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The mere mention of the year 1929 sends

shivers down the spine of perpetual bulls
who immediately pronounce that such
events could never take place ever again.
Othersrub their hands in pleasant contem-
plation of the events of 1929 andoymounce
warnings every October that this is the year
when 1929 will be relived. What is it that
divides analysts and economists alike into

two separate schools of thought that are as

different as night and day? Are there justi-
fications for worrying that a panic such as
that of 1929 could possibly take place
again? Or are such rumblings totally unjus-
tified and merely a ployto sell newsletters?

We have reached that infamous year after
scrolling through the annals of time on a
month-by-month basis. We have looked at

1917 1922 1927 1932
and read first hand the accounts of the frep

press. We have seen for ourselves that the
early stages were not the wild speculativ
madness which most would have us believé.
We have also seen the fears and the dreans,
the concerns and delights, along with th¢
harsh, cold facts from the past that some
how ring a familiar bell. We have scruti-
nized this analysis and torn apart man
supposedly infallible relationships. We
have come to a better understanding df
what really happened on a month-by
month basis, an analysis which has simply
never been brought to light before.

T~

We have come to realize that the pictures
painted by most writers of this period have
grossly misrepresented the era. They haye
unfairly focused upon the final year in
which speculation did run far ahead of reajf

194



The Greatest Bull Market In History

Dow Jones Industrial Index
MONTHLY: 1921 - 1932

400

350

300

250

200

150

100

50

T T
1921 1923 1925

son. Yet one would also be left with a dis-
torted idea of using the last few months of
the gold and silver bubble ih980 to de-
scribe the entire period of that bull market,
which ran between 1970 and 1980. In this
respect, those who have focused only upon
the last few months of this bull market and
the following crash have done a grave injus-
tice. If we do not understand how this mar-
ket arrived in 1929, then we would never
know if a crash of this magnitude would be
possible again or not.

What is the value of all these words, all
these thoughts, all these interpretations?
The value isimmeasurable. History has an
uncannyquirk aboutit. It lovesreruns. Per-
haps it is merely man’s way of refusing to
listen to the wisdom of his parents, much
like a teenager who suddenly believes he
knows all. Asaresult,perhapseach genera-
tion must struggle through the corridors of
the same school of life where its fathers
once walked. The echoes ofthe past can be
heard if you listen clearly. The question is,
can we learn from past mistakes? Were
there warning signs that were definitive and

T T
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clearly defined? Was it all a mere nightj
mare or could it honestly happen all ove
again?

Asthe year 1929 dawnegbon the narrow
alleyways surrounding Wall Street and its
various exchanges, the Dow Jones Industt
als continued to rally even further. After
reaching the 300 level at the end of 192§
the industrials surged even higher, closin
January on a new record high at the 31
level. The market had climbed a long wa
from the August 1921 lowwhere it had oncg
upon a time planted itself at the 64 level
The relentless upward drive was still there|,
gaining, but at slightly more than 10% ovel
the December 1928 high.

00 &=

The railroads continued to climb and ex
ceeded the 1928 high at last, but merely
reached 158, barely a 4% gain. Tdunds,
which had closed 1928 miserably trying tg
hold the 96.00 level, improved at first in
early January. They managed to rally back
to 96.14, and then fell toward the end of th¢
month, closing below 96.00 and still cling-
ing to the edge by their fingertips.
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The institutional game had been growing
throughout thel928 period. Today in the
1980s we call them '"institutions"or perhaps
"mutual funds.” In thd920s the name com-
monly used was "investment trusts.” By the
dawn of 1929, there were 200 listed invest-
menttrusts. There were fewrules or disclo-
sures in those days. Many famous names
were associated with the investment trusts,
such as Walter Chrysler, Arthur Cutten,
William Straus and Fred Fisher. In 1929,
Time magazine defined the investment
trust so succinctly that we simply couldn’t
do a better job. Here is Time’s description:

"Perhaps the best analogy to an Invest-
ment Trust would be a hypothetical bank
that had no restrictions on what it could do
with the depositors’ money."

According to reports, there were only 29
investment trusts in 1925. This obviously
illustrates the huge growth rate in this in-
vestment sector. The trusts were not re-
quired to disclose who owned what stock

19‘29 19‘31 1933
and, in many cases, the collective money
was used to spur onward personal wishes In
the market. The investment trust woulg
eventually prove to be one of the greateqt
disasters for the small, unaware investof
and a primary reason for many of the SE(

rules that exist today.

After the Januaryrally, the month of Feb;
ruary brought a continued decline for the
bonds astheyfellto about 95.10. This stegp
decline had come after a long, hard battl
for the bond market sind©15. Thébonds
reached their highs of 96.25 during Januatly
1917 and fell straight down into the fall of!
1918, reaching 81.94. After a brief three
month rallyinto year end in 1918, thends
managed to test 88.58. After that, it wa
virtually a free fall into 1920 where they
reached a major low of 71.96.

\1%

From that moment on, the bonds made [
long hard rally as we have seen in the prq-
vious chapters. 1922 brought an initial high
on the corporate bonds of 92.12. After §
sharp but quick correction into early 1923
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where bonds tested 85.77, the bonds began approach. Hoover stated that Young wap

a slow but firm rally into January 1928 and
reached 99.78. Therefore, the decline that
took place in February 1929 was significant
technically. Had the bonds been a sound
investment within a long-term bull market,
then theyshould have declined and hold the
high of the previous cycle, which was estab-
lished in 1917 at 96.25. After the latter part
of 1928 desperately tried to hold that tech-
nical long-term support, it gave way.

The industrials dropped below the Janu-
ary low by 2 points and then rallied once
again and exceeded the January high, clos-
ing a fraction higher. Finally, the industri-
als did manage to punch through the 320
level. The rails held the January low and
succeeded in penetrating the January high
but closed a bit lower.

With the entryof Herbert Hoover into the
Presidency, the death of Benjamin Strong
of the New York Fed and the resignation of
Daniel Crissinger as Governor of the Fed-
eral Reserve Board, Coolidge’s appointee
to the post, Roy Young, adopted a different

an "able, courageous, and cooperativg
man." Hoover later stated in his memoirs
"Prior to my inauguration as President |
conferred several times with him and foung
him fully alive to the situation. He agreedl
to use the full powers of the Board to stran
gle the speculative movement.”

It was in on February 7 that the Federd]
Reserve began to make outright threats
Wall Street. Brokers’loans reached a ne
high of $5.6 billion and the Fed basicallyfel
that enough was enough. Brokers’ loan
had stood at $3.5lbon in June 1927. The
Fed came out and stated that a membegr
Reserve Bank is "not within its reasonablg
claims for rediscount falities" when Fed
money is borrowed and used in "making o
maintaining speculative loans." The Boarg
also threatened to "restrain the use of Fe(-
eral Reserve credit facilities in aid of the
growth of speculative credit.”

Simultaneously with the Fed’s an-
nouncement, the Bank of England raised i
discount rate from 4.5% to 5.5%. This waj
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Changes in N.Y. Fed Discount Rate
1927 - 1932
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a move to decrease the flow of gold from "Speculators have long since realized thdt
England to the U.S. which had resumed Federal Reserve authorities disapprove (
while the New York discount rate stood at their activities. The important question lies
5%. This statement in early February,com- in what steps the Federal Reserve can tale
bined with England’s hike in the discount to translate disapproval into actual cuttin
rate, was the cause of the early February off of credit. Discussions of the power o
decline. But the move did not succeed in the Federal Reserve Board (asdistinct fro
breaking the market. In later years, some its opinions) is obscured by the popula
claimed that the Fed’s statements were conception of an all-powerful group of gov
minimized by President Coolidge, who a ernment appointees sitting in Washingto
few days before he left office, made an an- and turning credit on and off like firemen
nouncement to the press in which he as- playing a hose. The essential theory of th
sured the people that prosperity was Federal Reserve System isthatthe membir
"absolutely sound"” and that stocks were banks in each district get together, po
"cheap at current prices." their resources and form a virtually inex
haustible reserve fund upon which all ma
Debate was brisk over what rights the Fed freely draw. Therefore, although the Fed
had to single out the stock market. Many eral Reserve Board mayfrown upon the u
felt that the entire situation had been of this reserve for speculative purposes,
caused bythe Fed's artificial loweringofthe  cannot lose sight of the fact that the Feder
rates to bail out a crisis in credit throughout Reserve banks are privately owned, are of-
Europe. Time magazine accurately made erating largely with private funds, and fun-
an observation about why the market damentally exist for the sake of supplying
shrugged off the finger-pointing or perhaps money rather than withdrawing it.
we should say neck squeezing:

—

"As for the discount rates, here again it i
the province of the twelve Reserve bank

A4

V)
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N.Y. Federal Reserve Discount Rate
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(not of the board) to initiate rate changes.

ing for the individual reserve banks to initi-
1929 took matters into its own hands

Here the Reserve banks have a specificand ate a policy of safety, the Board in February,

unquestioned method of making it expen-

adopted a policy of ‘direct pressure’ ang
issued a warning to the public.” It did so

In the

sive to borrow money. But this method
first place, high discount ratesimattract

cannot be indiscriminately applied.

said Mr. Miller, "because its anxiety over
the situation had become very great.” Heif
bert Hoover stated that the credit policy o
European difficulties. But certainly, the
huge budget deficits, currency inflation,
vast increase in armaments, and growinjg
military alliances (In Europe) which were
at the root of the trouble were not to bg
cured by a poultice of inflated credit from
the United States.

tant, however, is the fact that the Reserve 1927 was enacted "lhope of preventing

bank cannot make it harder for the specu-
lator to borrow money without making it
man or the farmer to borrow money. Arise

correspondingly harder for the business-
for one is a rise for all.

money from foreign countries (deemed to
be inflationaryin those days). More impor-

If Wall Street pays

, so will Main Street."

dearly for money

| do not attribute the

whole of the stock boom to mismanage

This commentary sums up the attitude
and the debate between the Fed and Wall

ment of the Federal Reserve System. Byt
the policies adopted by that system mudgt

Was the Fed trying to blame Wall

Street for its own mismanagement?

Street.

assume the greater responsibility.” (Hig

Memoirs 1952.)

There can be no doubt that a change in
Fed policy took place in February 1929 just
one month prior to Hoover’s inauguration.
One member of the Federal Reserve
Board, Adolph Miller, stated years later in

|

There had been many bubbles burst
various commodities and the huge Florid
real estate boom. No one bothered to sif)-
gle those markets out. The Fed had made
a grave error in trying to bail out Europe. |

a July1935 magazine article that "after wait-
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set off a huge series of offerings of foreign
government bonds which were just lying
about unsold. The people were just fed up
with the foreign borrowing and decided to

move cash into U.S. assets and take control

in their own hands. The mere facts that the
European markets peaked shortly after the
time of the central bank intervention of

1927 and that the dollar itself had bottomed
during March 1928, are strong evidence

that foreign interests began to sense trouble

in Europe and assets flowed into the U.S.
stock market.

We have alreadydiscussed how much new

corporate financing was taking the avenue
of common share offerings. Had those of-
ferings been in bonds, the Fed would not
have had a sacrificial lamb. But as events
would have it, the stock market was the
Fed’s whipping boy for its own mismanage-
ment.

Also, corresponding with the hike in the
English discount rate, a sizable jump of full
point, news came out that Mr. Montagu
Collet Norman, Governor of the Bank of

England, was on his way to the States ag-
companying a $7.5 million gold shipment
Again, he was on his way to discuss th
recent turn in cash flow and to seek a wa]t/
to quickly end the flow of gold from Britain
to the States. The pound had fallen sharp
during his term and with the aid ofthe Fed’
helping hand through artificial maneuvers
to lower the dollar and boost the Europea
currencies, the pound hadllred back to
$4.85. But the U.S. cash shortage set off iy
that maneuver had cost the U.S. over $5(0
million in gold reserves, which had served
as a base for nearly $7.5 billion in credit
Therefore, the brokers’loans singled outb
the Fed were less than the credit lost by the
Fed’s measures to lower the dollar on ex
change markets.

Yy

—

This is a lesson that 1929 has offered fgr
our serious consideration today. The G-
meetings of 1985 tampered with the fre\ﬂ
market forces to correct the effects of go
ernment’s own mismanagement and to pre-
vent a debt crisis in Europe sparked b
inflated currencies and deficit spendingﬂ
This may very well set off another round o

ot
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higher interest rates moving into 1989 once
the intervention and manipulations of 1985
break down in 1986-87. If history repeats

once again, the G-5 boys of 1985 have tried
nothing new. The G-4 boys of 1927 tried

that same path and took a seriously wrong
turn.

The Fed was not about to give up easily.

The Fed, under a change of management
and a new President, became preoccupied

with bringing an end to speculation. Time
magazine reported on February 25 how the
Fed went crying to Congress:

“Into Congress last week overflowed the
financial argument between Federal Re-
serve Board and Wall Street. A mingled
outburst of oratory, ethics, provincialism
and little economics was the result. The
prevailing sentiment was strongly against
the speculator. Since, however, the very

Senators and Representatives who were

most inclined to view Wall Street as the
heart of the money octopus also regarded

the Federal Reserve System as at least a

tentacle of the same monster, the banker
was scolded while the broker was flayed.

'"The Senate passed a resolution asking

the Federal Reserve Board to lay before it,
such information as might be ‘helpful’ in

securing anti-speculative legislation. It was
a mildly-worded resolution, perhaps be-

cause it was edited by Senator Carter Glass

of Virginia, one of the authors of the Fed-
eral Reserve Act (1913)."

The Fed, after crying on the shoulders of
the Senate, perhaps realized that if it cried
too much, Congress might step in and dis-
rupt its precious authority. So the Fed used
another method at its disposal. The Fed-

eral Reserve Board each week made a big

deal over meetings where it purposelytried
to imply that a decision would be taken to

raise the discount rate. Each Thursday aff-
ternoon the market churned back and fort
creatinga violent and choppytradingrange.
But following each meeting, their commen
was merely "no announcement.” Week a
ter week, the Fed employed those sca
tactics trying desperately to influence th
market and cause a major panic sell off. BUt
the stock market held its ground. This wa
perhapsthe first time in historythat the Fe
openlyresorted to an official policy of scar
tactics. This established the precedent anld
to thisdaywhenever the Fed comes out arfd
announces what itiwdo, 99.9% ofthe time
it takes no such action. The Fed always acjfs
without warning whenever it raises or low-
ers the rates, trying its best to make sure
that no one will profit from the move. So
whenever it openly proclaims what it is
thinking of doing, it is unquestionably try-
ing to manipulate the market, which is go
ing against what its policies would like to
see and what its management is incapabje
of accomplishing.

The Fed was not satisfied with this new
tool of open verbal warfare. The Fed als
began to sell government securities an}i
bankers’ acceptances, further depressirjg
the bond market. Then member bankp
called in $60 million from the call money
markets. Call money, which had settleqd
back to 6.5% even with record highs in
brokers’ loans, jumped to 10%, a previou
record high. When the dust settled, the fig}
ures came out showing why the Fed hagl
issued its warning. The outstanding cred{
had increased by $250 million. Butwastha]
all due to the stock market? Could th¢
decline in the dollar have the slightest influ
ence? The Fed chose to blame Wall Stre
rather than a policy it had inflicted all by
itself. Did the fact that time deposits were
paying only 2% have any bearing upon th
rise in callmoneydeposits? Before the yegr
was over, the Fed decreased its holdings pf

7

t

A1~
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government securities by nearly 60% in its

battle against the stock market.

As March came on the scene, the Dow
Industrials traded sideways and remained
directly within the confines of the trading
range established during the previous
month.

Andrew Mellon, famous for his saying
that gentlemen prefer bonds, came out
publicly that March with a prognostication.
He basically stated that bonds, in his opin-
ion, were very much depressed and offered
an excellent buying opportunity.

Andrew Mellon was a man of honour and
distinguished character and in many ways
he was an outcast among the mere aggres-
sive New York bankers. When his grandfa-
ther arrived from Northern Ireland, he had
brought a small fortune which he divided
into three parts. With the first part he
opened a bank in Pittsburgh, Pennsylvania;
with the second he bought stock in Pennsyl-
vania Railroad; with the third he invested
in real estate in St. Louis. This brought the

J. A S 0 N D
family millions of dollars which were used

for charity.

Andrew Mellon was undoubtedly a ma
of compassion and understanding while af
the time he remained a country banker gt
heart. One day, an inventor came to Mi|
Mellon hoping that his bank would lend
him money to continue his research. Th
man talked at length and it was obvious th
he had spent his last dime. The process
was working on would create a new indus
trial metal. Andrew Mellon, as the banker
told the man that his bank could only leng
upon security. But Mr. Mellon then added
that he personally would lend the man
$10,000 on his character. Thenfls were
expended and more was needed, whig
Mellon provided. When the process wa
perfected and a production plant was neg-
essary, Mr. Mellon called the inventor in
and told him that he would put up the se
eral hundred thousand dollars that wer
needed and it was up to the inventor to sdy
what his capital was worth. The invento
asked Mellon why he did not foreclos
upon him for he had no way to repay hi

14
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Dow Jones Industrials
Monthly: 1929
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outstanding debt. Mr. Mellon simply re-
plied, "The Mellons never did business that
way." The inventor offered a 50-50 split and
Andrew Mellon agreed. The American
aluminum industry was born that day.

Andrew Mellon had a reputation as a
conservative, and his philosophywas always
to treat his fellow man with dignity and
respect. This reputation did not serve well
for a prophet of the bull market.

Mellon, long a bond advocate rather than
a speculator, actually helped the stock mar-
ket and hindered the bonds. Wall Street
had never viewed his opinion to be of par-
ticular interest. However, in this case, they
felt that if he was advocating buying bonds,
that meant he must have thought that the
Fed wasn't going to raise the discount rate.
Many stocks jumped 25% asthe bonds sold
off.

During the last hours of March, the call
money rate jumped to a newrecord high of
14% for the last nine-year period. The

J A S 0 N D
banks had withdrawn another $25 million

from the call money market. The next day
(March 26), call money opened back dow:ll/
at 12%. It rose again, establishing a ne

high of 15%. Some of the favorite specula
tive stocks were hit hard, many showing
declines of 10 points or more. Call mone}
continued to climb, reaching 20% as thg
casualties mounted that day and some in-
vestors were forced into liquidation which

had grabbed the bull by the horns. But by
the end of that eventful day, many stockg
rallied sharply even with call money at 20%

as shorts bailed out. Confusion among thig
fundamentalists continued to mount.

The shorts, made up of the "professiona
traders, had been convinced that they hgd
picked the top and the ranting of the Fe]
would break the market sooner or later. B
as the trading approached the final houf,
the stock market, as if guided by some in
visible hand, rallied once again with
vengeance. Order takers were dashi
around; the ticker fell far behind. Only
those on the floor knew what was happe
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ing. Pure panic showed in the pale white
faces of the professionals as they ran for
cover. Inthe end, manystocks closed above
where they had opened. The swings were
violent. Some stocks had dropped 15to 20
points from the open and closed up 6 points
on the day. But many others remained
fairly well depressed. Allied Chemical

dropped from it4929 high of $305.25, clos-

ing on March 26 at $260.25. Chrysler Corp|
fell to $89.75 after reaching a 1929 high o
$135. General Electric fell from its 1929
high of $262 3/8 to $219. MontgomeryI
Ward fell from $156 7/8, closing at $114 5/8

—

Granted, throughout the bull markeﬂl

many strange and new issues had come ¢n
the market. Anyone who has driven
through Staten lIsland or along the Bel
Parkway en route to John F. Kennedy airf
port in New York will recall the sight of
thousands of mausoleums which line the¢
highways. A new issue hit the market a
about this time with units being offered af
$106. It was Mausoleum Corp. of America
Even the graveyard business had taken the
public route.

U7

March was torn from the calendar page
of 1929, and April sddenly appeared on
the scene. What would it reveal? Devastg
tion or another untold rally? As call mone)a
remained high, so did the stock markel
The Dow Industrials gt traded sideways,
consolidating in the midst of confusion
while engaged in a battle to the death with
the Fed. March had closed back un8&0,
while many speculative stocks dropped
15% or more. The market churned bacf
and forth with debates still emotionally
heated on both sides. But the Dow Indug
trials rallied again and reached the higheg
monthly closing in history, just a fraction
belowthe 320 level. But despite the highegt
monthly closing, the February intra-day
high had remained untouched.

~t

March had brought a higher degree [
panic to the transportations, which at th

time had been called the rails. April con
tinued to rain on their parade, keeping th¢
rails quite depressed. Many speculators
had been playing the railroads because th{y

had always been the leading segment oft
stock market. The huge bull markets of th
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early 1900s were builtpon the back of the
steel rails that at last connected the United
States from one coast to the other. But this
bull market was different. Those who had
thought that there would eventually be that
moment in history when the rails would
rally and snatch the load from the young
upstarts that made up the industrial group
were being slaughtered. New highs in the
industrials did not mean new highs for the
rails. This factor eventually vindicated
Schumpeter’s theory of innovation. The
previous bull markets were built upon the
railroad innovation. But the bull market of
the 1921 to 1929 era was buipon the
innovation of the automobile industry.

March had brought sheer devastation to
the bond market as it collapsed from above
95 to test almost 94. As call money went
higher, the bonds simply buckled. Many a
trader had shorted the bonds and bought
the stocks purely on his conviction that the
Fed had blown the economy through its
helping hand, which this time they felt had

stretched out much too far.

But as call

money eased to some extent and stocks

J A S 0 N D
steadied, many were forced out of the

spread and the bonddlrad in April. For
one brief and shining moment, the bond

exceeded the 95 level for the last time in

1929, but closed the month of April below
that magic psychological barrier.

As May appeared, the bonds collapse
violently. Bond traders literally ran for
cover. It was a collapse far worse than evg
before, which reminded one of the panic ir
the bond market back it917. Thebonds
fell from nearly 95 to 93 in a single, straight
downward thrust. If there was ever a timg
that would have brought a tear to the eye ¢
even the most reputed bond bull, such &
Andrew Mellon, it was May of 1929.

Time magazine reported the early stags
for the first week of May as follows:

'AGAIN, ZOOM"

"Possibly unchastened, but certainly cay
tious, the Stock Market last week edged it
way back across the four million shares
day mark, succeeded in maintaining a bul

b
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ish though stl rather bilious, complexion.
Yet onlythe memoryofitsrecent crisis, plus
the still large, hough lately deflated loans
to brokers, could have kept the Market
from lowering its horns in another bull
stampede. For of bullish portends there
was no end."

May brought with it a procession of bigger
and more lavish corporate earnings. Gen-
eral Electric posted a "net" profit of
$13,862,298 for the first quarter of 1929. It
was an all-time newrecord. U.S. Steel pro-
duction exploded from its 1928 year-end
performance of 96% capacity to the full
nine yards, 100%! Even the less dominant
steel producerswere running at 98% capac-
ity. News also broke that AT&T had be-
come a $3 billion entity. Where would it all
end? Were the warnings and ranting of the
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Federal Reserve justified? Were brokers
loans sucking up too much capital, diverting
it from industry and threatening the entire
stability of prosperity? Well, you couldn't
support that argument looking at the earn
ings and production figures that were comit
ing out. Industry was forging ahead at ful
steam! How could the Fed justify pointing
the finger at the stock market as the root df
the cash bullion withdrawals and tight
money? If a true age of prosperity eve
existed, was it not 1929 with U.S. Steel aff
100% capacity? Let's face the factaniéa-
mentally, industry was at an historic, profit-
able production level. If stocks should
rally, it would be logical to find such a rally
when industry is at its prime rather than on
the last stop of depravation.

May continued with manynews topics tha
highlighted government’s participation in
the entire event. In New York, a heftygaso
line taxwas beingimposed. The taxidriver
screamed and warned that the excessiye
rates would force them out of business
Fareshadto be raised nearly20% in a singfe
move due to increased taxation. The baj-
tlefront between government and the pri
vate sector expanded to many areas, npt
merely the stock market. The depressio
would be caused in part by the excessivg
increases in taxation and the tight mone}y
which had flowed to Europe due to thg
Fed’s intervention.

o7

—

The Presidential committee on unem
ployment, which began in 1921, finally re-
leased their prognostication in May 1929
"All Is Well," they proclaimed. "No serious
cyclical fluctuations have characterized theﬂ
period under review." This was very well
outdated and of no essential significancg
although this report was welcome news fo
the bulls.
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In June, the rails rallied and exceeded the
February 1929 highs, and they managed to
sustain it, closing on the highs at the end of
this month. The bonds consolidated within
a half a point range but remained hugging
just above the devastation which created
the low of May. The industrials Heed that
month, taking off from just a fraction below
300 to nearly 335, which was a new record
high. They managed to close June on the
high tick, clearly above the previous five
months of choppy sideways agony.

During early June, the bears spread ru-
mors that the famed bull, William Durant,
had been pressed for margin during May
and that he was on the verge of bankruptcy.
But bullish reports that U.S. exports of
automobiles had reached a record for 1928
with some 515,000 cars landing at foreign
ports was welcome news. The great bull
market, which had been built upon the back
of the auto industry, was clearlyilsthe
gleam of the bull's eye. The numbers of
cars registered around the world 1828
were as follows:

United States....... 24,493,124
Great Britain.......... 1,128,200

France.................... 1,098,000
Canada.........c......... 1,061,830
Germany................ 531,000
Australia............... 516,695
Argentina.............. 310,895
taly...oooeeeeeeiee 177,330
Brazil........ccouvnee... 165,200

New Zealand......... 151,454

The above list is reflective of world eco-
nomic strength in itself. This clearly illus-

trates that the United States was indeed the

land of opportunity and the wealthiest na-
tion on the face of the earth.

The market continued to rally into July as
news of record car loadings hit the press. In
those days, car loadings at the railroad were
viewed as a good indication that the econ-

omy was moving. This interpretation wag
based upon the fact that it was the railroads
that delivered cars, wheat, corn and numej-
ous industrial products from manufacture
to retailer.

Time magazine reported the comments dff
Arthur Cutten, famed bull market player,
on July 22. When asked about the markef,
his comment was: "The two things a ma
needs most to play on the market are nerie
and vision. People say that the bull mark
of the last four years has caused an ovef-
valuation of all stocks. | don't think this is
true. It was true in 1922 whendustry was
overinventoried. But in the closely knit or-
ganization of business today, stock price
can't far overrun their real demonstrablg
value." The fact that stocks would eventu
ally fall to 10 cents on the dollar by 1932
proves that Mr. Cutton’s beliefs were false
When it comes to market movement, logig¢
has never stood as an important factor i
the final hour.

v)

—

The market began to run up to new highg,
once again for another reason. Banking
The foreign loans naturally caused som
concern for the stability of the banks. Thi
is perhaps understated for the time. B
when the "Clarke Crash"took place in mid
1929, people began to think twicdaut
leaving money in a bank altogether.

Time magazine appropriately wrote of
this incident and how it affected the senti
ment of the population at that pointin time

'CLARKE CRASH"

"Many a Manhattanite last week began t¢
think that putting savings in a sock was perf
haps not such a foolish idea. Just as Stafe
officials were making a final report on last
Februarys City Trust Co.’s failure, their
statements shared headlines with first inf
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vestigation of Clarke Brothers, another
Manhattan banking firm, which last fort-

night closed its doors. First reports put the
Clarke failure at $4 million and gave de-
positors hope of getting 25 cents on the
dollar. Later it seemed likely that the fail-

ure was for $5 million, that 5 cents on the
dollar was the probable figure.

"Clarke brothers (James, Philip, Hudson,
Clarke and John F. Bouker) announced that
they would do everything they could, at the
same time refusing to answer many an in-
vestigating question and showing few symp-
toms of real cooperation. Investigators for
Irving Trust Co., receivers, quickly discov-
ered that the listed assets of the bank had
little meaning. Their bad bonds, bad oil
stocks, bad loans. There was a credit of
$840,000 against the Now York Port Termi-
nal Co., a companywhich was said not to be
operating if it had ever been formed. Also
the brothers had apparently borrowed
$404,995 from their own bank. Thus while
Clarke brothers claimed assets of $5 million
the actual value of these assets was figured
at a minimum of $640,000 and a maximum

J A S 0 N D
of $1,830,000. There are some 3,000 dg-

positors, none of whom ilvreceive any-

thing for at least three months. Six
depositors said their deposits had been aj-
cepted the day before the bank closed.

"Layman who think that banks are all
alike, wonder how the State Banking de
partment had permitted Clarke Brotherstg
getinto such a dreadful condition. Explana
tion lay in the fact that Clarke Brothers|
unsupervised, belongto the class of banking
institutions known as ‘private bankers’
which do not have to be supervised as Ior¥

S

as they do not describe themselves
‘banks,” do not accept deposits that at any
time run unde$500, do not transmit money
or negotiate notes. The $500 minimum de}
posit regulation passed in 1914 upposed
to keep widows, orphans, and other ‘smal
depositors out of such banking houses. Pr
sent day prosperity permits many to sav
$500 without having good banking judge-
ment.

A4
1

\1%4

"Because Clarke Brothers conducted
private banking business they have beeh

=
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1920 1922 1924
erroneously described as a ‘private bank.’

A private bank isreally an entirely different
kind of institution. It is fully supervised. It

carries on a restricted specialized business.

Example: R.H. Macy's Manhattan depart-

ment store is a private bank because it ac-
cepts deposits, pays interest, is in the
banking business, but it is primarily a de-

partment store and its depositors are its
customers.

In all sectors of banking. Some began to
attribute the rise in interest ratesto the cash
shortage originally sparked by the Fed.

Others began to become concerned that

may be a time bomb was ticking away. The
stock market began to look even better.
They knew, for example, who was making
money and who was not.

In July, U.S. Steel announced that its
earnings for the first half of 1929 were $94
million compared to $87 million for 1928.
Still the upward trend in corporate earnings
was clearly intact.

1926 - 1928 o
The new issues were stilburing out. In

July 1929, the famed department store df
Bonwit Teller & Co. went public, offering
60,000 shares of preferred at $52. Whilcﬂz
new bond issues floated around begging fqr
takers, stock issues were sold on the mefe
opening of the book.

The activity in the stock market was stiIIM

brisk despite the groansthat could be heaid
from the Fed on each and every new higp
tick. Nonetheless, the exchange approvefd
what was then termed "floating brokers.
This new term applied not to some va
grants, but to the opening of branch office
on board the oceanliners. The stock brg
kerage firm of De Saint Phalle & Co. was
approved to open offices on the French
Line ships. Now you could trade stock or
your way to Europe and back.

o7

The real estate market was a poor inves-
ment. Those who had real estate which was
deemed to be worth $50,000 were forced tp
take $25,000 or even $20,000 ifthey needed
immediate cash. The easy liquidity o:ll
stocks had depressed the real estate mar
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Changes in N.Y. Fed Discount Rate
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as an investment, as had the high interest
rates. In New York, a group of prominent
Manhattan real estate brokers announced
the formation of the New York Real Estate
Securities Exchange. The exchange was set
up to operate in an unusual manner. The
Realtors would issue stocks and bonds with
real estate as security. Therefore, the public
could trade in the securities which repre-
sented real estate holdings.

"Neither private banks nor private bank-
ers affect the stability of the standard nor-
mal, supervised, incorporated savings
banks and trust companies which constitute
the type of bank which the public recog-
nizes as such and in which the public has
many a safeguard for its money."

There were numerous banking operations
in those days and the Clarke failure is per-
haps an example of the instability which
existed within the financial community.
Banking failures were now on the rise and
in Florida 25 banks failed in a single, swift
blow. The Florida incident was being ex-
cused as an isolated affair. The banks re-

TTTTTTT 8 L

1930 1931 1932

portedly failed because they were filled
with uncollectable land-boom notes. The
last deposits amounted $84 million. But
an additional cause of the failure was a fruif
fly which destroyed the Florida crops. Thg
devastation was terrible and the banks, afl-
ready struggling with bad notes from the
land-boom era, now faced failures on th¢
part of producers.

The banking failure stories were gaining
wide publicity. Many people began to b€
concerned that there was a potential prok
lem.

The war between the Federal Reserve arfd
Wall Street had persisted since February.
The Fed, perhaps lacking the authority t@
really take any measures, continued to haj-
assthe stock market with its verbal assault

vJ

We must commend Time magazine fo
finally taking a stand and reporting the situ
ation as it really was in the August issue.

'FEDERAL RESERVE"
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“Last February the Federal Reserve
Board harassed the market by convening
every Thursday to discuss a raise in the
rediscount rate, then reporting ‘no an-
nouncement.” It formally announced that
‘when it (the board) finds conditionsthat
obstruct Federal Reserve Banks in...so
managing credit facilities as to accommo-
date commerce and business, it is its
duty...to take measures to correct them;
which in the immediate situation means to
restrain the use of the growth of speculative
credit.” For months no more was heard.
Brokers and speculators forgot. Last week
when the Federal Reserve Board went into
a conference, expected to last three or four
days, few noticed it and fewer guessed the
purpose."

The Governor, Roy A. Young, emerged
this time with an announcement: "We have
considered how the resources of the Fed-
eral Reserve System might best be con-
served and made available to meet autumn
requirements. The problem has presented
difficulties because of certain peculiar con-
ditions." The Fed raised the discount rate
from 5% to 6% in one move. Only Chicago
and Philadelphia refused to raise their
rates.

Time magazine reported on August 19th
as follows:

THE MARKET"

"Commuters on their trains last Friday
morning discussed and laid grim bets on
how far the Market would fall. The Los
Angeles and San Francisco markets, still
open on the previous afternoon when the
Board’s announcement was made had
crashed badly. Six hours ahead of New
York, Friday's market in Amsterdam had
opened with U.S. Steel plunging downward.
To add to the threat of another Black Friday

(Sept 24, 1860 ) was the fact that brokers
loans reached a new all time high over $
billion. At the New York Stock Exchange,
the gallerywas packed with spectators by :
30 am. Five minutes before the openingth
ticker flashed. The floor is filled with sell-
ers.’

\J7

1%

'‘wWhen the gong sounded, trading bega
with clamorous confusion. Ten thousand
shares of AT&T were sold at $266, 15 point
off; 1,000 of General Electric, 14 off; 11,000
American & Foreign Power, 12.25 off;
20,000 of General Motors, 3 5/8 off; 15,00(
of .T.& T., 5 5/8 off; 7,000 of Packard, 9 1/8
off.

—

"The New York Times averages showed
decline of $9.66 compared to the recor
May 22 decline of $8.12 and the Decemb
8,1928 break of $5.47. Through all the fur
callmoneyruled at a modest 8% and durin
the day there was a brief rally as bargai
hunters bought, shorts covered with larg
profits. But then the rise stopped as if som
heavy hand lay upon the market, graduall
driving prices back into low ground. Heawy
as the hand might have been on Friday,
soon lost its strength. Saturday saw gains [n
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the general list. By Monday the rise, al-

though not universal, bore up many stocks
and U.S. Steel, the market leader, reached
a new all-time high, $229 5/8."

The interpretation of the discount rate
hike was beginning to vary. Some argued
that the rise was merely an adjustment to
the higher sustained levels of call money
itself and that the hike was not necessarily
an indication of higher future rates. Col.
Leonard P. Ayres of the Cleveland Trust
Co., suggested that the result might be a
further expansion in credit. He pointed out
that while the Fed raised the discount rate
to 6%, the Reserve Banks themselves low-
ered the buying rate on acceptances from
5.25% to 5,125%. This actually meant that
banks could profitably sell their accep-
tances which were normally used to finance
exports and imports as well as commodity
crops. This in turn would free up a lot of
cash and make it available for further crop
financing aswell as speculation. Col. Ayres’
interesting suggestion, in fact, pointed to
the Fed’s attempt to crack the market with-
out actually tightening cash. Was it in fact

20 25 30
an outright ploy for the publicity itself? On

the surface that rate hike certainly appeals
to be precisely that, a ploy.

The month of August was actually the
highest monthly closing in the eight-year
bull market. Just one week from the top|
we looked at the auto stocks which had le
this rally from the depths of depression in
1921. The list that follows illustrates the
closing prices of August 23 and the price
for which they would be selling on a 15X
earnings ratio which was known as thg
Raskob rule:

P ==

o7

From the high of 380.18 reached on March
26 on the DowJonesIndustrials, the markelt
had fallen back to an intra-day low on
March 28 at 370.34. But during August
goinginto Labor day, the industrialdlrad
with a vengeance once again. The industr
als reached an intra-day high of 383.96 anJ[j
closed the month of August at 380.33, th
highest monthly closing in history. As the
long weekend gave time to ponder all th
scenarios of whether the Fed was tightenirl;
or not, the traders became anxious to re-
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open on September 3. The market fell back
a little that day. reached a low point of
378.23, and then rallied to exceed the Au-
gust intra-day high, reaching 386.10. Vol-
ume was again heavy, amounting to
4,439,000 shares. The next day, September
4, opened with trading becoming noticeably
nervous. The market began to break, fall-
ing from 380.12 almost straight down to
376.33. Clerks were going crazy. The
ticker was nearly an hour behind but again
the market took a pause and rallied back to
379.61.

The following day the exchange reported
the previous days volume had reached
4,692,000 shares, the highest volume for the
past two weeks. On September 5, the mar-
ket rallied again, reaching 382.01 and ex-
ceeding the previous day’s high. But
suddenly it ran out of steam. Iffeg started
coming from everywhere. This time the
market broke fiercelyand fell straight down
with few up ticks in between. It was pure
madness. This was surely a break far worse
than most preferred to remember. The in-
dustrials fell straight down to 367.35, nearly
8% in a single daily session. Ifit weren't for
the shorts that covered for the close, the
market wouldn't have had the strength to
rally by even 2 points to close at 369.77 for
the day. For the next two days that week,
the market held that panic low and rallied
back, reaching as high as 381.44 on Saturday
the 7th. It couldn’t close above 380, and
finally settled at 377.56.

The forces had Sunday to think the situ-
ation through. Again the Fed talked but
uttered nothing significant. As Mondaythe
9th opened for trading, the market rallied
again, reaching 380.57 in a desperate at-
tempt to push higher. But again, nervous
longs started to take profit. The market fell
back to 373.49, closing near the low at
374.93.

Tuesdaylooked like just another day. The
market opened and rallied, trying oncs
again to push above the 380 level, but not}
ing doing. The high for the day stood a
379.16 and then like the dying breath of
beaten animal, the market gave up. SeIIinTE;
was pouring in from all over. Most people
didn’t knowwhere theywere filled until the
next day. The market had dropped beloy
the previous week’s low, falling to 364.46.
Volume was now rising but only when the
market declined. The onslaught continue
that week as the industrials fell369.70 on
Fridaythe 13th. The market had nowtrade
over 5 million shares for two days in a row

=

=

The following week of September 16 to 2
saw each day trade over 4 million shareg.
Monday through Friday the market had
held the previous week s low, churning
back and forth like a dying fish lying on the
dock. The market had managed to get batﬂk
up to 375.20 that Thursday but on Friday i
sold off again and fell to 360.44. It was g
hard battle with over 20 million shares
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traded. But they did it; they held the 360
area. Perhaps tired of the struggle, that
Saturday session was expected to be quiet.
Indeed it was. Many traders, needing the
rest, took the day off.

Saturday was only a 2 million share day.
Hardly much to write about. Nonetheless,
selling persisted. To the surprise of those
who were there, the market cracked and fell
to 359.65, which was a mere fraction below
the previousweek’s low. Everyone excused
the occurrence and said it didn’t matter
because it was done on little volume. How
often have we heard that excuse these days.
Low volume or not, the next week proved
that that Saturday penetration was perhaps
a ill-omen in itself, warning of what would
lie ahead.

After a brief rally on Monday the 23rd of
September, the market managed to work its
way back up to 365.03 but fell for the close
and settled at 359.00. Again each day
traded over 4 million shares. By Wednes-
day the market had fallen to a new correc-
tion lowof344.85. The marketrallied again
back to 358.16 on Thursday but to no avail.
It collapsed on Saturday, falling to 341.03.
By the end of September the market had
fallen 45 points from the 386 high on Sep-
tember 3.

Roger W. Babson, famed market letter
analyst of the day, came out that September
and stated that the market was 'riding to a
fall." Although after his statement the mar-
ket rallied back up and people laughed,
eventually he would be remembered for
calling the top.

October was merely a rerun but worse.
News came out that building permits for
1928 showed a 23.4% decline. Almost any-
thing now seemed to be bearish and a rea-
son for more selling. The Chinese started

to dump silver and that shiny metal fell to g
new low since the 1920 high of $1.40, this
time reaching to 50.7 cents. This drop i
silver broke the 1921 low and now barely
held the 1915 low as silver continued to falf
to 46 cents by year-end.

On the first of October, the market fell to
335.99. The market was very active and tp
describe the trading as nervous was defj-
nitely an understatement as Octobeff
dawned upon Wall Street. October 3
brought with it a relief as the market con-
solidated and traders were still reluctant t
give in on their battle against the Federd]
Reserve. But the next day, the downtren
resumed, falling to 327.71 and on Octobe
4 the market fell to 320.45, off 23 points o
nearly 8% from the close of Septembe
The market rallied sharply on the 5th, bac
to 342.59 for an intra-day high on Saturda
The first week of October was not much
different from the preceding weeks in Sep
tember but still cries from the bulls echoeg
through the halls and side streets of th
financial district: "Fundamentally every-
thing is sound, nothing has changed.”

A\1”4

The second week of Octob#929 bund
the market reaching to 348.50 orokNday
the 7th after falling to 338.86. But in gen-
eral, the market hold during this secong
week in October, rallying back as far as
358.77 by Fridaythe 11th. The commentar
in the general press was quite confused b’Ft
definitely still more bearish rather than
bullish. Yet, at the same time, the reassu
ance that everything was fundamentall
sound remained the distinctive undertond.
The Fed remained curiously silent, perhap
secretly its directors hid from the press un
der their typically institutional mahogany
desks.

)

Monday of the third week, October 14
opened a little lower but the market rallieg
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Your Dollars

Are they Conti

nuously

and Efficiently at Work?

HE matter of putting your dollars to work
for you is vitally important—just as impor-
tant as the business of making and saving them.

How are you to choose between thousands of secun-
ties? Shall you select low yields for safety or take a
chance on more speculative issues? Shall you depend
upon your own judgment or the judgment of others?
The situation is involved.

Analyze it and you face a single question. Will you
invest according to custam and rule o' thumb or
will you select your securities and build your income
on facts and sound econoinic laws!

It is foolish to assume worry and possible loss of
income—even loss of principal—when you can ger
the established facts so epsily—when you can pro
ceed with great assurance

Thousands of today's keenest investors have already

solved the problem by adopting what has come to
be known as—

The Babson Continuous
Working Plan

This plan was originated to help you keep vour dol-
lars efficiently employed to maximum advantage at
all times,— which means changing vour policy as

conditions change. It is 8 Complete, Continuous,
and Concise Working Plan. Further it is Construc-
tive and Conservafive,—providing you with “Instan-
taneous” tecommendations on —' What to do,"—
enakiing you to act quickly and profitably.

71% Profit

During the past two vears the complete list of “Long
Growth” recommendations has made for clients a
profit in excess of 71% exclusive of dividends. Itis
this sort of record which is offered you with Babson's
Service for Investors,—a Service with more than 25
years of continuous success in earning profits for
clients. The.information given has consistently
brought great average gamns to those investors who
have followed it carefullv and closely.

Send for Booklet!

May we send vou complimentary our bookiet, “Bug-
get Investment Returns.” which explains this proven
and successful Plan,

Careful study of the plan described should enable
vou to keep vour dellars continuously and eficiently
at work., Thousands of other successtul investors
secure maximum profits consistent with safery thru
intell:gent use of it. You can too. The coupon brings
a bookiet descriptive of this Babson Plan withour
charge cr obligation.

Babson’s Reports
BABSON PARK, MASS.

Largest Statistical Community in Americe

on
Div. 4511
Babsos Park, Mase Street e
fend wme free, and withour
Mblgation your Babsen Plan
prdrcnbed i your book b
“"Bigger Invesrment
Retuma”

Babson's Statistical
Organirari
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back to 358.20, closing back down at 350.97,
off nearlya full 8 points from the high ofthe
day. That was the last and fatal sign of
strength for the month and from Monday
onward, the market fell sharply that week.
Each day brought lower prices and finally
by the end of trading that Saturday, the
market fell to 321.71. Readers picked up
their October 14 edition of Time magazine
at the local newsstand and read of the
shocking goings on in Chicago as margin
calls were flowing in from all sectors of the
nation. The story that raised more than a
few eyebrows was this:

“In Chicago many gangsters, known to be
heavy speculators, received margin calls,
left brokers’ offices muttering threats. Dy-
namite was thrown into the home of one
Charles H. McCarthy, manager of a broker-
age credit department. Stench bombs were
tossed into the offices of Hornblower &
Weeks, E.A. Pierce & Co., Logan & Bryan.
A new form of wolf has invaded LaSalle

Street,” said the deputy police commis
sioner. The racketeer who responds with
bomb when he is called for more margin.”
It seems as though the mob was in the majf-
ket in those days and when the trend wernjt
against them, theyweren’t very good loserg.

3]

The Dun’s Review, issued for the week o
October 7, stated the following: "Nothing
has occurred to indicate that widespreafl
trade recession is under way and statistig¢s
of railroad freight traffic show week after
week, that distribution of merchandise re
mains at a notably high level.” Indeed, thg
fundamentalists remained lish. Many
signs ofthe economywerelfuite bullish.
There was no real news which indicated thg
the economy was about to collapse. This
still led many to look at the dip as a buying
opportunity yet the dkng continued de-
spite the calls from the fundamentalist
who claimed that everything was just fine.

—

216



The Greatest Bull Market In History

Nonetheless, General Motors stock had
fallen so far since its 1929 high during the
second weekin October, that the total value
of the stock had fallen $1.2 billion. W.P.
Chrysler came out just before the break and

stated that he saw no reason why automo-

bile stocks should drop given the present

rate of sales and earnings. But, the market

saw no logic and delivered no mercy.

One bearish factor at this time was the
speech of Philip Snowden, British Chancel-
lor of the Exchequer, which attributed the
rise in the Bank of England’s discount rate
to the "orgy of speculation” in the United
States. Many began to wonder just how
much foreign capital was taking part in the
so-called American "orgy."

Some began to recall the words of Roger
W. Bobson who stated that the market was
ridingtoward a fall. Some brokers said that
he was always wrong and that eventually he
would be wrong again when things settled
down. Commentators blamed everybody
from the Fed to Bobson and everyone in

between who even uttered a bearish note.

But Yale University’'s Professor Irving
Fisher uttered a few words that placed his
name in history for a brief period in time.

He stated: "Stock prices have reached what

looks like a permanently high plateau.”
Colonel Leonard P. Ayres of the Cleveland
Trust also came out and stated that month:
"It seems probable that stocks have been
passing not so much from the strong to the
week, as from the smart to the dumb.” The

bears at last had a few more hats tossed into

their side of the ring and the confidence of
the bulls was beginning to crack.

Virtually everything and anything was get-
ting hit on the slightest bit of news. One
such stock was Boston’s Edison Electric
illuminating Co. The company wanted to
split its stock and stockholders were all in

favour as the stock rallied to $440 a shar
on the news. But the Massachusetts Dg-
partment of Public Utilities unexpectedly
refused to grant its blessing. Instead,
criticized the company for everything from
its rates to the amount of dividends it paidl5
as well as the price at which the stock w
trading. When the news hit the market, thig
stock fell to $299 a share. This wasbe-
lievable, nearly a 40% decline based upof
the remarks of an overzealous state admif-
istrator who took it upon himselfto publicly
state: "No one in our judgement, on thg
basis of its earnings, would find it to his
advantage to buyit." Thisisthe atmospherg
that began to surround the market like th
black cloud of death in biblical stories.

11%

174

The third week of October brought nog
real sign of relief. On Monday, October 21
the market fellin another sellingwave. Thg
Dow Jones Industrials fell t814.55 at one
point during the day. Then news began t
circulate about a big bank meeting tha
some hoped would stem the wide brea
which had taken place that morning. Thé¢
ticker tape fell two hours behind andlsey
turned to panic as people increasingl
feared what they could not see and ignorefd
all logic and reason offered by the funda
mentalists. Selling became "blind"and peof
ple would not find out where they were
filled for hours on end. The bankers whq
met that day were called to order by th¢
famous J.P. Morgan & Company as the
gathered in their offices in Manhattan.

=4

The banking meeting included the headp
of four of the greatest banks in the Uniteg
States with a combined asset power of $b
billion dollars in resources. Represented
were the National City Bank, Chase Na
tional, Bankers’ Trust, Guaranty Trust andlll
of course, J.P. Morgan. The market hel
briefly and traders hoped that the bankers
were going to take decisive action. Thg
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market traded back up, reaching as far as

329.28,a 14 pointrally. Later inthe day, the
bankers were joined by representatives
from 30 of the nation’s leading stock ex-
change houses. Then emerged Mr. Lamont
from the renowned House of Morgan and
he assumed the role of spokesman for the
distinguished group of financiers. The

statement that was released was not one of

earthshattering support and at first it was
misunderstood. The bankers merely stated
that the break in the market was a "techni-
cal" one and that it was not based upon
anything fundamentally wrong with the
market. They explained that the market
was merely scared and that it had run into
what they termed "air-holes" with urgent
and heavyselling being met with an absence
of sizable bids. But the tickers misreported
what Mr. Lamont had said and it was inter-
preted as though the Fed would raise the
discount rate again.

The market was confounded as the ticker,
hours behind, onlyintensified the panic. No
one know whether their stock was selling at
the price last reported by the ticker or if it

JUL AUG SEP OCT NOV DEC

was 20% lower. The sheer fear of that un
known had intensified the selling as the
blind began to load the blind. Emotionally
the lack of definitive prices made the situ
ation far worse than it perhaps would havI
been. Nonetheless, the real selling that dgy
was noted to be mostly large blocks of stoc
amounting to B00 to 20,000 shares at
clip. Many assumed it was the investme
trusts bailing out. The day finally came t
an end with the market closing at 320.91)
about mid-ground between the high and th
low of the day.

Ca)

1%

With the fourth week in October starting
off with such a panic, the next day was noll
looked forward to by many traders at all
The headlines continued to reflect a deg
perate situation but the fundamentals wer,
stressed heavily. "Serious Business Decline
Unlikely"topped an article in the New York
Times. This was merely one example

countless worldwide stories projected th
same note of optimism. Indeed, when th
next day arrived, traders were literally
shaken by the previous day’s action as thfe
exchange released the volume which un

1%
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MONTHLY: 1929
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doubtedly had broken all previous records:
6,092,000 shares had changed hands.

Tuesday, October 22 brought with it a
sharply higher open. The lowofthe daywas
2 points above the previous day’s closing.
The marketrallied straight up to 333.01 and
the roar of optimism was heard loud and
clear. The market found the industrials
closing at 326.51 that day, off nearly 8 points
from the optimistic high of the day.
Wednesday, October 23 brought the exact
opposite. The market managed to rally up
to 329.94 but then the pressure began to
build. Suddenly the market collapsed and
the industrials fell drastically behind. The
exchange had released the volume for the
previous day, indicating that 4,130,000
shares traded hands. Obviously, the vol-

ume increased on down days and slackened

off on days that rallied. Thisillustrated that
there were still sizable long positions still
holding on in the market and that further
panic was not out of the question. Wednes-
day fulfilled that indication in style as the
market closed down at 305.85 with volume

FEB MAR APR MAY JUN
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once again reaching a new record of
6,369,000 shares.

Thursday, October 24 opened a bi
stronger as the market rallied nearly §
points from the previous day's close. Bu
then again, heavy selling came into playan
the market fell to 272.32 on the Dow Jone
Industrial Index, off nearly 50 points from
the close of the previous week. The tickeff
was behind as much as 3.5 hours. The dejv-
astation was indescribable. The volum
was for heavier than anyone ever expectﬂt
possible. The members of the exchan
worked well into the night and it was after
midnight when anyreliable figures could bg
put together. The next morning the volume
was released; 12,895,000 shares hgd
changed hands. The volume clearly ref
flected distress selling at its height.

.

U7

In the October 25 edition of the New York
Times, the headlines read: "Weird Roa
Surges From Exchange Floor During Trad
ing"..."Brokers In Uproar As Market
Boils"..."Senators Stirred By Market Break
- King Presses His Proposal For Investiga
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tion Of Federal Reserve System." The arti-
cle went on to report that the further col-
lapse of the stock market that day caused a
revival in the Senate of suggestions calling
for legislative action to curb credit for
speculation and for amendment of the Na-
tional Banking and Federal Reserve Actsto
restrict credit used in the stock market.

Along with such proposals, some of the
senators advocated a detailed investigation
of the Federal Reserve Banking system as
proposed in the pendingresolution of Sena-
tor King of Utah..."Today’s activities in the
market were watched with interest by sena-
tors who have been expecting develop-
ments that would create a sentiment not
only in Congress, but throughout the coun-
try in favor of legislation to make it more
difficult for banks to lend money for specu-
lation and for Federal laws to heavily tax
stock transfers made ostensibly for specula-
tive purposes.” Senator Glass of Virginia,
one of the authors of the Federal Reserve
Banking Act, found in the situation the
strongest argument for pressing his bill pro-

viding for the imposition of a 5% exercise
tax on sales of stock which had not beep
held for over sixty days. 'It is his presen{
plan to offer his bill as a ‘Rider’ to the
pending tariff bill," the press reported.

On the same page of the New York Time
on October 25, another article appeare
pointing out the real winner in the midst of
that panic. It was the state of New York
The state of New York earned $350,000 if)
tax on that day’s stock sales. The taxation
which the state imposed uponthe New York
Stock Exchange and the Curb Exchangg,
was bringing them literally millions of dol-
lars in tax revenue. Now the federal goV
ernment wanted to impose taxes as well. jt
seems as though laws are never gojE

7

e

enough. The government always takes t
position that it is far better to raise taxes
the supposed incentive against somethingy,
rather than to actually outlaw whatever it i
that they are trying to prevent. In the end
obviously government will always be the
ultimate winner when it takes that sort of
approach.
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On another page in the New York Times
on October 25, the headline read: "Broker-
age Houses Are Optimistic On The Recov-
ery Of Stocks." Another article, entitled
"Investment Trusts Buy Stocks Heauvily,
Pour In Their Reserves As Market Drops,"
went on to say:

"Investment trust purchases yesterday
were reported to have been the heaviest of
any day since the inception of the invest-
ment trust movement in this country. Many
trusts which had placed scale buying orders
extending from 10 to 50 points below yes-
terday’'s morning opening prices were said
to have purchased hundreds of thousands
of shares. These scale orders had been
placed under the market several weeks ago
in a period when many of the trusts were
liquidating a part of their holdings.

"When the decline was most abrupt from
1130 to 1230, the scale orders of the invest-

ment trusts and other interests acted asja
cushion for the crashing securities marketg.
During this interval, scale buying orders
were caught by the hundreds and severfl
trusts declared after the close of the market
that theyhad purchased all the stocks whigh
they cared to add to their portfolios for thg
time.

"The decline was so severe, however, thit
a few trusts complained that their scale o
ders had not reached down far enough arjd
that many of their purchases were made at
the higher levels prevailing before the
break assumed its greatest proportiong.
One trust was reported to have been unusyi-
ally successful in its operations making
most of its purchases by keeping in constart
telephone communication with its brokerg
on the floor ofthe exchange, buyingin 5,00
and 10,000 share blocks at the lowest levél
of the day. When the stock market rallied
the trust had a paper profit on its operatio
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for the day of several hundred thousand
dollars.

"The cash reserves of the entire group of
large investment trusts before yesterday's
operations was estimated at approximately
$750,000,000. More than $100,000,000 of
this total was reported to have been used by
the trusts in the purchase of stocks yester-
day. One trust, which had $30,000,000 in
cash on Wednesday evening, reported that
it had used only one-fifth of its total yester-
day in purchasing stocks."”

Obviously, the investment trusts had re-
ceived sizable hoards of cash as the market
had come into its high during September.
Since the market began to decline, many
trusts did not simply jump into the market
investing their capital upon receipt. Had
they done so, the break could have been
seriously worse than what took place. Insti-
tutional cash was actually at record highs
just prior to the October 1929 collapse.
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This very same fundamental was impli
cated as the reason for the stock markét
rallyin 1982, and claims were made that th
institutional cash was at all-time highs
Again fundamentally we find that the insti-
tutional cash levels at the top of the mark
in 1929 were also at record highs and th
simple factor of watching institutional cash
reserves as a leading indicator for markejt
performance does not necessarily hold
constant relationship to the market. To th
contrary, institutional cash would logically
be at all-time highs when a market is soa
ingto this extent. Itisreflected bythe smal
investor reading the bullish headlines an
sending in his cash as quicklyas possible.
fact, the entire investment trust phenom
ena was exploding between 1925 and 1979
and therefore from one month to the ne
in effect, it always had established a ne
record high in cash during the bull phase
this period. Therefore, if one were to dray
any assumptions from watching institu
tional cash levels, perhaps it should b¢
marked rises and marked steady declinefs.
It is doubtful that this indicator W afford

17
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anyloadingindication butin the future per-
haps it might be used as a confirmation of a
change in trend following market perform-
ance.

The banking statement provided that
week by the House of Morgan was at first
misinterpreted by the traders in the confu-
sion. It was actually not until later in the
week that Mr. Lamont’s statement became
clearly understood. The New York Times
explained this confusion as follows on the
25th:

"Through a misunderstanding, reports of
Mr. Lamont’s statement appearing on the
news tickers made it seem that he had said
that he expected the Federal Reserve
authorities to take some action today upon
the stock market situation. In a later inter-
view, he disclaimed all such intentions
pointing out that he would hardly be in a
position, even if he should care to do so, to
forecast the actions of the Federal Reserve
Board."

The crash had shaken the securities arnd
commodity markets worldwide. In Lon-
don, the exchanges stayed open late into the
night following New York time so that in-
vestors would not be left in a serious posit
tion with no way to act. Between the
confusion among public statements angl
with the tickers falling 8.hours behind, it
is not hard to imagine the intensity of the
panic during that fourth week in October.

As Saturday arrived, volume declined tq
2,098,000 shares, nearly halfthat of the prgf-
vious Saturday session and one-sixth oftg[e
huge volume on that Thursday. The markejt
held the previous day's low and trading wa
steady between 303.60 and 295.98. The't
tal volume for the week was 37 million
shares, more than half the entire volume df
the previous month. On the close of Saturt
day the industrials were off 88 points from
the high of September 3, which was aboyft
23%. The railroads were off 24 points
nearly 12.5%, with the utilities down nearly
28%, showing clearlythat theyhad been th
hardest hit. The bonds, however, had falle

o7

A4
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to 92.10 during September and closed at
92.18, which was the lowest closing since
1928 high. October had also brought the
bonds down, fling to 91.76 during the first
week of October 4. By Friday, October 11,
the bonds rilied sharply as the stocks de-
clined, closing the second week at 92.39.
But during this third week in October many
were dumping stocks, running back into the
bonds and trading according to their old
familiar theory. The relationship, which
was stocks down, bonds up, began to come
alive again but would soon prove to be false
as the depression unfolded. Bythe close of
this week the bondsiteed steadily, posting
gains each day closing at 93.71.
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Sunday the 27th brought welcome relief|
Traders hoped that things would settlg
down after the news of the bank meeting
had been misreported and then denieg.
But the Federal Reserve had not se
enough blood just yet. After a late speci
meeting which lasted 2.75 hours, a spoke-
man for the Federal Reserve emerged fro
the closed door session uttering their f
mous statement, "No announcement.” Th
discount rate would not be lowered. De
spite the denials of Lamont, traders beg
to think that the Fed might tighten furthe
in their battle against the market. Perha
the greatest of all fears was that the sellin
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might now continue when Monday opened
for trading.

When Monday, October 28 opened, the
worst fears expressed over the weekend
came to a real fruition. Monday opened at
295.18, which was slightly below the lows of
both Friday and Saturday of the previous
week. But worst of all, 295.18 quickly be-
came the high of the day in a very obvious
manner. The market began to plummet
and now even the investment trusts began
to worry. No scale buying was seen of any
real size. The market had encountered Mr.
Lamont’s famous "air-holes" collapsingin a
terrible manner. The industrials fell to
256.75 and thistime there was no sharp rally
for the close as the market went out with a
screech so loud it was as if it had been dealt
a swift and sharp fatal blow. The roar was
reported to be so loud that it was audible on
the streets outside the building.

The railroads fell sharply and make a new
low for the month, falling to 155.07, off 20
points from the high thus far for this month

111229 120529 122829 .
alone. The utilities collapsed, falling to

86.96, down 18 points from the previoug
day. Asawhole, the broad market droppe
155in a single day! Thieonds rdlied again

but, curiously enough, they closed at 93.64,
slightly lower than Saturday. This perhap
reflected above all that people were gettin
seriously hurt and not much capital waj
seen on the bid side for bonds that day.

[

Sl

Then came what would be known as Black
Tuesday, a day that would carve its memorjy
into the minds of men who would not be
born for decades to come. Monday’s vol
ume was released: 9,213,000 shares. As
Monday’s devastation was not enough
Tuesday’s speculation that the Fed was gg@-
ing to raise the discount rate loomed abo
the heads ofthe traders. People asked wiy,
and there was little explanation that coul
offer consolation or reason for that matte
Everythingwas an assumption based on uf-
warranted rumor, but the Fed and its boar
were viewed as the assassins who were ter-
rorizing the financial world. The market
opened 8 points below the previous day’

f

|

o7

225



The Greatest Bull Market In History

close and 4 points under its lowest point of
depravation. Again it quickly become no-
ticeable that it was again the high ofthe day.
Selling came in from everywhere as the
industrials were forced to an apirag and
depressing low of 212.33. Volume for the

day was 16,410,000 shares, more than four

timesthe volume in the good old days when

the market leaped ahead, rearing its horns

through the stops placed by the short play-
ers.

This devastating decline was unmistak-
ably no poor man’s crash. By Monday, the
previous day, G.M. had lost nearly $2 bil-
lion off the total value of its 43.5 million
outstanding shares. General Electric had
dropped120 points from its 1929 high.
Westinghouse Electric crashd84 points,
American and Foreign power fell nearly
112 pointsand even AT&T collapsed by 130
points. Everything had buckled under to
the waves of mass hysteria.

But Black Tuesday had not left even some
of those declines alone. On Tuesday, G.M.
fell below 50 after being above 200 at one
point, which was now off by 75%. Even the
almighty Chrysler, which had been the lead-
ing automobile issue throughout the bull
market, was now under 40, off more than
100 points from just a few weeks before.
The railroads had tried to resist the depra-
vation before this week, but even here with
car loadings doing very well, the rails broke
severely. The DowJones Rail Index, which
had reached 190.50 in September, now
groveled at the 142 level. Common sense,
logic, reason, earnings, dividends all
seemed to be fundamental excuses which
could not muster a supporting consensus.

Perhaps the greatest indication of all,
which clearly proved that this was no small
panic and that it was not restricted to the
smallinvestor, was the collapse in the bank-

ing stocks. Traditionally, most banking is
sues were purchased by the wealthy a
many traded over the counter as unliste
securities. Here again we can see that the
Federal Reserve concern for the amount gf
money in the brokers’ loans was perhap
not justified for the nation as a whole. The
margin for bank stocks was usually none”a
and those that were marginable were on

50 to 80 percent basis. There was no ovef-
leveraged position in this market. Yet de
spite this fact, the damage which had beghn
done seriously affected the rich as well
the middle class. The banking issues, qf
which many were selling at $400 or more
share, crashed. First National fell on th
28th by $500 in a single day. Bank of Man
hattan fell $150 that day as well. In fact
sharp losses were expressed in the quotp-
tions for Bank of America, Chase Nationa
and even the mighty National City. Othef
stocks, traditionally held by the rich, werg
the insurance companies, trust companids
and utilities. Here it became clear that the
rich industrialists, who normally paid0%
cash for their bank shares, saw their portfqg
lios cut more than in half between Septemt
ber 3 and October 29.

J

In the midst of the hysteria when peoplg
watched their fortunes disappear fastg
than they had been amassed, a knight |n
shining armour came to the rescue. He wgs
John D. Rockefeller, American oil tycoon.
Rockefeller had never been a man of much
public exposure, preferring to refrain from
public statements. But he was a man high",/
respected among businessmen as well fs
Wall Street. With the calm and steady voicg
of confidence he came forward and publicly
announced: "Believing that fundamenta
conditions of the countryare sound, my so
and | have for some days been purchasirjg
sound common stocks." At last, someone (f
substance offered to put his money wher
his mouth was, so to speak. The news hijt

-
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the floor in the later part of the session just was real buying from bargain hunters. Bu
prior to the close. The market firmed and most important, volume

began to rally sharply for the close, settling
at 230.07, up nearly 18 points from that
day’s low of 212.33. On this day, selling of
even investment trusts had come in but
many could not be sold for there was no bid
of any price. But as the news eventually
began to circulate, what the bankers and the
investment trusts had tried and failed at,
only John D. Rockefeller seems to have
been able to pull off. Here was a man offew
words, devout patriotism and acknow-
ledged business accomplishment. Despite
the numerous words from Hoover to the
Governor of the State of New York, Frank-
lin D. Roosevelt, all claiming that the econ-
omywas sound, it took an acclaimed tycoon
not known for speculation but for his busi-
ness judgement, to provide a level of confi-
dence once again.

The next day, the market opened higher,
fell slightly to 230.98, still almost a point
above the close on Tuesday, and thenrallied
straight up to 260.93, closing at 258.47.
Shorts were covering but more apparent

reached
10,727,000 shares, the highest volume e\ir
recorded on a day that rallied instead
declined. The buoyant rally continued intg
Thursday, the 31st of October, as trading
slacked off to 7,149,000 shares. Thmwnds
had fallen back to 93.13 on Tuesday but
rallied on Wednesday to 93.52, coming
close to matching the previous week’s higm|
of 93.83. But as the stock market move
higher on Thursday, the bonds fell by a ful
point, dropping for the close back to 92.11
Clearly, cash for stocks came flooding bac
out ofthe bond market astraders continuefd
to view the old relationship of stocks up
bonds down. The total volume for the weelf
was nearly 44 million shares. The ex
change, exhausted and drained, declared a
three-day holiday, ending the week on @
definite notes of optimism.

4

The week of October 28, 1929, had bee
the largest volume week in the historyofth
exchange. The backlog of work was incre
ible as October slipped into the past. No
vember began on Friday of that week bu

-

227



The Greatest Bull Market In History

the market was closed and remained
closed for a three-day holiday and did not
reopen until Monday, November 4.

The week of October 28 had caught the
attention of virtually everyone in world, not
merely the nation. Stories continued to
dominate the press during early November
of 1929. The Dow Jonesdustrial Index
had fallen from the 386 high in September
to 212 on Tuesday, October 29. But the
decline in many individual stocks was much
worse than the indexes suggested.

Montgomery Ward fell from its high of
$156 to $83 while Electric&d and Share
fell from $189 to $50. One story, which
history has recorded but prosperity has

caused us to forget, concerns a hero - at

least in the public’s view - from the House
of Morgan and how he helped stem the
decline during that dreadful week.

The hero was Richard Whitney, head of
Richard Whitney & Company. He was well-
known as the brother of George Whitney,
who was a Morgan Partner. At 1:30 PM on
Tuesday, Broker Whitney stepped into Post
Number 2 and in a loud and confident voice
announced a bid &205 for U.S. Steel.
This was 15 points above the market at that
time and soon the tickers began to flash
"Steel, 205 bid." Whitney was bidding for
only 25,000 shares which amnted to a
mere $5,000,000. But the importance ofthe
bid lay solelyin the Whitney's implied rela-
tionship with the House of Morgan.

Despite the seemingly buoyant recovery
for Thursday afternoon on the 31 st, many
a speculator was cut down to size that week.

The speakeasies were booming as rumor

after rumor depicting suicides drifted

through the smoky back alley rooms. Per-
haps the odd saying, "misery loves com-
pany,”was born in those dark, smoke- filled

rooms that very day. For misery certainly
was not alone. Proud boosts of how the

had survived could be heard between thg
gulps ofimported bootleg ofthe finest qual;
ity. But between the lies and the exaggera
tion relating how they knew all along that
this would be the outcome rumor ang
speculation spun tales of the famous wh
were less fortunate. The rumors and th
gossip which told a dismal tale of suicides
began to turn into blatant reality.

7

1%

When the week was over, estimates begdn
to pour out indicating that the number o}
margined positions which had been close
out ranged from 25% to 75%. The swing
within the market that Thursday the 31s
was awesome. The decline from Monda
had cut the total value of the New York
Stock Exchange issues by nearly $11.3 bi
lion. By the close of Thursday, all but $3]
billion had been recovered.

-

The "Banking Pool,"as it was called by theg
end of that week, seemingly stood by ready
to stem the tide should it shift toward|sey
once again. But the following week
brought with it National City's withdrawal
of its offer to buy out the Corn Exchange
This untimely event, coupled with remarkg
from Senator Carter Glass, who chose tp
blame anyone and everyone for the coIIapT
in the market, undermined the confidenc
in the Banking Pool.

In the Philadelphia Record, Senato
Glass, author of the Federal Reserve Ac
attacked Charles Edwin Mitchell for caus
ing the crash by making optimistic state
ments. Mitchell was the head of National
City Bank and therefore an important
member of the Banking Pool. Senato
Glass’s verbal assault was quoted as fof-
lows: "He, more than any fifty men, is re-
sponsible for this stock crash." The hlatst
of Senator Glass toward Mitchellwas along
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running story in itself. But nonetheless, ru-
mor circulated to the point that Mr.
Mitchell was forced to come out publicly
and deny that he was going to resign.

Senator Glass had a sharp tongue and

perhaps far too much pride. While the ma-
jority pointed the finger of blame at the

Fed, Glasslashed out in defense of hiscrea-

tion. His personal pride stood before the
best interests of the nation and instead of
considering that his creation could possibly
be wrong or at fault, he chose to condemn
everyone from the President to Mitchell for
making optimistic statements.

As Monday, November 4 opened, the first
print was now off nearly 10 points from the
close of October 31. The high of the day
once again quickly formed at 269.75. The
market fell as people began to question the
validity of the Banking Pool. The Dow
Jones industrials dropped ®565.43 and
closed at 57.68 with volume running at

6,203,000 shares. The market was closed

again on Tuesday, November 5 and re-
opened on Wednesday under the low of

J A S 0O N D
Monday. The high of the day formed af

252.20, more than 3 points belovwokday’s
low. Selling continued once again as th¢
industrials dropped t®228.35 closing at
232.13. Volume was now 5,915,000 sharej.
So far, the industrials, railroads andities
still held the low of the previous week’s
panic.

On Thursday, November 7, the selling
persisted. The market opened up slightly
but rumors of Mitchell caused much nerv
ousness. The high of the day formeﬂ)
quickly once again at 242.10, up nearly 1
points from the previous day's close. Bu
then the selling began fwour in from all
corners of the exchange floor. The markef
fell abruptly falling to 217.84 holding the
previous week’s lowbymerely5 points. Buf
then a rally sparked by short covering un
folded and the market rallied back andg
closed at 238.19 with volume reaching
7,184,000 shares. On Friday, November §,
The market calmed down with volume de
clining to 3,215,000 shares, which was th¢
lightest in nearly three weeks. The indus
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CALL MONEY RATE
Yearly: 1927-1932

N
(o]

N
~

N
N

N
o

e

/Peoked at 20%

P

&

percent

- s s

O NN M OO GO O N M~ O O

1957 1958 1959
trials traded between 245.28 and 234.63,
closing steady at 236.53.

The market was closed down on Saturday
once again hoping that time off might help
allay fears of panic. But as the speculators
had two daysto think things over, their fears
were not yet settled. As the week of No-
vember 11 began trading, the dread of panic
once again gripped the market. After
opening at 235, the market briefly reached
235.13 on the open and then fell like a rock.
The industrials dropped t219.34 which
still managed to hold above the major low
of November 7. But this time there was no
rally. The industrials closed 220.39, the
lowest closing yet achieved. Volume was
relatively light with merely 3.7 million
shares changing hands.

As everyone had the night of Monday,
November 11 to think things over, talk
again began to turn toward fear. The Utili-
ties, which had long been viewed as the rich
men’s investments, had indeed broken the
previous low and closed at 73.91. Even the
bonds had declined to a small extent. This

_1930 1931 1932
did not speak well for what "strong" handg
may have been up to. Some asked if the
decline would ever come to an end.

As Tuesday, November 12 arrived, the
industrials barelymanaged to rallyup to th
222.56 level before falling once again. Vol
ume doubled as panidléd the minds and
hearts ofthose that remained in the markeg.
This time the industrials fell without mercy
straight down to 208.09, closing at 209.7
The railsfellto 133.68, which was also a ne
record low for this devastating crash. Eve
the bonds fell back under the 93 level fo
the first time in November.

==

As Wednesday the 13th opened, the sell-
ing continued and the industrials reache
211.92 but fell breaking the magic 200 mar
testing 195.35. By the close, thustrials
couldn’t muster enough supportto rallyang
closed below 200 at 198.69. Volume wa
again heavy, amounting to nearly 7.8 mil
lion shares that day. The bonds fell nearly
half a point closing at 92.44 and the rails
finished at 128.07 with the utilities down af

o7
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64.72. Would no one be able to stop this
market from falling further?

At last, Washington’s long silence was
broken. President Hoover promised a tax
reduction and an industrial conference.
Other heroes began to step up. Julius
Rosenwald, board chairman of Sears, of-
fered to cover the margin accounts of all
employees. Standard oil of New York an-
nounced that it would lend $43 a share
against its own stock to employees who
were overmargined. Other companies be-
gan to join suit such as Standard oil of New
Jersey, Humble oil, U.S. Steel, Gulf oil and
others.

Although the market had forgotten
Rockefeller’s pronouncement that he and
his son were buying stocks of sound value,
this time it would not forget. Rockefeller
placed and order to buy 1 million shares at
$50 of his own Standard oil of New Jersey.
This above all would make Rockefeller one
of the true historical heros of the moment.

The lists of winners and loser of the era
began to fill the press. The plans to estab-
lish a Papal Bank were abandoned as the
Vatican took heavy losses during this pe-
riod. The State of New York was amongthe
winners. It had raked in nearly $5 million
in taxes of 2 cents per share for the month
of October alone.

Many losers obviously didn’t come for-
ward publicly. But one such loser did. She
was a girl of 19 named Margaret Shotwell.
She told the press that she had lost more
than $1 million and even named the stocks
she had owned. The list was Montgomery
Ward, Paramount, Cities Service and Gen-
eral Motors, all blue-chip companies no
doubt. When she was only 12 years of age,
her father had brought home a friend to
listen to her playthe piano. That friend was

John Neal who upon his death left her $
million in stock of Reynolds Tobacco, which
she diversified into other companies or
margin.

and the suicide lists began to growin promi
nence as well as in number. That drop i
November brought with it the suicide of the
president of New York’s County Trust Co.,
James J. Riordan. The president of Roclj-
ester Gas & Electric Co., Robert M. Searl¢g
also committed suicide and was rumored t
have lost nearly $1.5 million during Octo-
ber’s panic. In New York City, 44 suicides
took place between October 13 and Not
vember 15.

Others did not take their losses so easilr

A=)

The first brokerage house to go under wgs
Mandeville, Brooks & Chaffee of Provi-
dence, Rhode Island with lidibies of some
$4 million. The panic had clearly cut deeply
into the heart and soul of manywho partici
pated in the market game.

But it would be wrong to paint a picture
entirely of doom and gloom. Many foreign
visitors remarked on the somewhat cheef-
ful atmosphere that curiously surrounde
parts of the marketplace. Jokes of all sor
were heard for each newdevastation. Somje
were clean while others were just plain sic
Actor Eddie Cantor told the press tha
when he heard that Rosenwald was offerin
to cover the margins of his employees
Sears, he immediately sent a telegram
apply for a position as office boy. Through
it all there was some sipirit left and obvi-
ously not all were wiped out by this first
crack in the market.

Onthe streets of New York, one could bu
for $3 the news letter of Roger W. Babsor
who cashed in on hismarket call for a brealf.
Although Babson had called for a break o
only 60 to 80 points and the market ha
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fallen more than 186 points, he wasne-
theless among the very few that at least
called the direction correctly. That was not
the case for most analysts. One such ana-
lyst, Charles Amos Dice, was a well-known
bulland manyfollowed his lead through the
bullmarket. In October he published "New
Levels In the Stock Market" in which he
claimed that the market would remain at
near the current levels and that the Dow
would hold the 300 level on thedustrials.
Mr. Dice isnotremembered by manyin this
day and age.

Between Hoover and Rockefeller, some-
one did step into save the market that week.
Although it was not a Friday, November 13,
a Wednesday, would stand asthe lowfor the
Panic of 1929. The DownHustrials, after
closing that Wednesday below 200, opened
above it on Thursday the 14th. The low of
the daydugitselfin at 205.61 and bythe end
of the day the market closed at 217.28 after
reaching a high of 219.49, up nearly 10% in
a single day. Friday brought more of the
same as the market gapped up even higher.
The low of the day was 222.50 and the mar-
ket pushed upward testing the 232.77 level
and falling back to 228.73 for the close.
After reaching 7.8 million on the Wednes-
day panic, volume remained respectable
but did not exceed levels of recent down
days. Thursdayreached 5.5 million and Fri-
day’s volume was merely 4 million shares.
Curiously enough, the bonds continued
lower on Thursday when the stocks began
to recover. They closed at 91.93 but man-
aged to rally back for a close on Friday at
92.03.

The market remained closed that Satur-
day as the exchange attempted to restrict
trading to a five-day week. In part, the halt
in the decline was helped bythe Fed cutting
the discount rate from October’s cut to 5%
back down to 4.5%. This level would be

maintained through the balance of 1929
and no further cuts would come from thq
Fed until February of 1930.

On November 18, 1929, Time Magazine
reported on its opinion as to the cause df
the crash. It appeared as follows:

"Why the Crash come on October 23
1929, is as mysterious (and as unimportany)
as why the World War chanced to begin OJ[
August 4, 1914. If some trace the War n
further than to an archducal assassinatio
then others might trace the Crash to a var|-
ety of such moments as that when Goldmar
Sachs terminated the syndicate on thejr
Blue Ridge investment trust. Vital point is
the undermining of popular confidence tha
ended in the Crash. Causes of underminirfg
were:

—4

1) Warnings from the Federal Reservg
Board and other prophets of disaster warr
ings that scoffed at when given, neverthe}
less filled the Market with a conviction of
sin.

2) A period of almost two months (since
Babson Break earlyin September) in whichy
it had taken strych-nine-injections to pustk
guotations ahead. The September slunp
(currently almost ignored in favor of the
peculiar theory that the Market crashe
without warning) was of tremendous im-
portance in its indication that a Markef
which could survive only by constant rise
had reached the limits of its climb.

3) Most important of all indications of a
slowing tempo in U.S.industry. The motor
stocks, for example, had long since faller)
from their January highs..."

While Senator Glass tried to blame the
crash upon those who spoke "too optimistit
cally"therebyinducing othersto throwtheir
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money into the market, Time has taken the
opposite view. Time pointed to all the

scorn and the jaw-boning of the Fed that
eventually undermined the confidence

within the market and the nation. Time was
certainly correct in pointing out that by Sep-
tember there was a small indication that
industry was perhaps entering a slump. Al-
though steel production was declining, it

was certainly not a major leading indicator.

However, the motor stocks indeed did peak
in January as Time reported. This was per-
haps a better technical warning since the
motor stocks were the leaders all the way
up. In fact, the bull market had been built
upon the innovation of the automobile in-

dustry. From our sense of the importance
of technical patterns, the true key for any-
thing tangible is the fact that the strong

leaders had peaked in January. The
broader market, in fact, continued higher
into September. But these were the highly

speculative stocks as well as the stocks that

had lagged for years.

Time Magazine went on in its article of
November 18 to discuss the three main

thoughts at the time from the economig
viewpoint. It reported at follows:

"ECONOMICS. Apart from the ‘causes’
of the break, many an economic point wa
made aproposthe break. Three widely dis
cussed points were:

v

1) That corporations which had loaned
money ‘on call’ to speculators had contrib-
uted more than any other group to an ur
sound financial situation because many g
corporation promptly called in its loan at
the first sign of trouble. Five directors of
one corporation threatened to resign lag
week if their company should call its loan
These directors took the honorable posjt
tion that having once loaned its money tgq
the stock market, the corporation shoulg
stand by the market so long as its loan wds
adequately protected by collateral.

—

2) That speculation had been encouraggd
by the over-conservative financial reports
of corporations. There have always beep
dishonest concerns which rig their books t¢
show $1 per share profit when actuallyther

174
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was no profit. But suppose an ultra-conser-
vative concern, by scaling its assets to mini-
mum and carrying the liabilities at
maximum, shows a $1 per share profit when
someone else thinks they might presumably
have shown $2 per share profit; then the
incentive to imagination and hence specu-
lation is great and obvious.

3) That wide-spread distributions of stock

to employees have made hundreds of thou-

sands unduly ‘stock-conscious.

Obviously, in a serious situation like the
Panic of 1929, people go@ind blaming

everyone else but themselves. Granted the

corporations dumped tons of money into

the call money market where rates rose as

high as 20%. But did anyone think twice
about running into their money-market
funds in1981 when rates there far outpaced
the time deposits at savings and loans?
Well, time deposit rates were 2% at that
time. Why wouldn’t anyone in his right
mind not move funds to the call money
market when he could earn five to ten times

1924 1932 1940

what he could at the bank time rates? This
is hardly an excuse for the crash.

Nor can one pin the blame upon corporg
tions over or underestimating profits. Theg
big companies were pouring out dividend
like there was no tomorrow. Granted
there were undoubtedly some fraudulen
practices, but this was certainly not the case
for the majority and consequently would
not have sparked such a rally to begin with|.

—

Finally, trying to pin the blame on compa-
nies that provided stock plans for their em
ployees is absurd. Virtually every major
company has had a stock plan in place far
the past 50 years and no major bull-feve
has broken out.

-

The causes of this devastating collapsg
could not be assessed just at this point i|h
time. By year end, most would actually be
gin to believe that the worst was over ang
that prosperity would remain intact.

As the final week in November draw the
month to a close, the market began to firmy.
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The week of November 18-22 saw the in-
dustrials trading between 222.93 for the
low, rallying back to 250.75 by Friday and
closing the week at 245.74, up nearly 18%
from the low established on November 13.
Volume was far from heavy. Thursday the
21st was the peak on volume, reaching only
3.1 million shares. The entire week
brought light volume totalling only 14.5
million. During the previous week when
the low had been established, volume
reached nearly 22 million shares with the
market open only four days instead of five.
Clearly, not much fresh buying was honestly
entering the market.

The rails managed to firm as well, rallying
back to 149.48 by the end of the week. The
bonds also néed, closing back above 93 on
Friday the 22nd. Although the market
seemed to firm, caution was still most as-
suredly in the wind while dry cool jokes
circulated around the floor.

The final week in November was a short
trading session. The market began to dip
back, falling from the previous week’s high

of 250.75 to 234.51 on Tuesday the 26tH.
The industrials managed to hold but agai
volume increased to 3.6 million shares th
day. Clearly the signs were still indicatin
nervousness. The market firmed and ra
lied back on Wednesday, reaching 240.6
and closing November at 238.95. But vol
ume was down to 2.4 million shares. Ther
was undoubtedly a distinct trend that uy
days brought low volume while down days
carried on increase of nearly double th¢
volume. The bonds Heed and closed that
week at 94.05 on news of Hoover’s impend
ing economic conference.

A1 4

——

"I will appreciate it if you would make it
convenient to attend a small conference ip
my office on Thursday morning at 10
o’clock to discuss matters connected with
my statement of last Saturday."

Herbert Hoover

The markets were closed. The wholg
world waited to hear a few words of opti-
mism and some decisive plan to stem th
panic and save the nation. History chose IIE
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place a lot of the blame upon Herbert

Hoover and in the depths of depression
shanty towns were eventually named

"Hooverville"across the land. But the facts

are clear that Herbert Hoover attempted
actions and sought pledges from industry
which would, under normal conditions, fun-

damentally provide a logical, supportive

outcome. But fundamentals never predict
the future and economic solutions seldom
bring what they are supposed to deliver.
Speculation is perhaps a mere shadow of
expectation thrown forward upon the road

which extends into the future. But then

again, without confidence, there is no

speculation.

The pledges that Herbert Hoover ex-
tracted from industry were real and funda-
mentally sound. Leading employers made
the commitment that there would be no
reduction in wages. Labor representatives
pledged that there would be no strikes, no
undue agitation for higher wages. The
U.S.Chamber of Commerce promised to
form a permanent national economic coun-
cil to deal with the current emergencies.

1914

1921 1928
From industry and the railways, Hoover ex

tracted promises that expenditures on im
provements and expansion would gq
forward. Congress pledged bipartisan sug
port for Hoover’s plans to reduce taxes by
some $160 million. The Treasury Depart
ment pledged to increase its public building
program from $248 million to $423 million.
From the Interstate Commerce Commist
sion, Hoover demanded prompt action tq
allowrailroad mergersin an effort to insurg
financial security through this consolida-
tion that many sought. Hoover also de
manded that the Subcommittee award 1p
ocean mail contracts by January, which
would require $200 million in new ship
building. Even New York City pledged to
speed up a $1 million contract for new con
struction. And from the Federal Reserve
Hoover demanded easy credit.

These were among the few lists of pledggs
that Hoover obtained during that lost weelg
in November. But history stilllmoses to
cast much of the blame upon this man fof
the Great Depression that eventually fol
lowed. Yet Hoover's actions were clearn
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US TRADE BALANCE
Yearly: 1900-1929
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and swift. Theywere positive steps toward President but the nation. It is a rare politi

increasing employment immediately. Yet cian indeed who honestly thinks first of his

there was something that didn't quite getto  nation and last of his own political career.

the point. There is a lot to be said for

confidence. With it, the future can be Henry Ford was one such attendee tht

molded and shaped, but without it, the fu- day in Washington. When the meeting waf

ture willmold and shape the events of man. over, Mr.Ford handed out a prepared statg-

ment giving his opinion ofthe situation. The

The meeting with Herbert Hoover that  market break he attributed to two causes

week was by far the most dramatic gather-

ing in the history of American business. 1) "There was a serious withdrawal of|

Friends, foes, and bitter competitors all brains from business by men who woulg

gathered incommon harmonyto place their otherwise have been working out better dg

pledges upon the President’s desk. There signs for commodities and better method

were many who naturally scoffed at the of manufacture and planning to put more

President from the ranks of the opposite value into their products.

party in Congress. This brought many edi-

torials that demanded Congressto gohome 2) "American production has come to|

and leave the nation in the hands of Presi- equal and even surpass, not our peoplgs

dent Hoover. Perhaps we will never know power to consume, but their power to pur

if that political bickering was the cause for chase.”

the continued decline in confidence. But

there are manytimes when politicians, who Henry Ford also offered his solutions

seek to strengthen their own positions, which were as follows:

thrash out at a President with political

rhetoric, which undermines not merely the

JJ
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1926

_ 1920 1922 1924
1) "Putting additional value into goods or

reducing the prices to the level of actual
value.

2) "Starting a movement to increase the
general wage level."

Ford’s ideas did not exactly agree with
those of President Hoover. The President
was concerned about maintaining wages as
were many business leaders. Ford sought
to increase wages assuming that they would
increase buying power. Ford returned and
raised the wages of his employees.

Ford’s ideas were a bit strange in some
respects. Although there was not a serious
wave of resignations from men choosing to
become traders rather than work, many
viewed the market as the easy road to
riches. However, this could not be con-
strued as a reason why the market crashed.
But Ford was correct that production had
reached levels requiring foreign markets
because domestic markets could not absorb
all the goods. Inflation on luxuryitems had
risen significantly and this was true in many

1928 1930 1932 _
other areas as well. Thus, his suggestion

0
reduce prices to the level of actual value i]lu
a sense meant to reduce inflation.

The basic assumption at that time was that
previous breaks in the stock market haﬂi
normally prompted caution among the
population, which in turn caused many tg
curtail spending out of fear for their future
security. This occurrence is a natural ever
which Hoover clearly understood but hsg
failed to prevent that natural sequence bg
cause it is something that belongs in th
realm of human nature.

—

174

—

Nonetheless, his tactics are still employe
in politics for both points of view. President
Carter went on TV to state that he wa
serious about inflation yet no one listened]
People often have made up their own mindfs
and ominous or optimistic statements hay,
little lasting effect unless the people them
selves foresee the same conclusion.

A

A\1”4

When President Reagan was electeﬂt,
spending in the private sector immediatel
declined. Expectations of future inflation
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declined and savings began to rise. Much of
the credit for stemming inflation does not
rightfully belong to the Federal Reserve or
directly to actions taken by President Rea-
gan. The curbing of inflation took place
because of the natural human instinct that
dictated Reagan was serious about stopping
inflation. People did not take Carter or the
Federal Reserve for that matter - seriously.
It was the election of a new President that
shifted the anticipation factor within all
Americans to expect that perhaps some-
thing different was going to take place.

This is the very same thing that Hoover
was up against. He sought to get commit-
ments from the private sector that they
would not cut back out of fear but instead
continue as if nothing had happened. Per-
haps what President Hoover was asking
from the people was something that was
impossible to obtain. When it comes to
money, people are very reluctant to spend
their savings when they sense a change in
the mood or anticipate uncertainty in the
future.

1
1925

For daysthe pressreported numerouslisfs
of cities such as Camden, New Jerseywhigh
pledged to employ 60,000 men in its city,
county and federal building plan. The mar
ket during December remained cautioug,
yet firm. Monday, December 2 closed a
241.70, up only slightly following the
Hoover conference. Yet by the end of th
week, Friday, December 7. closed at 263.44.
up nearly 10% on the week. The bondp
continued to climb, closing that week af
94.57.

Friday, December 7, was the highest daily
closing for the entire month. Monday, theg
9th reached 267.56 for the highest intra-daly
point that month. But from then Decembe
would decline to 226.39 on dhday, De-
cember 23. After Christmas passed, th
market rallied back to close that infamou
year of 1929 at 248.43 on thediustrials,
well below the psychological 300 level,
which was supposed to be lasting support

U
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As expectations of 1930 began to take
form, many viewed that it would be a quiet
year for the stock market. The value of a
seat on the exchange sold that December
for $350,000, down $144,000 from the pre-
viously recorded sale.

Perhaps one false investment concept that
many were led to believe in 1980 was that
diamonds have always hold their value.
That statement on the part of merchants
seeking to lure investors into their market
place should be considered in light of De-
cember 1929. Then in Amsterdam, buyers
literally could not be found at the famous
Tulpstraat and at the Saphartistraat. The
work week in this diamond cutting center
was itself cut from six days to three. In
Antwerp, which was the largest diamond
cutting center in the world, 15,000 cutters
were unemployed. All operations were
closed between December 7 and 21 in Lon-
don, the final source for 90% of all whole-
sale diamonds. Then the dealersin London
suspended all sales to trade in an effort to
help stabilize prices.

1929

Diamonds, which supposedly were for{
ever, fellin value by more than 50% follow-
ing the trend of the stock markets aroung
the world. The only difference between
diamonds and stocks was the total non
liquidity. Atleast most stocks could be sold
for the current bid. But in diamonds, therg
were no bids unless at destitute levels. Anf
at times during the next two years, dia
monds of investment grade, which werg
larger stones, fell more rapidly than evern
the stock market.

In the oil industry, a price war continued
The price of oil declined, threatening jobq
and earnings of the top oil producers as the
war between European and American prd
ducers escalated into harsh public statg-
ments from both sides of the Atlantic.

1929 would remain in the minds of men
for decades if not centuries in the future
We all know now that the situation would
getworse and that thisbreak was merelyt
first stumble for a bull that had grown large
than any generation before it. But how an
whythe market would drop remains of vita
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importance to us in trying to understand
what the future will shape as we travel our
own path on that road to a meeting with
destiny.
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