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Causes of the Great Depression
In the Roaring ‘20s (1), after the “War to End All Wars”
The upper class got rich but the working class was poor (2)

Businesses were thriving (3), production costs were low,
Owners and investors were rolling in the dough

Now’s the time to learn our lesson
We don’t want a great depression
Laissez Faire wasn’t fair (4), after all

Radios and autos (5) were spreading through the land
Supply went up much higher than people had demand (6)

Shares of stock were falling, investors sold them fast
Which led to widespread panic, the market’s black day's crash (7)

Now’s the time to learn our lesson
We don’t want a great depression
Laissez Faire wasn’t fair, after all (8)

In an economy you see, everything’s connected
When one part goes down, others are affected (9)

Folks withdrew their money, the banks went belly up (10)
Businesses went bankrupt, no joke, times were tough (11)

Begging and the bread lines long, homeless people in the streets
Poverty was widespread, here and overseas (12)

Now’s the time to learn our lesson
We don’t want a great depression
Laissez Faire, it wasn’t fair, after all
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NOTES

1) Roaring ‘20s: The 1920’s are called the “Roaring ‘20’s” for two main reasons. For the
first time, cars roared across the American landscape. Also, the economy grew tremendously,
though muffled by this economic roar were weaknesses that contributed to the collapse at the
end of the decade.

2) Class Divide: The gap between the rich and the poor widened in the 1920’s. The
wealthiest one percent of society owned 59% of the wealth, while 87% of the population
owned only 10%. This was an important cause of the Depression because without money,
people could not buy new products, which hurt industry. Additionally, the wealthy continued
to invest in new factories, creating an ever greater supply of cars, radios and other consumer
products. Prices declined in accordance with the Law of Supply & Demand (greater supply
causing lower prices). With prices dropping, many businesses lost money and could not
survive.

3) Business Thriving: By several measures the 1920’s was a good decade for the economy.
New consumer products such as the auto and radio became common. People earned fortunes
in the stock market. Both agricultural and industrial production increased.

4) Laissez Faire, from the French for “leave alone”, means that business functions without
any government regulation. The idea of government leaving business alone is also referred to
as “hands off”. In the 1920’s, laissez faire was the goal of both government and business.
Serving as Secretary of the Treasury for the Harding, Coolidge and Hoover administrations,
Andrew Mellon worked hard to keep business free from government control. One result of
this laissez faire policy was that poor Americans did not get much assistance from the federal
government. Another was that wealthy Americans were taxed at a very low level. Laissez faire
contributed to the unequal distribution of wealth, one of the main causes of the Great
Depression.

5) Radios and Autos: Perhaps the two most significant consumer products of the ‘20’s
were the automobile and the radio. Both helped unify the nation, connecting the country
geographically and culturally.

6) Supply and Demand: According to the Law of Supply & Demand, when supply goes up
and/or demand goes down, prices usually fall. Consequently, business earns less money and
the economy suffers.

7) Stock Market Crash: The stock market crashed on “Black Tuesday”, October 29, 1929.
On that day and in the days that followed, prices declined in free fall. People tried to sell
stock before prices dropped further. This made prices tumble faster, and eventually the
downward spiral spun out of control. Investors lost billions of dollars in days.

8) Hands Off: Technically, the government’s laissez faire policy was not “hands off” because
the federal government was actively helping business expansion. Tariffs, for example, were
very high in the 1920’s. These taxes on imported goods were designed to protect American
industry from foreign competition. This was not “hands off”. Government actively helped
business in other ways, including tax and spending policies.
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9) Interrelated Effects: A complex modern economy is like a spider’s web: you cannot
touch one part of the web without affecting others. If one factory closes, workers lose their
paychecks. They have less money to spend at the grocery store, for example. Less bread and
milk are sold, hurting farmers. Some farmers go bankrupt or can’t repay loans to banks.
Those banks may go under. Rippling chains of cause and effect spread in many directions
when there is either growth or decline in the economy.

10) Banking Collapse: The “bank panic” of 1930-33 nearly wiped out the American
banking system. After the stock market crash, people feared that their bank would go out of
business. They rushed to withdraw their money before the banks closed because they did not
want to lose their savings. The result was a self-fulfilling prophecy. Mass withdrawals
overwhelmed the system and people unwittingly caused the banking collapse that they
feared. President Franklin Roosevelt reversed the panic by closing the banks briefly, speaking
to the public to restore confidence and implementing measures to insure savings accounts so
people would not fear losing their money.

11) Unemployment: The unemployment rate during the early years of the Depression was
roughly 25%, one of the highest levels in American history.

12) Global Depression: Leading European nations such as England, France and Germany
also suffered depressions in the early 1930’s. The collapse of the American economy was both
a cause and an effect. Less American buying power hurt European industry. In turn,
Europeans could not afford to purchase American products.
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