Chap 17 The Great Depression
The Stock Market Crash of 1929

I. The Stock Market Basics


A. Securities: stocks and bonds

B. The Stock Market: A system for buying and selling shares of 

companies

C. Bull Market: long period of rising stock prices, by 1929, about 3 

million Americans owned stock. 

D. On Margin: Buying stock by paying only a fraction of the stock 

price and borrowing the rest.  

     For example: You could put down $1000 and buy $10,000 

worth of stock.  The other $9,000 was loaned from a stockbroker, he earned commission on the sale and interest on the loan.  He also held the stock as collateral.

E. To be successful with buying on margin, stock prices had to keep 

rising. 

    For example:  You invest and borrow to buy $10000 worth of 

stocks.  As long as prices rise, it will only be a short time for 

those stocks to be worth $11,000 in value.  So what do you do?  

You could sell the stock, repay the loan, and make $1,000 in profit.

F.  Do you see the potential problem here?

Once prices begin to fall, your broker could issue a margin call, 

demanding you to repay your loan at once.  You also want to invest in companies earning profits and future sales prospects.  

G. Speculators: Someone who risks money in hopes of profit.  These 

speculators would invest money with great risk(w/out concern 

of company profits or future) with hopes prices will rise

II. The Crash

A. Bull Market lasts only as long as investors continued to put $ into it.

Problem: By 1929, market ran out of new customers.  Many sensed the danger and began to sell off holdings, prices slipped.  Others sold shares to pay interests on loans, prices fell further.

B. The Turning Point: On October 21, 1929, the market plunged.  Brokers began making frantic calls.  Frightened investors began selling stock at a crazy pace.  

C. October 24,1929 known as Black Thursday.  The market plunged further.  The rich became poor in the blink of an eye.  

D. October 29, 1929 was dubbed black Tuesday: the market crashed.  Stocks lost $10 to $15 billion in value.  By Nov. some $30 billion was lost.  

E. The failure of the banks hit Americans hardest.  Investors could not pay loans and banks closed.  So those with money in banks lost everything .

F. The crash was only a prelude to a catastrophic economic declinefrom the US would not recover for 12 years.  During the first two years of the Depression, more than 3,000 banks were forced to close.

I. Causes of the Great Depression

A. Stock Market Crash  Oct. 1929

1. Bull Market—long period of rising prices and optimism.  by 1929 10% of American families owned stock.

2. Stock bought “on margin”—paid 10% and borrowed the rest to buy stock.

3. Oct 1929—share prices slip; sell-off begins

4. Black Tuesday—Oct 29, 1929.  Market loses $30 billion in value—cost of financing WWI, double the federal deficit.


B. Overproduction

1. factories and farms increased efficiency—led to increased productioin

2. installment buying—average income $2000/yr—not enough to pay for new goods, so most people bought on credit.

3. too many goods for American market

C. High Tariffs

1. taxed imports to protect domestic production.

2. Europeans retaliated with their own tariffs leading to a decrease in exports.

D. Manufacturing Slowdown

1. leads to cuts in production, lay-offs, factory closures.  Creates downward spiral.

2. decreases the purchasing power of Americans, increases job losses, continues cycle

E. Agricultural Slump

1. increased production from better technology led to lower prices.

2. farm income average = $240/year.  (Non-farm average = $2300)

II. Life in the Depression
A. Unemployment

1. 1929—3% (1.5 million workers)

2. 1933—25%  (12.5 million) (This is official gov’t estimates; in reality unemployment may have been closer to 40%)

B. Bank Failures

by 1932 – 9000 banks failed and closed

               $2.5 billion of depositors’’ money lost

C. Getting By

1. Soup kitchens/ breadlines—run by charities (1 in 5 children did not get enough to eat)

2. Homelessness—people could no longer afford to pay rent or mortgages.

          Hoovervilles—makeshift villages—houses made out of scrap materials

  Hobos—roamed country in search of work or handouts.

3. Dust Bowl

a. overworked farm land could no longer hold the topsoil.  

b. Okies—farming families who migrated to California after they lost their farms

c. Grapes of Wrath—by John Steinbeck—told story of Joad family

D. Temporary Escape

1. Movies—5-10 cents—romance and comedies popular

      Walt Disney, Wizard of Oz, Gone with the Wind

2. Radio—for news and entertainment

comedies—George Burns

adventures—Lone Ranger, Green Hornet

soap operas—Guiding Light

III. Hoover’s Response

A. Believed gov’t relief would take away personal initiative, that people would become dependent on the gov’t, and that the US would fail.

B.  Pumping Money into the Economy   (too little, too late)

1. believed gov’t should loan money to corporations, not to individuals

2. 1932 Reconstruction Finance Corporation—RFC—

        loaned money to banks, railroads, and corporations to expand and create jobs.

          (trickle-down economics)

3. Public Works Program  (This cost money.  Hoover believed deficit spending would slow down the economy—public borrowing meant less money available to the private sector)

a. purpose:  to create jobs for the unemployed building roads, bridges, dams, etc.

b. 1932—Emergency Relief—loaned money to state gov’ts to provide relief to the poor.
B. Bonus Army—1932

In 1924, Congress approved a $1000 bonus for WWI vets to be paid in 1945.  Desperate veterans march to Washington to ask for early payment.

15,000 camp out in Washington Hoovervilles.

Hoover refuses to meet with vets, accuses communists of infiltrating group;

vets refuse to leave without payments.

Hoover calls out army—cavalry, infantry, tanks, and tear gas.  Several killed.
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