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The Economy of the Late 1920s

The mood of most Americans in the late 1920s was optimistic, and with good reason. Medical advances had greatly reduced deaths from whooping cough, diphtheria, and other serious diseases. Since 1900 the number of infant deaths had declined, and life expectancy had lengthened more than 10 years, to 59 years for men and 63 years for women. The brightest hopes seemed to come from the economy. Herbert Hoover, who would become president in 1928, predicted that “poverty will be banished from this nation.”

When Hoover took office in 1928, the economy was in good shape. Stock values were up over $27 billion in 1925, and reached $87 billion by 1929. And, because stocks were considered the “weathervane” of America’s economy, all outlooks seemed to point toward prosperity for the American people. The 1920s experienced unusually high confidence in the business sphere. Success equaled money and money equaled power. Success became almost a religion. However, there were some danger signs.
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Despite the apparent prosperity, all was not well. It wasn’t until much later that many people would recognize the warning signs of an unsound economy. Despite some stock market success stories, it was mainly the rich who got richer. Even though certain employers implemented a system of welfare capitalism (in which employers raised wages, provided benefits, and offered English classes for immigrants), it did not solve all of the problems of average American. Huge corporations rather than small businesses dominated industry. In 1929, 200 large companies controlled 49 percent of the American industry. Similarly, a small proportion of families held most of the nation’s personal wealth. In 1929, the richest Americans—24,000 families, or just .1 percent of the population—had incomes of more than $100,000. They also held 34% of the country’s total savings. By contrast, 71 percent of individuals and families earned less than $2,500 a year. Nearly 80% of all families had no savings. Many people earned so little that almost everyone in a family, including children, had to work just to get by. 
Another sign of trouble was an increase in personal debt. In the 1920s assembly-line production made consumer items more affordable and available. People bought radios, vacuum cleaners, refrigerators, and other exciting new products, whether or not they could afford them. Traditionally, Americans feared debt and postponed buying goods until they had the cash to pay for them. Now, however, installment plans made expensive items irresistible. 

Fed up by the optimism of the age, a “get-rich-quick” attitude prevailed during the 1920s. The dizzying climb of stock price encouraged widespread speculation, the practice of making high-risk investments in hopes of getting a high gain. Before World War I only the wealthy played the stock market. Now, the press reported stories of ordinary people who had made fortunes. Small investors entered the market, often with their life savings. To attract less-wealthy investors, stockbrokers encouraged a practice called buying on margin. It allowed investors to purchase a stock for only a fraction of its price (10 to 50 percent) and borrow the rest. Brokers charged high interest and could demand payment of the loan at any time. But if the stock price went up, borrowers could sell at a price high enough to pay off loan and interest charges and still make money.

[image: image2.jpg]=% % o8 i EE SN
A W AR e WL T e e BN





By the late 1920s, the country’s warehouses held piles of unbought consumer goods. Wages had risen, but people still could not afford to buy goods as fast as the assembly lines turned them out. Although the stock market kept rising, overproduction caused some industries to slow in the late 1920s. The automobile industry, which had helped create American prosperity, slumped after 1925. Industries that depended on it—steel, rubber, glass—also declined. Housing construction fell by 25 percent between 1928 and 1929. 
For some sectors of the farm economy, the 1920s brought not prosperity but devastation. Farm prices had stayed high during the war and just afterward. But when the wartime demand ended, prices, especially for wheat and cotton, plummeted. During the good times, many farmers had purchased the new tractors and other machinery now available. This allowed them to put more land under cultivation, so they bought more land as well. 

Falling farm prices made farmers unable to repay their debts for land and machinery. Rural banks suffered when loans were not repaid, and about 6,000 banks went out of business. Congress responded with a farm relief bill designed to increase the price farmers received for their crops. Congress passed the bill twice, in 1927 and 1928, but each time President Coolidge vetoed it, believing that it was not the government’s job to provide such assistance. Farmers continued to suffer and received very little relief or aid from the government. 

Life remained exceedingly hard for many factory workers as well. While companies grew wealthy, most laborers still worked long hours for low wages. Conditions were especially bad in coal mines and southern textile mills. In the rayon mills of Elizabethton, Tennessee, for instance, women worked 56-hour weeks, earning 16-18 cents an hour—about $10 a week. To some observers, these factors—uneven wealth, rising debt, and stock speculation, overproduction, and the hardships of farmers and workers—clearly signaled trouble in the economy. 
