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Abstract 

What caused the U.S. Great Depression – money contraction or credit instability or banking fragility or price 
declines or what? Of course, there was no single ‘cause’ to the depression. Human society is not a mechanism. All 
these factors were contributory factors, which in their interaction changed the economic state of the U.S. society 
from growth in the 1920s into depression of the 1930s. It was stasis changing events which altered the U.S. society – 
the 1929 stock market crash and three successive years of bank panics in 1930, 1931, 1932. Central to this stasis 
change was an unstable financial sub-system, with a ‘fragility of the banks’ and an ‘instability of credit’. This is one 
of the big questions about economic theory. How are economies inherently stable or unstable? In a cross-disciplinary 
framework, we analyze the classic U.S. example of an unstable economy -- the Great Depression. Why did the bank 
panics follow upon the financial bubble of the stock market? How did these panics set the conditions for insignificant 
economic recovery after 1933? We use a cross-disciplinary analytic framework to examine the multiple factors in 
explaining, so as not to be limited by a requirement for a ‘single explanation’.  

Keywords: Economic instability, Bank fragility, Societal dynamics 

1. Introduction 

About the Great Depression, earlier Ben Bernanke (Chair of the U.S. Federal Reserve System in 2012) commented: 
To understand the great depression is the Holy Grail of macroeconomics. Not only did the Depression give birth to 
macroeconomics as a distinct field of study, but also—to an extent that is not always fully appreciated—the 
experience of the 1930s continues to influence macroeconomists' beliefs, policy recommendations, and research 
agendas.” (Bernanke, 1995)  

The economic historians, Charles P. Kindelberger and Robert Z. Aliber, summarized some of the arguments: “The 
monetarist view of the Great Depression is set out in a monumental work by Milton Friedman and Anna Schwartz. 
(Friedman and Schwartz, 1963) They maintained that the sharp decline in economic activity in the first half of the 
1930s was the result of policy mistakes by the Federal Reserve; they focused upon the decline in the money supply 
from August 1929 to March 1933. . . . Peter Temin challenged this monetarist view from a Keynesian point of view. 
(Temin, 1976) He asked whether the decline in the money supply followed from the decline in spending or whether 
instead the decline in spending followed from the decline in money supply; he used sophisticated econometrics to 
choose between the two views. . . . Temin concluded that there is no evidence that changes in the money supply 
between the stock market crash and the British departure from the gold standard in September 1931 caused the 
depression. . . . Temin’s analysis did not provide an explanation of the depression event though it was a strong 
challenge to the monetarist view. . . . . (Yet) the debate between the monetarists and the Keynesians ignores the 
instability of credit and the fragility of the banking system and the negative impacts on production and prices when 
the credit system became paralyzed because declines in prices of many commodities and goods caused many 
borrowers to default on their loans – which explains the events in the early stages of the 1929 depression. This view 
was largely ignored except by Irvin Minsky and Henry Simons.” (Kindelberger and Aliber, 2011) 

The schools of economists divided over the explanations of the Great Depression. The ‘Monetarist School’ claimed it 
was a money-credit contraction acerbated by bad central bank policy for tight money – a process. The ‘Keynesian 
School’ claimed it was a structural change due to unemployment created by the industrial contraction caused by the 
money-credit contraction -- a structure. This division continues. A cross-disciplinary answer is that economies are 
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driven both by process and structure. (And from a cross-disciplinary perspective, one notes that the concept of 
functional-structuralism was popularized in the U.S. sociology by Talcott Parsons, who called ‘process’ as ‘function”. 
(Parsons, 1937)) 

Whenever one sees different ’schools’ within a discipline, a first instinct often is to ask: which school is right and 
which is wrong? This certainly is the claim of any school in a social science discipline. My school is right, and your 
school is wrong. But from a cross-disciplinary perspective, it is often that both schools are partly right and partly 
wrong. Each school in a discipline may have identified an important but only a partial truth: a process or a structure.  

The objective of the research is to see how the explanations about the U.S. Great Depression by the differing schools 
of economics can be seen as complementary explanations - within a cross-disciplinary meta-framework for analyzing 
the economic historians' studies about the crisis event. 

The structure of the paper follows: first to examine the issues of bank fragility at the time of the 1929 stock market 
crash, second to review the history of the market crash, third to analyze the crash-event in a societal perceptual space 
and the societal conditions at the time of the crash within a societal model, fourth to summarize societal change from 
the crash event, and fifth to examine the depression as a stasis change in the model of the U.S. society before and 
after the change-events of 1929-1930. 

2. Method 

To study the explanations of the U.S. Great Depression, we use historical economic studies of the time and apply the 
meta-framework of societal dynamics to analyze the historical events.  

2.1 Bank Fragility --Process 

Banking fragility was not caused by the depression but instead helped bring on the depression. In 2007 with access to 
new access to data archived in the Federal Reserve System, G. Richardson reviewed the early history of the 
Depression: “Illiquidity bedeviled banks throughout the depression. Heavy withdrawals played a primary or 
contributing role in nearly half of all suspensions. Asset problems also bedeviled banks throughout the Great 
Depression. Slow, doubtful, or worthless assets played a primary or contributing role in over half of all suspensions. 
The initial banking panic in the fall of 1930 – with its cluster of temporary bank suspensions, bank runs, and 
collapsing correspondent networks – appears to have been a credit crunch inspired by the collapse of financial 
conglomerates and propagated by the public’s flight from deposits to currency.” (Richardson 2007) 

The ‘slow, difficult, or worthless assets’ of the banks were margin loans made to stock brokerages, for the 
brokerages’ customers to purchase stock on margin. In 1929, as the stock prices declined, margin loans were called, 
stock brokers went bankrupt, and banks which had issued the loans then held vast amounts of stock as collateral – 
illiquidity. These illiquid (unsellable) stocks continued to decline in value as bank assets -- as the stock market 
continued to decline in 1930 and 1931 and 1932. All the wealth initially put into the stocks purchased on margin 
became illiquid assets of banks. Liquid wealth was transformed into illiquid assets -- a loss of wealth. 

As these asset-values of their stock-collateral declined, these banks had to call in other loans made to other banks and 
to other customers and businesses. This ‘chain reaction’ occurred in the collapse of correspondent (bank) networks’. 
The failed margin-loans triggered a sharp decrease of credit in the U.S. At the same time, the tight-money policy of 
the U.S. Fed in late 1928, also decreased the money supply. The economic school of ‘monetarists’ were correct in 
their explanations that contracting money and credit was the mechanism (process) which spread the stock crash into 
bank panics into industrial depression. 

2.2 Bank Fragility – Structure 

Banking ‘fragility’ arose also from banking organization financial structure. The impact of the monetarist process in 
the U.S. financial system was structurally enlarged by the organization of the financial system – to provide ‘leverage’. 
Richardson wrote: “As Temin and White maintain, a trend of consolidation in the commercial banking industry, as 
small banks in rural areas left the business, often liquidating involuntarily and after suffering large losses, existed 
prior to the depression, continued during the contraction, and intensified as the downturn deepened. As Wicker 
argues, the collapse of the Caldwell conglomerate triggered the initial banking panic in the fall of 1930. 
Correspondent networks propagated the panic during the initial weeks, when almost all of the banks which 
suspended operations were financially or geographically connected to the Caldwell conglomerate. Bank runs radiated 
outward from these focal events. Heavy withdrawals became the principal form of bank distress and forced hundreds 
of banks to suspend operations. . . . Several smaller correspondent chains, with no connection to Caldwell, imploded 
in Caldwell’s wake. The failure of the Guaranty Building and Loan Association added fuel to the fire.” (Richardson, 
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A ‘point-of-insolvency’ approached the next year. In 1932, continuing depositors’ fears about bank solvency and the 
banks actual insolvency set off another bank panic: “As Calomiris and Mason (1997) maintain, the Chicago banking 
panic of June 1932 was due to depositors’ confusion about bank asset quality. Examiners reported that for the 
preponderance of the banks which entered receivership, the primary cause of suspensions was the problem of 
doubtful and worthless assets. . . .  Declining asset values were the principal cause of bank suspensions. Most banks 
which closed their doors did so permanently. All were insolvent.” (Richardson, 2007) 

Bad banking practices had set in motion the chain, in which bank assets became illiquid and this resulted in bank 
insolvency. The bad practices were risky loans made to stock brokers who had allowed customers to purchase stock 
on margin. Margin loans by banks leveraged the investments in stocks toward a financial ‘bubble’. This is how, 
Irving Fisher described the Depression: “While any deviation from equilibrium of any economic variable 
theoretically may, and doubtless in practice does, set up some sort of oscillations, the important question is: Which of 
them have been sufficiently great disturbers to afford any substantial explanation of the great booms and depressions 
of history? I venture the opinion . . . that the big bad actors are debt disturbances and price-level disturbances. . . . 
Over-investment and over-speculation are often important; but they would have far less serious results were they not 
conducted with borrowed money. That is, over-indebtedness may lend importance to over-investment or to 
over-speculation disturbances.” (Fisher, 1933) 

‘Over-indebtedness’ was created by the loans for margin-stock-purchases, the margin purchases of the 
‘over-indebted’ stock owners. When the stock price fell, the stock owner could not hold onto the stock (without 
putting up more money responding to an increase in the ‘margin call'). They lost the stock and all the money invested 
into the purchase. Next the stock broker was ‘over-indebted’, from obtaining a loan from a bank to purchase the 
‘margined’ stock. Next the bank was ‘over-indebted’, from making a large number of margin-loans to brokers. When 
the stock market crashed in 1929, many margined-stock owners lost all the wealth they had in the market and some 
stock brokers went bankrupt. When the stock market continued to crash in 1930, the rest of the margined-stock 
owners lost their wealth, and the rest of the stock brokers went bankrupt. The margined-stock held as collateral in the 
banks’ assets triggered more bank runs and bank insolvency. In 1933, all the remaining banks in the U.S. were shut 
down, in a ‘bank holiday’ called by the new President of the United States. The infrastructure of the banking system 
of the U.S. had collapsed.  

The sequence of three panics impacted industrial production in a series of industrial declines. Yet according to 
Richardson, there was no scholarly consensus about exactly how. Richardson wrote: “Despite 70 years of analysis, 
debate persists about the answer to each inquiry. Concerning causes of the banking crises, some scholars conclude 
that banks failed because the economy contracted. Loan default rates rose. Asset values declined. Deteriorating 
fundamentals forced banks into insolvency, continuing a process of liquidation that began during the 1920s. Other 
scholars conclude that a contagion of fear, a flight to cash holdings, and withdrawals en masse drained deposits from 
banks and pushed financial markets towards collapse. Illiquidity of assets and Federal Reserve inaction exacerbated 
the credit crunch.” (Richardson, 2007) Thus some scholars argued that the banks failed because the economy 
contracted; others that depositors’ expectations turned to fear and withdrew deposits ‘en masse’. Which was it? Was 
bank failure caused by economic collapse? Or was bank failure caused by expectations collapse? What if both? 
Money-credit was the ‘process’ connecting banking runs to industrial decline; and bank margin-loans to brokers was 
the 'structure' connecting the stock market to bank fragility.  To see this connection between process and structure, 
we next look precisely at the history of the stock market crash in 1929. 

3. History -- U.S. Stock Market Crash 1929 

The economic historian, Harold Bierman Jr. summarized: "The 1929 stock market crash is conventionally said to 
have occurred on Thursday the 24th and Tuesday the 29th of October. These two dates have been dubbed "Black 
Thursday" and "Black Tuesday," respectively. On September 3, 1929, the Dow Jones Industrial Average reached a 
record high of 381. At the end of the market day on Thursday, October 24, the market was at 299, a 21% decline 
from the high. . . . By all accounts, there was a selling panic. By November 13, 1929, the market had fallen to 199 
(48% drop). By the time the crash was completed in 1932, with an unprecedentedly large economic depression, 
stocks had lost nearly 90 percent of their value." (Bierman, 2010) 

Bierman described the 'trigger': "While no consensus exists (in 2010) about its precise causes, . . . one of the primary 
causes was the attempt by important people and media to stop market speculators. A second probable cause was the 
great expansion of investment trusts, public utility holding companies, and the amount of margin buying -- all of 
which fueled the purchase of public utility stocks, and drove up their prices. Public utilities, utility holding 
companies, and investment trusts were all highly levered using large amounts of debt and preferred stock. These 
factors seem to have set the stage for the triggering event. This sector was vulnerable to the arrival of bad news 
regarding utility regulation. In October 1929, the bad news arrived and utility stocks fell dramatically. After the 
utilities decreased in price, margin buyers had to sell and there was then panic selling of all stocks." (Bierman, 2010) 

Public expectation of rising prices had driven the stock market higher and higher from 1925-1929. When it collapsed, 
the leveraging of stocks-purchased-on-margin made the prices fall steeply, destroying wealth: "Margin buying during 
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Accordingly, the paper has analyzed this key economic drama as a change in societal stasis, due to crisis events. The 
crisis events were the stock market crash and its following bank panics, all triggered by the collapse of the large and 
highly-levered U.S. financial market of the late 1920s. In this cross-disciplinary framework, the historical analysis of 
the societal dynamics of economic instability is described as stasis changes. This approach is different from a purely 
disciplinary approach to trying to find a single explanation, a cause of a major economic change. The usefulness of 
this approach is to better understand and reconcile the divergences in the economic discipline about explanations of 
the decade. The U. S. economics discipline has divided into two schools because of their different emphasis on the 
importance in an economy of process (monetarists) or of structure (Keynesians). In explaining societal dynamics, a 
cross-disciplinary approach facilitates the balancing of process and structure, both of which are important to 
understanding a societal system. 
The structure-functional approach to society was explored in the social science disciplines of sociology and 
anthropology. Talcott Parsons, who had advocated a structural-functional school in sociology, described a society as 
‘structure and function’. (Parsons, 1968) A social structure is the infrastructure in a society and function is 
what-the-infrastructure-provides. For example, an economic system in a society consists of an infrastructure in which 
economic production and trading of goods and services occur – providing an economic function for the society. Also 
at that time in anthropology, Franz Boas and Claude Levi-Strauss were two well-known advocates of a similar 
approach, but applied to non-industrial societies and therein called a ‘culture’. (Boas, 1911) (Levi-Strauss, 1955) For 
them, all human cultures had similar ‘underlying patterns of thought’ in which social interactions (structure) were 
guided by practical meanings (function), which together constituted the culture of the primitive society. 
What societal dynamics theory contributes to structural-functional thought is an analytical technique to 
systematically apply a general structural-functional analysis to any historical event. This analysis provides a strong 
argument for the social sciences to talk to each other. The long-running conflict in the economics discipline about the 
primacy of economic processes or structures is clearly resolvable -- within a balanced structural-functional 
perspective from the sociology and anthropological disciplines.  
A societal dynamics approach to understanding economic dynamics can assist in the grounding of valid economic 
theory by providing a general cross-disciplinary framework for analyzing economic histories -- in order to compare 
history to theory. Future possible research will be to apply the cross-disciplinary analysis to U.S. regulatory reform 
and compare that effectiveness to bank panics after 1930. 
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