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Effects of the Stock Market Crash and the Beginnings of the Great Depression

Black Tuesday (Tuesday, October 29, 1929): The “bottom falls out” of the stock market. Sixteen million shares are traded on the stock market. By mid-November, stock shortfalls have lost investor $30 billion. This is equivalent to one-third the value of all goods and services produced in the U.S. in 1929.

D

omino effect: People bought stocks with loans or on margin. When the stocks lost value, investors could not pay their loans. Many lost everything that they had.


When people defaulted on their loans, the banks lost money. The banks also were direct investors and lost money that way. Because of the crash, many banks went out of business. This meant that people lost their savings and businesses could no longer borrow money to help them out.

The Great Depression
The Great Depression was a severe economic downturn that lasted for 12 years

1. Overproduction and Under-consumption


- income gap


- concentration of wealth/capital


- loss of foreign markets


- reliance on installment plan buying

2. The rise of debt


- installment plan buying


- buying stock on margin


- banks and corporations taking on equity without capital reserves

3. Agricultural Slump and Surpluses


- farmer debt


- increases in efficiency and productivity


- the rise of factory/corporate farms

4. Tariffs and Taxes


- protectionist tariffs made goods expensive and suppressed natural competition

5. Psychology


- people ignored warning signs because they believed everyone could become wealthy


- people confused real economic value with speculative economic value

Some Numbers to Chew On

(Think/Pair/Share)

Look at the graph on the other side of this page. It asks the question, “What was the worst year of the Great Depression for both business and labor [workers]?” Think about what happened to GNP between 1927 and 1932? What effect did this have on the value of stocks? What was the effect on wage earners? Finally, use the chart to summarize the state of the nation’s economy between 1927 and 1932. Write your answers on a separate piece of paper for each team to hand in. This will count for class participation points.

