American History







Name:
Mrs. Barnes








Date:

Sources: America (2003)






Block:

The Initial Effects of the Crash
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October 29, 1929 is known as Black Tuesday. Over 16 million shares were sold, compared with the average 4 million to 8 million shares a day earlier in the year. This caused what is known as the Great Crash, which is the collapse of the stock market. Despite efforts to halt it, the Crash continued beyond Black Tuesday. By November 13, the Dow Jones average had fallen from its September high of 381 to 198.7. Overall losses totaled $30 billion. The Great Crash was part of the nation’s business cycle, periods in which the economy grows, then contracts. 

It took time for people to recognize the extent of the disaster caused by the Crash. One wealthy Bostonian who lost heavily in the market wrote in his diary, “The profit it my little book melted yesterday to seven thousand. It is probably nil [nothing] today…My dreams of a million—where are they?” For people whose entire wealth did not depend on the stock market, life went on much as before, with perhaps a few cutbacks. Others, including wealthy families, lost everything. Brokers and banks called in their loans, but people did not have cash to pay them. 

By 1929, about 4 million people out of a population of 120 million had invested in the stock market. They were the first to suffer from the Crash, but it soon affected millions who had never owned a single share of stock. The Crash triggered a much wider, long-term crisis called the Great Depression, a severe economic decline that lasted from 1929 until just the United States’ entry into World War II (the United States entered the war in 1941, but true economic indicators of recovery were not present until 1942). The Great Depression was felt throughout the United States, causing millions of Americans to lose their jobs, farms, and homes. The Depression had a ripple effect, producing economic turmoil throughout the world for years. 

As income and profits fell, American factories began to close. Thousands of workers lost their jobs or had their pay cut. In August 1931, Henry Ford shut down his Detroit automobile factories, putting at least 75,000 people out of work. 

In some European countries, workers had government unemployment insurance, but the United States had no such program. By 1932 more than 12 million people were unemployed, about a quarter of the labor force. Others worked only part-time or had their wages cut. The Gross National Product (GNP)—the total value of goods and services a country produces annually—was $103 billion in 1929. By 1933, it was only $56 billion. 
The effects of the Crash spread. Restaurants and other small businesses closed because customers could no longer afford to go to them. Once-wealthy families dismissed household workers. Farm prices, already low, fell even more, bringing final disaster to many families. In 1929, a bushel of wheat had sold for $1.04; in 1932 it brought a mere 38 cents. Cotton dropped from 17 to 6.5 cents per pound.

Unpaid farm loans already had ruined many rural banks. Now city banks were in trouble. Banks exist on the interest they earn from lending out their deposits. They assume that not everyone will claim their deposits at once. After the stock market crash, people with loans to repay as well as nervous depositors rushed to withdraw their money. [image: image2.png]ZeBra08L
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Thousands of banks closed their doors when they could not return their depositors’ money. In just a few years, more than 5,500 banks failed. By 1933, the money from 9 million savings accounts had vanished. 

By the 1930s, international banking, manufacturing, and trade had made nations interdependent. When the world’s leading economy fell, the global economic system began to crumble. After World War I, the United States had insisted that France and Britain, its wartime allies, repay their war debts. At the same time, Congress kept import taxes high, making it hard for European nations to sell goods in the United States. With economies weakened by the war and little chance of selling goods in the United States, the Allies had to rely on Germany’s reparations payments for income. 

As long as United States companies invested in Germany, reparations payments continued. But with the Depression, investments fell off. German banks failed, Germany suspended reparations, and the Allies in turn stopped paying their debts. Europeans no longer could afford to buy American-made goods. Thus the American stock market crash started a downward cycle in the global economy. 

