
THE RISK OF A DEPRESSION EXISTS BUT WE 
CAN AVOID IT

Depression is a very strong word and I don’t use it lightly. Depression is not just an economic event like a recession, 
which is part of a normal economic cycle. Depressions are generally a result of a major event such as war or, yes, a 
global epidemic. A depression creates devastation and desperation and presents the risk that a country will never be 
the same country it once was. 

During the 1929 economic crisis, industrial production in the USA was cut in half, the unemployment rate rose to 
25% (and in some cities unemployment rate was 80%-90%), home prices plummeted, and GDP dropped by 30%. 
And once people lost confidence in the economy, and then in the banking system, it was impossible to stop the 
snowball. The financial system collapsed, and 9,000 banks failed. Ultimately, it took the massive stimulus of World 
War II production to pull the American economy out of the crisis. 

A depression could also have major political implications. We saw this in Russia when Stalin was elected in 1936 
and again in 1946. In his reelection speech, Stalin blamed capitalism for World War II. It was especially the case in 
Central and Eastern Europe, where it caused the rise of right-wing, authoritarian fascist parties in Germany (the 
Nazi party in 1932) and Austria (the Fatherland front party in 1938), who then found the Jews the easiest target to 
blame for the economic crises and incited hatred against them, which led to the Holocaust. 

ARE WE HEADING INTO A DEPRESSION?

We see today some similarities to the root causes of the Great Depression, like the burst of a bubble in the stock 
market, zero interest rates, a lot of debt, income inequality and the trade war (The Smoot-Hawley Act of 1930). On 
the other hand, we see aggressive and unprecedented actions by the Fed, while in the Great Depression, the Fed’s 
inaction was one of the reasons the recession turned into a depression. We also have the government unleashing a 
massive fiscal stimulus and directly supporting businesses and their employees. 

But this situation is “unique.” What’s really troubling me is how fast everything is happening; the speed of it is 
staggering. There is plenty of negative economic data. Within less than a month, the world simultaneously went 
from growth into recession, unemployment more than doubled, and consumption and industrial activity collapsed. 
This is the first time since the Great Depression that the risk of another depression is real.

CAN WE AVOID A DEPRESSION?
Yes. In the time of the Great Depression, the election of Roosevelt as president gave hope to many Americans. In 
1933, he launched the “The New Deal” (and in 1935 the “Second New Deal”) which had two main parts, the first 
one was a monetary policy, with the goal of saving and rebuilding the banking industry (the president asked
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Americans to put their money back in the banking system and within a few weeks, 75% of Americans had done so). 
The second step was a fiscal policy where the federal government increased its spending to stimulate the economy 
and create jobs. 

UNAVOIDABLE PAIN

First, we have to remember that as part of a normal economic cycle, we are going to see a drop in asset prices and 
debt written off and restructured, effectively removing the excess supply from the previous growth cycle. This 
process will actually help us “clean” the financial system. 

IMMEDIATE ACTION

In the very short term, whether we fall into a depression all depends on how long the virus lasts, how long the 
economy stays shut down, and the magnitude and the speed of the monetary and fiscal emergency policies. The 
government needs to be ready to spend whatever it takes to avoid a depression. Tax revenues are going to collapse, 
and unemployment insurance is going to surge. The Fed needs to be ready to fully monetize the fiscal policy.

OPENING THE ECONOMY

A lot of the damage done to the economy is self-imposed and had to be done in order to stop the spread of the virus. 
But the economic damage increases by the day. We need to push for progress medically and at the same time, we 
need to have a sensible plan and a timeline for reopening the important parts of the economy. 

WE MUST INVEST FOR THE LONG TERM

I believe we will see a fiscal stimulus of closer to $5 trillion if not more. The budget deficit isn’t playing a role in 
such a situation (the problem should have been addressed years ago) and the debt-to-GDP ratio will surpass the last 
record we had during WWII. 

I think that as part of the fiscal policy, the USA needs to invest trillions of dollars in new technologies 
(compensating for years of under-investment). When the Soviet Union launched the world’s first satellite in 1957, 
the US response was creating NASA! In 1958! Today we should act the same and invest in quantum computing, 
artificial intelligence, biotech, nanotech, agriculture technologies, green energy and robotics.

The government can fund a new initiatives like the successful Yozma public-private partnership program that Israel 
created in the early 1990s to generate billions of extra tax revenues and profits for investors over the years. This is 
also the only realistic solution to fix our deficit problems in the long run: we need to invest in producing 
technologies that will improve American’s lives and keep America a leading technology power.   

LEADERSHIP

Just like in a large-scale military operation, the government has to lead and pull Americans forward in the fight 
against the pandemic, with a clear, united vision and instructions. The shortage of protective masks and virus tests 
goes back to 2002, when China became a member of the World Trade Organization and US corporations (and 
government agencies) started offshoring critical production lines such as antibiotics! These are now national 
security issues that must be addressed!
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