The Stock Market Crash of 1929

In the 1920s, a large number of people invested in the stock market. At the time many bought on the margin, meaning these people borrowed money from loan companies in order to buy stocks. The reason for this was because the stocks in the early 1920s increased at a very high level. If someone had taken out their stocks at any time, they would have received a good amount of money for it, more then paid in the first place. And, because they had borrowed the money, they were able to pay back the loans, making more money than they ever would have otherwise. 

In the late 1920s, the production of the companies became higher than the demand by consumers. These companies downsized, causing a surplus amount of people without work. As people lost jobs, they could not pay off debts owed to loaning companies. Many were forced to sell their belongings, homes, farms, and, most importantly, stock shares.

Panic set in among Americans, and they began to sell their shares of stock all at the same time. Since everyone was selling, few, if any, were buying. On October 29, 1929, the stock market crashed, and continued to fall afterward (beginning in 1929 with the Dow-Jones at 381, until 1932 with the Dow-Jones at 41). Nothing was done for a period of time afterward, because many believed it would rise again as it always had prior to the crash. 

This lack of production hurt U.S. commerce with European nations, while the European countries were in need of our production as well. This market crash became a problem for nearly all of the major nations. This aspect of the crash led to a domino effect for America and European countries. As a result of the lack of American production in Europe, and visa versa, these aided in Depression for all of the countries involved.

During this period of panic, people wanted their money in their possession, but the banks had also invested a large quantity in the stock market. Therefore, when people went to get their money out of the banks, their money was in circulation, and not present in the banks for the people to retrieve.

Essentially, a never ending cycle was created. Businesses could not sell, leading to job loss, leading to people who could not buy, and we could not get production from Europe, who in turn could not receive our production as well. By the time anything was done about these cycles, the problem had been deepened too much to fix in a short amount of time. 

The Causes of the Stock Market Crash

The Gold Standard
In the 1930s, America had a 100 percent gold standard for its money. This meant that all cash was redeemable for a certain amount of gold--at this point one ounce of gold was worth twenty dollars in cash. Money is very inflexible because the amount of money within the economy is dependent solely on the amount of gold available. So, in other words, when people hoard their money, as explained above, the supply of money largely drops. All of these problems combined cause a downward trend in the economy, as what happened during the Great Depression.
 
The Government
The government was essentially created in order to help economy problems such as these. But, in retrospect, it is shown that it was the government that aided in part in the problem. First of all, the government was responsible for inflating the money supply in America by 60 percent in the 1920s. Next, was that the government raised interest rates in 1931, precisely the wrong action to take when the money supply is already low; it only further takes money out of circulation. It is indicated that if the government had only thought more of expanding the money supply, they might have been able to prevent what happened. 

Hoarding Money
As mentioned previously, people wanted to hoard their money because they were afraid to spend it. People believed that after the crash, spending their money lost it forever. They had the idea that spending money would never make money, whether through investment, business, etc. These people may have been right to some extent, but the mass amount believing in this idea only made it worse. If no one spent their money, then there was no money at all in the business world. Therefore, those who had money were not losing any, but also not gaining any; and, those who had no money had no way of getting money. 

Over Production Leading to High Tariff 
The Smoot-Hawley Tariff Act passed in 1930 raised tariffs to record high levels for our nation. The intention of this tariff was to protect farmers from foreign agricultural imports, because after WWI, with the recovery of European producers, there was a huge overproduction of produce in the 1920s. This caused a lower demand, and therefore lower farm prices in the late 1920s. Herbert Hoover was the president in charge when this Act was passed; concentrating mainly on helping the farmer, not realizing what it would do to the average citizen. After passed, the Act was made impossible to stop, for the tariff was still needed because production was still rising in many countries. When it was already bad, Congress agreed to raise taxes even higher. Clearly, the Smoot-Hawley Tariff was not the best action to take, as foreseen by many economists who signed petitions to undo it, but had been denied. 

The Stock Market Crash
The Stock Market Crash on October of 1929 may be recognized as a catalyst for America’s Great Depression. Because of this crash in the stock market, many companies lost money, as well as those who invested in them. Nationwide, people began to prefer the money they did have physically present in their possession. It was this that caused the lack of money in banks, for people all tried to deposit their savings at once. It was for this reason as well that people began to hoard their money, meaning continuing to keep it in their possession if they got it. 

A Theory of Government Interference
This ideal referred to Austrian economics, summing up their image of the causes of business cycles. In this theory, all business cycles are caused by intervention of the government in the market. In America’s case, the national banks lowered interest rates by overwhelming the economy with artificial money. Then, this money is invested in goods that are not correct with the market level interest rates. Next, the government must raise interest rates, to make up for what money was lost by lowering rates. Any further prevention by the government would then continue problems and therefore prolong recovery. 
 

New Deal Programs

New Deal Programs established to help the People: (In alphabetical order)

o Agricultural Adjustment Act (AAA): Raised crop prices by lowering production. The government paid farmers to leave a certain amount of every acre of land unseeded.

o Civil Works Administration (CWA): Provided public works jobs at 15 dollars a week for four million workers in 1934.

o Civilian Conservation Corporation (CCC): Put men, ages 18-25, to work building roads, developing parks, planting trees, helping in soil erosion, and helping with flood-control projects. They were paid $30 a month and $25 was sent home to the worker’s family. The men were supplied with free food and uniforms. It is still in effect today.

o Emergency Banking Relief Act: After initiating the Bank Holiday, Roosevelt persuaded Congress to pass this Act in order to have government officials inspect the nation’s banks. This also aided in providing American citizens with more confidence; they figured if their banks were still open, then they had been inspected, and were therefore worth keeping their money in. 

o Emergency Relief Appropriation Act: Allowed for billions of citizens to receive immediate relief and employment on extra projects for the government. 

o Farm Credit Administration: This provided loans to farmers according to their production.

o Federal Deposit Insurance Company (FDIC): Insured individual accounts of less than $5,000. It prevents people from losing their money if their bank goes under. Today it is $10,000.

o Federal Emergency Relief Act (FERA): Distributed direct relief to unemployed.

o Federal Housing Administration (FHA): Furnished loans for home mortgages so that people would loose their homes. It is still in effect today.

o Fair Labor Standards Act: a part of the early New Deal by Roosevelt which provided workers with minimum wage, and discontinued child labor. 

o Glass-Steagall Banking Act: Reorganized the banking system and established the FDIC.

o National Recovery Administration (NRA): Set prices on many products to ensure fair competition, and established standards concerning work hours and a ban on child labor.

o National Youth Administration (NYA): Provided part time employment to more than two million college and high school students.

o Public Works Administration (PWA): Received 3.3 billion dollars appropriation from Congress for public works projects.

o Rural Electrification Administration (REA): Encouraged farmers to join cooperatives to bring electricity to farms. Despite its efforts, by 1940 only 40 percent of American farms electrified

o Securities and Exchange Commission: This commission was first established to standardize stocks, bonds, and further securities, however after the Stock Market Crash, it began to need reform itself. These rules issues and trades of securities became insignificant, allowing an amount of fraudulent behavior. These problems also led to powerful men taking advantage of the free exchange that tried to have been rid of. 

o Social Security Act: In response to critics, it provided pensions, unemployment insurance, and aid to blind, deaf, disabled, and dependent children. 

o Tennessee Valley Authority (TVA): Renovated 5 existing dams, constructed 20 new ones in the Tennessee Valley, created thousands of jobs, and provided flood control and hydroelectric power. It is still in effect today.

o Wagner Act (NLRB): Allowed workers to join unions and outlawed union busting tactics by management.

o Works Progress Administration (WPA): Employed 8.5 million workers in construction and other jobs, but more importantly provided work in arts, theater, and literary projects. 

The Great Depression Facts

· The Great Depression took place from 1930 to 1939. 

· During this time the prices of stock fell 40%. 

· 9,000 banks went out of business. 

· 9 million savings accounts were wiped out. 

· 86,000 businesses failed. 

· Wages were decreased by an average of 60%. 

· The unemployment rate went from 9% all the way to 25%. 

· About 15 million jobless people.

Below are two charts that represent the amount of people who were unemployed. 
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What does this graph tell you about this affected the people living in the Great Depression? 


Describe, in your own words, the effect this graph would have had if you were living in the Great Depression? What does this graph represent and show you? 

