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13th March 2025 

A 1929-33 Tariff Analogy 

 

Ray Dalio has always sought to find clues from history to manoeuvre in volatile markets. I believe the 

most similar time period to today are the 1920s/30s. This note will look at the 1929-33 U.S. stock 

market crash and compare Ray Dalio’s analysis to today. Below are some of the most striking 

similarities to this historic period: 

• High government debt to GDP (>100% now vs. 100-200% in 1920s/30s UK) 

• Rivalry between superpowers (US and China now vs. UK and US in 1920s/30s) 

• Strong decades of globalisation that had peaked (trade is 25% of global GDP now vs. 9% in 

late 1920s) 

• Moving towards new technologies (electrification now vs. ICE and oil in 1920s/30s) 

• Moving to new forms of energy (from oil and gas to renewables now vs. from coal to oil and 

natural gas in 1920s/30s) 

• High inequality (top 1% owns 30% of all household wealth now vs. top 1% owned 12-19% of 

total share of income in the 1920s) 

• High speculation (cryptocurrencies are worth over $3trn vs. high borrowing of businesses and 

individuals to buy stocks in 1920s) 

• Monopolisation in form of few companies with large market share (the magnificent 7 account 

for over 1/3 of U.S.’s 500 largest market capitalization now vs. Ford, GM and Chrysler 

accounted for 70%/85% of all vehicles by 1920s/1940s, US Steel 50% market share1) 

• Interest rates of around 4-5% 

• A pandemic (Covid vs. Spanish Flu) 

• Conflicts (Ukraine and Gaza war now vs. WW I and II then) 

• Trade and migration restrictions after prior free reign (back in the 1920s the British insisted 

on free trade while the US and Germany turned to tariffs) 

• Political extremes between far left and far right, no center 

 
1 https://eh.net/encyclopedia/the-u-s-economy-in-the-1920s/  
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The Top and the Crash 

I’ve done many analyses on the yield curve (here) and how every inversion always leads to a crash 

(except in 1999, when the crash came one year later as the Fed hiked rates again). We have now had 

the longest 10yr – Fed Funds inversion on record (2 years) but came out of inversion in late December 

2024. As of late February, we are back inverted. The level of interest rates (up to over 5%), the long 

duration of the yield curve inversion and depth of inversion of -1.5% of the 10-yr – Fed funds are all 

very similar now compared to the late 1920s. Where I have a main disagreement with Ray Dalio’s 

analysis is the reason for the crash, as interest rates at 4-5% compared to 3% won’t lead levered 

investments in equity and bonds to turn sour so badly…  

 

 

Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf  

p. 54/122 

http://www.aozorastep.com/
mailto:david@aozorastep.com
https://www.aozorastep.com
https://www.aozorastep.com/US%20yield%20curve%20history.pdf
https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf


 

3 
21 Knightsbridge, London SW1X 7LY 

www.aozorastep.com ∙ david@aozorastep.com  

 

 

Source: FRED St. Louis 

 

The Stock Market Crashes 

Stocks fell sharply on 19 October 1929 and further in the week of 21 October 1929 – Why? Here I 

insert a paragraph from a prior note regarding the Smoot-Hawley Act (here): 

The Smoot-Hawley Act was a legislation that increased dutiable import tariffs into the US by around 

50% to an average tariff rate of nearly 60% vs. 40% before, and shifted total import tariffs from below 

15% to 20%. While the tariffs were initially only thought to target agricultural products, they 

expanded further towards many industrial products as well. Why were these tariffs imposed and did 

they cause the Great Depression? Firstly, it is important to understand that President Hoover won 

the 1928 Presidential Elections partly by promising to protect domestic farmers and issue tariffs to 

farming products that are imported. Hence, Hoover was pressured to deliver on his election 

promises. The overproduction in Europe after World War I at that time did not only center around 

agricultural products, but also on machinery and other industrial goods. However, the sequence of 

events is key. By May 1929, the House approved the initial Smoot-Hawley tariff, which caused stocks 

to drop by around 2.5%. Only two weeks later, Republicans met to rewrite the bill. Built on hopes that 

the final bill will be amended, this in turn led to a market rally, which peaked in September, up over 
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13% from the June lows2. Many industrial tariffs were discussed to be reduced during this phase3. 

These industrial tariff reductions were then rejected on 21st October 19294, which triggered the 

market crash.  

However, there is a main difference today compared to 1929: There is no legislation in place that sets 

the tariffs. Trump is negotiating tariffs and hence, it is not clear whether these tariffs end up being 

implemented. This is a much more careful approach and in line with Trump’s historic tariff 

implementation. 

 

Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf  

p. 56/124 

 
2 https://www.cato.org/blog/smoot-hawley-tariff-great-depression  
3 https://www.nber.org/system/files/working_papers/w28616/w28616.pdf p.4/5 
4 https://www.cato.org/blog/smoot-hawley-tariff-great-depression  
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The Fed’s reaction 

So far, U.S. equities have sold off by as much as 4% in a day. Whilst the current selloff is continuous 

and somewhat steep, it still lacks the sort of panic that requires the Fed to intervene. Different to the 

late 1920s, we have also just come through a period of double-digit inflation (2022), which was 

equivalent to the inflation experienced in 1920, but not 1929 when inflation was low and stable. The 

Fed has already begun cutting rates from the same level as in 1929 of 5.33% to 4.33% ahead of the 

tariffs. Recent comments from Jay Powell suggest that the Fed is unlikely to take action for the time 

being5. 

 

 

Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf  

p. 60/128 

 

The short recovery 

Back in 1929, the initial stock market sold off before the actual implementation of the tariffs by nearly 

50%! It was very much driven by panic and at that point, companies continued reporting good results. 

This led to a market recovery of nearly 50%. Today, we are in the middle of a trade war and the market 

has only begun correcting. Many companies are already reporting a slowdown in activity. Therefore, 

we might have skipped the first initial selloff that happened in 1929.  

 
5 https://www.cnbc.com/2025/03/07/powell-says-fed-is-awaiting-greater-clarity-on-trump-policies-before-
making-next-move-on-rates.html  
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Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf  

p. 61/129 

 

The economy weakens 

It was only in 1930, when the economy started to weaken. Yet, back then, Hoover remained 

optimistic, just like Trump today, promising the “golden age of America”. Here is where there are the 

most similarities: General weakness in the economy, seen in weaker department store sales, but 

also in weaker industrial production. Back then, we also had high protectionism in terms of migration, 

just as we have today. Credit spreads were ultra tight at around 2.5% just one month ago (BAML US 

High Yield vs. UST 10yr yield). Now they start to widen. If the Fed were to lower rates due to a panic, 

credit spreads would shoot up. To stimulate lending in such a scenario, even 0% interest rates would 

not be enough in the short term. At the same time, Canada was the largest trade partner of the U.S. 

in 1930 with 20% of American exports going to Canada. Today, Canada’s total trade balance (imports 

& exports) is 12% (11% & 13%) and ranked # 3 behind China and Mexico (or #4 when including the 

EU). However, Canada is ranked #1 in terms of export values (in 2023) and hence remains very 

important. As in 1930, Canada also reacted with strong retaliation this time by threatening to cut 

electricity and apply high tariffs themselves. It will be interesting to see whether Canada is going to 

loosen their trade policies towards non-U.S. countries, as it did in 1930. 
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Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf  

p. 62-3/130-131 

 

Source: FRED St. Louis 
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US Trade Balance By Country (2023) 

Region Imports Exports Balance Total trade 

China 427,525 148,809 -278,716 576,334 

European Union 579,548 377,904 -201,644 957,452 

Mexico 484,527 323,145 -161,382 807,672 

Vietnam 114,432 9,835 -104,597 124,267 

Germany 160,088 76,854 -83,234 236,942 

All other countries 479,900 396,835 -83,065 876,735 

Canada 427,287 354,958 -72,329 782,245 

Japan 148,619 76,742 -71,877 225,361 

Ireland 82,460 16,953 -65,507 99,413 

Korea, South 117,426 66,430 -50,996 183,856 

Taiwan 87,791 40,464 -47,327 128,255 

Italy 73,341 28,890 -44,451 102,231 

India 83,713 40,480 -43,233 124,193 

Malaysia 46,222 19,303 -26,919 65,525 

Switzerland 52,375 28,133 -24,242 80,508 

France 58,176 44,033 -14,143 102,209 

Israel 20,898 14,698 -6,200 35,596 

Saudi Arabia 15,944 14,225 -1,719 30,169 

Singapore 40,860 42,436 1,576 83,296 

Brazil 39,089 44,373 5,284 83,462 

United Kingdom 65,396 75,089 9,693 140,485 

CAFTA-DR 35,458 45,158 9,700 80,616 

Belgium 22,922 38,841 15,919 61,763 

Australia 16,198 33,767 17,569 49,965 

Hong Kong 4,435 28,555 24,120 32,990 

Netherlands 38,882 81,373 42,491 120,255 

South/ 
Central America 

146,762 200,036 53,274 346,798 

 

Source: US Bureau of economic analysis 
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The growing debate over economic policy 

A key difference to the 1930s is that today, the U.S. government already has deep fiscal deficits (-

6%), so do many other Western nations. Therefore, different to the 1930s, austerity is not a mistake, 

but a necessity. Equally, the U.S. was a major exporter at that time, now the U.S. is a major importer. 

Many, but not all of these imports are from American companies that opened factories abroad to tap 

cheap labour, low regulation, and to some degree lower energy costs. Very similar, however, are the 

political extremes. Canada and the EU did not even negotiate with Trump but slapped or are planning 

to slap counter-tariffs on the US, despite being much more exposed to a collapse in trade due to 

trade making up a larger share of their GDP and having strong trade surpluses with the US. Another 

more concerning analogy is that the Nazis won less than 3% of the votes in 1928 and then surged to 

18% in 1930. Whilst the AfD does not appear as extreme as the Nazis, they are a fork in the road and 

won nearly 21% of the votes in 2025 compared to nearly 13% in 2021 and less than 5% in 2017. On 

the currency front, so far, we have not seen a USD strength. Crucially, in the 1920s/30s, the world 

was still on the gold standard, which is not the case today. Whilst the Dollar as a share of global 

reserves has fallen from around 70% in the late 1990s to less than 60% in recent years6, a Dollar 

shortage could still come if we were to see a market crash.  

 

 

 

 
6 https://libertystreeteconomics.newyorkfed.org/2022/07/the-u-s-dollars-global-roles-revisiting-where-
things-stand/  
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Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf  

p. 66-68/134-136 

 

Source: Office for National Statistics 
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Source: Office for National Statistics 

 

Capital flight 

My view was that the beginning of a trade war would mark the peak in interest rates across the curve. 

Instead, we saw a bear-steepening of the curve in Europe, with UK and German 30yr government 

bonds selling off – mostly as a result of Germany’s €500bn infrastructure and defense package 

announcement. Nevertheless, higher yields are not something that I thought would happen. As the 

world is no longer on the gold standard, central banks will need to move in line with the U.S.’s Fed to 

avoid a currency depreciation. As higher tariffs could mean higher inflation, interest rates could stay 

higher than longer. As we had deeply negative bond yields in Europe not so long ago, now, I think we 

could overshoot on the other side of the spectrum with higher bond yields for long-end government 

bonds in Europe. Another more justifiable and related reason for the selloff in long-end bond yields 

is the ever-growing fiscal deficit as a result of higher interest rates. Druckenmiller is right when he 

said Yellen’s short term bond issuance was the “biggest blunder in Treasury history”7, and the 

growing fiscal deficit is a consequence of that, as all these bills and bonds are rolling over into higher 

rates. It could also be a reason why the equities selloff is gradual rather than deep and fast as in 1929, 

because there is no change in asset allocation from equities into government bonds. 

 
7 https://fortune.com/2023/10/31/stanley-druckenmiller-janet-yellen-debt-mistake-interest-rates-bonds/  
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Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf p. 69-

70/137-8 
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Source: FRED St. Louis 
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Capital destruction 

One of my favourite charts from the 1929-33 period is the one below. Whilst the market was in a 

downturn, there were equally strong movements to the upside. Another chart below shows the 

strongest one day positive % returns of the Nasdaq 100 between 1990 and 2021. Most of these high 

one-day returns occurred during a downturn. The 2018 selloff, when Trump first imposed tariffs, was 

also very long-lasting and had somewhat similar characteristics – very important to keep in mind.  

 

Source: https://www.bridgewater.com/big-debt-crises/principles-for-navigating-big-debt-crises-by-ray-dalio.pdf p. 

71/139 

 

Source: The Macro Tourist 
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Conclusion 

In conclusion, the peak of global merchandise trade as % of global GDP was reached at 26.2% in 

2008 and in all goods and services at 63% in 2022. Is a reversal possible? Absolutely. Will it turn out 

to be like 1929-33? Maybe. The policies we have had in place over the last few decades appear to 

have benefitted everyone, but more so those with the largest populations, the least regulation, the 

dirtiest energy, the lowest taxes and the cheapest labour. I.e. Non-allied countries. During these 3-4 

decades of hyperglobalisation, Western nations have seen their government debt climb 

continuously. Germany, with their “schwarze Null” policy went against the trend, benefitted from 

negative interest rates, but in combination with a poor energy policy, the country has lost their 

manufacturing hub and even lost control of their borders, excessively increasing their low skilled 

workforce. Therefore, there needs to be some kind of reset done, which is the reason of political 

extremes. Trump’s tariffs might turn out to be the necessary evil, the fork in the road. But what it 

means to other nations could lead to more extremes in the future, just as it did in the 1930s. 

 

 

Source: OurWorldinData.org 
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Source: World Bank Group 
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Legal Disclaimer 
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track record of its managing partner and approved by Sedulo for the time period Q1 2019 - Q1 2021 and by 

HiCloud Accounting for the time period 2020 - 2024, only with further examinations being done on an 

occasional basis. AozoraStep Capital LLP is currently not authorized and regulated by the FCA, and therefore, 

is not allowed to provide financial products and services. AozoraStep Capital LLP is registered in England and 

Wales with registered number OC436835. Registered Office: 21 Knightsbridge, London SW1X 7LY, United 

Kingdom. Reproduction or distribution of any materials obtained in this publication or linking to this 

publication without written permission is prohibited. 
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