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The Forgotten Depression of 1920: A Deep Dive into America's Overlooked Economic Crisis

the forgotten depression of 1920 is a phrase that rarely comes up when discussing the major

economic downturns in American history. Most people immediately think of the Great Depression of

the 1930s, but few realize that the United States experienced a sharp and severe economic

contraction just a decade earlier. This lesser-known downturn, often overshadowed by the roaring

prosperity of the 1920s and the subsequent crash in 1929, had profound effects on the economy,

society, and policies of the time. Let’s explore what caused this overlooked crisis, its impacts, and why

it remains a vital chapter in understanding America’s economic past.

Understanding the Forgotten Depression of 1920

The economic slump during 1920-1921 was a significant deflationary recession that struck the U.S.

economy following the end of World War I. Unlike the Great Depression, which is remembered for its

decade-long hardship, this earlier depression was relatively short-lived but intensely painful. At its

peak, unemployment soared, industrial production plummeted, and deflation gripped the economy,

causing widespread financial distress.

Post-War Economic Transition

One of the primary drivers behind the forgotten depression of 1920 was the abrupt shift from a wartime

economy to a peacetime economy. During World War I, the United States ramped up production of

goods, machinery, and military supplies. Factories and farms were operating at full throttle to meet the

demands of the war effort. However, once the war ended in 1918, government contracts dried up, and

the economy faced the daunting task of adjusting to peacetime conditions.



This transition wasn’t smooth. The sudden drop in demand led to falling prices, layoffs, and reduced

wages. Many industries, especially agriculture and manufacturing, suffered significant setbacks.

Farmers, in particular, were hit hard because the high prices they enjoyed during the war collapsed,

leaving them with surplus crops and debt burdens.

Deflation and Monetary Policy

Deflation played a critical role in deepening the depression. Prices for goods and services fell sharply,

which might sound good for consumers, but in reality, it discouraged spending and investment. When

prices decline, consumers and businesses often delay purchases, hoping for even lower prices in the

future, which further slows economic activity.

Adding to the complexity was the monetary policy of the Federal Reserve. In an effort to curb post-war

inflation and stabilize the currency, the Fed raised interest rates significantly between 1919 and 1920.

While this move helped control price increases, it also restricted credit availability, making it harder for

businesses and individuals to borrow money. The tightening of credit contributed to the economic

contraction, causing bankruptcies and unemployment to rise.

The Impact on American Society and Economy

Though brief, the depression of 1920 brought about severe economic hardship for millions of

Americans. The unemployment rate reportedly reached as high as 11.7%, a startling figure for a

recession of such short duration. This spike in joblessness led to increased poverty and social unrest

in certain regions.

Industries Most Affected



Several key sectors felt the brunt of the downturn:

Agriculture: Farm prices dropped dramatically after the war, and many farmers found themselves

unable to pay off wartime debts. The agricultural depression would linger well beyond the early

1920s.

Manufacturing: Factories that had expanded to meet wartime needs faced reduced demand and

had to cut back production, leading to layoffs.

Construction: Building slowed as financing became tight and demand dropped, affecting laborers

and suppliers.

Additionally, small businesses and banks suffered as consumer confidence waned and defaults

increased. The ripple effects of the downturn were felt across communities, particularly in rural areas

and industrial towns.

Government Response and Policy Lessons

Compared to the Great Depression, the government’s response to the 1920 depression was relatively

hands-off. The prevailing economic ideology favored limited intervention, and the Federal Reserve’s

tight monetary policy was not reversed until signs of recovery appeared.

However, this period taught valuable lessons about monetary policy and economic cycles. It

highlighted the dangers of abrupt shifts in interest rates during fragile recoveries and underscored the

need for balanced fiscal and monetary strategies.

Economists and policymakers today often look back at the forgotten depression of 1920 as an early

example of how rapidly economies can pivot from boom to bust, especially when external shocks like



war end abruptly.

Why Has the Forgotten Depression of 1920 Been Overlooked?

Despite its severity, this economic crisis remains largely absent from popular historical narratives.

Several factors contribute to this obscurity:

The Roaring Twenties Overshadow

The 1920s are typically remembered as a decade of prosperity, jazz, cultural change, and

technological innovation. The economic boom that followed quickly erased memories of the brief

depression. People’s focus shifted to the optimism of the era, making the earlier downturn seem like a

minor bump in the road.

Short Duration and Quick Recovery

The recession lasted about 18 months, and by the mid-1920s, the economy was growing rapidly. This

swift rebound contrasts sharply with the protracted hardship of the Great Depression, which lasted

nearly a decade and left deep scars.

Lack of Documentation and Public Awareness

Historical research and education have tended to emphasize the Great Depression due to its

magnitude and transformative effects on American society. As a result, the 1920 downturn has not

been as thoroughly studied or integrated into economic history curricula, further contributing to its

status as the forgotten depression.



Modern Insights from the Forgotten Depression of 1920

Studying this overlooked economic downturn offers valuable insights for understanding business

cycles, monetary policy, and economic resilience. Here are some takeaways:

Importance of Balanced Monetary Policy: The Federal Reserve’s aggressive interest rate hikes

exacerbated the downturn, illustrating the risks of tightening credit too quickly.

Economic Adjustments Post-Crisis: Transitioning from wartime to peacetime economies requires

careful management to avoid shocks and imbalances.

Deflation Risks: Falling prices can be as damaging as inflation, leading to reduced spending and

investment.

Short but Severe Recessions Matter: Even brief economic contractions can have profound social

and financial consequences.

For economists, historians, and policymakers, the forgotten depression of 1920 is a reminder that

economic crises come in many forms and that understanding past downturns can inform better

responses in the future.

Exploring this chapter of history enriches our perspective on how economies evolve and recover,

emphasizing the cyclical nature of growth and recession. While it may be forgotten by many, the

lessons from 1920 remain relevant in today’s complex economic landscape.



Frequently Asked Questions

What was the Forgotten Depression of 1920?

The Forgotten Depression of 1920, also known as the Depression of 1920-1921, was a severe but

brief economic downturn in the United States following World War I, characterized by deflation, high

unemployment, and a sharp decline in industrial production.

Why is the 1920 depression called the 'Forgotten Depression'?

It is called the 'Forgotten Depression' because it was relatively short-lived and occurred between the

more widely known economic crises of World War I and the Great Depression, leading to less

historical attention and public awareness.

What caused the economic downturn during the Forgotten Depression

of 1920?

The downturn was caused by a combination of factors including post-war demobilization, a rapid shift

from wartime to peacetime economy, deflationary monetary policies, and a decrease in demand which

led to falling prices and business failures.

How long did the Forgotten Depression of 1920 last?

The depression lasted approximately from January 1920 to July 1921, roughly 18 months, making it

much shorter than the Great Depression of the 1930s.

What were the effects of the Forgotten Depression on employment and

industry?

During the depression, unemployment rates rose sharply, reaching around 11.7%, and industrial

production dropped significantly as businesses closed or scaled back operations due to reduced

consumer demand and falling prices.



How was the Forgotten Depression of 1920 resolved?

The depression ended due to a combination of monetary policy adjustments by the Federal Reserve,

including lowering interest rates, and a natural economic recovery as industries adapted to peacetime

production and consumer demand rebounded.

Additional Resources

The Forgotten Depression of 1920: An Overlooked Economic Downturn

the forgotten depression of 1920 stands as a significant yet largely overlooked event in American and

global economic history. Preceding the more infamous Great Depression of 1929, this early 20th-

century economic slump presents a fascinating case study of post-war economic adjustment, monetary

policy, and market dynamics. Despite its brevity, the depression of 1920-1921 produced substantial

economic hardship, marked shifts in policy, and important lessons that continue to resonate with

economists and historians today.

Understanding the Forgotten Depression of 1920

The depression of 1920 arose in the aftermath of World War I, a period characterized by rapid

economic transition. As warring nations demobilized and industries shifted from wartime production to

peacetime needs, the United States and many other countries experienced sharp economic

contractions. Unlike the prolonged Great Depression that followed a decade later, the 1920 downturn

was relatively short but intensely severe.

Background and Economic Context

The end of World War I in 1918 brought a sudden cessation of government war contracts and a



reintegration of millions of soldiers into civilian life. The wartime inflation that had ballooned prices

during the 1910s needed to be corrected, leading to deflationary pressures. Industrial production

plummeted as the demand for military goods evaporated, and agricultural markets collapsed due to

overproduction and falling prices.

Monetary policy played a pivotal role during this period. The Federal Reserve, newly established in

1913, adopted contractionary policies to curb post-war inflation. Interest rates were hiked substantially,

which, while successful in controlling inflation, also tightened credit conditions and exacerbated the

economic downturn.

Severity and Impact

Between 1920 and 1921, the U.S. economy contracted by nearly 10%, with industrial production falling

by roughly 30%. Unemployment rates soared, with estimates ranging from 11% to as high as 18% in

some sectors. Agricultural prices fell precipitously, devastating rural communities and farmers who had

expanded production during the war years. Deflation during this period reached about 10%, causing

real debt burdens to increase dramatically.

Despite these challenges, the depression was remarkably brief. By late 1921 and early 1922, the

economy began to recover, entering a period of robust growth that would define the prosperous

“Roaring Twenties.”

Key Features and Causes of the 1920 Depression

Post-War Economic Adjustment

One of the primary drivers behind the forgotten depression of 1920 was the abrupt economic shift from



a wartime to a peacetime economy. During World War I, governments heavily regulated industries and

mobilized resources at unprecedented scales. Once the war ended, these controls were lifted, causing

significant market dislocations.

Factories that had produced munitions and military vehicles suddenly faced plummeting demand. At

the same time, returning soldiers re-entered the labor force, increasing competition for jobs and driving

unemployment upward. Agricultural producers faced the collapse of export markets and high supply

levels, which pushed prices down sharply.

Monetary Policy and Inflation Control

The Federal Reserve's response to post-war inflation was aggressive. Between 1919 and 1920, the

Fed steadily raised the discount rate from 4% to 7%, aiming to cool off the overheated economy. This

monetary tightening contributed to a credit crunch, shrinking the money supply and making it harder for

businesses and consumers to borrow.

This policy stance contrasts sharply with the Federal Reserve's response during the Great Depression,

when it initially failed to provide adequate liquidity. The 1920 experience highlights the delicate balance

policymakers must strike between controlling inflation and supporting economic growth.

Deflation and Debt Burden

As prices fell during the depression, the real value of debt increased substantially, creating a heavy

burden for farmers, businesses, and consumers alike. Deflationary spirals can be particularly damaging

because they discourage spending and investment, as individuals and firms anticipate lower prices in

the future.

The deflation of the early 1920s deepened the recession by reducing income and profits, leading to

bankruptcies and financial distress, especially in sectors like agriculture and manufacturing.



The Forgotten Depression in a Historical Context

Comparisons with the Great Depression

Though the forgotten depression of 1920 shares some similarities with the Great Depression of 1929,

including high unemployment and economic contraction, the two events differ in duration, depth, and

policy responses.

Duration: The 1920 depression lasted approximately 18 months, whereas the Great Depression

stretched across a decade.

Severity: The Great Depression saw a more profound and sustained collapse in GDP and

employment.

Policy Response: The Federal Reserve’s aggressive tightening in 1920 contrasts with its initial

inaction during the Great Depression.

These differences help explain why the depression of 1920 faded into historical obscurity,

overshadowed by the catastrophic economic and social impacts of the 1930s crisis.

Global Implications

While the United States was the epicenter of the 1920 downturn, other countries also experienced

similar recessions as they adjusted after World War I. Europe, grappling with war damages,

reparations, and political upheavals, faced economic instability that compounded the global challenges.



The depression underscored the interconnectedness of global markets and the vulnerabilities of

economies reliant on wartime production and exports. It also highlighted the need for coordinated

monetary and fiscal policies in a rapidly globalizing world.

Lessons from the Forgotten Depression of 1920

The brief but intense economic contraction of 1920 offers valuable insights into the complexities of

economic cycles and the consequences of policy decisions.

Monetary Policy Management

The experience reveals the double-edged nature of monetary tightening. While controlling inflation is

vital, overly aggressive rate hikes can stifle growth and deepen recessions. Modern central banks

closely monitor economic indicators to avoid repeating such policy mistakes.

Economic Transition Challenges

Adjusting from wartime to peacetime economies remains a challenging task. The 1920 depression

illustrates how sudden shifts in demand and production can destabilize markets and labor forces,

emphasizing the importance of gradual and managed transitions.

Deflation Risks

Deflation, often less discussed than inflation, poses unique risks to economic stability. The 1920

episode serves as a reminder that falling prices can increase real debt burdens and discourage

spending, potentially prolonging economic downturns.



Why the 1920 Depression Remains Forgotten

Several factors contribute to why the depression of 1920 remains a footnote in economic history:

Short Duration: Its rapid recovery meant fewer long-term social disruptions compared to later

crises.

Overshadowed by Subsequent Events: The Great Depression’s scale and impact dominated

historical narratives.

Limited Public Awareness: Contemporary media and education systems paid less attention to

this episode.

Despite this, revisiting the forgotten depression of 1920 provides a nuanced understanding of

economic cycles and the evolution of fiscal and monetary policy.

The depression of 1920, though overshadowed by later events, remains a crucial chapter in the story

of economic resilience and adaptation. Its lessons continue to inform policymakers, economists, and

historians navigating the complexities of economic fluctuations in an ever-changing world.
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