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What Caused the Great Depression DBQ The Great Depression was one of the most devastating
economic downturns in modern history, severely impacting countries worldwide from 1929 through
the late 1930s. Understanding its causes is essential for historians, economists, and students alike, as
it provides insight into how interconnected economic systems can unravel and the importance of
sound fiscal policies. A Document-Based Question (DBQ) exploring "What Caused the Great
Depression" requires a detailed analysis of various contributing factors, from economic practices to
global events. This article aims to explore these causes comprehensively, providing a structured
overview to aid in understanding and analyzing this complex historical event.

Introduction to the Causes of the Great Depression

The causes of the Great Depression are multifaceted, involving a combination of domestic economic
vulnerabilities, speculative practices, policy decisions, and international circumstances. While the
stock market crash of October 1929 is often seen as the symbolic start, it was merely the tipping point
in a series of underlying issues that had been building for years. To fully understand what caused the
Great Depression, one must analyze several key factors that interacted to create a perfect storm of
economic collapse.

Major Causes of the Great Depression

1. Stock Market Speculation and Crash of 1929

One of the most immediate triggers of the Great Depression was the stock market crash in October
1929, commonly referred to as Black Tuesday. During the 1920s, stock prices soared due to rampant
speculation, where investors bought stocks on margin—borrowing money to invest with the hope of
quick profits. This speculative bubble was fueled by widespread optimism about economic growth.

1. Speculative Bubble: Excessive buying on margin inflated stock prices beyond their actual value.

2. Black Tuesday (October 29, 1929): The stock market plummeted, wiping out billions of dollars
in wealth, and triggering panic selling.

3. Impact: The crash undermined confidence in the economy, leading to a sharp reduction in
consumer spending and investment.

Although the crash was not solely responsible for the depression, it was a catalyst that exposed
underlying economic weaknesses.

2. Banking Failures and Financial Instability

The banking system in the 1920s was fragile and poorly regulated. After the crash, bank runs became
common as depositors rushed to withdraw their savings, fearing insolvency.

1. Bank Failures: Thousands of banks failed during the early 1930s, leading to loss of savings and
further contraction of credit.
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2. Contraction of Credit: As banks failed, lending froze, stifling business investments and consumer
spending.

3. Consequences: The banking crisis eroded trust in financial institutions and deepened the
economic downturn.

The failure of the banking system was a significant factor in the rapid spread and severity of the
depression.

3. Overproduction and Underconsumption

By the late 1920s, American industries and farms were producing more goods than consumers could
buy, leading to surplus inventory and falling prices.

1. Industrial Overproduction: Factories produced goods at a rate that exceeded demand, resulting
in layoffs and reduced wages.

2. Agricultural Crisis: Farmers faced falling crop prices due to overproduction, leading to
widespread poverty in rural areas.

3. Impact on Economy: Reduced consumer spending further decreased demand, creating a vicious
cycle of decline.

This imbalance between supply and demand was instrumental in causing economic contraction.

4. Decline in International Trade and Tariffs

The global economy was heavily interconnected, and international trade played a vital role. However,
protectionist policies and tariffs contributed to the worsening depression.

1. Smoot-Hawley Tariff Act (1930): The U.S. imposed high tariffs on imported goods in an attempt
to protect domestic industries.

2. Retaliation: Other countries retaliated with their own tariffs, leading to a decline in international
trade.

3. Global Impact: Reduced trade led to decreased exports for many nations, exacerbating economic
decline worldwide.

The decline in international trade created a feedback loop that intensified the economic downturn
across nations.

5. Monetary Policy and the Gold Standard

The Federal Reserve's policies and adherence to the gold standard played a crucial role in the depth
of the depression.

1. Maintaining the Gold Standard: The U.S. and other countries kept their currencies pegged to
gold, limiting their ability to expand the money supply.

2. Contraction of Money Supply: As the economy contracted, the Fed failed to increase the money
supply, worsening deflation and reducing liquidity.

3. Impact: The restrictive monetary policy hindered economic recovery efforts.

Many economists argue that a more flexible monetary policy could have mitigated some of the
depression's severity.



Additional Contributing Factors

1. Wealth Disparities and Consumer Debt

The 1920s saw significant wealth disparities, with the wealthy accumulating more assets while many
Americans lived paycheck to paycheck. Additionally, consumer debt rose as people took loans to buy
cars, appliances, and other goods.

1. Increased debt levels made consumers vulnerable to economic shocks.
2. When the economy declined, many defaulted on loans, further destabilizing financial institutions.

2. Structural Weaknesses in the Economy

Certain industries and sectors were inherently vulnerable, such as agriculture and textiles, which
faced long-term decline.

3. Psychological Factors and Panic Selling

Investor sentiment shifted quickly from optimism to fear, leading to panic selling and further
destabilization of markets.

Summary of Causes in a Nutshell

To summarize, the causes of the Great Depression include:

Speculative practices in the stock market

Bank failures and financial instability

Overproduction and underconsumption

International trade barriers and tariffs

Restrictive monetary policies and adherence to the gold standard
Wealth disparities and consumer debt

Structural weaknesses in certain industries

N e Wb e

Panic and loss of confidence among investors

Conclusion: Interconnected Causes and Lessons
Learned

The Great Depression was not caused by a single event but rather a confluence of economic
vulnerabilities, policy mistakes, and global factors. The stock market crash served as the immediate
trigger, but underlying issues such as banking failures, overproduction, international trade policies,
and monetary restrictions created a fragile economic environment. The crisis underscored the
importance of sound financial regulation, flexible monetary policy, and international
cooperation—lessons that have shaped economic policies to prevent similar downturns in the future.
Understanding what caused the Great Depression helps policymakers and economists recognize the
signs of economic instability and develop strategies to mitigate future crises. The lessons learned from
this period continue to influence economic thought and policy making today. Word Count:
Approximately 1,100 words
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Causes of the Great Depression: An In-Depth Analysis The Great Depression, which began in 1929 and
persisted throughout the 1930s, was one of the most severe economic downturns in modern history.
Its causes were multifaceted, involving a complex interplay of economic, financial, and international
factors. Understanding what caused the Great Depression requires a thorough examination of these
interconnected elements. This analysis delves into the primary causes, exploring each in detail to
provide a comprehensive understanding of this pivotal historical event.

Overview of the Great Depression

Before dissecting the causes, it’s essential to grasp the context and scale of the Great Depression: - It
was characterized by widespread unemployment, bank failures, plunging stock markets, deflation,
and a contraction of economic activity. - It affected countries worldwide, with the United States being
a primary epicenter. - The depression led to profound social and political changes, including the rise
of new economic policies and political movements.

Primary Causes of the Great Depression

The causes of the Great Depression are often categorized into internal economic weaknesses,
financial market failures, and international economic issues. These factors did not operate in isolation;
rather, they interacted to amplify the economic downturn.

1. Stock Market Crash of 1929

The catalyst that ignited the Great Depression was the stock market crash of October 1929, often
called Black Tuesday. While it was not the sole cause, it symbolized and accelerated underlying
economic vulnerabilities. - Speculative Bubble: During the 1920s, stock prices soared due to rampant
speculation. Many investors bought stocks on margin (using borrowed money), which inflated prices
beyond their actual worth. - Overvaluation: Stock prices became disconnected from the real economic
fundamentals, creating an unsustainable bubble. - Panic Selling: On Black Tuesday, a mass sell-off
ensued, leading to a precipitous decline in stock prices. - Psychological Impact: The crash eroded
confidence in the economy, causing consumer and business pessimism that led to reduced spending
and investment. Consequences: - Massive losses in wealth. - Bank failures, as many had invested
heavily in stocks. - A ripple effect through the financial system, leading to a contraction in credit and
investment.

2. Banking Failures and Credit Contraction

The banking system's instability was a critical factor in deepening the depression. - Bank Runs: As
confidence waned, depositors rushed to withdraw their savings, leading to bank runs. - Bank Failures:
Many banks could not withstand the mass withdrawals, resulting in closures. - Loss of Credit: Bank
failures led to a significant contraction of credit, making it difficult for businesses and consumers to
borrow money. - Impact on Businesses and Consumers: Reduced access to credit hampered economic
activity, investment, and consumption. Key points: - The lack of a central deposit insurance system
meant depositors had little protection, exacerbating panic. - The Federal Reserve failed to act as a
lender of last resort effectively, allowing bank failures to proliferate.



3. Overproduction and Underconsumption

Structural economic issues within the United States contributed significantly to the downturn. -
Industrial Overproduction: By the late 1920s, industries such as agriculture, manufacturing, and
mining produced more goods than could be consumed domestically or internationally. - Declining
Agricultural Prices: Farmers faced falling prices due to overproduction, leading to financial distress. -
Widening Income Gap: Wealth was concentrated among the affluent, leading to insufficient
purchasing power among the general population. - Underconsumption: As consumers lacked the
income to buy the surplus goods, inventories piled up, prompting production cuts and layoffs. Impact:
- Businesses faced declining profits. - Increased unemployment led to further reduced consumer
spending, creating a vicious cycle.

4. Decline in Consumer Spending and Investment

Consumer confidence and business investment are vital for economic growth. - Psychological Factors:
The stock market crash and banking crises shook confidence. - Reduced Spending: Consumers cut
back on expenditures, especially on durable goods like cars and appliances. - Decreased Business
Investment: Uncertainty about the future led firms to postpone or cancel expansion plans. - Effect on
the Economy: The decline in consumption and investment resulted in lower production levels and
higher unemployment.

5. Agricultural Crisis

Agriculture was particularly hard-hit during the 1920s, exacerbating the depression's impact. -
Overproduction: Technological advancements and increased acreage led to surplus crops. - Falling
Prices: Global competition and overproduction caused prices to plummet. - Farmers’ Debt: Many
farmers took loans to expand, only to see their income evaporate. - Dust Bowl: Environmental disaster
compounded agricultural hardship, especially in the Midwest. Consequences: - Widespread farm
foreclosures. - Rural impoverishment, which contributed to urban unemployment.

6. International Economic Factors

The Great Depression was not solely a domestic U.S. issue; international conditions played a
significant role. - War Debts and Reparations: European countries, especially Germany, faced debt
burdens from World War I. The United States was a major creditor, and repayment issues created
economic instability. - Tariffs and Protectionism: The Smoot-Hawley Tariff Act of 1930 raised tariffs
significantly, leading to retaliatory measures worldwide and reducing international trade. - Gold
Standard: Many countries adhered to the gold standard, which limited their ability to expand
monetary supply during downturns, worsening deflation. - International Trade Decline: Reduced
global demand for exports further contracted economies worldwide. Impact: - Trade wars led to a
decrease in international commerce. - Countries experienced economic contraction simultaneously,

intensifying the global depression.

7. Monetary Policy Failures

The role of the Federal Reserve and monetary policy decisions significantly influenced the severity of
the depression. - Failure to Act as a Lender of Last Resort: The Fed did not provide sufficient liquidity
to banks during the crisis. - Contraction of the Money Supply: The Fed's policies, including raising

© gr-qa.cbsnorthstar.com What Caused The Great Depression Dbq 5



interest rates and tightening monetary policy, led to a decrease in the money supply. - Deflation:
Falling prices increased the real burden of debt, discouraging borrowing and investment. - Gold
Standard Constraints: Many central banks remained committed to gold, limiting their ability to
expand the money supply during the crisis.

Summary of Interacting Causes

The causes of the Great Depression are best understood as a confluence of factors rather than
isolated incidents: - The speculative bubble in the stock market created an unstable foundation. -
Banking system weaknesses led to a credit crunch. - Overproduction and underconsumption
weakened industries. - Agricultural crises added regional distress. - International economic policies
and global interconnectedness magnified the downturn. - Policy mistakes by monetary authorities
exacerbated deflation and contraction.

Conclusion

The Great Depression was a result of multiple, interconnected causes that combined to produce a
catastrophic economic collapse. The speculative excesses of the 1920s, coupled with structural
weaknesses in the economy, financial sector failures, international economic tensions, and policy
missteps, all played vital roles. Understanding these causes offers vital lessons on the importance of
financial regulation, international cooperation, and prudent economic policies to prevent future crises
of similar magnitude. By analyzing each aspect in depth, we can appreciate that the Great Depression
was not merely an isolated event but a culmination of systemic vulnerabilities and policy failures that,

once triggered, spiraled into a worldwide economic catastrophe.

Questions & Answers About what caused the great

depression dbq

No Question Answer

1 What were the primary economic | The primary economic causes included stock market
causes that led to the Great speculation, overproduction in agriculture and
Depression? manufacturing, and a banking system that was vulnerable

to collapse due to risky loans.

2 How did the stock market crash The 1929 stock market crash eroded investor confidence,
of 1929 contribute to the onset of | caused widespread financial losses, and led to a cascade of
the Great Depression? bank failures and reduced consumer spending, deepening

the economic downturn.

3 In what ways did over- Over-speculation inflated stock prices beyond their true
speculation and unequal wealth value, and the unequal distribution of wealth meant that
distribution play a role in causing | most Americans lacked purchasing power, leading to
the Great Depression? decreased demand and economic instability.

4 How did the Federal Reserve's The Federal Reserve raised interest rates and failed to
policies contribute to the severity | provide adequate liquidity, which contracted the money
of the Great Depression? supply and worsened deflation, intensifying the economic

decline.




5 What role did international
economic factors and policies
play in causing the Great
Depression?

International factors, such as war debts, reparations, and
the gold standard, led to reduced global trade and
economic interconnectedness, which exacerbated the
depression worldwide.

6 How did government policies and
responses influence the
development and severity of the
Great Depression?

Initial government policies, including high tariffs like the
Smoot-Hawley Tariff, worsened international trade decline,
while later responses like the New Deal helped to mitigate
some effects but came after extensive economic damage.

Great Depression, causes of Great Depression, stock market crash, economic collapse, 1929 crash,
banking failures, unemployment, stock market bubble, economic downturn, federal policies
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