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Black Clouds in a Blue Sky: Structural Weaknesses in the U.S. Economy in the 1920s

Many Americans, if not a majority, believed that everyone would get rich because of the booming economy. However, the economy was actually driven by speculation and was not as healthy and powerful as people thought. The late 1920s were actually an economic “bubble,” which burst in October 1929. This sent us into the nation’s worst economic downturn. What were the weaknesses that caused this economic disaster? They consisted of the following:










Notes

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

