
Name________________________        Date_____ 

What REALLY Caused the Depression        Period____ 

 

Today you are going to participate in activities to help you better understand causes of the Great 

Depression. First you will participate in a budget activity in which you will take one of the following roles:  

1928 and again in 1933. 

• 2 Groups will be Farmers 

• 2 Groups will be Construction Workers 

• 2 Groups will be Teachers 

• 2 Groups will be Railroad Workers 

 

 

 
TASK: Read the Directions on top of your groups, page and complete the columns on the budget 

sheet for 1928 

 



 

 

Construction Worker 
 

Construction Worker You are a construction worker in 1928 earning an annual after-tax income 

of $3,000. You have a spouse and four children. The table below shows what percent of your 

income you spent on various categories. Use the percentages indicated to determine the dollar 

amount spent on each category. Be certain that the total dollars spent equals $3,000. After you 

have completed the 1928 column, read the card your group received for 1933 and complete the 

1933 columns. 

** When you are finished working, you will select a spokesperson from your group tell you’re the 

class your worker’s income in 1928, read the worker’s budget card, and discuss the family’s 

budget changes**** 

 

 
 

After completing the 1933 columns, answer the following questions.  

1.  In general, what happened to your ability to buy goods and services in 1933 compared with 1928?  

 

 
2. Which expenditures increased as a percentage of your income and which decreased as a 

percentage of your income?  

 

 
3. Explain why you made the choices that you did about how to spend your income in 1933.  

 

 

 
4. Give specific examples of how conditions in 1933 affected your standard of living. 

  



 

Railroad Worker 

 

Railroad Worker: You are a railroad worker in 1928 earning an annual after-tax income of 

$3,600. You have a spouse and six children. The table below shows what percent of your income 

you spent on various categories. Use the percentages indicated to determine the dollar amount 

spent on each category. Be certain that the total dollars spent equals $3,600. After you have 

completed the 1928 column, read the card your group received for 1933 and complete the 1933 

columns. 

** When you are finished working, you will select a spokesperson from your group tell you’re the 

class your worker’s income in 1928, read the worker’s budget card, and discuss the family’s 

budget changes**** 

 

 

 
 

After completing the 1933 columns, answer the following questions. 

1. In general, what happened to your ability to buy goods and services in 1933 compared 

with 1928?  

 

 

2. Which expenditures increased as a percentage of your income and which decreased as a 

percentage of your income?  

 

 

3. Explain why you made the choices that you did about how to spend your income in 1933.  

 

 

4.  Give specific examples of how conditions in 1933 affected your standard of living. 

 

 



Farmer 

Farmer You are a farmer in 1928 earning an annual after-tax income of $3,200. You have a 

spouse and eight children. The table below shows what percent of your income you spent on 

various categories. Use the percentages indicated to determine the dollar amount spent on each 

category. Be certain that the total dollars spent equals $3,200. After you have completed the 

1928 column, read the card your group received for 1933 and complete the 1933 columns. 

 

** When you are finished working, you will select a spokesperson from your group tell you’re the 

class your worker’s income in 1928, read the worker’s budget card, and discuss the family’s 

budget changes**** 

 

 

 
 

After completing the 1933 columns, answer the following questions.  

1. In general, what happened to your ability to buy goods and services in 1933 compared 

with 1928? 

 

 

 

2.  Which expenditures increased as a percentage of your income and which decreased as a 

percentage of your income  

 

 

3. Explain why you made the choices that you did about how to spend your income in 1933.  

 

 

 

4. Give specific examples of how conditions in 1933 affected your standard of living. 

 

 



Teacher 

 

You are a teacher in 1928 earning an annual after-tax income of $2,300. You are not married. 

The table below shows what percent of your income you spent on various categories. Use the 

percentages indicated to determine the dollar amount spent on each category. Be certain that 

the total dollars spent equals $2,300. After you have completed the 1928 column, read the card 

your group received for 1933 and complete the 1933 columns. 

** When you are finished working, you will select a spokesperson from your group tell you’re the 

class your worker’s income in 1928, read the worker’s budget card, and discuss the family’s 

budget changes**** 

 

 
 

After completing the 1933 columns, answer the following questions.  

 

1. In general, what happened to your ability to buy goods and services in 1933 compared 

with 1928?  

 

 

2.  Which expenditures increased as a percentage of your income and which decreased as a 

percentage of your income?  

 

 

 

3.  Explain why you made the choices that you did about how to spend your income in 1933.  

 

 

4. Give specific examples of how conditions in 1933 affected your standard of living. 

 

  



 Answer Key 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

  

  



Answer Key 

 

 
  



Answer Key 
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Discussion Questions and answers for teacher 

 

Discuss the following questions.  
 

1. In 1933, when your income decreased, why did the percentage of your income spent 

on housing and perhaps other items increase? 

 (Because income decreased, even if the dollar amount spent on a category 

remained constant, the percent of income spent on that category increased.)  

 

 

 

2. Raise your hand if your group spent the same dollar amount on food in 1928 as you 

did in 1933.  

 (Answers will vary.)  

 

 

3. What tradeoffs did you make in order to feed yourself and/or your family? (What 

did you have to give up?) 

 

  (Answers will vary.) 

 

4. How would these spending decisions affect the economy?  

(Reduce overall spending on goods and services.)  

 

 

5. Although in your role, you retained your job, one in every four (or 25 percent) of 

the workforce was unemployed. What effect did this have on spending?  

(decreased spending)  

 

 

6. If you were unemployed, what choices might you have had to make? 

 (Answers will vary, but could include stopping 

house payments or selling farmland and equipment.)  

 

 

7. If you had additional family members come to live with you in 1933, what happened 

to the income per person—per capita income—for your family?  

  (It decreased.) 

 

  



 

Teacher: 

Explain that what happened to students in their groups was happening to people across the 

country during the Great Depression.  

 

1. The country experienced deflation, which is a decline in the average price level. During 

the Great Depression, the prices of goods and services decreased by nearly 30 percent.  

 

2. At first, this might seem like a good thing. But as our activity showed, with lower prices, 

businesses such as textile mills, railroads, farmers, car manufacturers and others earned 

less revenue.  

 

3. With less revenue, businesses could not afford to pay people as much and/or employ as 

many people. In the Great Depression, the economy suffered unemployment as high as 25 

percent, and wages fell.  

 

4. As prices decreased, business revenues decreased, wages decreased and unemployment 

increased. When people were earning less or were unemployed and were not earning any 

income, they bought fewer goods and services. As a result, businesses earned even less 

revenue. With wages decreasing and unemployment increasing, borrowers were not able to 

repay loans. Loan defaults and bankruptcies followed, which produced more bank failures 

and further declines in output, prices and employment 
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Review Homework/ Questions 

 

1. What are some of the theories that have been advanced over the years regarding 

the cause of the Great Depression? 

 

 

 

 

2. What were the negative impacts of the stock market crash? 

 

 

 

 

3.  What problems did the Smoot-Hawley Tariff of 1930 cause?  

 

 

 

 

4. What does being on the gold standard mean?  

 

 

 

5.  What explanation regarding the cause of the Great Depression has stood the test 

of time? 

 

 

 

 

6. What was the main reason that explains why the money stock fell during the Great 

Depression?  
 
 

1. What is a bank failure?  

 

 

2. What is a bank run?  

 

 

3. What is a bank panic?  

 

4. How did bank panics contribute to the collapse of the nation’s banking system and a 

reduction in the money stock?  



Review homework Questions Key 

1. What are some of the theories that have been advanced over the years regarding 

the cause of the Great Depression? 

 (stock market crash, protectionist trade policies, failure of capitalism, excess of the 

1920s, falling money stock) 

 

2. What were the negative impacts of the stock market crash? 

 (destroyed wealth, sparked doubts about the health of the economy) Even though the 

stock market crash had negative affects on the economy, these weren’t large enough to 

cause the Great Depression.  

 

 

3.  What problems did the Smoot-Hawley Tariff of 1930 cause?  

(increased the cost of imported goods and led to retaliation by major trading partners of 

the United States)  

Although the collapse of world trade was a significant event, protectionist policies alone 

were not enough to cause the Great Depression. 

 

 

4. What does being on the gold standard mean?  

(This means that the U.S. government would exchange dollars for gold at a fixed price.) 

Commercial banks and the Federal Reserve were required by law to hold a portion of their 

reserves as gold coin or bullion. A decrease in gold reserves would tend to contract the 

money stock. So, large withdrawals of gold (or cash) from banks could reduce bank 

reserves so much that banks were forced to reduce their outstanding loans—i.e., require 

full payment or foreclose. This would further reduce deposits and shrink the money stock 

(money supply). People in other countries who held deposits in U.S. banks, uncertain about 

the health of the U.S. economy, withdrew gold deposits. Gold withdrawals were a critical 

factor, especially starting in the fourth quarter of 1931 and continuing through the first 

quarter of 1933. This was one reason why the money stock fell.  

 

 

5.  What explanation regarding the cause of the Great Depression has stood the test 

of time? 

 (The explanation that has stood the test of time is one that focuses on the collapse of 

the U.S. banking system and the contraction of the nation’s money stock.)  

 

6. What was the main reason that explains why the money stock fell during the Great 

Depression?  

(Banking panics were the main reason why the money stock fell during the Great 

Depression.)  Banking systems rely on the confidence of depositors that they will be able 

to access their funds in the bank whenever they need them. If depositors lose 

confidence due to the failure of a large bank, people will rush to withdraw their money 

from banks to avoid losing their funds if their own bank were to fail. 

 

  



In your budget activity, people had lost their savings because banks in the community failed. 

Now, you will participate in role-playing to help you understand what bank failures and panics 

are.  

 

WHAT ARE RESERVES?  

This is a statement of deposits, loans, and reserves for 

Community Bank 

 

Banks take in deposits. Bank reserves are the amount of 

deposits not loaned out by banks. A bank’s reserves can 

be calculated by subtracting a bank’s total loans from its 

total deposits. Ex- Community Bank has $6,500 in 

reserves.  

 

The United States, along with most of rest of the world, 

has a fractional reserve banking system. This means that 

banks take in deposits and lend most of the money that 

they take in. The banks keep only a fraction of deposits 

on reserve. Ordinarily, this system works well, but it 

does depend on the willingness of people to hold bank 

deposits.  

 

People who borrow money from banks use the money to 

buy houses, cars or other items. They also use the money 

to start businesses, remodel their homes, go to college 

and so on. The money loaned out is spent almost 

immediately by borrowers to pay for purchases. •  

 

 

Because only a small fraction of the banks’ customers’ deposits are kept on reserve, not 

everyone can get all of their money out of the bank in cash on the same day. This is generally 

not considered a problem because, under normal conditions, all of the banks’ customers do not 

wish to withdraw all of their funds at the same time. 

 

Now, you will take the role of individuals living during the 1930’s. You live in a community that 

has 3 banks.  

 

 

• Bankers come forward and sit behind your sign, you will be open for 

business in one moment 

 

• Others, take action as instructed on your card 
 

 

 



 

 



 



 
 

 

  



Bank Sign 

 

1st Community 

Banker 

 

2nd Federal 

Banker 

 

3rd State Banker 
 

 

 

 

 



 

 

 

 
 

 



 

Teacher:  

Complete the transactions, then answer the following Questions to students 

 

1. How many of you made deposits in your bank account? (6)  

 

 

 

2. How many of you made loan payments to your bank? (4)  

 

 

3. How many of you were unable to make loan payments? (2)  

 

 

4. How many of you want to withdraw money from your bank? (12) 

 

 

5. Did anyone have any problems? (Yes.)  

 

 

6. Why? (We tried to withdraw our money, and the bank didn’t have our money.)  

 

 

7. With which bank did you have your account? (Second Federal Bank)  

 

 

 

8.  How did this make you feel? (angry, frustrated) 

 
 

Second Federal Bank Headline and point out that Second Federal Bank failed.  

 

This means that the bank ran out of cash and could not honor withdrawal requests.  

 

 

Ask the Second Federal banker how much money she/he had in reserve at the start of the 

activity. ($800)  

 

 

Ask the students who withdrew or wanted to withdraw money from Second Federal Bank to 

come to the front of the room and total how much money the group withdrew or wanted to 

withdraw from the bank. ($1,850)  

 

Tell students to return to their seats. 

 

 



 

Ask the students with accounts at Third State and First Community banks how they feel about 

the safety of their money in their bank accounts after reading the headline.  

 

(nervous, concerned)  

 

Ask the students what they might do. (Go to their banks and withdraw their money.) 

 

 

Explain that people were withdrawing money from their banks—more money than the banks had 

in reserves.  

Ask how many students had loans from Second Federal that they were unable to pay and how 

much they were unable to pay. (Two had loans from Second Federal—Alan Disharoon couldn’t pay 

$100, and Robert Renz couldn’t pay $150.)  

 

Ask the Second Federal banker what would have been different if these individuals had made 

their loan payments as expected.  

 

(The banker would have had some additional money coming into the bank. That money could have 

been used to satisfy customers’ demands for withdrawals.) 

 

Explain that bank failures occur when banks are unable to meet depositors’ demands for their 

money.  

 

Explain that throughout history there have been episodes in which too many people have tried 

to take their money out of their banks at the same time and, as a result, banks have failed or 

suspended operations. Regardless of whether a bank suspends operations for some time or it 

fails, customers lose confidence. 

 

Explain that when many depositors run into a bank at the same time to get their money out, it is 

called a “bank run.” This might happen if all of the customers of Third State and First 

Community went to the banks to withdraw their money. 

 

 When a bank run begins at one bank and spreads to other banks, causing people to lose 

confidence in banks, it is called a bank panic. Bank panics cause more bank failures, and the 

cycle continues. 

 

As people remove money from the banking system, the money supply (stock) shrinks. • 

1.  The shrinking money supply means that people and businesses are able to borrow less 

from banks. • People buy fewer goods and services.  

 

 

2.  Businesses sell fewer goods and services because people have less to spend. • Prices 

decline. • Business revenues decline.  

 

 



3. Businesses are able to buy fewer supplies and equipment. Businesses are unable to employ 

as many workers, they must pay workers less or a combination of both.  

 

 

4. Workers who are paid less or lose their jobs may buy fewer goods and services and may 

be unable to repay bank loans.  

 

 

5.  More banks fail; so, the economy’s supply of money and credit shrinks. This causes a 

decline in business revenues, which leads to more unemployment and/or decreases in 

wages. 

 

 

Discuss the following:  

 

 

5. What is a bank failure?  

(occurs when banks are unable to meet depositors’ demands for their money)  

 

 

6. What is a bank run? (occurs when many depositors attempt to withdraw all of their 

funds from their bank at the same time)  

 

 

 

7. What is a bank panic? (occurs when a bank run begins at one bank and spreads to other 

banks, causing people to lose confidence in banks)  

 

 

 

8. How did bank panics contribute to the collapse of the nation’s banking system and a 

reduction in the money stock?  

 

(As people withdrew their money from the banks, the amount banks had to lend—the money 

stock—decreased. Bank panics caused additional bank failures, which contributed to the panic 

and lack of confidence in the banking system. As the money stock fell, spending on goods and 

services decreased. This caused firms to cut prices and output and to lay off workers.) 

 

 

Explain that today, as the class finishes its discussion of the causes of the Great Depression, 

students can help clean up and reorganize Great Depression teaching resources. Invite a strong 

student to come to the front of the class. Ask the student to help by holding some books. 

 

 

 



 Tell the student to hold his or her arms outward with palms facing up. Instruct the student to 

hold his/her arms perfectly straight and not bend his/her arms at all. 

 (Note: As you stack books with titles from Handout 3.6 taped to spines on the student’s arms, 

he/she will eventually be unable to hold the books. His or her arms will begin to shake.  

 

 

When that happens, draw the conclusion that even though the prominent cause of the Great 

Depression was bank panics, there were many factors that contributed to the depth and length 

of the Great Depression. If you haven’t finished the discussion at that time, continue.) 

 

Place the book with the title Bank of the United States Fails on its spine on the student’s 

outstretched arms so that the spine is facing the rest of the class. Explain that this was a large 

commercial bank that failed in 1930. Because of its name, people thought it was associated with 

the government. As a result, people in the United States as well as in other countries were 

frightened by its failure, which led to bank panics. 

 

Place the book with the title Bank of the United States Fails on its spine on the student’s 

outstretched arms so that the spine is facing the rest of the class. Explain that this was a large 

commercial bank that failed in 1930. Because of its name, people thought it was associated with 

the government. As a result, people in the United States as well as in other countries were 

frightened by its failure, which led to bank panics. 

 

Therefore, large withdrawals of gold (or cash) from banks could reduce bank reserves so much 

that banks would be forced to contract their outstanding loans. This would further reduce 

deposits and shrink the money stock, contributing to any existing problems. 

 

 Place the book with the title Bank Panics and Suspensions on its spine on the student’s arms, so 

that the spine of the book is facing the rest of the class. Discuss the following points:  

1.  1. Remember that bank panics were the main reason that explained why the money stock 

fell during the Great Depression. The failure of the Bank of the United States, the 

failure of other banks and the suspension of operations by nearly 7,000 banks created 

bank panics.  

2.  Banking systems rely on the confidence of depositors that depositors will be able to 

access their funds that are in the bank whenever they need them. If depositors lose 

confidence, due to the failure of a large bank or a large commercial firm, people will rush 

to withdraw their money from banks to avoid losing their funds in case their own bank 

failed.  

3.  When depositors remove money from the system, banks may be forced to reduce their 

outstanding loans; that is, require full payment or foreclose. When this happens, the 

money stock is reduced further. 

 

 

 

 

 

 



 

Point out that the explanation for the Great Depression that has stood the test of time is 

that the U.S. banking system collapsed, and the U.S. money stock contracted as a result. 

These two events combined with other factors to create the most significant economic 

event of the 20th century 

 

 

Distribute a copy of Handout 3.7: Assessment to each student.  

 

Tell students to read the instructions. 

 Answers:  

 

3. A local economist explained that the bank was a victim of economic conditions such as falling 

prices, rising unemployment and consumer uncertainty. 

 

 

 5. Many farmers in the community were unable to repay bank loans because crop prices in 

markets all over the world set another record low.  

 

 

4. Locally, conditions in the agriculture and manufacturing sectors support these explanations.  

 

 

1. When the bank opened its doors at 10 a.m. today, an unending line of customers were waiting 

to withdraw their money.  

 

 

5. The steel plant has laid off 20 percent of its workforce in the past three months, with plans 

to cut another 20 percent by year-end.  

 

 

2. An anonymous source reported that he and others were unable to withdraw their money from 

the bank.  

 

 

5. Again today, at close, the Dow was down another 2 percent. 

 

 

The last card is missing, write a concluding statement for the broadcast 

Possible Answer: “it appears that we are for a bumpy ride in the economy, stay tuned” 

 

 

 

  



 

 


