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THE WALL ST. CRASH

2. What Caused the Wall Street Crash?
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With more shares on the market, their value falls.














( Confidence is shaken.





( Speculators panic and sell their shares at a loss, losing money.








Share prices rise.





E.g. the value of United Carbide shares almost quadrupled in the last 6 months of 1928.





Many people buy shares in the hope of making quick money. If you have confidence that a business is going to be doing well in the future, then you can buy shares in the hope of selling them later on for a profit. This is called “Speculating”.


This is what happened before 1929. There was a general “Boom” as the USA provided Europe with loans and goods for reconstruction after the Great War. 





(Everyone starts to think that shares are easy money. Ordinary people borrow money from banks to buy shares, intending to sell them in a few months for a profit. 


( As a result, $9 Billion was lent by banks to speculators in 1929 alone, and the number of people owning shares increased by 500% 1924-1929.





(Eventually shares are worthless: no-one is prepared to buy them.


(The banks tried to buy all the spare shares to restore confidence, but it didn’t work.


(Thousands of people are left bankrupt.


So banks have to close down: 


1929 – 659 Banks fail


1930 – 1352 Banks fail.





Confidence increases.





You buy shares in a business so you get a share of the profits every year (a dividend)


( If a business does well, the dividend rises, so the value of the shares rises too. 


( If the business does badly, then the dividend will be small. The value of the share then falls.





( This is very dangerous. Speculators  will sell out the moment share prices dip, because they owe the bank money and cannot risk losing.


( In Aug/September, Charles Babson predicted that despite heavy advertising, there were finally too many goods & not enough customers. Prices, profits, dividends would fall.


( On 5th September 1929, someone started selling large amounts of shares.  People started to panic.





























Discussion Points


(a) How did businesses try to keep demand high? Why did this fail?


(b) What could the government have done to prevent a crash happening?









