
After the Corona War 

Sven Steinmo 

 

The 21st century coronavirus pandemic is often compared to the great two great crises of the 20th 

century - the Depression and World War II. I think this analogy is apt.  After the pandemic has 

passed, hundreds of thousands will have died, millions will be unemployed, business across 

America will have gone bankrupt, and our public debt will likely reach 100% of GDP.    

 

The question now, as it was then, what should we do next? 

 

Unfortunately, it is all too easy to predict the standard responses from the political right and their 

economist lackeys: It will be precisely the same medicine they offered both during the Depression 

and at the end of World War II: roll back government involvement in the economy, cut taxes and 

public spending, and get the "free market" back to work. 

 

Fortunately for America, and indeed the world, this is not what our leaders did in the 1930s and 

40s. In fact, they took exactly the opposite approach. Instead of letting the market decide, faced 

with the two greatest crises in American history, our government radically increased taxes, social 

spending, and redefined the relationship between the state and the modern economy.  Even after 

WWII, under both the presidencies of Harry Truman and Dwight D. Eisenhower, America 

continued to impose the highest taxes in the world, used this money to pay down the public debt, 

expand many New Deal social programs and built the world’s finest schools, roads, universities 

and basic infrastructure.  They ignored those who thought America's best days were actually the 

1920s. 

 

America vs the Great Depression 

FDR was elected in 1932 precisely because the President before him, Herbert Hoover, refused to 

acknowledge the depth of the economic crisis that was already raging.  He and his Treasury 

Secretary, Andrew Mellon, pretended that it would soon be over and the best thing they could do 

was to ride the crisis out.  More interested in saving their supporters on Wall St. than average 

Americans, they offered tax breaks to capitalists but nothing for the American working class.  

 

Unsurprisingly, as the unemployment rate reached 20+ percent, and Americans’ small businesses 

and farms across the country were going bankrupt, the American voter demanded a different kind 



of leadership. And a new kind of leader is just what they got. We must “build from the bottom up 

and not from the top-down,” Roosevelt declared upon taking office. We need an America “that 

puts faith once more in the forgotten man at the bottom of the economic pyramid.”  He then 

called for an emergency session of Congress on March 9 and demanded that the government take 

action to protect American people. 

 

"The 1932 election signaled their repudiation of the existing laissez-faire policy regime, and that 

Democrats’ victories in subsequent elections constituted their vindication of the New Deal order” 

V.O. Key wrote in 1964. “Here was an attitude toward government” historian David Kennedy 

reports, “that defined a distinct difference from Hoover, who stewed in anxieties about the dole 

and endlessly lashed the Congress and the country with lectures about preserving the nation’s 

moral fiber, not to mention the integrity of the federal budget, by avoiding direct federal 

payments for unemployment relief.”i 

After the feckless leadership of the Hoover administration, Americans were eager for someone 

who could bring them hope.  Roosevelt built confidence and helped Americans understand that 

they were stronger, more productive and better off when they work together.  

 

Hoover and most of the political and economic elite in America still clung to the notion that a 

government that governs least, governs best.  Roosevelt did not agree.  Instead, FDR tried to 

reassure Americans that the government was there to help them, to work with them, and in the 

end, even offer them a job.  

 

In FDR’s famous hundred days in office, he signed 15 bills which massively increased the scope 

of government in the economy and in the lives of millions of Americans. He moved to regulate 

the stock exchange, took the country off the gold standard, supported the faltering rail system, 

and sent $500 million to the states for relief. That summer, he also introduced the Civilian 

Conservation Corps (CCC) which hired 250,000 young men and planted 2 billion trees. He then 

created the Tennessee Valley Authority (TVA) and later the National Recovery Administration 

(NRA). 

 

The Work Projects Administration (WPA), was perhaps the most iconic program in Roosevelt’s 

first term. The WPA built traditional infrastructures such as bridges, roads, schools, post offices, 

museums, swimming pools, parks, community centers, zoos, botanical gardens, gyms, and 



universities, and many more. These infrastructure projects included over one hundred thousand 

new and restored buildings including schools, gymnasiums, recreation centers, libraries, and 

sports stadiums.ii  There was hardly a community in America that did not see the immediate and 

apparent benefits of public action in the face of the Great Depression. Even more, the WPA gave 

jobs (and incomes) to literally millions of unemployed workers. The WPA spent more than a 

billion dollars, (16.6 billion, in today’s dollars) on public utilities, and another nearly a billion 

more on public projects such as home economics classes and school lunches.  

Perhaps the most symbolic accomplishment within this broad pattern was the famous Boulder 

Dam finished two years early (in 1935). This 6.6 million ton, 660 feet thick, dam was a marvel to 

be witnessed. But even before the dam was finished a series of other projects by the WPA were 

underway: Already by of January 1935, more than 19,000 projects spread through 3040 of the 

3073 counties in the United States had been completed or were underway.  These projects 

included the construction of 522 schools, 87 hospitals, and almost 600 initial water systems, 433 

sewer lines and sewage disposal plants, and 360 local street and highway improvements.iii  

Roosevelt also directed the Federal Housing Corporation to devote some of $100 million to the 

Public Works funding slum clearance and low-cost housing. 

 

By the end of Roosevelt’s administration, the WPA had spent over $190 billion (in today's 

dollars) and employed, together with the CCC, nearly 8 million people. Unsurprisingly, it was 

massively popular, just like its sister organization the Tennessee Valley Authority (TVA) - which 

also built dams and reservoirs, as well as huge soil erosion projects.   

Though America had long had public programs for widows, veterans and the poor, these were 

relatively disorganized and poorly funded.  By 1936, in contrast, the United States had higher 

levels of social welfare expenditure (13.2% of GNP)iv than any country in the world – including 

Britainv and even Sweden.vi    

 

Roosevelt rejected the economic theory that free markets would simply right themselves.  More 

importantly he rejected the idea that a society in which everyone was out for themselves could be 

a sustainable society. "I see one-third of the nation ill housed, ill clad, ill nourished. It is not in 

despair that I paint you that picture. I paint it for you in hope – because the nation, seeing and 

understanding the injustice in it, propose to paint it out…" Roosevelt declared. "Overwhelmingly, 

we of the Republic are men and women of goodwill…[and] who insists that every agency of 

popular government use effective instruments to carry out their will."   



 

And how did they pay for all this? They increased taxes and they borrowed money. When 

Roosevelt entered office in 1933, the public debt was almost $20 billion, 20% of GDP. The 

Depression reduced tax revenues, but this didn’t stop the government from bucking classical 

economic thought and borrowing billions more to get Americans back on their feet. The top tax 

rate in 1931 was not far from where it is today at 25% (on incomes over $100,000).  But 

immediately upon entering office, Roosevelt raised the rate on $100,000 incomes to 56% and 

later increased taxes on incomes over $1 million to 63%.  As the crisis deepened, (second New 

Deal) the top rate was increased to 79%. By 1939, the debt held by the public had increased to 

$39.65 billion or 43% of GDP. 

 

In the context of modern American cynicism toward government it may be difficult to appreciate 

the extent to which Americans loved the President and his programs. FDR was the only President 

in US history to win 4 national elections – and all by landslides. Indeed, he is one of only two 

presidents in US history that was more popular at the end of his term in office than he had been 

when first elected (+9%). His approval rating when he died in office was an astonishing 70 

percent.  Roosevelt swept the country politically. In these four national election contests, he took 

3,315 electoral votes, while his various opponents won only 248 electoral votes in all four 

elections combined! 

 

Then came the war  

American’s did not want to enter WWII, but when the Japanese attempted to take advantage of 

what they perceived to be American weakness, they inadvertently proved the strength of the 

American character and the American economy – when we worked together. Sacrifice was the 

order of the day. Nearly 16 million Americans signed up to with the armed services and over 

400,000 Americans died in the conflict.vii     

 

In this context, few were willing to argue for rolling back the government. Tax rates increased, 

public investment shot through the roof, and millions of Americans joined the service or went to 

work in factories to support collective effort. Taxes on the highest income earners reached a 

marginal rate of 91% for individuals and 36% for corporations.viii  

 

Deficit spending was huge during WWII and peaked at over 26 percent of GDP in 1943.  



The buildup and involvement in the war led to the largest increase in public debt in American 

history. Public debt rose over 100% of GDP to pay for the mobilization before and during the 

war. Public debt was $251.43 billion or 112% of GDP at the conclusion of the war in 1945 and 

was $258 billion in 1950. 

 

Taxes also went up.  Rates on incomes over $5 million were increased to 81% in 1941 and 94% 

in 1943.  As the costs of fighting the war continued to mount, America embarked on its famous 

“Taxes to Beat the Axis” campaign and introduced the Pay as You Go tax system in which taxes 

were collected by employers for the government and deducted with each paycheck.  They also 

lowered the top tax threshold so that all incomes over $200,000 faced the 88% tax rate.  And, 

importantly, everyone had to pay.  The tax rate on incomes between $2,000 and $4,000 paid a 

22% tax rate – and rates went up from there.  In 1944 rates were increased again.  Incomes over 

$200,000 paid a 94% rate and the lowest income tax (on incomes between $0 and $2,000 paid 

23% of that income in Federal income tax.   

 

Even the most powerful men in the country paid in. Charlie Wilson, for example, the head of the 

largest corporation in the world, General Motors, was perhaps most remembered for his statement 

"For years, I thought that what was good for our country was good for General Motors and vice 

versa." Few people remember that he also felt it was his duty to pay taxes. In 1949 he earned 

$586,100 in salary bonus and stock. That’s a lot of money. But so was the $430,350 he paid in 

taxes that year. 

 

Though not all companies were on board, many corporations felt it was their national duty to act 

as stewards of the local community rather than as vehicles for maximizing shareholder returns. 

Government planning and management of the economy was not ‘socialist,’ it was American. 

 

After the War 

The classical economic thinking of the day was that the United States would sink into a deep 

depression at the war’s end. As millions of servicemen returned home to an economy that had 

been focused on the war and was profoundly in debt, many predicted that unemployment would 

rise at the same time that the lack of jobs would undermine consumption and thereby stifle 

investment and growth.   Paul Samuelson, for example, predicted that after the war, millions 

would be thrown on the labor market and that without continued government planning and 



economic management, “the greatest period of unemployment and industrial dislocation which 

any economy has ever faced.”  

 

Of course, we all know that American economy did not fail after the war.  Instead, the next 15-20 

years the American economy witnessed a miracle.  So, what happened?  Why did the end of the 

last great crisis end up being the foundation upon which the American economy flourished like 

never before or since? 

 

By 1947 federal tax revenues fell by around 11 percent due to tax cuts benefitting lower income 

workers, but tax rates on the wealthy were increased. Still, the predicted “destimulation” did not 

result from either the collapse of consumption spending or private investment. Indeed, real 

consumption rose by 22 percent between 1944 and 1947 and spending on durable goods more 

than doubled in real terms. Gross private investment rose by 223 percent in real terms, with a 

whopping six-fold real increase in residential- housing expenditures. 

 

 

Pass the Buck? Or Pay the Bill? 

We will soon face the question of how to deal with the enormous public debt we are currently 

incurring.  Will we continue the short-term self-centered politics of the past several years, or will 

we pay up now?   

 

It should not go unnoticed that it is the young who are the ones who are most likely to lose their 

jobs and have very little in reserves to help them through the current crisis.  $1,200 is a drop in 

the bucket.  It is also obvious that the young are making these sacrifices for the benefit or their 

older parents and grandparents.  Finally, unless we bite the bullet and increase taxes and social 

spending now, it will also be the young who have to pay back the trillions we are borrowing to 

get us through this war. 

 

President Trump’s Treasury was already warning Americans of our mounting debt well before 

the Coronavirus broke out. In their 2019 report they predicted a deficit of $984.4 and proposed 

that government’s debt-to-GDP ratio will rise from 79 percent in 2019 to 474 percent over the 75-

year projection period, and will continue to rise thereafter, if current policy is kept in place. (They 

did not note that Trump’s $1.1 trillion tax cut contributed to this problem.)  



Now is the time that we should prepare for the aftermath of the Coronavirus War.  If we are 

responsible, we should do something like what the so-called Greatest Generation did:  Increase 

taxes on ourselves, re-build our infrastructure, fund the equivalent of a GI Bill.  We could even 

put people to work with a new WPA.  If we are truly the Greediest Generation, we will forget the 

sacrifices that our kids are making for us and let them pay the bill as well. 
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