
causes of the great depression worksheet
causes of the great depression worksheet serves as an essential educational tool to help
students and learners understand the multifaceted reasons behind one of the most significant
economic downturns in history. This worksheet typically explores the complex economic, social, and
political factors that contributed to the Great Depression. Understanding these causes is crucial for
grasping how interconnected economic systems can lead to widespread financial crises. This article
will provide a detailed examination of the primary causes of the Great Depression, including stock
market speculation, banking failures, reduction in consumer spending, and international trade
issues. Each factor will be explained clearly to facilitate comprehension and retention. Additionally,
this article will outline how these causes interplayed to deepen the economic collapse. Following this
introduction, a structured table of contents will guide readers through the main sections covered in
this causes of the great depression worksheet.

Stock Market Speculation and Crash

Banking System Failures

Reduction in Consumer Spending and Demand

International Trade Decline and Tariff Policies

Monetary Policy Mistakes

Structural Weaknesses in the Economy

Stock Market Speculation and Crash
The late 1920s witnessed an unprecedented boom in stock market investments, driven largely by
speculative activities. Many investors purchased stocks on margin, borrowing most of the money
needed to buy shares, which inflated stock prices beyond their actual value. This speculative bubble
was unsustainable, and when confidence faltered in October 1929, the stock market experienced a
catastrophic crash.

Speculative Buying on Margin
Buying on margin allowed investors to leverage their capital by borrowing up to 90% of the stock
price. This practice amplified gains during the market rise but significantly increased losses when
prices fell. The excessive use of margin created a fragile market structure prone to collapse.

The Stock Market Crash of 1929
The crash began on Black Thursday, October 24, 1929, and accelerated on Black Tuesday, October



29, 1929. Stock prices plummeted, wiping out millions of dollars of wealth. The crash shattered
investor confidence and triggered a chain reaction that impacted banks, businesses, and consumers
nationwide.

Banking System Failures
The banking sector was deeply affected by the stock market crash and the ensuing economic
downturn. Many banks had invested heavily in the stock market or loaned money to speculators,
which led to widespread insolvency when stock prices collapsed. Bank failures exacerbated the
economic crisis by reducing available credit and savings.

Bank Runs and Closures
As news of financial instability spread, depositors rushed to withdraw their savings, leading to bank
runs. Banks, lacking sufficient reserves, were forced to close their doors. Thousands of banks failed
during the early 1930s, causing a severe contraction in the money supply.

Impact on Credit Availability
Bank failures led to a credit crunch, where businesses and consumers found it difficult or impossible
to secure loans. This reduction in credit further stifled economic activity and deepened the
depression.

Reduction in Consumer Spending and Demand
With the loss of wealth from the stock market crash and bank failures, consumers drastically
reduced their spending. Uncertainty about the future and rising unemployment caused households
to save rather than spend, leading to a decline in demand for goods and services.

Unemployment and Wage Cuts
As businesses experienced falling sales, they cut wages and laid off workers. The rising
unemployment rate reduced disposable income, which in turn decreased consumer purchasing
power and further contracted demand.

Deflationary Pressures
The decline in demand led to deflation, where prices for goods and services fell. Deflation increased
the real burden of debt and discouraged investment, contributing to a vicious cycle of economic
decline.



International Trade Decline and Tariff Policies
The Great Depression was a global crisis, with international trade suffering as countries imposed
protective tariffs and trade barriers. These policies aimed to protect domestic industries but instead
led to retaliatory measures and a steep decline in global trade volumes.

The Smoot-Hawley Tariff Act
Enacted in 1930, the Smoot-Hawley Tariff raised U.S. import duties on thousands of goods. This
protectionist measure was intended to shield American industries but resulted in retaliatory tariffs
by other nations, reducing exports and worsening the global economic downturn.

Collapse of International Trade
Global trade plummeted by nearly two-thirds during the early 1930s. Countries dependent on
exports for economic growth suffered significantly, deepening the worldwide depression and
prolonging recovery efforts.

Monetary Policy Mistakes
The Federal Reserve's response to the economic crisis has been widely criticized for exacerbating
the Great Depression. Instead of expanding the money supply to stimulate the economy, the Fed
tightened monetary policy, which worsened deflation and restricted access to credit.

Contraction of the Money Supply
Between 1929 and 1933, the U.S. money supply contracted significantly. This contraction increased
the real value of debts and reduced spending and investment, prolonging the economic slump.

Interest Rate Policies
The Federal Reserve raised interest rates in an attempt to defend the gold standard and stabilize the
banking system. However, higher rates discouraged borrowing and investment, contributing to
economic stagnation.

Structural Weaknesses in the Economy
Several underlying structural problems made the economy vulnerable to collapse in the late 1920s.
These weaknesses included uneven wealth distribution, overproduction in agriculture and
manufacturing, and dependence on credit expansion.



Unequal Wealth Distribution
A significant concentration of wealth among the richest Americans limited the overall purchasing
power of the majority. This imbalance meant that despite production increases, many consumers
could not afford goods, creating a supply-demand mismatch.

Overproduction and Underconsumption
Technological advancements improved productivity, but wages did not keep pace, leading to
overproduction in industries such as agriculture and manufacturing. Excess supply and insufficient
demand pressured prices and profits downward.

Dependence on Credit Expansion
The economy's growth during the 1920s heavily relied on easy credit and installment buying. When
credit tightened after the crash, consumers and businesses could no longer sustain spending levels,
triggering a sharp economic contraction.

Speculative stock market practices

Bank failures and reduced credit

Decreased consumer spending and deflation

Protectionist trade policies and global trade collapse

Federal Reserve’s monetary tightening

Structural economic imbalances

Frequently Asked Questions

What were the main causes of the Great Depression?
The main causes of the Great Depression included the stock market crash of 1929, bank failures,
reduction in consumer spending, high tariffs and trade barriers, and drought conditions leading to
the Dust Bowl.

How did the stock market crash contribute to the Great
Depression?
The stock market crash of 1929 wiped out millions of dollars in wealth, leading to a loss of
confidence among investors and consumers, which caused a sharp decline in spending and



investment.

What role did bank failures play in the Great Depression?
Bank failures led to the loss of savings for many individuals and businesses, which reduced the
amount of money available for loans and investments, further deepening the economic downturn.

How did high tariffs impact the global economy during the
Great Depression?
High tariffs such as the Smoot-Hawley Tariff reduced international trade by making imported goods
more expensive, which hurt economies worldwide and worsened the global economic crisis.

Why is the Dust Bowl considered a cause of the Great
Depression?
The Dust Bowl caused severe drought and soil erosion in the American Midwest, leading to failed
crops and agricultural collapse, which worsened economic conditions for farmers and rural
communities during the Great Depression.

How did reduction in consumer spending exacerbate the Great
Depression?
As people lost jobs and savings, they cut back on spending, which led to decreased demand for
goods and services, causing businesses to reduce production and lay off more workers, creating a
downward economic spiral.

Additional Resources
1. The Great Depression: An Economic History
This book provides a comprehensive overview of the economic factors leading to the Great
Depression. It explores the stock market crash of 1929, banking failures, and the collapse of
international trade. Readers will gain insight into how these causes intertwined to spark one of the
most severe economic downturns in history.

2. Causes and Consequences of the Great Depression
This text delves into the multiple causes behind the Great Depression, including monetary policy
errors, overproduction, and income inequality. It also discusses the social and political consequences
that followed. The book is suitable for students seeking a detailed yet accessible explanation of the
period.

3. Understanding the Great Depression: Causes and Impact
Aimed at high school and college students, this book breaks down the complex causes of the Great
Depression into clear, understandable segments. It covers the stock market crash, bank failures, and
the Dust Bowl, highlighting how these factors contributed to prolonged economic hardship.

4. The Economic Collapse of the 1930s: Causes of the Great Depression



This book examines the global economic conditions that led to the Great Depression, focusing on the
United States but also considering international perspectives. It analyzes policy decisions and
market dynamics that exacerbated the crisis, helping readers understand the multifaceted nature of
the downturn.

5. From Boom to Bust: The Path to the Great Depression
Tracing the decade before the Great Depression, this book explores the economic boom of the 1920s
and the warning signs that were largely ignored. It discusses speculative investments, unequal
wealth distribution, and the fragile banking system to explain how these factors set the stage for the
crash.

6. The Great Crash 1929 by John Kenneth Galbraith
This classic work provides a narrative of the stock market crash that triggered the Great Depression.
Galbraith explains the speculative excesses and psychological factors that led to the collapse,
offering readers a vivid picture of the crisis’s immediate cause.

7. Causes of the Great Depression: A Student’s Guide
Designed specifically as an educational resource, this guide outlines the primary economic and
social causes of the Great Depression. It includes worksheets and activities to help students engage
with the material actively and understand the complexities behind the economic collapse.

8. The Dust Bowl and Economic Disaster: Environmental Causes of the Great Depression
This book focuses on the environmental factors, particularly the Dust Bowl, that worsened the
economic struggles during the Great Depression. It shows how drought and poor farming practices
contributed to agricultural collapse and rural poverty, deepening the crisis for many Americans.

9. The Great Depression and Its Causes: A Political and Economic Analysis
Offering a dual perspective, this book examines how political decisions, such as tariff policies and
the gold standard, combined with economic weaknesses to cause the Great Depression. It provides
readers with a balanced understanding of how policy and economics intersected during this critical
period.
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