Ch 14.1 The Nation’s Sick Economy
1. What were the signs that the boom of the 1920s was ending?

· Key industries were in trouble:

· Railroads

· Textiles

· Steel

· Other industries weakened:

· Mining

· Lumber

· Coal

· Automobiles

· Key economic indicator in decline:

· Housing starts

· **means fewer jobs in related industries

2. Why were Farmers in trouble?


Increased sales of wartime ended


Farmers had boosted production



Surplus drove down prices 40%


Banks foreclosed on many farms


Then the 10 year drought started: The Dust Bowl

3. How did Congress try to help farmers?

· McNary Haugen Bill

· Called for price supports on key items

· Gov would buy surplus at guaranteed prices to sell abroad

· Coolidge vetoed twice

4.  What part did consumer spending play in the economy?

· Rising prices

· Stagnant wages

· Over extended credit

· Meant less spending

· If fewer goods are sold… leads to surplus
· Surplus leads to lower prices

· Layoffs

5.  Why did uneven distribution of income matter?

· 65% earned under $2000 per year

· 1% earned over $10,000 per year

· Income of wealthiest rose 75% in 1920s

· Average person bought one new outfit per year

· 10% homes had electric refrigerator

· Most Americans never bought the flood of goods available in the 1920s

6.  Why did Herbert Hoover beat Alfred E. Smith in 1928?

· Smith was a 4 time NY governor.

· “The Happy Warrior”

· Smith was outgoing professional politician.

· Smith was Roman Catholic.

· Hoover said we were near to beating poverty

· The KKK attacked Smith as a tool of the Pope

7.  Can we get rich quick on the Stock Market?

· Bull market of the 1920s created a ‘bubble’ of artificial value
· Many average Americans bought into the stock market to ride the wave

· Bought on margin:

· Paid small down payment

· Borrowed the rest
· When value declined, they paid ‘On Call’

8. Why did the market crash?

· Sept 1929, the market prices peaked, then fell

· Confidence faded

· Buyers pulled out of the market

· Oct 24 market plunged

· Panicked investors sold

· Black Tuesday, Oct 29: Bottom fell out

· Shareholders had to sell

· Those who bought on margin had to pay up

· Many lost all their savings

9. What were the results of the Stock Market Crash?

· Banks and businesses failed

· By 1933: 25,000 banks failed

· GNP: Gross National Product: what we produce each year fell by half

· 90,000 businesses failed

· unemployment went from 3% to 25%

10.  What was the world wide impact of the crash?

· Most of Europe had never recovered from WWI

· When we could no longer buy European goods, their economies plunged

· They could no longer pay reparations

11. How did we make international trade stop completely?

· Congress passed the Hawley Smoot tariff: highest in history

· Supposed to protect American factories from foreign competition

· We stopped buying all foreign products

· They lost all American dollars and stopped buying American goods

12. What were the actual causes of the depression?

· High tariffs cutting off foreign trade
· Over-extended credit (debt)

· Uneven distribution of income (had slowed spending early on)

· Over-speculation (stock market crash)

