CAUSES OF BUSINESS FAILURES GREAT DEPRESSION US

CAUSES OF BUSINESS FAILURES GREAT DEPRESSION US ARE A COMPLEX INTERPLAY OF ECONOMIC POLICIES, MARKET DYNAMICS,
AND SYSTEMIC VULNERABILITIES THAT LED TO AN UNPRECEDENTED PERIOD OF FINANCIAL RUIN FOR AMERICAN BUSINESSES. THIS
ARTICLE DELVES DEEP INTO THE MULTIFACETED FACTORS THAT CONTRIBUTED TO THIS CATASTROPHIC ECONOMIC DOWNTURN,
EXAMINING THE UNDERLYING ISSUES THAT CRIPPLED INDUSTRIES AND LED TO WIDESPREAD BUSINESS CLOSURES. WE WILL EXPLORE
THE SPECULATIVE EXCESSES OF THE ROARING T\X/ENTIES/ THE FLAWED MONETARY POLICIES OF THE FEDERAL RESERVE/ THE
DEVASTATING IMPACT OF PROTECTIONIST TRADE WARS, AND THE CASCADING EFFECTS OF A FRAGILE BANKING SYSTEM.
(UNDERSTANDING THESE HISTORICAL CAUSES IS CRUCIAL FOR APPRECIATING THE FRAGILITY OF ECONOMIC SYSTEMS AND THE
IMPORTANCE OF ROBUST REGULATORY FRAMEW ORKS.
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SPECULATIVE BUBBLES AND OVER-LEVERAGING

THE DECADE PRECEDING THE GREAT DEPRESSION, OFTEN ROMANTICIZED AS THE “ROARING T\X/ENTIES," WAS CHARACTERIZED BY
AN UNPRECEDENTED SURGE IN SPECULATION ACROSS VARIOUS SECTORS OF THE AMERICAN ECONOMY. THIS PERIOD SAW A
SIGNIFICANT EXPANSION OF CREDIT, MAKING IT EASIER FOR INDIVIDUALS AND BUSINESSES TO BORROW MONEY AND INVEST IN THE
STOCK MARKET AND REAL ESTATE. THE BELIEF THAT STOCK PRICES WOULD CONTINUE TO RISE INDEFINITELY FUELED A
SPECULATIVE FRENZY, LEADING MANY TO INVEST BEYOND THEIR MEANS AND WITHOUT PROPER DUE DILIGENCE. THIS OVER-
LEVERAGING CREATED A FUNDAMENTALLY UNSTABLE ECONOMIC ENVIRONMENT, WHERE A SLIGHT DOWNTURN COULD TRIGGER A
DOMINO EFFECT OF DEFAULTS AND BANKRUPTCIES.

BUSINESSES, TOO, PARTICIPATED HEAVILY IN THIS SPECULATIVE ENVIRONMENT. MANY COMPANIES EXPANDED THEIR OPERATIONS
AND TOOK ON SIGNIFICANT DEBT BASED ON THE OPTIMISTIC PROJECTIONS OF CONTINUED GROWTH AND RISING ASSET VALUES.
THIS WAS PARTICULARLY TRUE IN INDUSTRIES LIKE AUTOMOBILES AND CONSTRUCTION, WHICH HAD EXPERIENCED RAPID
EXPANSION IN THE PRECEDING YEARS. W/HEN THE SPECULATIVE BUBBLE EVENTUALLY BURST, THESE HIGHLY LEVERAGED COMPANIES
FOUND THEMSELVES UNABLE TO SERVICE THEIR DEBTS, LEADING TO WIDESPREAD INSOLVENCIES. THE EASY AVAILABILITY OF
CREDIT, INTENDED TO STIMULATE GROWTH, ULTIMATELY BECAME A PRIMARY DRIVER OF BUSINESS FAILURES DURING THE GREAT
DEPRESSION.

THE RoLE oF THE STock MARKET CRASH oF 1929

THE DRAMATIC STOCK MARKET CRASH THAT BEGAN IN OCTOBER 1929 SERVED AS A CRITICAL TRIGGER, EXPOSING THE
UNDERLYING WEAKNESSES IN THE ECONOMY AND INITIATING THE CASCADE OF BUSINESS FAILURES. FOR YEARS, STOCK PRICES HAD
BEEN ARTIFICIALLY INFLATED, DETACHED FROM THE ACTUAL EARNINGS AND INTRINSIC VALUE OF THE COMPANIES. W/HEN INVESTOR
CONFIDENCE FINALLY WAVERED, A MASSIVE SELL-OFF ENSUED, WIPING OUT BILLIONS OF DOLLARS IN WEALTH. THIS SUDDEN
DESTRUCTION OF CAPITAL HAD A PROFOUND IMPACT ON BUSINESSES.

COMPANIES THAT RELIED ON EQUITY FINANCING FOUND IT IMPOSSIBLE TO RAISE NEW CAPITAL. |NVESTOES, HAVING SUFFERED
SIGNIFICANT LOSSES, BECAME RISK-AVERSE, UNWILLING TO COMMIT FUNDS TO BUSINESSES. FURTHERMORE, THE CRASHLED TO A
SHARP DECLINE IN CONSUMER SPENDING AS INDIVIDUALS FELT POORER AND MORE UNCERTAIN ABOUT THE FUTURE. BUSINESSES
FACED FALLING DEMAND FOR THEIR PRODUCTS AND SERVICES, FORCING THEM TO CUT PRODUCTION, LAY OFF \WORKERS, AND
ULTIMATELY, MANY TO CLOSE THEIR DOORS. THE PSYCHOLOGICAL SHOCK OF THE CRASH ALSO PLAYED A SIGNIFICANT ROLE,
CREATING WIDESPREAD PESSIMISM THAT FURTHER HAMPERED BUSINESS ACTIVITY AND INVESTMENT.



BANKING PANICS AND MONETARY CONTRACTION

THE BANKING SYSTEM OF THE EARLY 20TH CENTURY WAS INHERENTLY FRAGILE, LACKING THE ROBUST REGULATORY OVERSIGHT
AND DEPOSIT INSURANCE THAT EXISTS TODAY. W/HEN THE STOCK MARKET CRASHED AND ECONOMIC CONDITIONS \WORSENED,
DEPOSITORS, FEARING FOR THE SAFETY OF THEIR SAVINGS, BEGAN TO WITHDRAW THEIR MONEY IN LARGE NUMBERS, LEADING TO
BANK RUNS. BANKS/ OPERATING ON FRACTIONAL RESERVE SYSTEMS, DID NOT HAVE ENOUGH CASH ON HAND TO MEET THESE
DEMANDS.

AS BANKS FAILED, THE MONEY SUPPLY IN THE ECONOMY CONTRACTED DRAMATICALLY. THIS CONTRACTION MEANT THAT LESS
MONEY WAS AVAILABLE FOR LENDING, MAKING IT EVEN MORE DIFFICULT FOR BUSINESSES TO OBTAIN CREDIT. INTEREST RATES,
WHILE SEEMINGLY LOW , BECAME PROHIBITIVELY EXPENSIVE IN REAL TERMS DUE TO THE SCARCITY OF FUNDS. THe FEDERAL
RESERVE, RATHER THAN ACTING AS A LENDER OF LAST RESORT TO INJECT LIQUIDITY INTO THE SYSTEM, PURSUED
CONTRACTIONARY MONETARY POLICIES, WHICH EXACERBATED THE PROBLEM. THIS SEVERE MONETARY CONTRACTION CRIPPLED
BUSINESSES BY STARVING THEM OF ESSENTIAL CAPITAL, LEADING TO A SPIRAL OF LAYOFFS AND BANKRUPTCIES.

THe FeperAL ReserVE's PoLicy ERRORS

THE ACTIONS, OR INACTIONS, OF THE FEDERAL RESERVE ARE WIDELY CONSIDERED TO BE A SIGNIFICANT CONTRIBUTOR TO THE
SEVERITY AND DURATION OF THE GREAT DEPRESSION. INSTEAD OF USING ITS POWERS TO COUNTERACT THE DEFLATIONARY
PRESSURES AND LIQUIDITY CRISIS, THE FED LARGELY STOOD BY AS THE BANKING SYSTEM COLLAPSED. IN FACT, SOME
ECONOMISTS ARGUE THAT THE FED'S POLICIES EXACERBATED THE PROBLEM. FOR INSTANCE, THE FED FAILED TO PROVIDE
ADEQUATE LIQUIDITY TO THE BANKING SYSTEM DURING THE NUMEROUS PANICS, ALLOWING SOLVENT BANKS TO FAIL SIMPLY
BECAUSE THEY COULDN'T MEET IMMEDIATE WITHDRAW AL DEMANDS.

FURTHERMORE, THE FED ADHERED TO A STRICT GOLD STANDARD, WHICH LIMITED ITS ABILITY TO EXPAND THE MONEY SUPPLY.
THIS ADHERENCE, COMBINED WITH A RELUCTANCE TO ENGAGE IN OPEN MARKET OPERATIONS TO INJECT MONEY, MEANT THAT THE
DEFLATIONARY SPIRAL CONTINUED UNCHECKED. AS PRICES FELL, THE REAL VALUE OF DEBTS INCREASED, MAKING IT HARDER FOR
BUSINESSES AND INDIVIDUALS TO REPAY LOANS. THIS MONETARY POLICY, OR LACK THEREOF, WAS A CRITICAL FACTOR IN THE
\WIDESPREAD BUSINESS FAILURES SEEN DURING THIS ERA.

PROTECTIONISM AND INTERNATIONAL TRADE COLLAPSE

THE SMooT-HAWLEY TARIFF AcT oF 1930 IS A PRIME EXAMPLE OF HOW PROTECTIONIST TRADE POLICIES CAN HAVE
DISASTROUS CONSEQUENCES DURING AN ECONOMIC DOWNTURN. PASSED WITH THE INTENTION OF PROTECTING AMERICAN
INDUSTRIES FROM FOREIGN COMPETITION, THE ACT SIGNIFICANTLY RAISED TARIFFS ON THOUSANDS OF IMPORTED GOODS. THIS
MOVE, HOWEVER, WAS MET WITH RETALIATORY TARIFFS FROM OTHER COUNTRIES, LEADING TO A SHARP DECLINE IN
INTERNATIONAL TRADE.

For AMERICAN BUSINESSES THAT RELIED ON EXPORTS, THIS TRADE WAR WAS DEVASTATING. DEMAND FOR THEIR PRODUCTS
PLUMMETED IN FOREIGN MARKETS, FORCING THEM TO SCALE BACK PRODUCTION AND LAY OFF \¥ ORKERS. SIMILARLYI BUSINESSES
THAT IMPORTED RAW MATERIALS OR COMPONENTS FOUND THEIR COSTS SOARING, FURTHER SQUEEZING PROFIT MARGINS. THE
COLLAPSE OF INTERNATIONAL TRADE NOT ONLY REDUCED OPPORTUNITIES FOR GROWTH BUT ALSO EXACERBATED THE EXISTING
ECONOMIC CONTRACTION, CONTRIBUTING SIGNIFICANTLY TO THE WAVE OF BUSINESS FAILURES. |T CREATED A CLOSED-OFF
ECONOMIC ENVIRONMENT THAT STIFLED INNOVATION AND FURTHER LIMITED MARKET ACCESS.

AGRICULTURAL DISTRESS AND ITS ECONOMIC IMPACT

THE AGRICULTURAL SECTOR EXPERIENCED SIGNIFICANT DIFFICULTIES LONG BEFORE THE STOCK MARKET CRASH OF ]929, LAYING
A FOUNDATION OF WEAKNESS THAT CONTRIBUTED TO BROADER ECONOMIC INSTABILITY. OVERPRODUCTION DURING W/ ORLD

W AR |/ COUPLED WITH FALLING DEMAND IN THE POST-WAR YEARS, LED TO A SUSTAINED DECLINE IN FARM PRICES. FARMERS/
ALREADY STRUGGLING WITH DEBT FROM WARTIME EXPANSION AND THE MECHANIZATION OF AGRICULTURE, FOUND THEMSELVES
UNABLE TO MAKE ENDS MEET.

THIS WIDESPREAD AGRICULTURAL DISTRESS HAD A RIPPLE EFFECT THROUGHOUT THE ECONOMY. FARMERS WERE MAJOR
CONSUMERS OF MANUFACTURED GOODS, AND THEIR REDUCED PURCHASING POWER MEANT LESS DEMAND FOR PRODUCTS FROM
INDUSTRIES LIKE AUTOMOBILES, FARM EQUIPMENT, AND TEXTILES. FURTHERMORE, THE INABILITY OF FARMERS TO REPAY THEIR



DEBTS LED TO FORECLOSURES AND BANK FAILURES IN RURAL AREAS, ADDING TO THE OVERALL ECONOMIC FRAGILITY. THE
PRECARIOUS STATE OF AGRICULTURE UNDERSCORED THE UNEVENNESS OF PROSPERITY IN THE 1920S AND ACTED AS AN EARLY
W ARNING SIGN OF THE SYSTEMIC ISSUES THAT WOULD LATER PLAGUE THE ENTIRE BUSINESS LANDSCAPE.

GOVERNMENT POLICIES AND INEFFECTIVE RESPONSES

W/HILE THE GREAT DEPRESSION WAS A GLOBAL PHENOMENON, THE SPECIFIC POLICIES ENACTED BY THE U.S. GOVERNMENT IN THE
EARLY YEARS OF THE CRISIS ARE OFTEN CRITICIZED FOR THEIR INEFFECTIVENESS OR EVEN THEIR COUNTERPRODUCTIVE NATURE.
PRESIDENT HOOVER'S ADMINISTRATION, FOR INSTANCE, INITIALLY ADHERED TO A PHILOSOPHY OF LIMITED GOVERNMENT
INTERVENTION, BELIEVING THAT THE MARKET WOULD SELF-CORRECT. THIS APPROACH PROVED INADEQUATE FOR THE SCALE OF
THE ECONOMIC COLLAPSE.

LATER ATTEMPTS AT STIMULUS, SUCH AS THE RECONSTRUCTION FINANCE CORPORATION (RFC), WERE INTRODUCED TOO LATE
AND WERE NOT ROBUST ENOUGH TO COUNTERACT THE ONGOING DEFLATIONARY PRESSURES AND WIDESPREAD BUSINESS
FAILURES. THE INCREASE IN TAXES AND THE SUBSEQUENT IMPLEMENTATION OF THE REVENUE ACT OF 1932, WHICH RAISED
INCOME TAX RATES, FURTHER DEPRESSED ECONOMIC ACTIVITY BY REDUCING DISPOSABLE INCOME AND CORPORATE PROFITS. THE
COMBINATION OF INSUFFICIENT AND SOMETIMES MISGUIDED GOVERNMENT INTERVENTION FAILED TO STEM THE TIDE OF BUSINESS
FAILURES, ALLOWING THE ECONOMIC CRISIS TO DEEPEN.

THE PsycHoLoGICAL IMPACT oN BusiNess CONFIDENCE

BEYOND THE TANGIBLE ECONOMIC FACTORS, THE GREAT DEPRESSION HAD A PROFOUND PSYCHOLOGICAL IMPACT ON BUSINESS
OWNERS, INVESTORS, AND CONSUMERS ALIKE. THE RAPID AND SEVERE NATURE OF THE ECONOMIC COLLAPSE SHATTERED
CONFIDENCE AND INSTILLED A DEEP SENSE OF FEAR AND UNCERTAINTY ABOUT THE FUTURE. BUSINESSES, FACING PLUMMETING
DEMAND AND A CREDIT CRUNCH, BECAME EXTREMELY HESITANT TO INVEST IN NEW VENTURES, EXPAND OPERATIONS, OR HIRE
ADDITIONAL STAFF.

THIS LOSS OF CONFIDENCE CREATED A SELF-FULFILLING PROPHECY. THE RELUCTANCE OF BUSINESSES TO INVEST LED TO FURTHER
JOB LOSSES, REDUCED CONSUMER SPENDING, AND A FURTHER DECLINE IN DEMAND, PERPETUATING THE DOWNW ARD SPIRAL. THE
FEAR OF THE UNKNOWN AND THE MEMORY OF PREVIOUS FAILURES MADE ENTREPRENEURS EXTREMELY RISK-AVERSE, HINDERING THE
ENTREPRENEURIAL SPIRIT THAT IS VITAL FOR ECONOMIC RECOVERY AND BUSINESS GROWTH. THIS PSYCHOLOGICAL PARALYSIS
WAS A SIGNIFICANT, ALBEIT INTANGIBLE, FACTOR CONTRIBUTING TO THE PERVASIVE BUSINESS FAILURES OF THE ERA.

CoNcLUSION: LESSONS FROM THE BUSINESS FAILURES OF THE GREAT
DEPRESSION

THE CAUSES OF BUSINESS FAILURES DURING THE GREAT DEPRESSION WERE NOT SINGULAR BUT A CONFLUENCE OF
INTERCONNECTED FACTORS. SPECULATIVE EXCESSES, A FRAGILE BANKING SYSTEM, MISGUIDED MONETARY POLICIES,
PROTECTIONIST TRADE WARS, AGRICULTURAL DISTRESS, AND A COLLAPSE IN CONFIDENCE ALL PLAYED CRITICAL ROLES. THE
SHEER SCALE OF BUSINESS CLOSURES AND THE ENSUING ECONOMIC HARDSHIP SERVED AS A STARK LESSON IN THE VULNERABILITIES
INHERENT IN COMPLEX ECONOMIC SYSTEMS. [UNDERSTANDING THESE HISTORICAL CAUSES IS NOT MERELY AN ACADEMIC EXERCISE;,
IT PROVIDES INVALUABLE INSIGHTS INTO THE IMPORTANCE OF SOUND FINANCIAL REGULATION, RESPONSIBLE MONETARY POLICY,
INTERNATIONAL COOPERATION, AND THE MAINTENANCE OF ROBUST CONSUMER AND BUSINESS CONFIDENCE FOR PREVENTING
FUTURE ECONOMIC CATASTROPHES.

FAQ

Q: WHAT WAS THE PRIMARY CAUSE OF BUSINESS FAILURES DURING THE GREAT
DePressIoN IN THE US?

A: THE PRIMARY CAUSE WAS A COMPLEX INTERPLAY OF FACTORS, INCLUDING SPECULATIVE EXCESSES, A FRAGILE BANKING



SYSTEM PRONE TO PANICS, CONTRACTIONARY MONETARY POLICY, AND THE COLLAPSE OF INTERNATIONAL TRADE, ALL OF WHICH
CREATED A DOMINO EFFECT OF BANKRUPTCIES.

Q: How DID THE STOCK MARKET CRASH OF 1929 CONTRIBUTE TO BUSINESS FAILURES?

A: THE CRASH WIPED OUT BILLIONS IN WEALTH, DESTROYED INVESTOR CONFIDENCE, MADE IT IMPOSSIBLE FOR BUSINESSES TO
RAISE CAPITAL, AND LED TO A SHARP DECLINE IN CONSUMER SPENDING, DIRECTLY IMPACTING DEMAND FOR PRODUCTS AND
SERVICES.

Q: WHAT ROLE DID THE BANKING SYSTEM PLAY IN THE BUSINESS FAILURES OF THE
GREAT DEPRESSION?

A: THE BANKING SYSTEM WAS EXTREMELY VULNERABLE. BANK RUNS LED TO WIDESPREAD BANK FAILURES, WHICH IN TURN CAUSED
A SEVERE CONTRACTION OF THE MONEY SUPPLY, MAKING CREDIT SCARCE AND CRIPPLING BUSINESSES THAT NEEDED FINANCING.

Q: WERE GOVERNMENT POLICIES A SIGNIFICANT CAUSE OF BUSINESS FAILURES DURING
THE GREAT DEPRESSION?

A: YES, WHILE NOT THE SOLE CAUSE, GOVERNMENT POLICIES, PARTICULARLY THE INEFFECTIVE RESPONSE OF THE FEDERAL
RESERVE AND PROTECTIONIST TRADE MEASURES LIKE THE SMOOT-HAWLEY T ARIFF ACT, EXACERBATED THE ECONOMIC
DOWNTURN AND CONTRIBUTED TO BUSINESS FAILURES.

Q: How DID AGRICULTURAL DISTRESS IMPACT BUSINESSES DURING THE GREAT
DEPRESSION?

A: THE PRE-EXISTING STRUGGLES OF FARMERS, DUE TO OVERPRODUCTION AND FALLING PRICES, REDUCED THEIR PURCHASING
POWER, LEADING TO LOWER DEMAND FOR MANUFACTURED GOODS AND CONTRIBUTING TO FINANCIAL INSTABILITY IN RURAL
AREAS THAT AFFECTED THE BROADER ECONOMY.

QZ \WHAT IS THE IMPACT OF A CONTRACTIONARY MONETARY POLICY ON BUSINESSES?

A: A CONTRACTIONARY MONETARY POLICY REDUCES THE AVAILABILITY OF CREDIT AND CAN LEAD TO HIGHER INTEREST RATES,
MAKING IT MORE EXPENSIVE FOR BUSINESSES TO BORROW MONEY, INVEST, AND EXPAND, ULTIMATELY LEADING TO REDUCED
ECONOMIC ACTIVITY AND POTENTIAL FAILURES.

Q: DID INTERNATIONAL TRADE POLICIES PLAY A ROLE IN THE BUSINESS FAILURES OF THE
GREAT DEPRESSION?

A: ABSOLUTELY. THE SMOOT-HAWLEY TARIFF ACT AND SUBSEQUENT RETALIATORY TARIFFS LED TO A SIGNIFICANT
COLLAPSE IN INTERNATIONAL TRADE, HARMING AMERICAN BUSINESSES THAT RELIED ON EXPORTS AND INCREASING COSTS FOR
THOSE IMPORTING MATERIALS.

Q: How DID A LACK OF CONFIDENCE AFFECT BUSINESS DURING THE GREAT DEPRESSION?

A: A PERVASIVE LACK OF CONFIDENCE LED BUSINESSES TO BE HIGHLY RISK=AVERSE, UNWILLING TO INVEST OR EXPAND, WHICH
REDUCED JOB CREATION AND CONSUMER SPENDING, THUS PERPETUATING THE CYCLE OF ECONOMIC DECLINE AND BUSINESS
FAILURES.
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