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The Great Depression was the worst economic downturn in the By , when the Great Depression reached its lowest
point, some 15 million Americans Bank runs swept the United States again in the spring and fall of.

The public had been burned badly in the crash, and most people did not have the resources to spend lavishly
on goods and services. Keynes' basic idea was simple: to keep people fully employed, governments have to
run deficits when the economy is slowing, as the private sector would not invest enough to keep production at
the normal level and bring the economy out of recession. Cole, Harold L. Soon, the Roosevelt government
weakened the connection with gold once again. Rather, it arose because the credit expansion created the
illusion of such an increase. In , it skyrocketed to  In , the Federal Reserve System raised its discount
rateâ€”that is, the rate it charged on loans to member banksâ€”in order to raise interest rates in the United
States, which would stem the outflow of American gold and dampen the booming stock market. In , the
economic calamity hit both continents in full force. During the war, the government subsidized wages through
cost-plus contracts. The economy was overbuilt, and new factories were not needed. The gold inflows were
partly due to devaluation of the U. Production declined sharply, as did profits and employment. Following the
end of the contraction, banks, as a precaution against bank runs, had begun to hold large excess reserves. It
depended much more on government spending for its success. In addition, the year was the peak for banking
expansion with roughly 31, banks in activity, however, with the failures at the agricultural level banks would
close between marking the largest banking system failure on record. A credit crunch lowers investment and
consumption, which results in declining aggregate demand and additionally contributes to the deflationary
spiral. Stock Market Crash of On October 24, , as nervous investors began selling overpriced shares en masse,
the stock market crash that some had feared happened at last. The military's own training programs
concentrated on teaching technical skills involving machinery, engines, electronics and radio, preparing
soldiers and sailors for the post-war economy. Unable to sustain these artificial levels, and with global trade
effectively cut off, the U. Federal taxes tripled between and to pay for these initiatives as well as new
programs such as Social Security. In a somewhat critical atmosphere, at the Congress meeting in , Hoover
prepared to take more vigorous measures in the government work report which he submitted to the Congress.
Eggertsson and Christina Romer , the key to recovery and to ending the Great Depression was brought about
by a successful management of public expectations. Hoover's desire to maintain jobs and individual and
corporate income levels was understandable.


