A stock market crash causes mass deflation and increases unemployment.
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The most lethal effect of the stock market crash and the resulting deleveraging on the real economy (due to the expectations of the degrowth scenario) could potentially emerge in the form of a vicious cycle of deflation. Deflation is a state of economy characterized by chronic negative inflation, resulting from the general collapse of demand, as explained by . As we previously discussed, a stock market crash usually leads to forced deleveraging, which causes falling prices of commodities and reductions in consumer and business credit, all of which translate into falling goods prices. The falling goods prices cause delayed consumption (why buy a car now if you can buy it cheaper in a few months?), which contributes to collapsing demand and starts the vicious cycle of deflation. Specifically, delayed consumption leads to reductions of inventories and companies are forced to cut and delay production, which causes more layoffs and increases the unemployment rate. The increase in unemployment further deteriorates consumer demand, which magnifies the credit crunch and results in even lower prices, and the vicious cycle of deflation continuous.
The current Federal Reserve Chairman Ben Bernanke explained the dangers of deflation in a 2002 speech and the extraordinary policy response necessary to combat deflationary pressures. In his view, fiscal policies can be used by governments to increase public sector demand by spending on social programs, jobs creation, infrastructure projects, and others. However, the key policy tools against deflation are at the disposal of the central banks via the extraordinary monetary policy tools. Specifically,  mentions that the Fed can always generate a positive inflation rate, even when the nominal short term rates reach zero percent, by engaging in quantitative easing (money printing press) and possibly by intervening in foreign currency markets and devaluing the domestic currency via other currencies and real assets, both of which generate positive inflation. In fact, the Fed can engage in asset purchases and essentially buy assets with the newly-created money to boost asset prices and break the deflationary spiral, which is essentially the last line of defense for capitalism. However, even  acknowledges that these extraordinary policy responses to deflation are only theoretical and unproven in practice, and thus, deflation should be avoided at all costs.
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