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What is the Great Depression? 

The Great Depression (1929 to 1939) was the economic slump in the USA 

that lasted 10 years. Its kickoff was “Black Thursday," October 24, 1929. That's 

when traders sold 12.9 million shares of stock in one day, triple the usual 

amount. To be more specific, it was the first day of the stock market crash of 

1929. That was the worst crash in the U.S. history. Over the next four days, 

stock prices fell 23 percent. The Great Depression had already started in 

August when the economy contracted. 

The Great Depression didn’t limit its only effects in poor countries but 
both richer countries, especially those dependent on heavy industry were 
affected as well. Personal income, tax revenue, profits and prices dropped, 
while international trade dwindled by more than 50%. But the most important 
result was the fact that unemployment in the U.S. rose to 25% and in some 
countries rose as high as 33%. 

 

Incomes of the US                                                    Unemployment rate                                 

 

https://www.thebalance.com/black-thursday-1929-what-happened-and-what-caused-it-3305817
https://www.thebalance.com/common-stocks-3305892
https://www.thebalance.com/stock-market-crash-of-1929-causes-effects-and-facts-3305891
https://www.thebalance.com/stock-market-crash-of-1929-causes-effects-and-facts-3305891
https://www.thebalance.com/stock-market-crash-examples-cause-impact-3305864
https://www.thebalance.com/when-did-the-great-depression-start-4060510
https://en.wikipedia.org/wiki/Developed_country
https://en.wikipedia.org/wiki/Heavy_industry
https://en.wikipedia.org/wiki/Personal_income
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What were the causes of the economic slump? 

 Black Thursday  

On Thursday, October 24, the market plunged at the opening bell, 
causing a panic. Though investors managed to halt the slide, just five 
days later on "Black Tuesday" the market crashed, losing 12 percent of 
its value and wiping out $14 billion of investments. Two months later, 
stockholders had lost more than $40 billion dollars.  

 Bank Failures 

Due to the market crash nearly 700 banks failed in waning months of 
1929 and more than 3,000 collapsed in 1930. When banks failed, people 
lost their money. Others panicked; causing bank runs as people 
desperately withdrew their money, forcing more banks to close. By the 
end of the decade, more than 9,000 banks had failed 

 Reduction in Purchasing Across the Board 

With their investments worthless, their savings diminished or 
depleted, and credit tight to nonexistent, spending by consumers and 
companies alike ground to a standstill. As a result, workers were laid 
off en masse. As people lost their jobs, they were unable to keep up 
with paying for items they had bought through installment plans; 
repossessions and evictions were commonplace. More and more 
inventory began to accumulate. The unemployment rate rose above 25 
percent, which meant even less spending to help alleviate the 
economic situation. 

 Drought Conditions 

The economic devastation of the Great Depression was made worse by 
environmental destruction. A years-long drought coupled with poor 
farming practices created a vast region from southeast Colorado to the 
Texas panhandle that came to be called the Dust Bowl.  

https://www.thoughtco.com/bank-runs-and-the-modern-banking-system-1146292
https://www.thoughtco.com/economic-definition-of-unemployment-1147305
https://www.thoughtco.com/what-causes-droughts-3443828
https://www.thoughtco.com/worst-us-environmental-disasters-1203696
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How was it solved? 

In 1932, the country elected Franklin D. Roosevelt as president. 
He promised to create federal government programs to end the Great 
Depression. Within 100 days, he signed the New Deal into law. It created 42 
new agencies. They were designed to create jobs, allow unionization, and 
provide unemployment insurance. Many of these programs still exist. They 
help safeguard the economy and prevent another depression.  

Many argue that World War II, not the New Deal, ended the 
Depression. But if FDR had spent as much on the New Deal as he did during the 
War, it would have ended the Depression. In the nine years between the 
launch of the New Deal and the attack on Pearl Harbor, FDR increased the debt 
by $3 billion. In 1942, defense spending added $23 billion to the debt. In 1943, it 
added another $64 billion.  

In fact, WWII had its roots in the Depression. Financial stress made 
Germans desperate enough to elect Adolf Hitler's Nazi party to a majority in 
1933. If FDR had spent enough on the New Deal to end the Depression before 
Hitler rose to power, World War II might never have happened.  

 

Are there any possibilities for it to happen again? 

Few people deny that the current economic climate bears disturbing 
similarities to the start of the Great Depression: 

•Big declines in the stock market reduced people's wealth and 
decreased spending, notes Timothy Canova, associate dean of international 
economic law at the Chapman University School of Law. The Dow didn't fall 
steadily: It plunged 47% from its high of 381 in September 1929 through 
November 1929 and then started a famous "sucker's rally" in the spring of 1930 
before plunging to 41 in July 1932. 

The Dow fell 42% from its Oct. 9, 2007, high to its Oct. 27, 2008, low, 
roughly equal to the market's initial tumble in 1929. Far more of the population 
owns stocks now than in 1929, however: For many people, stock mutual funds 
are the cornerstone of their retirement savings. In 2006, the latest data 

https://www.thebalance.com/fdr-economic-policies-and-accomplishments-3305557
http://rooseveltinstitute.org/policy-and-ideasroosevelt-historyfdr/new-deal
https://www.thebalance.com/fdr-and-the-new-deal-programs-timeline-did-it-work-3305598
https://www.thebalance.com/u-s-military-budget-components-challenges-growth-3306320
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available, two-thirds of all 401(k) plans were invested in stocks, a percentage 
little-changed in the previous 11 years, according to the Investment Company 
Institute, the funds' trade group. 

•The banking system was crippled by bad loans and speculation. In 1929, the 
bad loans were made to stock speculators; most recently, the bad loans were 
made to homeowners and investors in mortgage-backed securities. 

Banks stopped lending in 1929 to avoid further losses, which slowed the 
economy even further. By the mid-1930s, more than 5,000 banks had 
collapsed. Today, banks have also slowed lending to avoid losses, and the 
credit markets have nearly ground to a halt. 

But there are some big differences today that make a repeat of the Great 
Depression unlikely. The biggest: massive intervention by the world's central 
banks. "The Federal Reserve has been very aggressive in its role as lender of 
last resort," says Paul Kasriel, chief economist for Northern Trust. "That's why 
the Fed was created — not to prevent recessions, but to prevent the implosion 
of the financial system." 

In 1929 and 1930, the Fed actually raised interest rates, draining liquidity from 
the system, deciding that it was best to stamp out speculation. Although 
economists still debate the exact causes of the Great Depression, the Fed's 
moves are often considered one of the prime reasons the economy tumbled 
so hard. 

In addition, President Herbert Hoover raised taxes in 1930 in an effort to 
balance the budget. At the same time, Congress passed the protectionist 
Smoot-Hawley Tariff Act, which raised the fees charged on imported goods, 
setting off a trade war. Exports fell as other countries retaliated against the 
tariffs, crippling the nation's manufacturing. 

In contrast, the government this time has been active in trying to prevent an 
economic meltdown, precisely because officials worried about another Great 
Depression. Explaining why President Bush backed the bailout, spokeswoman 
Dana Perino said: "It was when Ben Bernanke and Treasury Secretary Henry 
Paulson came to him and said we could be facing something worse than the 
Great Depression if we don't act, that the president realized that he had to put 
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aside his instincts and focus on what he could do as president of the United 
States to help save this economy — not to help save Wall Street, not to help 
save any individual economy, but to help individual Americans all across the 
country of all economic stripes." The $700 billion bailout bill, and the fiscal 
stimulus checks that went out early this year, although controversial, show 
that the government is willing to intervene in the financial system to keep it 
afloat. 

On the other side of the coin, the Great Depression left a mark on the 
world that remains today, nearly 80 years after it began. It re-created our 
banking system, molded our securities laws, and left scars on the nation's 
psyche that has faded only modestly with the decades. During the Depression, 
savers watched their money evaporate in bank failures, because deposits 
weren't insured. Bankers became so unpopular that bank robbers, such as 
Bonnie and Clyde, became folk heroes. 

By the depths of the Depression, 25% of the population was out of work. 
The Dow Jones industrial average had fallen 89%. The entire banking system 
was shut for four days by presidential order. Home and farm foreclosures 
soared. Homeless people created vast shantytowns, called "Hoovervilles," 
outside most major cities. 

The word "depression" became so terrifying that economists stopped 
using it to describe a business slump. "It was an active choice of words," says 
Peter Bernstein, the celebrated economist, now 89. The Roosevelt 
administration judged the word too terrifying for the public to hear, Bernstein 
says. And for people who lived through the Depression, it was terrifying, 
indeed. "It was a killer," Bernstein says. 

Mitchel Namy, 96, recalls how his family fared. "My father was very successful 
in the wholesale dry-goods business," Namy recalls. "He lost the business, 
our home and a valuable 26-acre tract of land in suburban Pittsburgh." 

Our economic woes dwindle in comparison. As of the end of June, the 
latest data available, the nation's gross domestic product was still growing at 
a respectable 2.8% rate. In the third quarter, it fell at an annual 0.3% rate. 
Unemployment in September was 6.1%. "We're a long way from the D-word," 
says David Wyss, chief economist for Standard & Poor's. "It's a recession." 
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And, in fact, it's not even officially a recession. The National Bureau of 
Economic Research, the official arbiter of when recessions begin and end, has 
yet to declare the end of the most recent economic recovery. Even the 
shorthand version of recession — two consecutive quarters of shrinking 
gross domestic product — hasn't happened yet. 

 

Maybe it would be helpful to see the websites; 

 https://www.britannica.com/event/Great-Depression 

 https://en.wikipedia.org/wiki/Great_Depression 

 https://www.history.com/topics/great-depression 

 

 

https://www.britannica.com/event/Great-Depression
https://en.wikipedia.org/wiki/Great_Depression
https://www.history.com/topics/great-depression

