deflationary developments are directly or indirectly related to 

signs of a crisis. The following graphic shows in a 60-year view with red circles that inflationary 

and deflationary movements follow a certain pattern before and after the outbreak of crises, 

including four economic recessions and two energy crises (here using the example of official 

US recessions; Bryan, 2013). 

 

 

Figure 58: Inflation, consumer prices for the US (in %) with own markings 

Source: World Bank (frequency: annual) 

 

The graphics combined with the elaborations in this chapter have truly shown that striking price 

increases often accompany crises (e.g. price speculation in section 3.4.) and that the inflation 

rate is largely high before the outbreak of a crisis. Conversely, deflationary developments are 

compatible with the immediate consequences of the crisis. The latter can also be observed very 

recently in the wake of the Corona Crisis. 

 

The most advanced deflationary developments can be observed in the Great Depression (see 

figure 4), this was also responded to with clear criticism of the fiscal policy measures. With 

regard to the classic history of American monetary policy, there is a major point of criticism 

here from well-known economists such as Milton Friedman or Anna Jacobson Schwartz 

(Friedman/Jacobson Schwartz, 1963). They blamed the Fed for not having contained a large 

part of the crisis by failing to prevent the decline in the money supply after 1929. Such moves 

would have resulted in more intense free market government bond purchases, where banks and 
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other companies would have had sufficient liquidity to meet their growing demand for cash. 

The Friedman/Schwartz chain of ideas paints a picture of what could have happened after 2008 

without the Fed measures if the markets had not been served with sufficient money (Davies, 

2012). And inflation can also be controlled through fiscal measures. Deflation often leads to an 

increase in credit defaults and bankruptcies, which in turn goes hand in hand with a number of 

bank defaults and results in a further decline in income, production and employment. The Fed 

generally push price stability as a primary objective of monetary policy, as fluctuations in price 

levels (whether deflation or inflation) can lead to financial instability and can slow economic 

growth (Wheelock, 2007: xiv). 

 

As negatively as diverse economists encounter the side effects of deflation, their relativization 

must also be considered. Deflation critics see a particular risk in relation to consumers that they 

could postpone purchases in the hope of lower prices. The criticism in regard to companies is 

that they could cut production and postpone investments. The latter, in turn, could trigger 

layoffs and lower wages, which would slow demand and further contribute to lower prices. 

From this process chain a vicious circle of falling prices, wages, expenses and investments 

could develop. However, this worst case scenario also has weakenings. The fact that consumers 

are really holding back on their purchases can be seen in the respective situation. If consumption 

continues, the economy also benefits. It can only become dangerous when the so-called second-

round effects are introduced, this affects the point in time when wages fall (Zeit online, 2009). 

 

Overall, it should be noted that compared to previous trends, consumer prices in the EU and the 

USA have increased only relatively moderately in the past two decades (European Commission 

Eurostat, 2017). This is also due to the more recent monetary policy measures implemented by 

the ECB and Fed. To achieve the defined price level stability or its target level, the ECB 

essentially exercises three far-reaching monetary policy instruments: interest rate setting, 

money supply management and influencing inflation expectations via its communication 

(Diermeier/Goecke, 2016: 5). This shows that they attach this concern to the upper priority and 

the Fed also shows characteristic parallels in these principles. 

 

5.2.3 GDP development 

For the comparative analysis of this chapter and as already elaborated in the previous two 

chapters it turns out relatively quickly that different economic theory threads were drawn 

between the two periods. Based on the respective parameters and the associated economic 
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measures it becomes clear for the 1930s that characteristic elements of a restrictive monetary 

policy are evident. Fricke's overall impression of the 1930s is unambiguously condensed into 

the following critical dogma that the economy was insufficiently supplied with money and 

credit with negative effects for production and consumption: “Back then, governments and 

central bankers had watched for a long time, bankrupted banks and relied on letting the 

supposedly purifying crisis run until it became independent and ended in deflation and 

depression. Back then, the monetary authorities kept interest rates relatively high for years and 

the money supply shrank. As a result, companies and households had a quarter less funds 

available in 1933 than in 1929.” This explains the reason why the then Fed chief and economics 

professor Ben Bernanke after years of research of the Great Depression took a different route 

after the crash in 2008. He quickly put a lot of money into circulation and lowered interest rates 

to zero to prevent the money supply from falling. It also explains why Obama's advisers opted 

for similar interventions, including restructuring state aid banks, increasing spending and 

bringing money to the people. Even if it dramatically increased government deficits (Fricke, 

2016). In the context of GDP and its effects the thematic focus of the economists Jordà, 

Schularick and Taylor is that the “correlation of production, consumption and investment 

growth with credit has increased significantly over time”. In their view, loans even more than 

money are now more closely associated with changes in GDP than in earlier, less indebted 

periods of modern economic development. According to their knowledge the same thesis also 

applies to the correlation with investments and consumption (Jordà et al., 2016: 25f.). When 

applying this thesis it becomes obvious that offering loans in times of crises through 

government programs and with the support of the central bank to cut interest rates has a positive 

effect on GDP. 

 

Based on figure 7 and Fricke's explanatory statements it can be seen that the US economy was 

only able to reach the pre-crisis level after 1937 due to the restrained monetary policy. Here, 

the numbers of economic performance after the outbreak of the Great Recession speak a 

divergent language. The downturn in the US economy after the crash in 2008 lasted just one 

year, followed by three years of the economic crisis instead of almost a decade of depression 

after 1929. If you compare the unemployment rate in the wake of the Great Depression (25%) 

it becomes clear that the resulting slowdown in consumption also contributed to the economic 

collapse and companies were also forced to reduce their investments. At the time of the Great 

Recession the United States remained far from comparable mass unemployment. And eight 

years after the outbreak of the crisis the official unemployment rate was even below 5%. In 
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addition, per capita consumption in 2011 was again at the pre-crisis level. As a result of all this 

development and including recurring economic growth, it was also possible from 2010 to 

generate tax income that is necessary to reorganize the state budget due to the costly economic 

programs (Fricke, 2016). It is therefore not surprising that in the current Corona Crisis extensive 

stimulus packages to contain the effects of the crisis have been adopted.  

 

The following finding does not appear to be revolutionary, but it does reveal an interesting 

aspect. John Maynard Keynes' theses were very well known internationally in the 1930s, that’s 

why various economists criticized their failure to observe them. For example, Keynes key 

reputation at the time was an occasion for Büttner to question why his methods were not used: 

“The methods that Keynes mainly propagated were suitable. The English economist's proposals 

were… well known to theoretically secure a change of course. In scientific discussions, the 

reception of his ideas was taken for granted; the advocates of a conscious anti-deflation policy 

were particularly influenced by his book ‘A Treatise on Money’, published in 1930. But 

Keynes' books, articles, lectures and memoranda also received a lot of attention for the English 

government in magazines and daily newspapers, even in the newsletters of minor local 

professional organizations” (Büttner, 1989: 222f.). 

 

5.2.4 Public and private debt developments 

The complex processing of the debt subsections has produced various insights, some of which 

have also been used for an antithetical discussion. Categorizing the development of public debt 

ratios as a scientific emergency area in the context of a crisis would nevertheless go too far in 

the opinion of the authors. Rather, a different opinion is to be put forward, in which the 

analytical analysis of the debt problem leads to an antithetic that has opened up extensive dius 

discussions in the professional world. Starting with the argumentation example of the 

influmental German economist Hans-Werner Sinn, two crucial points come to light. On the one 

hand, his endorsement of costly economic stimulus measures by the state in times of crisis 

which are based on Keynes' interventionist economic policy in order to save primarily affected 

companies and jobs and thus support the economic cycle. On the other hand, there is the 

requirement of debt discipline, which is counteracted by central bank policy and meanwhile is 

turning away from the character of sustainability due to long-term and increasing debt paths 

and a tripling of the central bank money supply (Sinn, 2020b). Finding the right consensus here 

is like a scientific sparring match. In order to classify long-term debt constellations you must 

bear in mind that the two top economists Reinhart and Rogoff already classified them as 
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essential indicators in the context of crises. The results of their investigations show that de facto 

persistent payment difficulties and overindebtedness of states as well as the resulting difficulties 

qualify as multiple crisis generators of the past centuries (Reinhart/Rogoff, 2009: xxvi-xxx). It 

was and is therefore all the more important to consider the circumstances to which governments 

are directly or indirectly exposed. 

 

The thesis that debt per se should be regarded as a purely negative factor would therefore be 

too simple and would not stand up to a body of scientific research. The view of Werner whose 

terms present themselves in context and even ensure a transition to the previous subsection, 

also qualifies for this. When it comes to debt he recalls (like Sinn) in particular what the money 

is used for. The effect of a bank loan therefore depends largely on its use and can be diversified 

into two types, the unproductive and productive added value. A bridge to the previous 

subsection can now be seen, namely that the taking up of debt is acceptable if it generates a 

positive contribution to GDP, for example through investment loans. This so-called productive 

added value according to Werner serves to create new goods or services and leads to 

productivity gains that simultaneously generate inflation-adjusted growth and an increase in 

employment. In turn, unproductive credit creation is aimed at financial loans that do not 

contribute to GDP, because they are not originally linked to performance-related processes. The 

further judgment regarding financial loans is devastating which Werner even criticizes in such 

a way that it leads to “banking crises, asset inflation and financial bubbles”. According to 

Werner's definition the latter arises as a preliminary step to banking crises whenever “bank 

money creation grows significantly faster than the economy for a long time” (Werner, 2012: 

22). In this context Werner does not miss the opportunity to comment on the issue of money 

creation and distribution. In his eyes and contrary to the opinion of the general public neither 

the government nor the central banks should be regarded as creators of money, but rather the 

banks as the actual creators and distributors and thus the heart of the economy (Werner, 2012: 

16). 

 

Looking at the overall picture of the current crisis situation it must be noted that the debt issue 

has picked up considerably again. Paul Krugman took a constructive stance on the high levels 

of debt worldwide and especially in the USA even before the outbreak of the corona pandemic 

which was rich in argumentative statements. In his eyes austerity efforts must be seen as a 

negative scenario if they prevent future investments especially in new infrastructure. Even 

though he views the debt situation in the US with relatively little panic, he sees the origin of the 
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debt mountain as anything but uncritical. Tax relief for large corporations and tax cuts for the 

rich are two things that re not permitted in the context of debt accumulation. His historical 

consensus is that government debt may well increase but for a sustainable purpose, such as 

investment in education or infrastructure (Krugman, 2019). Otherwise, worst-case scenarios 

could develop that would be compatible with the austerity policy and the situation as in the 

Great Depression of the 1930s and could slow down the economy (Krugman, 2012). The 

described relativizing argumentation by Krugman should not hide the fact that a clear picture 

emerges from a broad view of the debt development in the USA. An interim conclusion can 

therefore be summarized as an example in three graphics. The first graphic summarizes a trend 

that does justice to the explanations in this subsection. 

 

 

Figure 59: Federal debt held by the public since 1900 (in % of GDP) 

Source: Congressional Budget Office of the United States (2020: 1) 

 

The United States is well on the way to reaching post-World War II levels. The graphic shows 

that the debt trend resulting from the Great Recession is diametrically opposed to the situation 

in the Great Depression. Contrary monetary policy directions (money restriction versus money 

expansion) meet here strikingly based on the knowledge gained so far from the investigation. 

At first sight the graphic from the latest edition of the Congress of the United States 

Congressional Budget Office from January 2020 allows the viewer plenty of scope for attack, 

in which the publishers were not stingy with criticism: “High and rising federal debt would 

reduce national saving and income, boost the government’s interest payments, limit 

policymakers’ ability to respond to unforeseen events, and increase the likelihood of a fiscal 

crisis.” This means that even before the outbreak of the latest crisis the situation was to be seen 
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as sobering (Congressional Budget Office of the United States, 2020). The corona pandemic 

will not have made the current situation easier with the extensive current economic stimulus 

packages. 

 

A further illustration of the economic development is clear from the two-axis view in the 

graphic below. Here, the growing US debt curve (measured in $) is juxtaposed with the 

development of GDP. 

 

 

Figure 60: US gross federal debt versus GDP since 1940 

Source: Bureau of Economic Analysis, Council of Economic Advisers, Federal Reserve Bank 
of St. Louis (2012) 
 

Graphically it is visible that absolute debt broke the GDP mark for the first time in 2015 and 

consequently exceeded 100% in terms of percentage. It should therefore come as no surprise 

that Christine Lagarde, the then IMF chief, expressed concern last year about the level of debt 

in the United States, which she considered to be “on an unsustainable path” (Lagarde, 2019). 

There may be divided opinions about the background and reasons, but not about the obvious 

trend. Additionally, it can be seen graphically that the rising trend in terms of public debt has 

not only been observed intensively in the USA for decades, but also applies to the G20 

countries. 
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Figure 61: Historical public debt G-20 states (in % of GDP) 

Source: IMF (2020) 

 

Summarizing the findings of the private debt ratios with regard to the three crises, it should first 

be noted that these, like the public debt ratios, can cause major problems. The private debt ratios 

were the harbinger of the Great Depression and Great Recession, and in turn the aftermath in 

the Corona Crisis. A comparable increase in private debt ratios as in the first two crises can also 

be found in the Japan Crisis (subsection 2.4.4). In the immediate aftermath, public debt ratios 

rise at a similar pace, as shown in subsection 3.4.4. This is one of the key findings of the study. 

Likewise, that private debt ratios shot up after the outbreak of the Corona crisis in the face of 

rising borrowing. Thus, in the latter crisis - in contrast to the Great Depression and Great 

Recession - the rise in private debt ratios cannot be classified as a cause or driver, but rather as 

a knock-on effect of a sudden virus (see subsection 4.4.4). 

 

In the final analysis, we are left with the question of how an economy can adequately survive 

with such high debt ratios. Looking at the example of Japan, where the country was already 

shown in subsection 3.4.4.1 to be the long-term leader in public and private debt ratios, the 

above question takes shape. The chart below shows the sum of both debt ratios, which tended 

toward 300% by 2010. 
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Figure 62: Japan Debt to GDP Ratios (in % of GDP) 

Source: Keen (2008) 

 

The reason why the country was able to continue to operate well despite high debts was due to 

the trade balance surplus it had generated over many years. Like the EU heavyweight Germany, 

Japan is characterized by a strongly export-oriented economy which, due to the geographic 

location of the country, benefits greatly from well-functioning sea transport (German Chamber 

of Commerce and Industry in Japan, 2020: 1ff.). Coupled with the obvious long-term interest 

rate restraint on the part of the Japanese central bank (see figure 19), which keeps the interest 

burden within limits, the situation is being dealt with. The condition is different in the USA, 

which is illustrated below. 

 

 

Figure 63: US Debt to GDP Ratios (in % of GDP) 

Source: Keen (2008) 
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Public and private debt ratios each above 100% can have very damaging effects if they are 

accompanied by noticeable foreign trade deficits. And this is exactly what describes the 

situation in the USA. They imported far more than they exported. In 2017, for example, the 

USA had by far the largest foreign trade deficit in the world. In absolute terms, it amounted to 

$ 552 billion, the equivalent of 2.85% of GDP (Priewe, 2018). Against this backdrop, the omens 

are not good if the level of debt in the USA remains as it is. 

 

5.2.5 Stock markets and real estate developments 

In order to draw an interim conclusion on this subsection it was not so much necessary to 

observe and look at the technical developments chart of the respective indices in the respective 

period but rather to look more closely at the backgrounds that caused them. The crisis periods 

were initially evident in all of the charts shown whereby the intensity of the Great Depression 

stood out and marked the longest phase in which stock prices suffered. Nevertheless, the 

recovery trends which were mainly based on fiscal policy measures were characteristic of the 

two recent crises. 

 

Despite political uncertainties and events (such as the ongoing trade disputes between the US 

and China), stock indices rose steadily. This means, in a reciprocal way, that such significant 

and long-lasting events have not the same impact on stock market developments as key interest 

decisions of the central banks. The following statements of the Fed-chief Jerome Powell from 

March 2019 supported this thesis: “We don’t see data coming in that suggest that we should 

move in either direction. They suggest that we should remain patient and let the situation clarify 

itself over time” (Powell, 2019). The yet announced end of 2018 interest rate increase was thus 

off the table and his statement should first provide reassurance. However, it was rather kept 

secret that the turnaround in interest rate policy also had other reasons. While the major stock 

indices on the Wall Street or big indices in Europe and Asia were aiming for record highs or 

hovering high, (key) interest rates are at a very low level for years. Obviously, there is a 

connection here whose correlation is sensitive. As the Wall Street’s economist Ed Hyman 

already stated before the third interest rate cut by the Fed in a row: “This will be the third rate 

cut and that’s been sort of the magic sauce in the 1990s to get growth to stop slowing. … They 

feel like they are in sort of a familiar territory if this works out, and the stock market rallying is 

a suggestion that it is working out” (Hyman, 2019). 
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The recovery periods in the key indices after the crises‘ outbreak were largely based on the far-

reaching stimulus packages of the respective governments as well as the liquidity aid and key 

interest rate cuts by the ECB and the Fed which at first gave (stock-)investors hope for an 

economic recovery. In view of the inexorably increasing debt paths (as described in previous 

subsection) investors clearly only attach a peripheral importance to the perspective and 

sustainable view. In the context of the comparison between the Great Depression and the Great 

Recession the Swiss economic historian Tobias Straumann said that even in the 1930s (despite 

a characteristically restrictive monetary policy) the Fed “initially reacted correctly to the stock 

market crash by quickly reducing nominal interest rates and the banks with liquidity were taken 

care of.” Although it ensured that share prices stabilized in the medium term the economy was 

still going through a long dry spell as he added: “On the other hand, the Fed reacted too weakly 

to the subsequent banking crises and international capital movements, not least because the gold 

standard defied the limited scope. This turned the recession into a depression.” While he saw 

expansionary monetary policy in the first phase in 2008 and 2009 as an adequate and logical 

step to contain the crisis and calm down the capital markets, he questioned the effect of the 

subsequent quantitative easing (in particular the purchase of government bonds) because their 

effect “cannot be statistically proven beyond any doubt”. And this is exactly where it is 

transferred to the reprehensible. In the current Corona Crisis, the ECB no longer had any leeway 

as an option to cut interest rates, as this was already on the zero line. As a difficult circumstance 

the almost entirely expansionary monetary policy after 2008 did not really ease the general 

conditions, as this essentially increased the debt ratios (Straumann, 2019). 

 

To follow the previous passage, it sounds almost too pathetic to read the current situation 

description of the Corona Crisis by the chief economist of the American investment company 

Invesco - John Greenwood. In his view, the current monetary policy measures of the states and 

central banks serve as a bridge to the phase that follows the pandemic. In addition the “ECB 

could increase its impact” if it included additional market participants in its purchase programs 

that are not primarily in the banking sector, such as the purchase of securities from insurance 

companies or pension funds. These considerations truly deserve to be thought through and 

discussed. However, the step he is already formulating will be much more challenging in a 

period of still stressful pandemic effects on states and their economies. He recommends that the 

central banks do not wait too long to gradually bring interest rates back to normal. This should 

happen before they start selling government bonds again (Greenwood, 2020). Considering the 

chaos on the stock markets caused by the Fed's announcement of rate hikes in December 2018, 
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such statements must be properly and carefully channeled at the moment and the 

implementation step must be considered very carefully. 

 

5.3. Financial market and morality 

5.3.1 The relationship between market and morality 

The background for the further considerations in this subsection is that sustainability issues 

have formed large parts of the recent public debates and that the finance industry and the market 

should also be geared towards these debates. For this purpose, a brief overview of essential 

aspects of the relationship between the (financial) market and morality as well as some available 

positions on this discussed relationship between representatives of both sides is given. 

 

Markets are increasingly losing their social reputation. The lack of confidence in the market is 

attributable in particular to the financial crisis of 2007/2008. In addition, however, there are a 

number of other problem zones or drivers that have caused a confidence downturn: fraud crises 

of manufacturers, climate-damaging greed for profit in the energy industry, debate about social 

inequalities and widening discrepancy between rich and poor (Schäfer, 2018: 42). In general, it 

can be stated that the moral capital of a society can suffer both from the erroneous design of 

framework conditions and from individual, immoral misconduct. The preservation of moral and 

social capital is not only an important location factor, but also ensures social peace, which 

ultimately benefits everyone. A lack of morality can therefore be seen as a risk factor for society 

as a whole. Improved communication about morality and the market economy can counteract 

any moral risks (Enste, 2015: 50f.).  

 

In the further course, the market vs. moral discussion, which is characterized by different 

contrary basic positions, will be taken up and provide different viewpoints. At the centre of this 

discussion is the question how do market and morality fit together and to what extent the market 

as a system of order influences the moral order of a society. This value debate on entrepreneurial 

action takes on an additional dimension through raising the question what role can be attributed 

to the state: does the system need a regulatory framework that does not leave the competition 

to itself and/or how much regulation is needed. 

 

5.3.2 Viewpoints 

The initial question of market and morality polarizes, as it turns out. Relevant contributions to 

the discussion are outlined below. 
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Alan Greenspan, the former chairman of the Fed, assumes in his “mea culpa”-statement that 

financial markets would always “self-correct”. In his “mea-culpa statement“ in 2008 he 

admitted that he overestimated the ability of free financial markets to correct themselves. At 

the same time, he underestimated that deregulation could have such destructive forces on the 

economy: “this crisis, however, has turned out to be much broader than anything I could have 

imagined. … Those of us who have looked to the self-interest of lending institutions to protect 

shareholder’s equity (myself especially) are in a state of shocked disbelief” (Felsenthal, 2008). 

 

George Soros, billionaire/investor, questions the prevailed view that markets correct themselves 

and sees it as a fallacy. There is no single state that can oppose the power of global financial 

markets. Furthermore, no institution has the power to issue rules at a global level. Soros assesses 

an self-contradiction in the relationship between business and ethics and argues in regulation 

debates: “Profit maximizing behavior follows the dictates of expediency and ignores the 

demands of morality. Financial markets are not immoral; they are amoral” (Soros, 1998: 208). 

 
According to Friedman, Nobel Memorial Prize winner in Economic Sciences 1976, 

dogmatically or only partially, the only social responsibility of the companies would be to make 

profit (Friedman, 1970); an approach that is no longer up to date in the current times of crises, 

scandals and violations. Socially responsible management is becoming an indispensable 

criterion, since entrepreneurial action and decisions are no longer free from ecological and 

social perspectives (Gogoll/Wenke, 2017: 14). 

 

Against the thematic background, the standpoint of a national panel discussion between 

representatives from business and science can be used as an example in the present context 

(Chamber of Industry and Commerce/IHK Nürnberg, 2007). Ludwig Georg Braun, German 

entrepreneur and honorary president of the German Chamber of Industry and Commerce, 

pointed out: “Market and morality belong together, because without moral values a reliable 

economy is not possible.” Doing business sustainably benefits not only society, but the 

company itself if it treats its partners correctly in order to remain in a long-term business 

relationship. Wolfgang Gerke, German financial market economist, expressed it in more radical 

terms: “The financial markets have long taken over the direction. The battle is over. Politics, 

society is disempowered by the financial markets.” Germany, characterized by social market 

economy, has to come to terms with this and can at best try to set moral goals for society.  
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The tension between profits and jobs was also discussed. According to Braun, it is morally 

correct if a company cuts jobs despite high profits, instead of “closing eyes on reality” and 

acting too late. Friedhelm Hengsbach, German economist and social ethicist, countered: “If the 

profit is increased, this is usually at the expense of the wages.” Politicians should set rules and 

laws for morally correct behavior. Dagmar Wöhrl, Parliamentary State Secretary in the German 

Federal Ministry of Economics, sees the interests of the financial markets and the employees 

as compatible. On the one hand, employees often have shares themselves that benefit from price 

increases. On the other hand, making profits also has a moral dimension: “Because whoever 

makes a profit can also invest and thus create jobs.” 

 

5.3.3 Interim conclusion and final considerations in view of the current developments 

Given the consequences of the economic and financial crisis in 2008, it is not surprising that it 

has left its mark. The consequences for morale and confidence in the financial markets are 

particularly noticeable. In Germany, for example, its economic system is being recalled once 

again. As the German economist Schäfer puts it: “The market economy needs more reputation 

and acceptance in society. This requires a broad institutional landscape of moral education” 

(Schäfer, 2018: 46). This was also the case for German Federal President Joachim Gauck at the 

opening of the 20th German Banking Day on April 9, 2014 in Berlin, who hereby also appeals 

to the consciences of bankers: “The turning away from the virtues of the social market economy 

has shaken citizens' confidence in the banks” (Gauck, 2014: 6). 

 

Schäfer's intention is twofold. On the one hand, he makes it clear that the financial crisis caused 

an important aspect - namely a loss of trust - at the level of the relationships between the market 

and participants. On the other hand, he underlines a postulated function of a current guiding 

principle, not only in society but also in the economy: “The advantage that market morality 

creates is stability, the reliability of mutual behavioral expectations. Morality thus becomes an 

investment good: it is worthwhile to act morally in the order-economic sense” (Schäfer, 2018: 

46). The sustainability aspect is inevitably linked to this. Market participants should be 

stimulated for long-term prudence considerations, not just in the short term. Sustainability aims 

at operational continuation, durability and stability of structures. Trust is the key prerequisite. 

Trust has developed into an important research subject in recent years. It is accentuated in 

different contexts: from the fundamental importance of trust for interpersonal relationships to 

an extended view as a central entrepreneurial resource. If trust is discussed, it is usually an 
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indication that it has been lost. The financial and economic crisis of 2008 provides this 

development with ample material (Beckert, 2009: 37).  

 

Confidence and sustainability also fell short of their expectations in the context of the recent 

crisis in the corona pandemic. Sinn, for example, argued that the multi-year expansionary phase 

before the outbreak of the Covid 19 crisis played a key role in the current situation. The long-

lasting policy of “easy money” - especially through zero interest rates and quantitative easing - 

led to the world floating in liquidity and boosting the stock markets. An expansion in the form 

of liquidity aid for affected companies and the population, which is inevitable for the current 

crisis, will intensify this effect. The central banks have - according to meaning - and that is the 

big shortcoming, they already used up their powder before the Corona Crisis. They have used 

up their funds at the wrong time and are primarily “responsible for the bubble that Corona has 

now burst” (Sinn, 2020a). Leading over in the context of business ethics and moral economics, 

the question arises whether the political decision-makers have acted morally in the interests of 

everyone in recent years. Because morality increasingly takes on the character of an asset. In 

this context, the building of mutual trust between the parties should be emphasized. Investing 

in trust, which usually accumulates after years of good experience in working together, leads 

to so-called trust capital. The term already indicates that the successful process of building trust 

is an asset (Gogoll/Wenke, 2017: 85f.). 

 

5.4. Hypothesis testing 

5.4.1 Economic indicators follow (certain) patterns within crises 

In this first subsection of the hypothesis evaluation, the research results are tested with a focus 

on repetitive patterns of economic indicators in a crisis context. The core message of the 

comprehensive elaborations on this has shown that they follow certain patterns before, during 

and after the crisis, so that the first hypothesis can be verified. The term “determined” must be 

defined or specified. With regard to the key interest rates it could be sketched that an increase 

in this over a period of a century ended in 16 out of 19 cases in a recession und every financial 

crisis was preceded by a rate hike cycle. With regard to the economic indicator of inflation, it 

could also be illustrated that inflationary and deflationary movements follow a certain pattern 

before and after crises. It became clear that striking price increases often accompany crises (e.g. 

price speculation) and that in the same context the slogan “recession kills inflation” proves true 

again and again.  
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In the case of the other economic indicators, debt ratios, GDP and stock markets, a repetitive 

pattern was to be expected in a crisis context, but they should not be disregarded in the context 

of the hypothesis analysis. The fact that crises lead to rising debt ratios can certainly be seen as 

evident in the eyes of economists and certainly flow into it as a recurring pattern. Such a pattern 

was evident in all three crises, but to varying degrees. What is more remarkable is the partial 

link between the indicators, such as GDP and debt ratios, the development of which is mutually 

dependent.  

 

5.4.2 Crisis management, economic theories and crisis periods are interdependent 

The second hypothesis was to test the link between political measures and economic theories 

during the crisis periods. The measures derived for crisis management showed that different 

economic theories were primarily found in the application of measures, but also in the 

perception of the crisis. This also includes the fact that - irrespective of the different portfolios 

of measures applied - the cyclical boundary conditions of the more recent crises were not found 

to be as sharp as those of the 1930s crisis. The different terms “Great Depression” and “Great 

Recession” also suggest this. Bischoff had already made an announcement of this kind at the 

beginning of the Great Recession: “The world economy is certainly still a long way from a 

depression at present and will probably remain so despite the dimensions of the current crisis. 

... But depression symptoms - problems of the type that characterized a large part of the world 

economy in the 1930s, but have never reappeared since - are again alarmingly topical. ... 

Whether capitalist societies slip into a deflationary, depressive development for a longer period 

of time depends not least on the extent and nature of state intervention” (Bischoff, 2009: 7ff.). 

This quote directs very well to the next linkage. With the roll-out of comprehensive stimulus 

packages to contain the Great Recession, the schools of thought of Keynes and Minsky regained 

relevance, which Krugman also called a “Keynesian moment” in global economic policy in late 

2008, underscoring an elementary reorientation within economic thought. Until the era of the 

Great Depression, primarily since the 19th century the way of thinking of the so-called “liberal 

theology” (Galbraith, 1994: 107) or also called “laissez-faire model” (Matis/Stiefel, 1991: 171) 

existed, in which according to Galbraith the view was held “that more competition serves the 

common good, not less competition (Galbraith, 1994: 107).” In conclusion, government crisis 

management during the Great Depression could be described as restrained and savings-

oriented, since such interventions were rejected as contrary to the system.  
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Rounding out the events of the Corona Crisis, two distinctive features stand out in terms of 

crisis management and economic theories. First, the question of the economic costs of the 

shutdown and the lavish aid packages in the Corona crisis is dismissed as cold-hearted, and the 

attempt on the part of some economists to assign a monetary value to health and human life is 

classified as immoral. And second, unlike the Great Recession, in which governments relied on 

economic policy theories to stimulate demand, namely, there is a simultaneous supply and 

demand shock. The demand collapse was primarily caused by a massive supply chain 

disruption. Supply shortfalls can and could hardly be compensated by government demand 

support in the Corona Crisis for medical reasons. And this despite the fact that, economists even 

compare government intervention to “helicopter money.” In summary, the stimulus and rescue 

measures of the Corona Crisis have several parallels to the Great Recession, primarily in terms 

of the application of Keynesian economic policy. What differs, however, is the extent to which 

long-standing principles of economic rationality were neglected. 

 

5.4.3 Crises are avoidable phenomena 

The comprehensive and historically far-reaching investigation was able to manifest - also 

through the illustration of economic indicators of the recessions in the last 100 years - that the 

avoidance of crises is visionary. Judging them in advance should also be done with a sense of 

proportion. Renowned economic historians such as Plumpe want to sensitize critical crisis’ 

critics to the fact that such cycles “can also perform an important function in structural change 

under regular conditions, by promoting positive future expectations and correcting 

exaggerations.” The public and political opinion is often oriented towards a “utopian idea of 

equilibrium”, “according to which every fluctuation and every crisis is the result of a wrong, 

i.e. correctable or omitted, i.e. catch-up action” (Plumpe, 2011: 119ff.). Rather, the 

investigation has shown that crises are recurring, but not predictable. In the run-up to the Corona 

Crisis, economists predicted that a crisis was imminent, e.g. 

 

 Otte in 2019 through: “increasing closing of the money locks by the central banks, ... 

threatened declining economic growth, ... national debt, ... falling sentiment indicators, ... 

escalating trade dispute”. 

 Verdun in 2019: “Is Europe ready for the next financial crisis? … Who helps countries that 

are in financial difficulty? How should we distribute refugees within Europe? … With 

Brexit looming, stronger economic governance of the European Union is more essential 

than ever.”  
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 Sinn in 2018: “I can only advise everyone to be on their guard over the next few years. ... 

debt programs, ... to mess up the world.” 

 

Nobody was prepared for the fact that it was ultimately triggered by an exogenous factor, and 

this surprised the world all the more and made it more than just shake. The more granular the 

current crisis processing is carried out and the more the crisis with its dynamics is understood 

as such, the more chances can be identified to eliminate previous sources of error in the future. 

This also means that the current crisis is not only a crisis triggered by an exogenous factor, but 

that its field of vision is also extended to the previous years. This makes it all the more important 

to be prepared for such situations by taking a sustainable approach. The following chapter is 

intended to provide assistance in this regard. 
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6. RECOMMANDATIONS FOR ACTION 

The study is drawing to a close and comes to an elementary chapter which has an important 

part in the scientific contribution. The question that is now being dealt with extends to the field 

of crisis prevention and what precautions should or must be taken based on the findings of the 

study to prepare better for future crises. It goes without saying that the recommendations listed 

and the to-do's derived from them are not a sure-fire success and involve sometimes great and 

protracted efforts. The following crisis prevention catalogue results from the elaboration of the 

findings of the ongoing investigation and would-like-to-make recommendations, even if there 

are, or may be, differences in the professional world. 

 

6.1. Return to a normal interest rate level 

The first point concerns the (key) interest rate level of the central banks, which has been at a 

record low in the EU and the USA for more than a decade. The key interest rate is an elementary 

tool in monetary policy, and lowering it as a direct response to a crisis has now become a 

standard tool used by central banks. Of course, the economy and the capital markets have 

already got used to it. A low interest rate is inviting at first, but cheap money can also be 

expensive. The following section will get to the bottom of this reciprocity and explain why the 

current zero interest rate level in the EU and the USA should not remain permanent and why a 

gradual increase in order to normalize the interest rate level after the crisis has ended is 

economically correct (e.g. Otte, 2019). The last attempt by the Fed to approach normal interest 

rates occurred in the last quarter of 2018 and was reprimanded by the stock markets with a fall 

in prices. But in these moments the Fed acted sensibly, because a too low interest rate and too 

much money in circulation could do more harm than good to the economy in the long run 

(Sinković, 2020: 23). This is discussed in more detail below: 

 

 First of all, there is the perceived punishment of conservative investors or savers, who have 

been exposed to zero or negative interest rates for a whole decade and their savings are 

literally burdened, since inflation is not even covered. The proposed step would put a stop 

to this punishment (Sinković, 2020). Because this fundamentally risk-averse investor 

segment, be it individual or institutional investors (e.g. pension or investment funds), was 

forced to enter markets that they had previously avoided. With no alternatives, they 

therefore invested in financial markets, some of which are subject to great volatility 

(Sinković, 2020: 23). 
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 A permanent zero interest rate level favors the formation of dangerous bubbles in the 

markets for real estate, raw materials and shares, which has already been pointed out in the 

analyses within the current investigation. 

 Closely connected with the first point it comes to a redistribution of income at the expense 

of the savers and in favor of the debtors, which can release at the same time a generation 

conflict at the expense of the old and in favor of the young ones. 

 If the returns on the bond markets are permanently oriented towards the zero mark, there is 

less and less incentive for investors to purchase long fixed-rate bonds, which increases the 

risk of price losses. 

 A theoretically expected shrinkage of government budget deficits due to lower debt 

servicing is thwarted by the declining fiscal discipline, which is particularly evident in the 

development of government debt in recent years (Wermuth, 2014). 

 

The return to normal interest rates must be implemented regardless of the reaction of the stock 

markets. There are certainly side effects associated with an interest rate hike. Using the example 

of the USA, a key interest rate hike could drive the dollar exchange rate up, which would then 

have an impact on international capital flows and, for example, would pose major problems for 

emerging countries with high dollar debts (Otte, 2019). However, that doesn't change the motto 

of preferring “an end with horror” rather than a “horror without end”. Because crises are 

recurring and the instrument of lowering the key interest rate will definitely be used again to 

contain the crisis. But this only works if there is a normal interest rate again. 

 

6.2. Debt discipline 

The next two points of the crisis prevention catalogue are closely related to key interest topic 

in terms of process and occur in a kind of interaction. If the ECB or Fed opens their money 

locks in the form of quantitative easing and lowering the key interest rate, the debt issue and 

inflation are automatically affected. Because, as Schubert defines it, “the higher the degree of 

political expansion, the greater the danger that the ECB will not react in time and not 

sufficiently to combat inflationary dangers.” The aforementioned degree of expansion also 

includes the QE programs described in detail, which have been diligently rolled out by both the 

ECB and the Fed in recent years. It does not matter whether they are government or corporate 

bonds. The Corona Crisis has shown that even critically viewed programs such as the CSPP as 

an instrument were not put to a stop. In order not to leave the context of the current section, the 
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next paragraph now focuses on the second recommendation point, the compliance of a certain 

debt discipline. 

 

For sustainable crisis prevention, programs such as CSPP should be avoided as far as possible, 

because regardless of the emergence of distortions due to the approval of debt securities by the 

ECB, the vulnerability to debt is obvious. Unsurprisingly, since the announcement in 2016, 

bond issues by European companies have hit record levels. The purpose of the companies 

remains questionable, whether the fresh money is used in an economically sensible way, or the 

companies take on high debts more carelessly because of the cheap ECB money, pay excessive 

dividends or make questionable takeovers. In the event of danger, less solid corporate 

landscapes emerge in the eurozone, which are more prone to crises (Ettel/Zschäpitz, 2020), as 

we are currently experiencing. Nevertheless, in acute phases of a crisis it is important to prevent 

the countries and companies most affected by the crisis from being cut off from the supply of 

liquidity (Fuest, 2020: 29). Numerous companies are currently struggling to survive, but 

especially those that previously had debt-laden balance sheets. Werner's convincing theses and 

elaborations on the debt issue impressed the author in the point that borrowing can be accepted 

without hesitation if companies and jobs are saved through it, the money is used for investments 

and a contribution to GDP is secured (Werner, 2012: 25). 

 

The last point described affects the national debt ratios in particular, which recently and based 

on subsection 4.4.4 have shown a striking development. The QE measures (bond purchases, 

etc.) and rescue packages are mandatory during a crisis period, but these must be scaled back 

immediately and gradually when a crisis subsides. The recommendation based on the 

investigation is - similar to the key interest topic - an accurate separation between the QE 

considerations and decisions of the central banks and their possible consequences on the stock 

markets. Central banks must act freely and independently in their monetary policy activities 

and must not worry about how the stock markets or political elites - e.g. during an election 

campaign - react to it (Sinković, 2020: 21). Taking the example of the still incumbent President 

Donald Trump, the features described cannot be overlooked. This is shown by his critical words 

to the Fed in September 2016 before the election campaign: “They’re keeping the rates down 

so that everything else doesn’t go down. … At some point the rates are going to have to change. 

… We have a very false economy. … The only thing that is strong is the artificial stock market” 

(Reuters, September 5, 2016). As the incumbent president, the tones were reversed in August 

2019 when the Fed raised key interest rates to 2.5% and stopped QE measures: “So, the 
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economy is doing very, very well. We'll see what happens with the Federal Reserve, whether 

or not they finally get smart and reduce interest rates” (The White House, 2019). And this is 

exactly where the dichotomy is found. It is incomprehensible why, in a thriving economy, 

Trump brings in the proposal to lower interest rates again. 

 

Finally, on the area of debt discipline, it should be noted that the balanced state budget 

demanded by Galbraith (Galbraith, 2009: 222f.) is difficult to implement in the current and 

subsequent period. A healthy and balanced national budget is the ideal basis to be prepared for 

a crisis. That must be the long-term goal of the respective states. Given the current level of debt 

ratios, however, it will take a lot of effort and reform over the next few years to get back to pre-

Great Recession levels. If national debt remains so high in the long term, such a situation could 

arouse fears among investors and consumers that taxes will have to be raised and state benefits 

cut in the near future, especially public investments (Fuest, 2020: 242). Such a condition must 

be avoided without question. 

 

6.3. Limiting inflation 

Following recommendations 1 (normal interest rate level) and 2 (debt discipline), this section 

seamlessly connects to the inflation topic as the third point. The preceding statements confirm 

the expansive monetary policy of the central banks that has been applied for years, which was 

once again exceeded in the Corona Crisis. In this context, there is no question of discussing any 

inflation risks associated with a pecuniary flood. As the current study has elaborated, the ECB 

and the Fed have regularly set their usual inflation target at 2%, but have even given it up due 

to the course of the crisis. This “historical change of strategy”, which has already been 

examined in section 4.5, must be put on a stable footing once the crisis has ended. Crises have 

noticeable consequences for monetary stability. Based on the study, the current situation shows 

deflationary tendencies due to increased unemployment or damaged value chains. However, 

this should not hide the fact that, due to the oversupply of the central banks, inflation risks are 

not absurd afterwards (Fuest, 2020: 28f.) And theoretically even the risk of stagflation cannot 

be ruled out. The latter is not only due to the very large amount of money that is currently in 

circulation. The more burdensome circumstance lies in the reduced supply due to the 

interruption of the supply chains, which were already discussed in section 4.5. The 

conglomerate of declining production phase, high unemployment and rising inflation would, in 

the worst case, lead us to the phenomenon of stagflation, which was observed in the 1970s in 

the course of the oil crisis (Sinković, 2020: 29f.). 
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No less burdensome than the described stagflation scenario is in theory a very high inflation as 

a result of the Corona Crisis. This is what economic logic provides if too much money flows 

into the system and debt overhangs exist simultaneously (Sinković, 2020: 23). If we look back 

in history, we can find examples that show that high inflation can occur in the years following 

pandemics. In Germany, for example, the flu pandemic led to hyperinflation, which reached its 

peak in 1923. Certainly, the causes were primarily to be found in the direct consequences of the 

First World War with its shattered state finances, but the current investigation has been able to 

show that the public debt ratios are currently at a similar level to that of the war period. This 

even contributed to the destruction of the German currency at the time (Fuest, 2020: 28f.). 

Current examples such as hyperinflation in Venezuela certainly have a special characteristic 

and their specifics at the origin, but they also show the enormous effects crises can have. The 

reasons for their momentous currency instability since 2013 include not only the drastic drop 

in the price of oil but also extreme supply bottlenecks (e.g. due to sanctions imposed by the US 

government and the EU), political instability and unrest and very high national debt (Piper, 

2018). The severely crisis-ridden country then introduced a parallel currency in 2018, which 

the government itself describes as a state crypto currency and secured it with the country's oil 

reserves (Zschäpitz, 2018). The author waives to comment on the (external) effect and 

assessment of this “measure” as it is not the subject of the investigation. However, it was 

necessary to mention this exceptional circumstance in the context of inflation in order to briefly 

outline the unusual follow-up process. Because even in the Corona Crisis, various supply 

bottlenecks, sharply increased government debt ratios and unrest among the population were 

topics, albeit by far not as intense as in Venezuela. But imagine the situation when various 

countries follow China's example and sell American bonds, thus dumping the dollar, the risk of 

the emergence of hyperinflation is theoretically inconceivable (Sinković, 2020). The subject of 

cryptocurrencies such as Bitcoin will not be discussed further in the ongoing investigation, as 

more detailed explanations would go beyond the scope. Should countries decide to use this as 

an alternative currency, the line to the forfeiture of an existing legal system is very narrow.  

 

The preceding remarks show that the pursuit of an adequate inflation target in the immediate 

post-crisis period is indispensable and that the corridor should be as high as 2 %. In this context, 

a gradual turning away from the flood of money is necessary to ensure price stability and to 

counter high monetary depreciation. Even if no signs of high inflation are currently apparent, 

special attention should nevertheless be paid to this. Strongly risen asset prices from the real 
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estate and stock markets, as the current investigation has been able to show, are currently 

proving to be the first warning signals, which even critics are attributing to an initial bubble 

formation.  

 

6.4. Review of foreign trade dependencies 

If the subject of the supply bottleneck is taken as a basis from the previous elaborations, the 

next point emerges from this, which the author identifies in the context of crisis prevention. It 

is about examining global dependencies that have arisen above all in the context of increased 

international interdependencies through globalization. The subject of globalization is so 

complex that it opens up extensive and endless threads of discussion. The prevention point 

selected here could easily fill an own dissertation in terms of potential and substance. Therefore, 

in this section it was only rudimentary and selectively possible to develop recommendation 

points in order not to go beyond the scope of the ongoing investigation. The Cultural or 

informational aspects of globalization should be left out here for the time being, because the 

focus is on the economic trade relations. 

 

As an introduction, it should also be pointed out that the term globalization has recently been 

associated with no other country as strongly as with the Republic of China, the world's second 

largest national economy. The fact that the pandemic is breaking out in this country, which has 

transformed itself from a backward developing country into a world power within three 

decades, does not make international trade relations any less complicated and poses new 

challenges or even calls globalization into question in this respect (Müller, 2020). This is 

because China has meanwhile risen to become the largest exporter of industrial goods and the 

third-largest importer (World Trade Organization, 2020: 81f.).  

 

With the outbreak of the Corona Crisis, the development described and the status quo with such 

a powerful trading partner will get the first cracks when entire supply and value chains are 

affected by production losses caused by the virus. Many observers judge the consequence of 

the current crisis to the effect that globalization is reaching its limits here and even express 

demands to gradually distance oneself from worldwide, complex and accordingly failure-prone 

value chains. This topic is well-argued as the fourth point in the crisis prevention catalogue. It 

is important to reduce the potential danger of global delivery dependencies without “throwing 

out the baby with the bath water” or by not decimating the positive aspects by extensively 

rejecting negative aspects. Because international economic exchange has proven to be the basis 
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of prosperity for Europe and other continents in the last few decades (Fuest, 2020: 29ff.). For 

example, the global automotive group Volkswagen sells almost every second car to China, 

while German consumers benefit from cheap imports of Chinese products. With a trading 

volume of more than € 200 billion, China was Germany's most important trading partner in 

2019 (Dams/Kunz, 2020). The explanations in this section show that such an example must 

question globalization in various points and encourage rethinking. Alternative solutions capable 

of loosening the dependencies mentioned and showing possible solutions are required. The path 

to reducing the susceptibility to failure can actually also go through more globalization, through 

more international paths and trading partners. Now the governments also come into play and 

are asked to align global political cooperation in the context of globalization in such a way that 

susceptibility to disruption is reduced (Fuest, 2020: 227ff.). As Fuest has already said, the goal 

is to “improve globalization, not reverse it”, abolish it or rely on hasty isolation (Fuest, 2020: 

29ff.). The establishment of suitable institutions and political measures will therefore be 

indispensable not only to absorb the burden of adjustment but also to support previous 

globalization losers in their further development in the context of structural change (Fuest, 

2020: 227ff.). These are the main challenges for an era after the Corona Crisis. And the Brexit 

vote showed that protectionist ideas are not unworldly these days. 

 

Another recommendation for avoiding cross-border dependencies is reshoring or nearshoring, 

which is currently gaining popularity again as a direct consequence of a pandemic and the 

current crisis and thus aims to minimize interruptions in delivery flows (Best-Werbunat, 2020). 

State subsidies for the return of the production facilities to the domestic region could reinforce 

this trend and, for example, make economically weaker regions more competitive at the national 

level. 

 

6.5. Strengthening of financial market regulation and stability 

The following section deals with a topic that is certainly not new, but must also be considered 

in the future in terms of prevention. It is about the regulation and maintaining stability of the 

financial markets, which was implemented after the Great Recession due to the escalating 

financial transactions there. The current crisis phase, however, makes the issue topical again, 

as the new set of measures to contain the Corona Crisis has provided for a temporary relaxation 

of investment restrictions and capital requirements to facilitate lending to households and 

businesses. Essentially, this includes easing collateral requirements when commercial banks 

borrow from the central bank (described in 4.3.1 and 4.3.2). Even before the Corona Crisis, 
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Greek bonds did not meet the required rating for collateral, which has now been temporarily 

relaxed in the course of adjusted regulations for bond programs. The aim of giving banks greater 

leeway is to better cope with liquidity bottlenecks in the crisis. This approach is certainly 

necessary in times of escalation, but it also has limits, as the explanations in the next paragraph 

will show. 

 

Overall, it should not go unmentioned that the Corona Crisis is not an original financial or 

banking crisis. During this time, national supervisory authorities have also called for measures 

designed to support the real economy. This puts the crisis in a new or old light, in which banks 

are again playing an important mediating role between capital providers and capital takers. 

Practical experts such as auditors see banking regulation in this context as a key role for the 

future, because flexibility in banking regulation is both an endurance test and an opportunity 

for well-established processes. The prerequisite, however, in the current environment is the 

required stability (Schriever, 2020). The above thesis enables a transition to a national example 

of the EU, in this case Germany. As part of the relaxation of monetary policy, the so-called 

obligation to file for insolvency was suspended for companies in distress which, despite being 

ready for insolvency, still have prospects of reorganizing themselves by taking advantage of 

government assistance or in other ways (German Federal Government, October 01, 2020). At 

first glance, this measure takes into account the currently very challenging situation, but means 

that thousands of so-called “zombie” companies could have sprung up in Germany. According 

to the economist Reint E. Gropp, they have long been insolvent in the worst case, but are still 

operating in the market because they have not filed for bankruptcy yet. They even have the 

potential to bring banks and other market participants into major difficulties as part of second-

round effects, which is why Gropp warns that Germany could slide from a virus crisis into a 

financial crisis or a new banking crisis (Gropp, 2020). This premonition will have to be checked 

no later than next year when the time limit for suspending the obligation to file for insolvency 

expires. This concrete example clearly illustrates how fine the line is between a health crisis 

and a financial or banking crisis. For this reason, the financial market architecture must always 

be kept in mind and, as a recommendation from politicians, pressure must be put on the banks 

to increase their own capital and thereby make themselves more crisis-proof. This 

recommendation should also be seen as a balancing act for the banks. You need to hedge against 

loan defaults, but still serve the economy with liquidity. 
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It is important that the described easing is brought back to a normal legal level. At the latest 

when the crisis subsides. In addition, banks are also required to reorganize their business in 

such a way that the loss of confidence gained in the Great Recession is made up for. In addition 

to regulatory measures for banks, efforts to build general trust also play a role in crisis 

management and prevention from a holistic perspective, for example in the voluntary alignment 

of a business policy that is aligned with sustainable principles (see section 5.3).  

 

6.6. Future investments with a focus on digitization 

The last section covers the very important and at the same time future-oriented area of 

digitization, which plays an elementary role both as an instrument for containing crises and for 

prevention. Although the topic of digitization is not new, the Corona Crisis has acted as a driver 

in this investment area and demonstrated the need more than ever. The currently re-imposed 

contact restrictions make digital technologies such as the use of video conferencing more 

necessary than ever, especially in the world of work. This means that people can work from 

home as much as possible, transactions can be shifted to the digital economy and operations 

can still be maintained without complications. And this trend will continue even after the crisis, 

and accelerate structural change in which classic work models are being replaced by flexible 

ones, especially with regard to working hours and place of work. In addition, online shopping 

has seen another boost, at the expense of traditional retail. The latter example shows that there 

are definitely relativizations that dampen the positive impulses in some ways. The discrepancy 

in the income level between highly and less highly qualified work, which is already 

recognizable, could lead to a noticeable disadvantage and weakening in the lower occupational 

groups due to a lack of mobile work (Fuest, 2020: 29f.). Here it would be highly recommended, 

for example, to promote call center industries or customer services so that they are relocated 

more strongly to a digitized home office world thus making such jobs there more attractive in 

the future. The public administrations, perceived by the general public as rigid and gray in terms 

of their image, have proven in this regard that they can prepare for a crisis and withstand it 

(German Federal Ministry of the Interior, Building and Home Affairs, 2020). On the one hand, 

this should make the processes more flexible and steadfast, but it should also make a 

contribution to the economy and its added value. 

 

In addition to digitization, which is now a common investment topic and once again supported 

by the pandemic, the push of other investments and innovations should also be promoted in 

order to maintain competitiveness and to set economic impulses. The economist Dean Sinković 
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criticised the recent developments, in which the real sector was given too little opportunity and 

financial investments were given preference instead: “Instead of investing and innovating in 

the real sector that would create wider social benefits, encouraging the development of dynamic 

and market-oriented SMEs, we created a system in which financial institutions and innovation 

took precedence and instead of creating value began to extract value from society.” In the same 

context it was observed that companies preferred to use their financial resources to buy back 

their own shares or to pay dividends rather than for capital investments, innovations or 

investments in human capital. The system was thus based on financial innovations that were 

mainly destructive to economies and to excessive debt-financed consumption (Sinković, 2020). 

In order to do justice to the recommendation for future crisis prevention, a rethink will have to 

take place in this area. 
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7. CONCLUSION 

This study provides deep insights into key issues of general economics, economic policies, 

crisis management as well as comparison of economic indicators and future crisis prevention 

in particular. The object of investigation is focused on the theoretical background, policy 

response and economic indicators of three major crises, the Great Depression as the global 

economic crisis of the 1930s, the Great Recession as a financial crisis beginning in 2007/2008, 

and the current corona pandemic as a health crisis with its serious global economic impact. 

Looking back on the previous remarks and history, it can be summarized that there are various 

reasons which can cause recessions. Beginning with external shocks to the economic system 

such as wars, political upheavals, embargoes, banking crises or - very recently - the coronavirus. 

Followed by other causes like economic upheavals such as debt accumulation combined with 

misguided monetary policy. In addition, the investigation has questioned whether the causes of 

the current crisis can really be based only on an external shock or whether the reasons are not 

far-reaching. 

 

The first crisis examined in this paper, the Great Depression, had its origins in the USA as well 

as the Great Recession, and was driven by a speculative bubble. However, this mainly affected 

the stock market, which caused private debt ratios to rise. Many citizens in the United States 

and Europe were overly motivated to take out loans and to fund their share purchases which 

eventually led to the bursting of this hype. Another elementary finding was that there were no 

significant growth curves in public debt, as no expansionary monetary policy was pursued as 

in newer crises. 

 

The second crisis was driven by speculation on the US mortgage market, which was 

characterized by a marked increase in private debt ratios due to numerous real estate loans and 

later public debt ratios through extensive economic stimulus packages. This development was 

also preceded by an increase in key interest rates by the Fed in 2004 from 1% to 5.25% in 2006. 

Since the loan agreements of subprime borrowers, who already had poor credit ratings, usually 

had variable interest rate structures, they ran into considerable payment difficulties and the 

banks were forced into the situation of writing off their receivables. And now follows one of 

the first astonishing findings of the study. The crisis management against the Great Recession 

in the form of an immediate cut in key interest rates by the Fed and ECB (to 0% and 1%, 

respectively) and years of pumping money into the markets with the help of numerous 

Quantitative Easying fiscal policy programs virtually overlaps the crisis period up to the current 
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Corona Crisis. Because by spurring a veritable oversupply of financial options, the stock 

markets recovered quickly after the slump caused by the Great Recession. And so the indices 

literally started with a share rally until March 2020, during which, for example, the pre-crisis 

level of the S&P 500 was almost reached again in 2012. The recovery effect on GDP, which in 

the USA almost reached the pre-crisis level in 2010, became apparent even more quickly. 

However, Quantitative Easing initiated during Great Recession was anti-deflationary and not 

pro-inflationary policy so the consumer prices stayed relatively stable. It actually represented 

an offset for a deflationary spiral and bank collapse by recapitalizing the banking system with 

higher levels of solvency and liquidity, yet at the same time freshly created currencies did not 

end in broad economic system to spur consumer price inflation. There was not fiscal transfer 

mechanism such as during Corona Crisis and most of those funds stayed in bank reserves. At 

the same time, such policies (QE and zero interest rates) spurred asset price inflation which 

manifested in creation of another housing and stock market bubbles. In a period from March 

2009 til Februrary 2020, the main global stock market index S&P 500 had increased five folds. 

 

Furthermore, the study has shown that the response to the Great Depression was also here with 

a direct rate cut of up to 2%. But contrary to the Great Recession, this was then increased again 

after less than two years which caused another slide in the stock market. Compared to the 

monetary policy measures that were used in the context of crisis management to contain the 

two more recent crises, those of the Great Depression are to be assessed as restrictive, which 

consequently was not accompanied by direct increases in the stock indices. Unlike Great 

Recession, there were not monetary and fiscal tools to provide liquidity for the banking system 

which caused collapse of the banking system on massive scale. Furthermore, compared to the 

Great Recession and the Corona Crisis, the GDP curve only reached the pre-crisis level after a 

medium-term period, which shows the lack of comparable financial support from the population 

and companies from the two more recent crises. 

 

The third crisis examined is the still ongoing Corona Crisis (also known as the Covid-19 Crisis), 

which has no imprint as a classic financial or economic crisis, but as a health crisis with 

pandemic effects it has brought considerable economic impacts. Even if, according to the initial 

view, a so-called “Black Swan” event triggered the crisis, comparable to how the attacks of 

September 11, 2001 sealed the Internet boom or the bankruptcy of the US bank Lehman 

Brothers in 2008 ushered in the global financial crisis (Friedrich, 2020). Various economists 

nevertheless spoke of a bubble forming on the capital markets, caused in particular by the 
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“easy” money of central banks, which caused Corona to burst (e.g. Sinn, 2020a). In contrast to 

the two previous crises, the Covid-19 virus was an unforeseen sudden shock that expanded into 

a global crisis, thus exceeding all expectations in a negative sense in its fast-moving form with 

its significant real economic effects. In this respect, the investigation has shown that the impact 

on economic indicators was at least as noticeable and intense as in the first two crises studied, 

but with a more short-term timing. Interestingly, after initial huge collapse in the GDP and stock 

indices in the first two quarters of 2020, few months later the evidence became clearer that 

while the GDP had partially recovered, most of the stock market and housing indexes have 

spiked above pre-pandemic level. Spike in housing prices occured because of higher demand, 

due to safety concerns (rural and suburban areas) and historicaly low mortage rates, as well as 

lower supply due to Covid-19 pandemic (people unwilling to relocate). This time policy 

response was strenghten by strong stimulus packages provided by fiscal authorities toward real 

non-banking sector (housholds, corporations). It was a much larger stimulus than the one from 

Great Recession. Besides reflating stock market indicies, this time the result could be higher 

consumer prices since “helicopter money” might actually end up in more money chasing fewer 

goods. Unlike response to Great Recession where QE policies were mostly used to recapitalize 

banks, Corona Crisis resulted in QE financed fiscal stimulus. Morover, it is happening while 

health crisis is far from over and, according to current events, is still affecting a number of 

countries around the world even more severely. It implies that we might expect even larger 

fiscal stimuluses in the following years which actually represent the only tool left to fight more 

severe economic downturn. In the last 20 years monetary authorites have used their full set of 

policy tools and more accomodative fiscal policy seems to be the only available option. 

However, this option is not readily available to many countries due to a large public debt burden 

(Sinković, 2020: 23ff.). 

 

Furthermore this study points to some recurring patterns and trends that emerged from the 

comparative analysis of the above indicators in crisis events. To this end, the investigation has 

shown that certain patterns exist according to which crises (can) form. Starting with the first 

economic indicator, key interest rates, it was possible to outline that an increase of these in an 

observation period of a century ended in a recession in 16 out of 19 cases. With regard to 

financial crises, it was found that every financial crisis was preceded by a cycle of interest rate 

hikes (see subsection 5.2.1). However, this initial finding should not give the impression that 

an increase in key interest rates, the purpose of which is to achieve interest rate normalization, 

would be unacceptable in the future. With the start of the lowering of key interest rates to a now 
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longer-term 0 to 1% level, the so-called QE-programs launched. The resulting monetary 

flooding of the markets is the starting point for criticism by various economists, who even 

exaggerate it by saying that “the money ... is already coming out of your ears anyway” (Sinn, 

2020b). And yet, the announcement of multiple interest rate hikes in December 2018 was 

received extremely sensitively by market participants, as the associated stock market 

performance at the time showed (see subsection 3.4.1 and 3.4.5). 

 

As a transitional step to the inflation chapter, far-reaching findings have been elaborated here 

as well, which largely do justice to the thesis of a recurring pattern in the crisis context. Based 

on the findings and a historical review in the US, prevailing inflationary or deflationary 

developments are for the most part directly or indirectly related to signs and consequences of a 

crisis. Even though inflationary levels did not degenerate in the same way in past crises, 

including the three crises studied, deflationary tendencies after the onset of a crisis - in line with 

the slogan “recession kills inflation” - were all the more evident in all three crises (Smith, 2008). 

In view of preventive crisis work, attention should be paid to post-crisis deflationary 

developments in order to eradicate so-called second-round effects, especially in the form of 

falling wages. Reciprocally, with the money supply currently in circulation, despite currently 

deflationary developments, large-scale inflation is also theoretically not ruled out if supply 

bottlenecks crystallize as a result of the numerous lockdowns. Exceptional examples such as 

the one in Venezuela are certainly not representative, but they are not made up out of thin air 

either. 

 

Like GDP, the further inflationary development after the crisis is closely linked to 

countercyclical fiscal policy - implemented or not - which, depending on the application, 

correlate with the measures behind them and are guided by the threads of economic theory. In 

their study, Fratzscher and Kriwoluzky refer to the lack of demand-stimulating monetary policy 

in the 1930s, in which, compared to the Great Recession, there was largely no “strong” reaction 

from the central banks. In both eras, GDP plummeted within a year, and government reactions 

to it varied. They take the view that “many have learned from a historical perspective, especially 

from the Great Depression in the years 1929 to 1933”, and therefore the relaxed monetary policy 

of the ECB is understandable in order to increase the demand for consumption and investment 

again. This is also the reason why the deflationary tendencies in the eurozone and another severe 

recession after the financial crisis could be prevented, “even if some German critics doubt this” 

(Fratzscher/Kriwoluzky, 2020: 13f). Not only on the basis of this contribution, it can be stated 
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as a first interim conclusion that no uniform understanding of crisis management strategies 

prevails, but that a pluralism of solution understandings can be found. On the other hand, it 

certainly appears in this context and the previous research results that Werner's thesis regarding 

the formation of bubbles in the financial markets must be taken into account, which always 

“end in a banking crisis”, “when bank money creation grows significantly faster than the 

economy for a long time” (Werner, 2012: 22).  

 

One of the key findings in this work is the steadily increasing private and public debt ratios for 

years, particularly influenced by the causes and consequences of the Great Recession. 

Categorizing this as a scientific emergency area would not be timely due to its increased 

explosiveness. Rather, the observation predominates that rising debt ratios were reported in all 

three crises, but in very different forms (see figure 59). The debt ratios, which have risen again 

due to the Corona Crisis, are a heavy burden for the next generation. However, it would be too 

easy to judge the current development, as the relevant background must first be considered. 

While private debt ratios have risen disproportionately due to the low interest rate level coupled 

with property purchases since the turn of the millennium, the extensive stimulus packages have 

resulted in a steady increase in public debt ratios. Finding the right consensus, the right 

arithmetic of rising debt and economic stimulus remains a scientific sparring. What is certain 

is that the opinion remains broad and predominant, that debt discipline has extremely waned 

and overstretched. This also means that a tripling of the money supply due to the extensive 

monetary policy instruments is difficult to reconcile with the idea of sustainability (see Sinn, 

2020b). The danger and the risk, as Reinhart and Rogoff put it, remain (in) debatable. According 

to their complex study that overstretched debt ratios pose serious difficulties for states, care 

should be taken with caution (“Private debts surge immediately before banking crises” and 

“High external debt ratios often signal financial distress”, Reinhart/Rogoff, 2009). The result is 

that their use is important. Here Werner differentiates according to different types, which 

underlines the guiding principle. Bank loans should always be answered in the affirmative if 

they generate “productive” added value, for example for investment loans (Werner: 2012, 25). 

If you look at the overall picture of the current crisis situation, you can see that even before the 

outbreak of the Covid-19 pandemic many economists classified the situation as dangerous 

(“avalanche of debts”: Sinn, 2020b or “unsustainable” mountains of debt: Plickert, 2013) which 

has now clearly revived the discussion. Whether Corona should serve as a catalyst for system 

errors (Haselmann, 2020) opens up additional scope for interpretation. It means that central 



 

177 
 

bankers and states can now blame virus for bad economic performance, they have an excuse 

for their previous policy and enormous debt bubble. 

 

In addition to the above four indicators, another finding was that the stock market slumps during 

the Corona Crisis were visibly shorter than during the Great Recession, and the latter slumps 

were in turn much shorter than during the Great Depression. Until the 1st quarter of 2020 - with 

the exception of the Fed's interest rate announcement in December 2018 - prices knew only the 

upward direction, then fell extremely due to the Corona Crisis and recovered again very quickly 

(see 5.2.5). It is unbelivable to what extent financial markets positively react on money printing 

and low interests, significantly more than on fundamentals or geopolitical tensions (Sinković, 

2020). And for outsiders, it is strange that both in the Great Recession and in the Corona Crisis, 

cryptic acronyms announced by the Fed, such as SMCCF or TALF, triggered a noticeable 

reaction in the financial markets. They seem to have impregnated themselves against gloomy 

economic news anyway (Herger, 2020). The current crisis therefore continues to pose very great 

challenges for both politicians and central banks to find more sustainable solutions and win the 

trust of the population. Dealing with and curbing the Corona Crisis could serve as an 

opportunity.  

 

In addition to the explanations given above, the study aimed to develop preventive measures to 

counteract the formation of a future crisis, which should be in line as a further scientific 

contribution. To this end, chapter 6 provided proposals elaborated in detail by the author, the 

first of which was a return of the normal interest rate level, which could be argued in economic 

terms. Going forward, we need to better position ourselves against crises and we should not 

partially shoot our powder in advance (particularly through unjustifiably prolonged low interest 

rates and excessive QE programs in normal cycles). Maintaining some debt discipline and 

limiting inflation have proven to be additional elementary crisis prevention drivers, followed 

by a review of global dependencies in foreign trade, especially in the context of increased 

international interdependencies due to globalization. The crisis prevention catalogue drawn up 

by the author is rounded off by strengthening financial market regulation, including banks, and 

promoting investments in the future, primarily in digitization. Being in a crisis phase with 

companies holding back their investments, the state must invest instead of the companies and 

accept a higher government deficit (e.g. Fuest: 2020, 99: “High government debt is the price of 

stabilization”) in order to secure jobs and boost consumer demand. In good economic times, 
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the state is then supposed to pull back and save, but this cannot be confirmed after the Great 

Recession based on the results of the study.  

 

Regardless of the crisis prevention catalogue, the author increasingly gained the impression in 

the course of the study that in all three crises the power of the central banks and their decisions 

increased over time and had a greater influence on economic events. Its original function as an 

independent institution that is “committed to safeguarding monetary value” “in order to prevent 

the state from taking over monetary policy” (Deutsche Bundesbank/Federal Bank of Germany, 

2012) has cracked in his eyes in this regard. This is borne out by the latest developments, in 

which the FED and the ECB are forming “rather the extended arm of governments” through 

very low interest rates, penalty interest and money printing based on extensive QE-programs 

through the acquisition of government bonds. The result is a worldwide debt bubble that has 

grown to a record high (Haidt, 2019), which has taken on further proportions due to the 

pandemic. An interaction between the central banks and the governments is difficult to dismiss 

when considering that at the beginning of the Corona Crisis the Fed continued its course of 

buying government bonds and the ECB has again imposed a QE program in which European 

government bonds are part of the purchase program. The current crisis poses huge challenges 

for the politically responsible as well as the central banks. For the central banks, their credibility 

is also at stake. This partly distracts from the fact that causes of crises such as a lack of 

competitiveness, high government deficits and debts as well as weak financial systems in some 

member states can only be remedied to a limited extent through monetary policy. This makes a 

deeper root canal treatment necessary, which requires comprehensive structural reforms and 

can only be initiated by governments and parliaments (Deutsche Bundesbank/Federal Bank of 

Germany, 2012). 

 

A further conclusion allows the convincing thesis that due to the sweeping economic stimulus 

programs according to Straubhaar, Wohlgemuth and Zweynert “the spirit of Keynesianism has 

crept out of the bottle again”. Based on the investigation into the two latest crises, the Great 

Recession and the Corona Crisis, it is hard to imagine the fact that state aid to combat crises is 

no longer part of common practice. The instruments of Keynesianism apply equally to the USA 

and Europe (Straubhaar et al., 2009: 20). Finding the ideal way here is a scientific challenge 

that has no equal. For example, if the rescue packages for banks in the fight against the Great 

Recession met with considerable criticism, there are other examples of instruments that deserve 

the attribute “as best measure”. In particular, Sinn cites “the short-time work allowance, which 
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has long been tried and tested in Germany, with which underemployment of the workforce is 

compensated in a similar way to unemployment and which hardly costs anything because it 

avoids real unemployment. The countries of the world should copy that.” Accordingly, debt-

financed programs do not fail when they serve the direct rescue of companies and their 

employees. Rather, it is the question of the right jump, which the central bankers and rulers 

failed to make after the Great Recession. Sinn criticized the longer-term phase after which the 

ECB acquired the new and old debt securities of the states with the printing press and led to the 

central bank money supply tripling in 2019 compared to 2008. His forecast for 2020 envisages 

a quadrupling and suggests that the expansionary monetary policy has been pursued 

disproportionately too long and that the powder is almost shot (Sinn, 2020a). It should provide 

food for thought for the post-Corona Crisis period.  

 

If two elementary indicators are graphically summarized in a two-axis view using the example 

of the USA, a transparent picture can be drawn of the different directions in which the graphs 

have moved over time. The US debt is growing immeasurably while key interest rates hit 

botoom. The hope dies last that a sustainable reversal of this journey is pending in the near 

future. 

 

 

Figure 64: Federal Debt: Total Public Debt as % of Gross Domestic Product (left) and 
Effective Federal Funds Rate in % (right) 
Source: The Office of Management and Budget, St. Louis Fed, Board of Governors, FRED 
(2020) 
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Lastly, a passage from Straumann should not go unmentioned here that “supposedly stable 

phases with rising prices”, as some would have classified the situation before the start of the 

Corona Crisis, “should never lead to the exclusion of extreme scenarios” (Straumann, 2019). 

This has already been demonstrated by the current situation and, in the overall context, then 

allows for a transition to John Maynard Keynes' punch line: “The Market Can Remain Irrational 

Longer Than You Can Remain Solvent.” And taking into account that some observers also 

attribute a short-time effect to various measures (e.g., Plumpe, 2020), the crisis story is 

consequently not over. Others are calling for the initiation of a shakeout phase in which 

companies that are still alive only because of the flood of money are taken off the market. There 

will also be suspense about Joe Biden and how he will tackle the Corona Crisis as the new U.S. 

president, especially since he put the issue first in his election campaign, among other things. 

What certainly appears from an all-round view of the entire study is that greater sensitivity on 

the financial markets can be expected in the coming years and that policymakers' sense of 

observation should be sharpened. Among other things, this should also be due to the viewpoint 

that with the issuance of the costly and extensive economic stimulus packages new debt has 

grown to a dimension whose numerology not only brings about dizzying character for the 

inclined reader, but also burdens successor generations with legacy burdens and challenging 

tasks in the future.  

 

In conclusion, I hope that, despite the existing diversity of works and literature on financial and 

economic crises, my dissertation has led to more transparency in the subject matter and, from a 

comparative point of view, has provided the interested audience with views that others have not 

extracted or have extracted only to a limited extent. Admittedly, it would be appreciated if this 

work also provides a basis for further research in crisis comparative studies - such as with 

reference to other states or economies - and helps to look at financial and economic crises from 

a deeper perspective. 
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