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The onset of the Great Depression marked one of the most severe economic downturns in modern

history, profoundly affecting millions of lives globally. While the depression officially began with the

stock market crash of October 1929, the economic conditions and government responses leading up to

and immediately following this pivotal event are crucial for understanding how governments tried to

navigate the crisis. In particular, examining the policies enacted by governments during 1928 and 1929

offers insight into the initial stages of economic intervention and the shifts that would eventually lead to

more comprehensive recovery measures.

Contextual Background: The World in 1928 and 1929

Before delving into government policy responses, it is essential to understand the economic climate of

the late 1920s. The period was characterized by rapid economic growth and technological innovation,

often referred to as the "Roaring Twenties." However, beneath this veneer of prosperity, underlying

weaknesses existed, including uneven wealth distribution, over-speculation in the stock market, and

fragile banking systems.

By 1928 and 1929, signs of economic imbalance had begun to surface:

- Stock Market Speculation: Excessive speculation and margin trading inflated stock prices beyond

their intrinsic values.



- Agricultural and Industrial Decline: Sectors like agriculture and manufacturing faced declining prices

and overproduction issues.

- Banking Instability: Many banks were undercapitalized, and there was a lack of adequate regulation.

- International Economic Conditions: Europe was recovering from World War I, but economic instability

persisted, affecting global trade.

Despite these warning signs, many governments initially adopted policies aimed at maintaining the

status quo, believing that the economy would self-correct. It was only after the market crash that more

interventionist policies gained prominence.

Government Policy Responses in 1928 and 1929

During 1928 and 1929, government responses to the approaching economic downturn were largely

characterized by a laissez-faire approach, with limited intervention and a focus on maintaining

monetary stability. However, some early actions laid the groundwork for later, more aggressive

policies.

United States: The Federal Reserve and Economic Policy

In the United States, the Federal Reserve (the Fed) played a central role in the policy landscape.

During 1928 and 1929, the Fed's policies reflected a focus on maintaining the gold standard and

monetary stability, but these policies inadvertently contributed to the economic downturn.

Key policies and actions included:

- Maintaining the Gold Standard: The Fed was committed to supporting the gold standard, which

limited its ability to expand the money supply during times of economic stress.

- Interest Rate Policies: The Federal Reserve kept interest rates relatively low initially but increased

them in 1928 and 1929 to curb stock market speculation.



- Limited Intervention in the Stock Market: The Fed did not intervene directly in the stock market,

allowing speculation to flourish.

- Reserve Requirements: Some increases in reserve requirements were implemented to control credit

expansion, but these measures were minimal.

Implications:

- The restrictive monetary policy contributed to a contraction in credit, which in turn decreased

investment and consumer spending.

- The Fed’s reluctance to support the stock market or intervene more aggressively is seen as a factor

that allowed the bubble to grow before bursting.

United Kingdom: Gold Standard and Fiscal Policy

The UK adhered to the gold standard until 1931, which influenced its policy responses during 1928

and 1929.

Policy actions included:

- Maintaining the Gold Standard: The UK maintained the gold standard, limiting the Bank of England’s

ability to expand the money supply.

- Deflationary Policies: The government and Bank of England implemented policies aimed at deflation

to maintain currency stability, including raising interest rates.

- Limited Fiscal Intervention: There was minimal use of government spending or fiscal policy to

stimulate the economy.

Effects:

- The gold standard’s rigidity hampered the UK’s ability to respond to the economic downturn

effectively.



- The result was a contraction in economic activity, rising unemployment, and declining exports.

Germany: Economic Challenges and Limited Responses

Post-World War I Germany was already experiencing economic instability due to reparations, inflation,

and political upheaval.

Policy responses in 1928-1929 included:

- Limited Government Intervention: The Weimar Republic’s policies focused on maintaining currency

stability amid hyperinflation recovery.

- Austerity Measures: Some austerity measures were in place, limiting government spending.

- International Assistance: Efforts were made to stabilize the economy through international loans and

agreements, such as the Young Plan.

Impact:

- Germany’s economy was fragile, and the lack of significant intervention meant the recession

worsened after the stock market crash.

Early Warning Signs and the Shift Toward Intervention

Although the immediate policy responses in 1928 and 1929 were largely conservative and aimed at

maintaining currency stability, some early signs of economic distress prompted debates about

intervention.

Early measures included:

- Stock Market Regulation: Limited attempts to curb speculative practices.



- Interest Rate Adjustments: The Federal Reserve raised interest rates to curb speculation, which

contributed to liquidity shortages.

- International Cooperation: Discussions among major economies about gold standard policies and

currency stabilization.

However, these measures often exacerbated the downturn rather than alleviating it, as they

constrained liquidity and consumer spending.

Conclusion: The Precursor to More Active Policies

The policy responses during 1928 and 1929 reflect a period of cautious, often conservative economic

management. Governments and central banks prioritized currency stability and avoided aggressive

fiscal or monetary expansion, believing that market forces would restore equilibrium. Unfortunately,

these policies contributed to the deepening of the Great Depression by limiting the capacity for

economic recovery in its early stages.

It was only after the stock market crash and the ensuing economic collapse that governments around

the world began adopting more interventionist policies, such as increased public spending, monetary

easing, and reforms to regulate financial markets. The lessons learned from these initial responses in

1928 and 1929 significantly influenced the development of macroeconomic policy and the

understanding of the importance of government intervention in times of economic crisis.

In summary:

- Governments initially maintained the gold standard and pursued deflationary policies.

- Central banks increased interest rates and restricted liquidity.

- Limited fiscal measures were employed to stimulate the economy.

- These early responses inadvertently deepened the recession, leading to a shift toward more active

intervention in subsequent years.



Understanding the policy responses during these critical years provides valuable insights into the

complexities of managing economic crises and highlights the importance of timely and effective

government action—a lesson that remains relevant for policymakers today.

Frequently Asked Questions

What was the initial government response to the Great Depression in

1928 and 1929?

Initially, the government largely maintained a hands-off approach, believing that the economy would

self-correct without intervention, which led to limited immediate action during the early years of the

Great Depression.

Did the government implement any policies in 1928 and 1929 to

address the economic downturn?

In 1928 and 1929, there were minimal policy measures; most efforts to combat the depression came

later, as the severity of the economic decline became apparent.

How did the government’s policies in 1928-1929 influence the

economy during the Great Depression?

The lack of proactive intervention during these years allowed the economic downturn to deepen,

leading to widespread unemployment and financial instability.

Were there any significant legislative actions taken by the government

before the Great Depression worsened?

Before the full impact of the depression was felt, legislative actions were limited, with some policies

favoring laissez-faire economics, which did not help mitigate the crisis.



What role did the Federal Reserve play in the government’s response

during 1928 and 1929?

The Federal Reserve kept interest rates relatively low initially but failed to take aggressive measures to

prevent the banking collapses and credit crunch that worsened the depression.

Did the government’s policies in 1928-1929 differ from later

responses during the Great Depression?

Yes, early policies were characterized by limited intervention, whereas later responses involved more

active measures like public works programs and financial reforms.

How did public perception of government response in 1928-1929

impact subsequent policy decisions?

Public frustration grew due to the lack of effective early intervention, which pressured policymakers to

adopt more aggressive and interventionist policies later in the depression.

What lessons were learned from the government’s response in 1928

and 1929 that shaped future economic policy?

The experience highlighted the dangers of minimal intervention during economic crises, leading to the

adoption of more proactive fiscal and monetary policies in subsequent years.

Additional Resources

During The Great Depression, What Was The Government’s Policy Response? In 1928 And 1929, The

Government faced unprecedented economic turmoil that would reshape their approach to economic

management and social welfare. The onset of the Great Depression marked a pivotal moment in

history, prompting governments around the world to reconsider their policies, interventions, and the



very role they played in stabilizing economies and supporting their citizens. This article provides a

comprehensive analysis of the policy responses during the crucial early years of 1928 and 1929,

setting the stage for the drastic measures that would follow in the subsequent years.

---

Introduction: The Context of 1928 and 1929

Before delving into government policies, it’s essential to understand the economic landscape of 1928

and 1929. The late 1920s, often called the "Roaring Twenties," was a period characterized by rapid

economic growth, stock market exuberance, and widespread optimism. However, beneath this façade,

vulnerabilities were beginning to surface—over-speculation, uneven wealth distribution, and fragile

banking systems.

In 1928 and 1929, the global economy was still relatively buoyant, but warning signs of instability were

evident. The stock market crash of October 1929, often cited as the beginning of the Great

Depression, was preceded by a series of economic disturbances, including declining industrial output,

rising unemployment, and banking troubles. These years marked the transition from a period of

economic euphoria to one of severe depression, prompting governments to respond accordingly.

---

The Initial Government Policy Response in 1928 and 1929

1. Limited Intervention and a Belief in Self-Regulation

During these years, many governments adhered to the prevailing economic doctrine of laissez-

faire—believing that markets are self-correcting and that minimal intervention was necessary or even

beneficial. This approach was rooted in classical economic theories that emphasized free markets and

limited government interference.



- Key features of this approach included:

- Reduced regulation of banking and financial markets.

- Limited or no direct intervention in declining industries.

- Reliance on market forces to rebalance supply and demand.

Implication: Governments were largely passive, allowing economic downturns to unfold without

proactive measures.

2. Monetary Policy Stances

Central banks, notably the Federal Reserve in the United States, initially maintained an easy monetary

policy, but as signs of stress emerged, some began to tighten credit.

- In 1928–1929, key actions included:

- Raising interest rates to curb stock market speculation.

- Attempting to control inflationary pressures from rapid economic growth.

- Failing to adequately address the tightening of credit that contributed to the stock market crash.

Outcome: The Fed’s actions were criticized for contributing to the downturn by restricting liquidity at a

critical time.

---

Specific Policy Responses by Countries

United States

In 1928 and 1929, the U.S. government’s policies were characterized by a belief in laissez-faire

principles and limited direct intervention.

- The Federal Reserve’s Role:



- Maintained relatively loose monetary policy in early 1928, but became more restrictive as the stock

market surged.

- Once the crash occurred in October 1929, the Fed raised interest rates, which further contracted

credit and deepened the economic downturn.

- Fiscal Policy:

- The U.S. government under President Herbert Hoover initially adopted a cautious approach,

emphasizing voluntary cooperation and business-led recovery.

- Hoover’s policies included:

- Encouraging industrial self-regulation.

- Promoting public works projects, but these came later and were modest initially.

- Maintaining balanced budgets and limited government spending.

Key Point: The early response was largely reactive and limited, aiming to stabilize the financial sector

rather than directly stimulate economic activity.

United Kingdom

The UK’s policy response was similar—adhering to classical economic principles.

- Gold Standard Adherence:

- The UK remained committed to the gold standard in 1928 and 1929, which constrained its monetary

policy flexibility.

- The Bank of England aimed to defend the gold reserve, often tightening monetary policy to preserve

currency stability.

- Government Measures:

- Limited intervention in the economy.

- Focused on maintaining the currency and fiscal discipline.

Impact: The adherence to the gold standard and limited policy flexibility contributed to the severity of



the downturn.

Other Countries

- Many nations followed similar conservative policies, emphasizing currency stability and balanced

budgets.

- Countries with less robust financial systems faced more severe economic consequences due to

minimal government intervention.

---

The Limitations of the Early Response

The government policies during 1928 and 1929 reflected a widespread belief that markets could self-

correct. However, this approach had several critical shortcomings:

- Failure to prevent the stock market crash and subsequent banking crises.

- Lack of fiscal stimulus to support declining industries and employment.

- Inadequate monetary easing once the downturn became evident.

- Over-reliance on voluntary cooperation rather than mandatory intervention.

These limitations meant that the initial response was insufficient to contain the economic downturn,

leading to a deepening of the depression in the following years.

---

The Turning Point: Recognizing the Need for Policy Shift

By late 1929 and into 1930, the economic reality had shifted dramatically. Unemployment soared,

banks failed, and international trade contracted sharply. Governments began to recognize that their

previous policies were inadequate, prompting a significant shift toward more active intervention.



- In the U.S., the Federal Reserve eventually lowered interest rates and supported banking systems.

- In the UK, efforts were made to abandon the gold standard, allowing for more flexible monetary

policy.

- Globally, countries began exploring fiscal stimulus measures and social welfare policies.

---

Summary: The Policy Response in 1928 and 1929

| Aspect | Approach | Key Features | Outcomes |

|---------|--------------|--------------|----------|

| Market Intervention | Minimal | Laissez-faire, self-regulation | Allowed instability to build up |

| Monetary Policy | Mixed | Initially loose, then restrictive | Contributed to credit crunch |

| Fiscal Policy | Conservative | Balanced budgets, limited spending | Failed to stimulate recovery |

| International Coordination | Limited | Gold standard adherence | Restricted policy flexibility |

---

Conclusion: Lessons from 1928 and 1929

The government responses during 1928 and 1929 exemplify the pitfalls of over-relying on market self-

regulation and limited intervention during economic crises. The initial policies, rooted in classical

economics, failed to address the severity of the downturn, leading to a decade of hardship. It was only

through subsequent policy shifts—such as abandoning the gold standard, increasing government

spending, and adopting more active monetary policies—that recovery efforts gained momentum.

The experience of these years remains a vital lesson for modern policymakers: proactive, flexible, and

targeted intervention is often necessary to mitigate the worst impacts of economic downturns. The

policies adopted during 1928 and 1929 serve as a reminder of the importance of timely action,

especially when markets show signs of systemic instability.



---

In Summary:

During the critical years of 1928 and 1929, the governments largely adhered to conservative principles,

emphasizing market self-regulation and limited intervention. These policies, while aligned with

prevailing economic thought at the time, proved inadequate in preventing the deepening of the Great

Depression. It was only in the subsequent years that governments realized the necessity of more

interventionist measures to stabilize economies and restore confidence.
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