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The Great Depression was a major economic disaster in the late 1920s and 1930s, and it's an important part
of world economic history. It shows how vital good monetary policy is. The story of this event is deeply
linked to the actions and role of America's central bank, the Federal Reserve. To understand the Great
Depression, we need to closely examine the Federal Reserve's monetary policies from that time and their
effects. Since it was founded in 1913, the Federal Reserve, or the "Fed," has been responsible for shaping the
country's monetary policy. Thisinvolves controlling the money supply and interest rates to promote
economic growth, low unemployment, and low inflation.

The Genesis of the Great Depression

The Great Depression, the worst economic downturn in the history of the industrialized world, started in the
United States after the stock market crash on October 29, 1929, also known as Black Tuesday. Before this,
throughout the 1920s, the U.S. stock market underwent rapid expansion, and everyone from millionaires to
janitors was investing heavily. Prices kept rising, but the warning signs were ignored. Suddenly, on October
24, 1929, share prices on the New Y ork Stock Exchange collapsed. Billions of dollars were lost in a matter of
hours, wiping out thousands of investors. The impact was global and led to the Great Depression that |asted
until the late 1930s. This era changed the world socially and politicaly, leading to World War I1.

Unraveling the Causes Behind the Great Depression

They kept the money supply too tight, causing deflation and worsening the economic crash. In 1928, they
opted to raise interest rates to limit stock market speculation. This made borrowing money more expensive,
slowing investment and |eading to money scarcity. The damage to businesses and the economy worsened.
Once the stock market crashed in 1929, many banksfailed. The Federal Reserve had to provide more money
to the banking system, but it was not enough and came too late. The delay in action led to prolonged
economic slowdown, less spending, and a severe recession. the Federal Reserve's monetary decisions
significantly caused and deepened the Great Depression.

The Initial Impact and Global Spread of the Great Depression

The Federal Reserve played a big part in this event. Stop over-speculating in the stock market; the Federa
Reserve increased the interest rates, which shrank the money supply. But instead of helping, this action made
everything worse. There was a big rush to withdraw money from banks, which created serious cash shortages
for banks, and many of them failed because of this. This triggered a chain reaction that impacted the global
economy. Banks collapsed worldwide, unemployment surged, and international trade fell by over half.

Monetary Policies | mplemented by the Federal Reserve during the
Great Depression

The Federal Reserve, America's central bank, had an important job during this tough time. The bank's
decisions about interest rates and money supply greatly affected how the Great Depression played out. At the
start of the Great Depression, the Federal Reserve used a strict monetary policy, thinking that keeping the
gold standard was key to a stable economy. They even raised interest rates in 1929 to protect U.S. gold
resources. This move unintentionally made it hard to get money, credit, and cash flow in markets, making the
economic fall even worse.


https://www.federalreservehistory.org/essays/stock-market-crash-of-1929

When the depression worsened after bad banking crises in 1931, the Federal Reserve started to loosen its
monetary policy. In 1932, the bank began to buy U.S. government bonds, a process often called ‘'open market
operations.' This effectively raised the money supply and reduced interest rates, trying to encourage
borrowing and spending to strengthen the economy. Please ensure consistency and certainty in your policies.
The Federal Reserve's failure to do so had a harmful effect.

Assessment of the Impact of the Federal Reserve's Policieson the
Course of the Great Depression

The main job of the Federal Reserve, which was created in 1913, isto adjust the amount of money in the
economy. They can do this using several methods, like open market operations, reserve requirements, and the
discount rate. Many economists and historians believe that what the Federal Reserve did during the Great
Depression made it worse and longer.

At the start of the Great Depression in 1929, the Federal Reserve chose a policy that reduced the amount of
money in the economy. To try and control risksin stock markets, they increased interest rates and made
borrowing and spending less attractive. When the stock market crashed, the Federal Reserve did not provide
the needed loans to struggling banks, leading to many banks failing and even less money in the economy.

Recall the 1930s, when the Federal Reserve continued to reduce the money supply by making it harder for
banks to keep reserves. This again led to less money in the economy and worsened the economic situation.
Milton Friedman, a successful economist, called thisthe "Great Contraction." He asserted that the Federal
Reserve could have prevented the banking system from collapsing by offering more liquidity to the banks.
Nevertheless, starting in 1933, under President Roosevelt, the Federal Reserve changed its approach and
started using policies that would increase the amount of money in the economy and fight the depression.

Comparison with Modern Monetary Policy and L essons L ear ned

They made big mistakes back then, such as tightening up the money supply rather than increasing it. They
responded to 1930s bank failures by defending the gold standard. This meant they raised interest rates, which
unexpectedly shrank the money supply and made the economic crisis worse.

In contrast, the recent approach, like during the 2008 crisis and COV1D-19 pandemic, has been to increase
the money supply to stimulate the economy. The Fed has effectively done this by reducing the federal funds
rate and taking part in quantitative easing, which means buying loads of government bonds and other
financial assets to grow the money supply and encourage loans and investments.

The mistakes from the Great Depression era serve as great lessons. They show how the Federal Reserve's
lack of aprompt response was amajor failure. The modern Fed does its best to avoid this and now swiftly
and aggressively responds to signals of economic distress. Today, the Fed's priority is stability and growth
over defending the value of the currency. Take note of these historical lessons. They give us aclear picture of
how the money supply can dramatically impact an economy.

My Concluding Remarks

Its handling of money supply and credit to banks made the crisis worse and last longer. its actions to increase
the money supply after 1933 helped the economy recover. That's why it's important to have the right balance
in policy decisions to handle economic cycles. Learn from what the Federal Reserve did during the Great
Depression—it gives us important lessons to avoid economic mishaps later on.
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