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What contributed to the boom 
and bust in America?

First World War  
 During the war, countries borrowed goods and now 
they had to pay back. The war also prompted new 
technology.

Confidence 
 Because people felt confident, they bought more 
consumer goods and were ready to invest money. 

Core goods 
America did not need to import goods from abroad 
as the country had plenty of ready supplies. The car 
industry depended on iron and oil especially.

Laissez-faire policies of the presidents  
The meaning of ‘laissez-faire’ was freedom for the 
economy. Coolidge, Harding and Hoover (Republican 
presidents) believed government should not interfere in 
the economy, but give people the freedom to succeed.

Hire purchase/credit 
Money was offered to invest in the stock market and 
to buy consumer goods. Ordinary people could afford 
goods such as vacuum cleaners and cars – but most of  
it was bought using credit.

Mass production 
 Henry Ford used this technique, namely producing the 
same goods on a large scale, so that the price reduced. 
Other industries followed this idea.

New technology 
 Technological developments 
took place which led to 
the creation of plastic and 
glass materials. The main 
technological development 
was electricity.

Advertising 
 Companies spent huge sums 
advertising the new goods. 
This led to industries selling 
through catalogues.

BOOM BUST
Too much credit  
So much of the economy was dependent on credit that 
when it dried up and people started calling in their 
loans, lots of people suffered as they struggled to make 
repayments. 

Loss of confidence  
The loss of confidence at the start of the crash had a 
dramatic effect on the stock market and the economy  
as a whole.

Speculation  
Credit was easy to get, so people bought shares ‘on the 
margin’ – borrowing money to buy shares and holding on 
until they were worth more than the debt. They sold the 
shares, paid off the debt and made a profit. 

Overproduction  
Hugely efficient manufacturing processes meant that 
when sales dried up in the wake of the crash, industry was 
producing too many goods.

Inequality 
Wealth wasn’t equally distributed through the economy. 
There was ‘poverty amongst the plenty’ even during the 
boom, meaning that consumption couldn’t match the new 
and efficient production processes.

Tolls on imports  
America tried to sell surplus goods to Europe. But, in 
response to the Fordney-McCumber Tariff Act, European 
countries imposed a tax on American goods, which 
reduced the amount of commerce. 

Less food being sold  
European countries were growing their own crops and 
demand fell. Overproduction meant lower prices and the 
farmers had to borrow money. When they couldn’t repay 
the debt they had to sell their farms and leave. 

Lots of small banks  
There were too many small banks without the financial 
resources to cope with the rush for money when the 
Wall Street Crash hit. Some banks had to close leaving 
thousands of customers without any money at all.
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