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2 What were th causes and

impacts of the Depression?

‘I have no fears for the future of our country’, said US President Hoover in
March 1929, ‘It is bright with hope’. However, it was not long before there
were signs that all was not well with the American economy.

The main features of the Great Crash
(October 1929)
Economic and financial problems in 1929
By the late 1920s the US faced numerous economic and financial problems:
l Farmers continued to suffer (see page 00).
l The rate of automobile manufacturing was slowing down.
l The rate of house building declined after 1925.
l US exports declined.
l While business activity steadily fell, stock prices rose wildly (see page 000).
From mid-1927 to mid-1929, the average price of stocks increased by
nearly 300 percent. The rise in share prices did not reflect the performance
of the companies concerned.

The events of the Great Crash

KEY TERM
Broker A person who buys
and sells stocks and
shares.

By September 1929, the stock market had clearly lost touch with reality and
some speculators began selling their holdings. On 24 October (Black
Thursday), 13 million shares were sold and prices plummeted. Only a
buying effort by a syndicate of prominent bankers prevented an even bigger
sell-off. But on 29 October (Black Tuesday) 16.5 million shares were sold.
The gains of months vanished in a few hours, ruining hundreds of
investors. The trading floor of the stock exchange degenerated into anarchy
as brokers literally fought one another to place selling orders. Shirts and
suits were ripped. Men lost shoes, spectacles, false teeth and even a wooden
leg in the melee. Reports of ruined investors committing suicide were
greatly exaggerated. Nevertheless, Black Tuesday was, according to
economist John Kenneth Galbraith, ‘the most devastating day in the history
of the New York stock market, and it may have been the most devastating
day in the history of markets’.
By November 1929, the value of stocks and shares had fallen by a third.
Relatively few people suffered a direct loss of money, but those who had
invested in stocks and shares collectively lost billions in the space of a few
weeks. Banks and corporations, having made large commitments to
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Chapter 4: The Great Crash, the Depression and the New Deal policies, 1920–41

brokers’ loans, now held depreciated paper assets that could not be turned
into ready cash. Faced with frightened depositors, the banks called in other
loans and refused to make new ones, thereby cutting off the flow of credit.
Corporations deferred new spending and began to lay off workers. Within a
year, employees’ salaries were reduced by more than $4 billion and
unemployment rose from 1.5 million to 4.3 million. The slide into economic
chaos had begun.
SOURCE A

Look closely at the
photograph in Source
A. Are there any
indications of actual
panic? Explain your
answer carefully.

The original 1929 caption reads: ‘Photograph shows the street scene on Black
Thursday, the day the New York stock market crashed, and the day that led to
the Great Depression’
SOURCE B

Extract from Only Yesterday by Frederick Lewis Allen, published in 1931. This is a
classic account of the 1920s in the USA by a leading journalist of the period and
has been republished many times
As the price structure crumbled, there was a sudden stampede to get out from under. By
eleven o’clock traders on the floor of the Stock Exchange were in a wild scramble to ‘sell
at the market’. Long before the lagging ticker could tell what was happening, word had
gone out by telephone and telegraph that the bottom was dropping out of things, and the
selling orders redoubled in volume … Down, down, down … Where were the bargainhunters who were supposed to come to their rescue at times like this? … There seemed
to be no support whatever. Down, down, down. The roar of voices which rose from the
floor of the Exchange had become a roar of panic.

What are the
advantages and
disadvantages of
using descriptive
sources such as
Source B in
understanding what
happened during the
Wall Street Crash?

3
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Figure 4.1 A graph showing the changes in the price of shares
in the USA in the years 1925–33
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Figure 4.2 A graph showing the decline in share values
in the years 1929–32

What caused the Great Depression?
Scholars today, like politicians at the time, disagree about the Depression’s
causes. Most would agree that there were several interrelated factors,
though different historians stress different factors.

The Wall Street Crash
The Wall Street Crash and the Great Depression are often seen as
synonymous. The Crash took money out of the system and led, by a vicious
circle, to Depression. However, the USA weathered the Crash. By April
1930, share prices had regained a fifth of the losses of the previous autumn.
Business activity did not begin to decline significantly until mid-1930.
Arguably the Crash was more a symptom than a cause of the Depression.

Normal business cycle
At the time, many economists thought that the Depression was just part of
the normal business cycle. They believed there would be an inevitable
natural recovery.

Economic flaws
Some think that the USA economy was fundamentally unsound. The main
charge is that income was not fairly distributed. By 1929 the richest 5 per
cent owned a third of the income, while 71 per cent had incomes of less
than $2,500 a year, the minimum thought necessary for decent comfort.
Unable to afford to buy their share of consumer goods, ordinary Americans
could not sustain the level of mass production.

The banking system
Arguably the banking system was the weakest link in the US economic
system. Historian David Kennedy claims that ‘American banks were rotten
even in good times’. The Federal Reserve System’s low-interest money
policy encouraged wild lending, not least for stock-market speculation,
throughout the 1920s. Another major problem was the lack of regulation.
4
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The Federal Reserve Board, which supervised the banking system, had only
limited control over the larger banks and less control over the smaller
banks, many of which were far too small. Short of resources and often
incompetently managed, the small banks were vulnerable if depositors
withdrew funds – as they did after 1929. By 1933 over 5,500 banks had
failed with total losses in excess of $3 billion.

World problems
While many scholars believe the Depression arose from problems within
the US economy, others point out that there was a world depression. World
factors, over which the USA had little control, might have been the major
cause of the American Depression (rather than the Wall Street Crash being
the cause of the world slump). Different historians have stressed different
aspects of the world economy which possibly led to a depression becoming
the Great Depression.
l Some emphasise the world over-production of food which led to a fall in
prices for farmers.
l Some stress the chaotic financial situation after 1918. In the 1920s the
USA provided Germany with massive amounts of short-term loans.
Germany used these to pay reparations to Britain and France. They, in
turn, used the money to pay the interest on US war debts. This money was
then returned to Germany in loans. Once US bankers stopped investing
in Germany and called in their short-term loans, the German economy
found itself in difficulty. This had a knock-on effect across Europe.
l Some think a serious bank collapse, first in Austria and then in Germany
in early 1931, at a time when it seemed that the USA was pulling out of
depression, was an important factor. This produced a world financial crisis
which had a devastating effect on the US banking system.
l Some point the finger of blame at Britain, which went off the gold
standard in September 1931. This caused disturbances in the world’s
money markets and to world trade.

KEY TERM
Reparations Under the
post-war settlements
Germany had been
required to pay
compensation of $33 billion
or 132 billion marks to the
victorious countries.

The responses of the Hoover administration
and industry to the Great Crash
Hoover was ridiculed at the time and has been criticised by historians since
for his response to the economic catastrophe. His inaction after 1929 is
often seen as exacerbating a terrible situation. However, unlike that of
Harding or Coolidge, Hoover’s reputation has grown with the passing of
time. Although his sombre manner conveyed an impression of indifference,
most scholars now accept that he very much cared about people’s suffering.
Compared with other presidents who faced financial panics (for example,
Grover Cleveland in 1893), Hoover was a dynamo of energy, a president
who mobilised as never before the powers of the federal government to
combat the Depression.
5
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Herbert Hoover
1874

Born in Iowa: his parents were Quakers.

1883

Orphaned: brought up by relatives in Oregon.

1895

Graduated from Stanford University: became an engineer.

1899

Married Lou Henry.

1908

Set up his own engineering business: soon became a millionaire.

1914

Helped feed starving Belgians in the First World War.

1917

Appointed Food Administrator in Wilson’s administration.

1921

Became Secretary of Commerce.

1928

Elected Republican president.

1932

Defeated by Roosevelt in presidential election.

1964

Died.

Hoover was a man of immense energy who was committed to public service. His organisational and administrative
skills served his nation well as a famine relief director, wartime Food Administrator and Secretary of Commerce. A
self-made businessman, he seemed an ideal president in troubled economic times. But he lacked the political skills and
charisma needed to lead a nation caught in the throes of the Great Depression. Many historians now reject the view
that he was a ‘do-nothing’ president: they see his presidency as activist and reformist, and in some ways anticipatory of
the New Deal. However, Hoover was philosophically opposed to government’s intervention in economic and social
affairs. His attempts to promote voluntary cooperative recovery and relief efforts did not work. The man who had
‘never known failure’ ultimately failed.

Hoover’s ideological outlook
Hoover rejected direct government intervention, putting his faith instead in
voluntary cooperation. He hoped that the action of others – farmers, big
businessmen and charity workers – with government help and
encouragement, could put matters right. He believed that too much
government interference in economic and social matters would destroy
individuals’ character, self-reliance and initiative, and ultimately destroy
the nation. Hoover’s ideology might seem flawed. But in his defence, it
should be said that:
l In the early 1930s there was little in the way of a federal bureaucracy. This
limited the scope of the federal government’s action, whatever the
president’s ideology.
l Few politicians at the time advocated more radical measures than those
Hoover supported.

Hoover’s initial actions
Determined to take some action, Hoover called the USA’s leading
businessmen and elected officials to the White House for a series of
meetings at which he urged them to continue as if the panic had not
occurred. Since corporations combined with state and local governments
6
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contributed the lion’s share of investment in the economy, this action made
sense. From the businessmen Hoover secured pledges that they would not
reduce wages, lay off employees, engage in price cutting or lower
production. The nation’s mayors and governors similarly pledged that they
would not reduce expenditures for public works such as roads and schools.
For his own part, Hoover promised to maintain and expand major federal
construction projects. He supported the Federal Reserve Board’s decision to
lower interest rates. He also proposed an immediate reduction in federal
personal and corporate income taxes in order to stimulate investment and
consumer spending. Trying to maintain confidence, he proclaimed that ‘the
fundamental business of the country is sound’.
Unfortunately, Hoover was let down by business. Facing a slowdown of
sales, business leaders soon cut production, reduced wages and laid off
workers. Promises by mayors and governors to maintain expenditures were
broken as tax revenues shrank and budgets became tight. Overwhelmed by
demands for unemployment relief, local governments shelved building
plans and began to lay off public employees. Hoover and Congress fulfilled
federal spending plans. But the tax cut, which Hoover hoped would be a
powerful anti-depression measure, did not work. By 1931 GNP had fallen
almost 30 per cent in two years and unemployment stood at 16 per cent of
the workforce. Growing unemployment meant less consumer spending.

The agricultural situation
Prior to the Great Crash, Congress had passed the Agricultural Marketing
Act (1929). This established the Federal Farm Board. Although it had greater
powers than any other agricultural agency in US history, its mandate
depended mainly on the voluntary cooperation of farmers. Congress gave
the board a budget of $500 million and authorised it to help farmers to help
themselves in several ways.
l It could make loans to existing agricultural cooperatives and finance the
organisation of new ones. Farmers could use the co-operatives to reduce
the profits of middlemen and prevent sharp price declines that resulted
when crops came on the market all at once.
l The Farm Board could loan money to crop stabilisation corporations
organised by cooperatives as part of their effort to promote ‘orderly
marketing’. The stabilising corporations could buy, sell, store and process
crops such as wheat and cotton.
What seemed to Hoover a bold expansion of federal aid to agriculture in
1929 proved to be woefully inadequate. In 1930 mountains of grain from
USA, Argentina, Canada and the USSR swamped the international market
and wheat prices continued to fall. Across the West farmers and country
banks that had made mortgage and crop loans faced bankruptcy. The
stabilisation corporations seemed the only institutions with any hope of
salvaging the situation. Drawing on federal funds, the Grain Stabilisation

KEY TERM
Bankruptcy When firms or
individuals have insufficient
money to pay their debts

7

448681_ATH_for_CAIE_History_USA_1840-1941_SAMPLE_FIN.indd 7

16/08/2018 10:31

Corporation began buying surplus wheat from cooperatives. But the
grain-buying scheme failed. By mid-1931, when it ceased making more
purchasers, the Corporation owned 300 million bushels of wheat for which
it had paid on average 82 cents. The world price was then under 40 cents
and heading downwards. While the Farm Board had aided US farmers, it
was basically throwing money away.
Moratorium on
war debts
In mid-1931 Hoover
tried to boost
American exports
and ease the
worsening
economic situation
in Europe by
declaring a
moratorium on war
debts for eighteen
months. His action
simply recognised
the fact that
European countries,
similarly suffering
from Depression,
could not pay their
debts. It did little to
arrest the collapse
of the world
economy.

The Hawley–Smoot tariff
In mid-1930 Congress passed the Hawley–Smoot tariff. This measure raised
manufacturing import duties to sky-high levels. This simply encouraged
other nations to retaliate with their own protectionist measures. The
Hawley–Smoot tariff thus had a negative effect on world trade. Hoover
could have vetoed the tariff act. He did not do so.

The National Credit Corporation
In October 1931, under pressure from Hoover, the nation’s great bankers
organised the National Credit Corporation (NCC). With a capital fund of
$500 million contributed by some of the USA’s major financial institutions,
Hoover hoped that bankers would help other bankers weather the storm.
His hopes were quickly dashed. NCC managers, reluctant to take over
dubious assets offered to them by other bankers, spent only $10 million of
the NCC’s funds. Meanwhile the banking crisis continued to deteriorate. In
1931 total bank failures hit 2,293. Hoover in his Memoirs was critical of the
NCC. It became, he said, ‘ultra-conservative, then fearful, and finally died’.

Unemployment relief
With little or no savings to fall back upon and no government assistance,
millions of unemployed Americans and their families faced destitution.
From Hoover’s perspective, the nation’s private charities and disaster relief
organisations, such as the Red Cross and Salvation Army, offered the first
line of defence. He therefore created the President’s Emergency Committee
for Employment to assist private and also state relief efforts. But he opposed
a larger role for the federal government, believing this would discourage
private charity, undermine voluntarism, and destroy self-reliance by
creating a class of dependent citizens.

The collapse of the financial system
Hoover continued to issue reassuring statements, predicting that prosperity
would soon return. In the spring of 1931, it seemed briefly as though he
might be right. Production and employment began to creep upwards. But
then came a fresh collapse, triggered off by the failure of a great Austrian
bank, the Kreditanstalt. This produced a world financial crisis which had
further devastating effects on the enfeebled US economy. By early 1932:

8

Cambridge International AS Level The History of the USA 1820–1941

448681_ATH_for_CAIE_History_USA_1840-1941_SAMPLE_FIN.indd 8

16/08/2018 10:31

Chapter 4: The Great Crash, the Depression and the New Deal policies, 1920–41
l

l
l

The farming situation was desperate. More farmers went broke, as did
rural banks and local merchants. Fear, frustration and anger among
farmers increased as prices of wheat, corn and cotton continued to fall.
Unemployment rose remorselessly.
It seemed that the USA’s financial system was on the point of collapse.

The Reconstruction Finance Corporation
In January 1932 Hoover’s administration established the Reconstruction
Finance Corporation (RFC). Approved by Congress, it was authorised to
lend up to $2 billion to rescue ailing banks, railroads and insurance
companies and other institutions. Hoover’s critics complained that his
administration’s first dose of direct federal aid targetted big financial
institutions and corporation instead of the unemployed. Hoover declared
that the RFC was ‘not created for the aid of big industries or big banks’. He
later claimed that 90 per cent of the RFC’s loans went to small and mediumsized banks. But Hoover’s critics pointed out that 7 per cent of the
borrowers, usually the largest banks, received over half the money lent by
the RFC. Loans to railroads and public utilities presented a similar picture,
most money going to the biggest companies. By saving the largest firms
from insolvency, Hoover’s administration could claim they saved more jobs
and prevented further economic chaos.

Other government actions
Hoover’s adminstration took other measures to try to prevent collapse.
l The Glass-Steagall Banking Act released gold to support the dollar and
expanded credit facilities.
l The Federal Home Loan Bank Act established a system of loans to
building societies.
l The Emergency Relief and Construction Act empowered the RFC to lend
state and municipal governments $1.5 billion for public works and a
further $300 million for relief.
As a result of the Emergency Relief and Construction Act, Hoover’s
administration took some responsibility for relief, albeit indirectly. But the
creation of the RFC and the Emergency Relief and Construction Act were as
far as the president was willing to go to utilise directly the fiscal resources
of the federal government to tackle the Depression. Both measures proved
totally inadequate.

Balancing the budget
Hoover remained committed to balancing the federal budget: he regarded
this as ‘the most essential factor to economic recovery’. The government
had less money because it obtained less in taxation as a result of falling
personal and corporate income. Accordingly, Hoover reduced government

9
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spending in 1931. Nevertheless, by early 1932 the federal government spent
$2 billion more than it received from taxes. Most Congressmen criticised
the growing deficit. In June 1932 Hoover thus signed into law the largest
peacetime tax increase in American history. There were new levies on
income and new taxes on luxuries such as yachts and jewelry.

Conclusion
By 1932 it seemed to many Americans that Hoover preferred building
confidence with bankers and businessmen by budget-balancing to
providing jobs by building public works and providing relief payments. In
fairness to Hoover, it should be said that he had nearly doubled federal
public works expenditure in three years. This was, in part, why the 1932
federal budget ended up over $2 billion in the red – the largest peacetime
deficit in US history. (No New Deal deficit would be proportionately larger.)
Moreover, Congress, Democrat-controlled after 1930, advocated a balanced
budget. It had no real programme except to obstruct Hoover and ensure
Democrat victory in the 1932 election.

Mass unemployment and its social impact

Unemployed (millions)

The Great Depression, the most devastating economic collapse in US
history, had enormous social consequences.

Mass unemployment

12
10
8
6
4
2
0

1928 1929 1930 1931 1932 1933
Year

Figure 4.3 A graph showing the growth of
unemployment 1929–32

After 1929 business confidence evaporated as bankruptcies
multiplied. US trade fell from $10 billion in 1929 to $3 billion
in 1932. By mid-1932 industrial output had dropped to half
the 1929 level. In early 1929 some 1.5 million were
unemployed – 3 per cent of the workforce. By December 1932
it was over 12 million – 25 per cent of the workforce. There
was no unemployment benefit. Thus, unemployment brought
fear and despair. Private charity was unable to cope with the
scale of the emergency. People roamed the countryside,
stealing rides on freight trains, searching for work.

It was not just the unemployed who suffered.
Those in full-time work saw their earnings fall by a third.
l Many Americans were only employed part-time.
l Farmers, badly off to begin with, suffered more than anyone as farm prices
collapsed. In 1929 wheat was $1.05 a bushel: by 1932 it was 39 cents a
bushel. Cotton fell from 17 cents a pound in 1929 to 6 cents a pound in
1932. Farmers’ income plummeted from $6 billion in 1929 to $2 billion in
1932.
l

The Great Depression affected virtually every industrialised country. But
the US collapse was more complete than elsewhere (except Germany) and
10
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more damaging psychologically, if only because it was in such contrast to
the prosperity of the 1920s.
SOURCE C

A report, undertaken by social workers in 1932, on the inadequacy of local relief
in 44 American cities
In the cities and counties specifically covered in this report, there has been a tremendous
increase in the number of families and individuals receiving relief during the past
year. This increase in number of families aided has been greater than the increase in
the amount of relief expended, indicating a continuation of the conditions reported to
this committee in May 1932, when a tendency to stretch meager relief funds over an
increasingly large number of applicants was already generally prevalent ... There is a
general expectancy that the number of families in need of relief will continue to increase
during the winter months, although a few cities are anticipating a corresponding
increase in relief funds to cover this expansion in relief responsibility ... Homes are
lost, insurance policies canceled, aid from relatives and friends has been terminated,
families are forced to exhaust and destroy indefinitely their credit before relief is granted
to them. This statement on the degree of destitution reached before relief is granted is
applicable in practically all communities.

The situation in 1932
By the summer of 1932 despair and bitterness were almost universal.
Hoover was condemned for his supposed coldheartedness. The destitute
found it hard to understand how it could be right to use federal funds to
save banks and corporations but wrong to do so to feed the hungry.

Black Americans
The group which suffered most from the Depression were black Americans.
In northern cities, black people were usually the first to be fired.
Unemployment among them was twice that among white people. In the
South, where 75 per cent of black Americans still lived, most were
dependent on cotton, the crop hardest hit by the Depression.

Hoovervilles
Shanty towns, lacking water and sanitation, began to develop on wasteland
around the edges of American cities. Shacks, usually made of cardboard or
corrugated iron, were inhabited by jobless men looking for work. These
places were called Hoovervilles. Hoover’s name generally became
synonymous for misery and hardship.

The bonus marchers

What problems are
highlighted by
Source C?

Malnutrition
Grim though
American
sufferings were,
they were not
comparable to those
of, say, the USSR in
1920–21 when
famine claimed
millions of lives.
The total reported
number of
American deaths
from starvation was
110. Even so, there
was a dramatic rise
in cases of
malnutrition. As
late as 1935, it was
estimated that 20
million people were
not getting enough
to eat.

Astonishingly, in view of the suffering, there was little violent protest. In
some places people looted food shops; in others demonstrations by the
jobless led to clashes with the police. But the only large-scale organised
protest movement was the march of 22,000 unemployed ex-servicemen on
Washington in June 1932. The marchers threatened to stay there until
11

448681_ATH_for_CAIE_History_USA_1840-1941_SAMPLE_FIN.indd 11

16/08/2018 10:31

SOURCE D

What is the value of
the photograph in
Source D in showing
how American people
lived during the
Depression?

Hooverville in New York City. Note the squalor in which people lived

Congress passed a bill authorising immediate payment of a bonus due to
First World War veterans in 1945. Hoover had no sympathy with the bonus
marchers. Aware that communists had helped organise the march and
believing it a threat to democracy, he ordered General Douglas MacArthur
to evict the veterans from the government buildings they had occupied.
Troops armed with machine-guns, tanks, and tear gas drove the marchers
out of Washington and burned down their shanties. Many Americans
believed the government had over-reacted. The episode seemed further
proof of Hoover’s insensitivity to the unemployed’s plight.
SOURCE E

Assess the value of
Source E to a
historian studying the
effects of the
Depression on the
USA.

Gerald W. Johnson, a historian, writing an article about the impact of the
Depression in February 1932
... [W]e are by no means in despair ... We do not believe for a moment that the hard
times are going to continue for the next six years. 1931 was a hard year, but it saw
no bayonets, heard no firing in the streets, afforded no hint of the dissolution of our
institutions ... The revolutionists have gained no following worth mentioning in this
country. There has been a great outcry against the Reds, and some persons confess to
be very much frightened by them; but the sober truth is that their American campaign
has fallen flatter than their campaign in any other country. To date the capitalist system
seems to be as firmly entrenched in America as the Republic itself.

The 1932 presidential election
The Republicans renominated Hoover as their presidential candidate in
1932. The Democrats chose Franklin D. Roosevelt. As governor of New
York, Roosevelt had won a reputation as a moderate reformer who tried to
help those in need. But there had been little in his career to suggest his
future greatness; indeed, some contemporaries thought him a lightweight.
12
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Chapter 4: The Great Crash, the Depression and the New Deal policies, 1920–41

Nevertheless, Roosevelt stood for change. In his acceptance speech in July
1932, he pledged himself to a ‘New Deal for the American people’ and
promised ‘bold, persistent experimentation’. But neither then nor during the
rest of the campaign did he spell out exactly what he intended to do. The
Democrat platform differed little from the Republican, except that it called
for an end to Prohibition.
Roosevelt’s campaign was upbeat: his theme tune was ‘Happy Days Are
Here Again’. He vowed to bring about ‘a wiser, more equitable distribution
of the national income’. Republicans cast doubts about his health and
stamina but he travelled 13,000 miles on the campaign trail, attacking
Hoover’s record. His zest contrasted strongly with Hoover’s gloom. On
election day Roosevelt obtained 22.8 million popular and 472 electoral
college votes to Hoover’s 15.8 million popular and 59 electoral votes. The
Democrats also won large majorities in both houses of Congress. The
Socialist candidate won 882,000 votes, the Communist 103,000 votes. The
election seemed to confirm the faith of Americans in capitalism and
democracy. It also confirmed the fact that the voters wanted change. How
much, no one, not even Roosevelt and his advisers, could foretell.

Chapter summary
Historians and economists continue to debate
whether the Wall Street Crash in October 1929 was
merely a symptom or the main cause of the Great
Depression which followed. The financial collapse did
not affect most ordinary Americans until 1931.
Thereafter, there was mass unemployment and awful
social consequences. Hoover, who opposed direct
government intervention in economic matters,
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worked hard to remedy matters, trusting in banks,
big business and local government to improve the
situation. Hoover’s hopes were not realised. By the
winter of 1932–33 there were at least 12 million
unemployed and many of those in work saw their
wages or hours of work cut. The desperate situation
was summed up by the Hoovervilles that grew up
around many cities. Farmers suffered as much, if not
more, than industrial workers as food prices
collapsed. Black Americans suffered most of all.
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