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Great Depression
Worldwide economic downturn that began in 1929 and lasted until about 1939. It was the longest and 
most severe depression ever experienced by the industrialized Western world. Although the 
Depression originated  in  the  United  States,  it  resulted  in  drastic  declines  in  output,  severe 
unemployment,  and acute deflation in almost every country of the globe. But its social and cultural  
effects  were  no  less  staggering,  especially  in  the  United  States,  where  the  Great Depression 
ranks second only to the Civil War as the gravest crisis in American history.

Economic history

The timing and severity of the Great Depression varied substantially across countries. The Depression 
was particularly long and severe in the United States and Europe; it was milder in  Japan  and  much  of  
Latin  America.  Perhaps  not  surprisingly,  the  worst  depression  ever experienced  stemmed  from  a  
multitude  of  causes.  The Great Depression brought about fundamental changes in economic 
institutions, macroeconomic policy, and economic theory.

Timing and severity
In the United States, the Great Depression began in the summer of 1929. The downturn became 
markedly worse in late 1929 and continued until early 1933. 

During the Depression, industrial production in the United States declined 47 percent and GDP fell 30 
percent. 
The wholesale price index declined 33 percent (such declines in the  price  level are referred to as 
“deflation”). 



The unemployment rate nearly reached 25 % (13 million) percent at its highest point.
The severity of these declines is evident when they are compared with America’s next worst recession 
(which we are currently experiencing).  The unemployment rate now sits around 9.1 %.  (it sits at 
around 16% when adjusted for the underemployed).

The U.S. recovery began in the spring of 1933, but in 1937–38 the United States suffered another 
severe downturn, but after mid-1938 the American economy grew even more rapidly than in the mid-
1930s. U.S. output finally returned to its long-run trend level in 1942.
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Causes of the Great Depression
The fundamental cause of the Great Depression in the United States was a decline in spending, which 
led to a decline in production and a rise in inventories (which essentially means that goods were made, 
but people weren’t able to purchase, so they collected dust, and therefore less goods were made). 

Stock market crash
By the fall of 1929, U.S. stock prices had reached levels that could not be justified by reasonable 
anticipations of future earnings. As a result, when a variety of minor events led to gradual price 
declines in October 1929, investors lost confidence and the stock market bubble burst. Panic selling 
began on  “Black Thursday,” October 24, 1929. Many stocks had been purchased on margin, that is, 
using loans secured by only a small fraction of the stocks’ value. As a result, the price declines forced 
some investors to liquidate (sell out) their holdings, thus exacerbating (helping to cause/worsen) the 
fall in prices. 
The stock market crash reduced American consumer purchases substantially. Consumer purchases of  
durable  goods  and  business  investment  fell  sharply  after  the  crash.  A  likely explanation is that 
the financial crisis generated considerable uncertainty about future income, which in turn led 
consumers and firms to put off purchases. Thus, while the Great Crash of the stock market and the 
Great Depression are two quite separate events, the decline in stock prices was one factor causing the 
decline in production and employment in the United States.

Margin – using the shares as collateral, and borrowing the rest from the broker, who borrowed it from 
a bank or a large corporation (investment firm).

Loans could be “called in” if prices fell enough, but that seemed impossible.
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Only 3% of Americans actually owned stock and only about 10% own it now
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Left the rich feeling less rich
Wiped out savings of hundreds of thousands of middle class households
Did not cause the depression
Serious downturn had begun months before – the crash accelerated it
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2 - In 1920's U.S. Economy. was based on the productivity and purchasing power of 
the masses – i.e we made it, and bought it
- employment cycle
for many goods to be produced , purchasing demand had to be there: this 
resulted in high employment 

b/n 1924-27, U.S. productive capacity doubled but it was b/c of technological 
innovation

 electricity and mechanical advances made for better production, 
but no new jobs were added to the economy
so more consumer goods were available, but there weren't nec. more people to 
buy them (OVERPRODUCTION)

3 - Great Imbalance in Wealth

The majority of the wealth became even more concentrated in the wealthy 
throughout the 1920s.  This inequality reinforced the downturn by concentrating 
resources in the hands of the wealthy, who did not need to spend or invest the 
money they had, rather than in the hands of the average consumer.  As a result 
spending that could have stimulated the economy was more limited than it might 
have been.
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International lending and trade
Foreign lending to Germany and Latin America had expanded greatly in the mid-
1920s. U.S. lending abroad then fell in 1928 and  1929 as a result of high interest 
rates and the booming stock market in the United States. 
The 1930 enactment of the Smoot-Hawley tariff in the United States and the 
worldwide rise in protectionist trade policies created complications. The Smoot-
Hawley tariff was meant to boost farm incomes by reducing foreign competition in 
agricultural products. But other countries followed suit, both in  retaliation and in an 
attempt to force a correction of trade imbalances. 
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5 - Insistence on Balanced Budgets
Throughout the nation public officials reacted to the downturn by trying to balance 
their budgets.  To achieve that goal, city and state governments cut expenditures or 
raised taxes, or both.  But the effect was counterproductive – they slowed the 
economy further by reducing the amount of money available to consumers to spend.

6 - Banking panics and monetary contraction
The next blow to demand occurred in the fall of 1930, when the first of four waves of 
banking panics gripped the United States.  A banking panic arises when many 
depositors lose confidence in the solvency (ability to cover withdrawals) of banks and 
simultaneously demand their deposits be paid to them in cash. Banks, which typically 
hold only a fraction of deposits as cash reserves, must liquidate loans (i.e. call in their 
margins) in order to raise the  required cash. This process of hasty liquidation can 
cause even a previously solvent bank to fail. 

7 – there was also an agricultural depression throughout the 1920s (which, if you 
think about it, means that farmers were feeling the Depression almost 10 years 
before non-farmers).  There was also a very large real estate investment bubble in 
Florida that burst.  Does that sound familiar?
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Hoover  - progressive - engineer - scientific fetishism - not conservative (as Calvin Coolidge, Warren 
Harding – his presidential predecessors in the 20s) -

• New Individualism
• Drew the line with government forcing business to do things (i.e. standardization, 

organization, certain industry standards/rules and behaviors, benign labor relations (that 
means “be nice to your labor force”, a way to avoid the fascism/comm. Of Europe)

 Becomes a problem:
• Voluntary nature (Hoover didn’t force businesses to adopt rules and 

regulations, and didn’t force them to not lay off hundreds of thousands 
of workers)

• Businessmen helped him write this stuff -- when businessmen get 
together, collude, screw people

• Hoover rejects the laissez faire  advice of Andrew Mellon (his 
secretary of Treasury)

• So Hoover does these things:
• Recon. Finance Corporation
• Hoover told employers to not cut wages
• Hoover in favor of a national sales tax
• Hoover nominates 3 somewhat liberal (FDR-

ish) Progressive Justices to Supreme Court (2 
rep, 1 Dem) - so Hoover moves court to the 
left

• When Dems took congress in 1930, 
began prodding Hoover for more 
than he was willing to do



(Dems promise to cut spending in 1932 election)
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1932 election
Democrats not that much different from Hoover, but they knew they would 
win

Hoover couldn’t defend laissez faire ideas (didn’t believe them), but 
also unwilling to offer direct help to people, or to force business to do 
things to remedy Depression

FDR also afraid of eroding the “rugged individualism” but  Commonwealth 
Club Speech 1932 - FDR hints at what Democrats will attempt to do


