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Great Depression

1. Why was it “Great”?

2. What were its causes?

3. What led to recovery?

4. What were its lasting effects?

The Creation 
of the American 

Century: 1900-50

Joe Coffey
JoeCoffey@outlook.com

Coffeynotes.com

mailto:JoeCoffey@outlook.com


What was the Great 
Depression?
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Decline & Loss in the Economy Crash in Stock Market

Human despair 

http://upload.wikimedia.org/wikipedia/commons/5/54/Lange-MigrantMother02.jpg


Why was it a 
“Great” Depression?

◼ Most significant economic event of 20th century 

◼ Worst - longest, deepest, widest economic decline

◼ Wrought fundamental changes in government

◼ Financial contagion spread around world

◼ Cast doubt on viability of Capitalism & Democracy

◼ Countries fell into military dictatorships

◼ Contributed to World War II

◼ Shaped decisions and outlook of generations

◼ British left gold standard, monetary cooperation ended

◼ Prepped professionals for Great Recession & Covid-19
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Diverse opinions about 
its causes

◼ President Herbert Hoover – blamed on WW I

◼ Stock market crash of Oct 1929

◼ Inflexibility of Gold Standard

◼ Economist JM Keynes: Lack of aggregate demand

◼ Economist Irving Fisher: Loose credit & excessive debt

◼ President FDR – “Fear itself”

◼ Preachers: Inevitable due to excesses of Roaring 20s

◼ Leftists: capitalism’s inherent instability, inequality, & 
greed

◼ Rightist: bad government policies
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Why such confusion?

Because of complexity
1. Diverse population
2. Interconnected
3. Behaviors interdependent
4. Can learn & adapt

“Many things that seem to be true when we concentrate 
on a single economic group are seen to be illusions when 
the interests of everyone, as consumer no less than 
producer, are considered. To see the problem as a whole 
and not in fragments … is the goal….” - Henry Hazlitt, 

Economics In One Lesson, Three Rivers Press, NY, 1979, page 199.



Why so much focus on 
Finance?
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“Finance is … the foundation of human 
progress. … As important as any technological 
innovation in the rise of civilization….” Niall 

Ferguson, The Ascent of Money

“Financial system [is] the brain of the 
economy….It acts as a coordinating mechanism 
that allocates capital….If capital goes to the 
wrong uses or does not flow at all,…economic 
growth will slow.” – Frederick Mishkin quoted in Niall 

Ferguson, Ascent of Money, p 341

“If money and credit are the lifeblood of the 
economy, then finance is its cardiovascular 
system.” Wall Street Journal, March 30, 2009, page R1



1929 -1941 Great Depression 
Period Timeline

◼ 1929 – Hoover inaugurated during Roaring 20s boom

◼ 1929 – Immigration Act sharply reduces immigration

◼ 1929 – Stock market crashes

◼ 1930 - Smooth-Hawley hikes tariffs and triggers trade war

◼ 1931 – Japanese invasion of Manchuria starts WWII in Pacific

◼ 1931 – Hoover does too little too late, FDR wins landslide

◼ 1933 – FDR launches "New Deal" 

◼ 1933 – Hitler takes power in Germany admist economic chaos

◼ 1934 – Dust Bowl adds to misery and migration to California

◼ 1935 – Social Security Act and unemployment insurance

◼ 1937 – Recession within Depression

◼ 1939 – Nazi Germany invades Poland; WW II begins in Europe

◼ 1941 – Japan attacks Pearl Harbor; U.S. declares war on Japan 
then Germany and Italy
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Stock market crash not fundamental 
cause of Great Depression

◼ Stock market crash in Oct 1929 shook investors and 
bankers and soon spread to markets around world

◼ Investments declined, businesses failed, factories 
closed, banks collapsed, unemployment soared, 
people lost their homes and farms, beggars roamed 
the streets and slept on park benches and lined up at 
soup kitchens

◼ Exposed weaknesses in economy: inequality, loose 
regulation of banks and corporations, no safety net, 
margined stock speculation, government in denial …

8Source: Thomas C. Reeves, Twentieth-Century America –A Brief History, 2000, chapter 6



Catastrophic decline in 
U.S.  economy

◼ Large employers slashed wages, cut employment and 
even suggested anti-trust laws be suspended, but 
Hoover said no

◼ Economy caught in “liquidity trap”- no one would 
invest irrespective of opportunity and unwilling to part 
with their liquidity (money)

◼ Appeared that profit motive had disappeared or no 
future profits to be had

◼ Investment & spending collapsed, waiting for prices to 
fall further, which only made prices to fall even further
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Source: Jonathan Levy, Ages of American Capitalism: A History of the United States, 2021



Fundamental initiating cause: Major governments 
restoring pre-WW I gold standard

◼ Restoring pre-WWI gold standard necessitated high 
central bank interest rates

◼ Initially, after WWI, peace led to inflation as Europe 
financed the war by printing money

◼ Meanwhile, Wall Street replaced London as world’s 
major lender & swelling of U.S. gold reserves 
contributed to U.S. inflation

◼ Hoover kept gold standard which led to failure of U.S. 
economy and along with it his presidency

◼ Federal Reserve Bank raised interest rates & restricted 
credit, which caused further collapse and deflation
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Source: Jonathan Levy, Ages of American Capitalism: A History of the United States, 2021, p356



Gold standard made nations 
finances interdependent

◼ Due to fixed exchange rate, only way to affect 
demand for gold was through interest rates 

◼ If interest rates high: Investors would have no reason to 
exchange currency for gold and gold would stay 

◼ If interest rates low: Investors would exchange currency for 
gold and move gold abroad where interest rates were higher

◼ To stop outflow and prevent deflation, nations on gold 
standard had no choice but to raise interest rates

◼ But raising rates dampened domestic economy 

◼ This interconnectivity prolonged the Great Depression

11
Source: Timeline of the Great Depression from Wikipedia



Why did stocks soar in 
Roaring 20s?

◼ Bull market of Roaring 20s was mass cultural spectacle

◼ Corporate stocks were relatively new & exciting

◼ Americans were wealthier and bought stock

◼ Stock market began upward march in 1925 and by late 
1920s succumbed to an “orgy of speculation”

◼ Investors kept borrowing at high interest rates and on 
margin to speculate 

◼ Corporations began to invest in stocks rather than in 
plant and equipment

◼ Meanwhile, capital fleeing Europe to join Wall Street 
party
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Source: Jonathan Levy, Ages of American Capitalism, 2021, p 361



Why the great crash?

◼ Credit cycle began to reverse in early 1929 and Fed 
raised short-term interest rates above 10%

◼ Farm prices fell dragging down industrial demand

◼ Stocks peaked in Sep 1929, began to slip and crashed 
on Black Thursday, Oct 24 and Black Monday, Oct 28 

◼ Margin calls forced distress selling stocks, further 
depressing the market

◼ Capital fled in reverse back to Europe

◼ On paper, Great Crash wiped out 10% of U.S. wealth

◼ Consumers had staggering debts; economy declined
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Source: Jonathan Levy, Ages of American Capitalism: A History of the United States, 2021



Hoover’s inadequate 
response

◼ WWI had shattered Europe

◼ Isolationist America failed to take over Britain’s role

◼ Irresponsibility, 1930 Hoover signed Smoot-Hawley 
hike of tariffs provoking retaliation; exports fell

◼ Hoover’s main fault was his rigid outlook, lack of 
boldness and unwillingness to experiment

◼ Economists didn’t know what to do either as Keynes’ 
General Theory wasn’t published until 1936
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Source: Alan Greenspan and Adrian Wooldridge, Capitalism In America, 2018



American farmers income decline

◼ Post WWI recovery in Europe reduced export demand 
for U.S. farm products

◼ Farm prices fell and farm foreclosures skyrocketed

◼ Farmers hit by “dust bowl” and headed for California

◼ Vacuum in presidency- incumbent Roosevelt and 
Hoover couldn’t agree upon any action to counter  
depression and policy hung in limbo

◼ Federal Reserve Bank raised interest rates that hurt 
business rather than lowering in them

◼ Increased federal expenditures were small as 
government only 3% of GDP
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Source: Alan Greenspan and Adrian Wooldridge, Capitalism In America, 2018, p 233



U.S. economy 
plummeted

◼ Expenditures fell 13%

◼ Prices dropped 30%

◼ Industrial production declined 37%

◼ Unemployment hit 22.9%

◼ GDP fell 52%

◼ Farm prices fell 65%

◼ Corporate profits became losses

◼ Stock market dropped 90%

◼ No money income at all for 28%

16
Source: Jonathan Levy, Ages of American Capitalism: A History of the United States, 2021, p 379



U.S. economy before & after FDR 

17Source: Jonathan Levy, Ages of American Capitalism: A History of the United States, 2021



When FDR inaugurated, 
economy bad and getting worse

◼ Mass psychology of deflation, capitalism couldn’t 
reverse it

◼ Fearful owners of capital favored security over profits

◼ Something from outside the system had to come to 
the rescue & only possibility was federal government

◼ Roosevelt believed it was better to do something even 
if it was wrong than to wait for times to get better

◼ Hoover despaired, Roosevelt was optimistic

◼ Roosevelt famously declared “We have nothing to fear 
but fear itself”
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Sources: Jonathan Levy, Ages of American Capitalism, 2021, p 391, and Alan Greenspan and Adrian 
Wooldridge, Capitalism In America, 2018, p 239



FDR’s first 100 days

◼ Congress approved 15 acts

◼ Restored confidence with 
“fireside chats”

◼ Closed banks

◼ Enacted reforms including 
FDIC guarantee of deposits

◼ Channeled funds to the 
needy

19Source: Jonathan Levy, Ages of American 
Capitalism, 2021, p 411-412



FDR’s New Deal began 
to transform economy

◼ Began to reverse the tide after ended gold standard

◼ Programs lifted farm prices & income

◼ Social Security Act of 1935 provided income security

◼ Wagoner Act provided more job security -
institutionalized collective bargaining

◼ New Deal agencies granted credit to farm & real 
estate industries and investments in infrastructure
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Source: Jonathan Levy, Ages of American Capitalism: A History of the United States, 2021, p 391



FDR’s blunders: not 
over-production but 

lack of demand

◼ Wrongly believed reason for falling prices was 
overproduction and thus needed to curb 
production and increase market prices

◼ Agricultural Adjustment Act (AAA): paid farmers 
not to produce, killed baby pigs, dumped milk & 
plowed under cotton

◼ National Industrial Recovery Act (NIRA): aimed to 
raise prices, wages and profits by restraining 
production through government sanctioned 
monopolies

21Source: Jonathan Levy, Ages of American Capitalism, 2021, p 411-412



New Deal entailed new 
laws and regulations 

◼ Created Social Security and income support programs 

◼ Social Security based on current workers supporting 
current retirees 

◼ Minimum wage law pitted North vs. South 

◼ North supported to keep jobs from moving to South 

◼ Poor black workers in South migrated to North, because 
minimum wage forced them to lose their jobs 
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Source: Timothy Taylor, A History of the U.S. Economy in the 20th Century, Course 
Guidebook, The Great Courses, 1996, Lecture 4. 



Did the New Deal lead 
to economic recovery? 

◼ Some regulations and laws increased social welfare 

◼ New Deal regulations should have focused on growth 
and economic recovery 

◼ Roosevelt’s ideas of regulating prices, stopping 
competition, and cutting production only worsened 
matters 

◼ Ironically, economy finally turned around, once New 
Deal regulations were determined unconstitutional 
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Source: Timothy Taylor, A History of the U.S. Economy in the 20th Century, Course 
Guidebook, The Great Courses, 1996, Lecture 4. 



Wasn’t New Deal, but WWII, that finally 
pulled U.S. out of Great Depression

◼ Despite post-1933 recovery, private investment 
remained insufficient to reduce unemployment

◼ FDR’s policies impact declined when he attempted to 
balance the budget

◼ Total war did the trick, even if war economy was only 
good at producing bombs, tanks, airplanes …

◼ WWII eliminated unemployment

◼ Investment in public debt & progressive taxation 
propelled war effort rather than speculative private 
investment
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Source: Jonathan Levy, Ages of American Capitalism: A History of the United States, 2021



Great Depression was a crisis 
of Capitalism & Democracy

“The Great Depression dropped the fate of economies 
into the laps of national governments. The crisis of 
confidence in capitalism was profound, but the crisis of 
confidence in liberal democracy was even greater.  The 
“liberal state is destined to perish,” Mussolini predicted 
in 1934, and Hitler and Stalin to claimed that unified 
mass, democratic publics stood behind their illiberal 
governments.  Dictatorship seized power across Latin 
America.  Militarist did the same in Japan.  The journalist 
Walter Lippmann advised FDR, “this situation is critical, 
Franklin.  You might have no alternative but to assume 
dictatorial powers.”

25
Source: Jonathan Levy, Ages of American Capitalism, p 397



Assessment of 
FDR & New Deal

◼ FDR didn’t have grand plan, he winged it - “take a 
method and try it.  If it fails, admit it frankly and try 
another.  But above all, try something”

◼ He got the most important policy right - he took the 
U.S. off gold standard, which helped break mass 
psychology of deflationary expectations

◼ New Deal distributed income away from capital and 
toward providing male breadwinners jobs

◼ Social Security Act of 1935 became cornerstone of a 
new welfare state

26Source: Jonathan Levy, Ages of American Capitalism, Chapter 13



WW II brought 
Capitalism back

◼ During Great Depression, lights went out on 
capitalism-economic activity ceased

◼ What ultimately provided the necessary fuel was all-
consuming total WWII

◼ War brought industrial capitalism back online in a high 
energy industrial capitalism

◼ U.S. achievement was spectacular -most warfare 
states shifted resources to military and population 
suffered

27
Source: Jonathan Levy, Ages of American Capitalism, 2021, Chapter 14, p 437



New Deal permanently increased 
power of government

◼ Before New Deal, U.S. was exceptional in its suspicion 
of big government; power was widely dispersed

◼ FDR made it a Washington dominated political 
economy

◼ Power centralized in Washington by the expansion of 
national grants, defense spending, and old age 
security programs

◼ New Deal programs countered emergence of right-
wing populist, if not fascist, nationalism that was to 
dominate Germany, Italy, and Japan
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Source: Alan Greenspan and Adrian Wooldridge, Capitalism In America, 2018, p 248



Roosevelt focused on Depression 
at home and neutrality abroad 

◼ Depression absorbed government attention and 
foreign affairs remained on the back burner

◼ Isolationism was so strong in early 1930s that little 
was done to curb the Nazis, Fascists or Japanese

◼ U.S. was determined to stay neutral

◼ By 1937, 94% of Americans favored isolationism, no 
matter who the combatants were

◼ U.S. Army ranked 17th world, behind Bulgaria and 
Portugal

29Sources: Jonathan Levy, Ages of American Capitalism and Thomas C. Reeves, Twentieth-
Century America, Chapter 7 



Until Pearl Harbor, Roosevelt focused 
domestically and pursued isolationism

◼ U.S. abandoned dollar diplomacy in favor of 
financial detachment and ended efforts to 
shape geopolitics in Europe and East Asia.

◼ Infamous Smoot-Hawley tariff prompted sharp 
reduction in international commerce

◼ Meanwhile, Germany, Japan and Italy re-armed 
and engaged in aggression

◼ U.S. passed neutrality acts to avoid troubles 
abroad and mistakes that drew into WWI
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Source: Charles A. Kupchan, Isolationism: A History of America's Efforts to Shield Itself from the World,  2020, Chapter 11



Roosevelt began to 
change his isolationism

◼ FDR changed his views when Franco in Spain became 
dictator in 1939 supported by Italy & Germany

◼ German invasion of Czechoslovakia prompted FDR’s 
switch from neutrality to aid those fighting fascism

◼ After German invasion of Poland on Sep 1, 1941, and 
declaration of war by Britain and France, FDR 
substantially increased the war effort

◼ FDR’s response to Japanese aggression in East Asia, 
was cautious and didn’t impose sanctions
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Source: Charles A. Kupchan, Isolationism: A History of America's Efforts to Shield Itself from the World,  2020, p 280



Can a Great Depression happen 
again? Lessons from “Eight 
Centuries of Financial Folly”

“Lesson of history is that even as institutions 
and policymakers improve, there will always be a 
temptation to stretch the limits. …[A] financial system can 
collapse …under the pressure of greed, politics, and profits 
no matter how regulated it seems to be. 

“Technology has changed …and fashions have changed. 
Yet the ability of governments and investors to delude 
themselves, giving rise to periodic bouts of euphoria that 
usually end in tears, seems to have remained a constant.”

32Carmen M. Reinhart and Kenneth S. Rogoff, This Time Is Different, 2009, page 292



1929-1940, Great Depression
Summary & Conclusions

1. Why was it “Great”?  

◼ Most significant economic event of 20th century -
unemployment 25%, industry down 50%, demographic and 
immigration decline 

2. What were its causes?

◼ WWI, fear, greed and monetary policies

3. How did U.S. and world recover? 

◼ Left Gold standard, Roosevelt leadership (nothing to fear 
but fear itself), preparations for WW II

4. What were its long-lasting effects?

◼ Larger government, regulatory & welfare programs 

◼ Better informed, coordinated & proactive economic policies
33
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Recommended Books for Great Depression

◼ Frederick Lewis Allen, Only Yesterday, 1931 (Noted account of Roaring 20s and Great 
Depression, Prohibition, and the changing lifestyles during the early 1900s)

◼ Alan Greenspan and Adrian Wooldridge, Capitalism in America, 2018 (co-authored by 
former Fed Chairman is story of the major drivers of U.S. advance over past two 
centuries)

◼ Charles A Kupchan, Isolationism- A History of America’s Efforts to Shield Itself from the 
World, 2020 (Assessment of the rise of isolationism from American exceptionalism from 
colonial times to date)

◼ Jonathon Levy, Ages of American Capitalism – A History of the United States, 2021 
(Detailed explanation (907 pages!) of evolution of capitalism in America) 

◼ Thomas C. Reeves’s, Twentieth-Century America, A Brief History, 2000 (Succinct 
synthesis of  20th century U.S. history of major public policies and policymakers as well as 
the lives of people)

◼ Adam Tooze, The Deluge: The Great War, America and the Remaking of the Global Order, 
1916-1931, 2014 (Analysis of the WWI and its anguished aftermath and how American 

predominance was achieved but failed to keep the hard-won peace)

34
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Legacy of Russian 
Revolution – 3 
worlds

◼ 1939 Russia’s industry exceeded only by US and 
Germany

◼ Orthodox Church subordinated; churches closed

◼ Forced from poor rural into major power

◼ Disastrous costs in lives and human rights

◼ Influential all over third world

◼ Consolation: If hadn’t developed, couldn’t have 
repelled Nazi’s of WW II 35
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Great Depression tanked Western economy, 
discredited liberalism and democracy  

• Turn to dictators – Mussolini (1922) & Hitler (1933) 
• League of Nations failed to resolve any major crises 
• Spanish Civil War (1936–1939) dictator Francisco Franco
• Decline in pacifism and sense of another world war coming 
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Indicator US UK France Germany

Industrial production −46% −23% −24% −41%

Wholesale prices −32% −33% −34% −29%

Foreign trade −70% −60% −54% −61%

Unemployment 607% 129% 214% 232%

Great Depression: Change 1929–32

Source: wikipedia.org/wiki/Great_Depression
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Great Depression: Deep and 
prolonged far-reaching consequences

◼ World trade did not recover 
fully until after WW II

◼ World industrial output did 
not recover pre-crisis peak 
for nearly 7 years

◼ Suffered a second set-back 
in late 1930s

◼ Prolonged because policy 
responses were pro-cyclical 
- made things worse
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Prelude to WW II: 
Isolationism, economic 

distress and Hitler

◼ After WW I, US and Europe retreated                
into isolationism and neutrality

◼ However, storm clouds on horizon - economic 
distress, inflation, anger in Germany and 
threatening Communist Revolution in Russia

◼ 1930s Great Depression weakened governments

◼ Mussolini and Hitler seized power

◼ Hitler’s move to conquer Europe led to WW II

38
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Warm-up: Spanish Civil War (1936-39) 
~ 2 mil deaths
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Hitler and Franco

•Republicans:
•Loyal to left-leaning 2nd

Republic allied with 
Anarchists & Communists
•Aided by Soviets & Mexico 
•UK, France & US 
recognized but didn’t aid

•Nationalists:
•Franco-led alliance of 
Monarchists & Catholics 
•Aided by Fascist Italy & 
Nazi Germany

Upshot: 40-year dictatorship General Franco 1936-74

Appendix of Supplemental Information
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Date US UK France

Former 

USSR Germany Italy Japan

1929 11,954 8,772 7,508 2,209 6,457 4,889 3,665

1930 10,695 8,673 7,224 2,308 6,333 4,631 3,334

1931 9,931 8,190 6,751 2,330 5,821 4,538 3,321

1932 8,381 8,206 6,311 2,294 5,359 4,602 3,529

1933 8,048 8,411 6,757 2,380 5,668 4,514 3,787

1934 8,667 8,939 6,682 2,598 6,150 4,466 3,756

1935 9,681 9,244 6,513 2,971 6,567 4,670 3,825

1936 10,568 9,620 6,765 3,174 7,095 4,471 3,986

1937 11,295 9,911 7,152 3,437 7,468 4,879 4,075

1938 10,526 9,988 7,119 3,427 7,960 4,981 4,257

1939 11,171 9,982 7,640 3,566 8,617 5,246 4,804

1940 12,005 10,928 6,443 3,417 8,612 5,099 4,882

1941 13,553 11,926 5,274 3,357 9,103 4,967 4,986

WWII Powers GDP per capita during Great Depression and 

when recover to 1929(US 2011$)

Source: Maddison GDP download, Aug 17, 2021. Green equals when recover above 1929.
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