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1932 arrived on the heels of one of the

worst monetary panics of the 20th Cen-
tury. Although fears began to subside over
a devaluation of the dollar or an American
abandonment of the gold standard, opti-
mism over the world situation was difficult
to find. Capital still remained shaky and
ready to shift from one currencyto another
with what often seemed as whimsical as the
change in tides or a shift in the wind. The
political scene within the United States de-
generated to one of the worst depths of
which any democracy could possibly fall.

1932 was a year which brought communist
demonstrations in Washington and politi]
cians turned their sights upon the invest}
ment community as a whole. Somsg
politicians accused its banks of intention
ally trying to destroy the economy of the
world in an effort to force the United Stateg
to cancel the outstanding war debts
Europe so that normal commercial debt
could be settled with the banks. Of cours
no such plot had evolved but accusatio
were painted with a viol color of hate in n
different a manner than that which sparke
the Russian Revolution.




Asifdirectly out of a text book in psychol-
ogy 101, people began to accuse others of
faults and deeds which they alone perhaps
nourished in the depths of their perverse
inner egos. This would be a year in which
the American political system sank to the
level not seen since the Spanish inquisition
as it took on many of its horrible predeces-
sor’s attributes. Some politicians sup-
ported the total abolition of the stock
market while others urged that the shorts
should be exposed and jailed as if their
actions rose to the level of treason. Al-
though the politicians of the era would not
admit that they had taken on many similar
characteristics which distinguished the
Russian Revolution, the deeds, words, acts,
and accusations hurled at the investment
community rang a familiar bellosinding
the words once written by Joseph Stalin in
his "Kampf."

"What is the sharpening of the class strug-
gle due to? It is due to the fact that the
capitalist elements will not depart from the
scene voluntarily; they resist and will con-
tinue to resist socialism, for they see that
the last days of their existence are ap-
proaching. And they are still in a position
to resist, since in spite of their relative de-
crease, absolutely, they still continue to in-
crease; the petty bourgeoisie of town and
country, as Lenin said, daily and hourly,
throw up from their ranks capitalists and
small capitalists and these capitalist ele-
ments go to any length to preserve their
existence.

"There have yet been no cases in history
when dying classes have voluntarily de-
parted from the scene. There have been no
cases in history when the dying bourgeoisie
has not exerted all its remaining strength to
preserve its existence. Whether our lower
apparatus is good or bad, our advance, our
offensive, will reduce the numbers of the

capitalist elements and force them out [
existence, and they, the dying classes, w
resist at all costs."

bitterness. The Russian Revolution ha
been born from the Panic of 1919 whe
commodity prices collapsed and unemploy
ment ran high. When nothingis left to lose
revolution often fills the emptiness of the
moment bringing joyous illusions of utopia
and monetary equality for all. In the samg
manner that the Russian communist move
ment began with placing all the blame upou|[
the rich, here too in the United States poli
ticians turned on their own rich class with g
sinister intention of placing the blame for
all upon the yoke with which they now
sought to enslave that class of society.

Stalin’s words ring loud of hatred and’u1

Despite the numerous spending prograngs
implemented by President Hoover, nothing
seemed to be working. Confidence wap
lacking and international distrust and skepjf
ticism reigned supreme. People were rg
luctant to fill orders unless paid in advancsg
fearing that payment in the end migh
somehow never arrive. These fears onn/
further dampened world trade and thg
prospects of recovery both economically als
well as in the price levels of commodities
and stocks not to mention bonds.

The bond markets of the world were de
astated by the monetary crisis of 1931
Much of the municipal as well as federa
issues of South American bonds had gong
into default. Now only super well financed
American corporate bonds retained any
sense of value while everything else, with
the exception of U.S. Liberty Bonds and
Treasury Bonds, crumbled in wake of de
fault fears. Many viewed the bond marke
as if it were a game of Russian roulettg
when at anymoment some other playwoul
be struck with a fatal wound.
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Despite the easing of interest rates on the
part of the Federal Reserve, bonds col-

lapsed as the market demanded yields that

were now as high as 5 times that of the
discount rate. Despite the easing by the
Fed, the bond market continued to collapse
as security dominated yield. Real estate

backed bonds decayed astangible assets far
outnumbered hard cash and thus a sharp

contraction in the value of all tangible as-
sets could not be avoided.

As January of 1932 made its presence felt
upon the nation, any hopes began to dissi-
pate half way through the month. January
1 had begun with the total of listed securi-
ties on the New York Stock Exchange val-
ued at $26.6 billion down significantly from
nearly $90 billion at the peak in 1929. On
January 1, the U.S. Bureau of Mines re-
ported that world production of petroleum
during 1931 had declined 2.8% from 1930
levels. This worked out to be 1.3 billion

barrels for total world production, yet the
U.S. production share wa&50 million of
that figure. Despite everything, the Uniteq
States was still the major @ducer of oil
prior to World War I1.

Gasoline exports were off 30% during
1931 from 1930 levels. Storage of gasolin
during 1931 had increased by nearly 5%
Bituminous coal production stood at 378
million tons for 1931, which was a decline
0f 19.1% from 1930 levels. Anthracite pro-
duction declined 14.2% from 1930 levels
coming in at 59 million tons for 1931.
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The value of exports during 1931 totaleq
$2.4 billion which was a decline of 36.7%
from 1930 levels. Imports were $2.08 bil-
lion, a decline of 31.7% during 1931. Thsg
figuresclearlyillustrated that the U.S. tradg
surplus was still narrowing despite the so
called age of protectionism.

==
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The bad news that January had brought
continued. The American Railway Associa-
tion announced that freight loading reve-
nue had declined during 1931 by 18.8%.
Union railway workers agreed to accept a
10% wage cut yet thiswas beinginterpreted
as bullish at the time. Shuilding yards
were working at 40% of capacity while at
the end of 1931, shipsnder contract were
$58 million compared to $90 million at the
end of 1930. Steel ingot @duction was
running at 28% of capacity and declining.
Building construction, asreported from 354
cities across the nation, showed a decline of
nearly 28% from the amount spent during
1930. Business failures were one of the few
things to rise during 1931. For 1931, fail-
ures totaled 28,275 with liabilities of $733
million. In 1930, these figures were 26,355
with liabilities of $668 million.

The Senate Finance Committee was con-
ducting hearings into international banking
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and war debts. Testifying was Otto Her
mann Kahn who was requested to provid
the Senate with a complete listing of al
foreign bond issues which were currently in
default. He obtained that information from
the institute of international Finance ang
the Senate made that list public in Janua:lly
1932. To the dismayof many, the list totale

$815 million worth of foreignbonds de-
nominated in dollars. The default involved
57 issues and all were an obligation of 1[
South American government, state or mu
nicipality. It was revealed that Bolivia, Bra-
zil, Chile and Peru had all defaulted on thei
government obligations. In Columbia ang
Uruguay, local issues had lapsed into dg
fault.

U

Two shocking aspects were also revealedl.
First, the majority of the junk bonds were
held by the small investor who had beef
lured into buying them by numerous adver
tising campaigns which touted bonds as thje




"safe"investment. The other interesting as-
pect was how the banks were coping with
the situation. The Comptroller of the Cur-
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pers almost daily. The fears of the peopl
were obviously high and all a bank had tq
do was close early and a run was virtuall

—

rencyissued a demand to all national banks
that they report on what bonds they were
holding. But this problem had been recog-
nized back in August 1930. Even good
bonds had been devastated and banks
either faced huge paper losses on what they
held, or suffered actual cash losses if they
sold. The situation was deemed to be seri-
ous, but the Comptroller of the Currency
decided to allow the banks to carry the
bonds at their cost which naturally boosted
their statements and masked many of the
grievous problems that faced the banking
industry at that time.

guaranteed. The National Credit Corporg|
tion’s policy, however, was to advance loang
only upon sound collateral. In January
1932, it made its first draw of $50 million to
cover payments due its creditors.

The good news during Janudr932 was
the talk of Hoover’'s Reconstruction Fi-
nance Corporation. Most of the optimism
during January had been centered arouryd
this issue. Everyone talked about the hudge
reservoir of credit, which would stimulate
the economy, combined with the proposed
10% wage reductions in the railroad indust
try. Many believed that these efforts woulg
The report on the gold to paper currency surely get the ball rolling once again.
ratio at the Federal Reserve clearly illus-
trated that gold hoarding continued to in-
crease. The ratio of gold to bank notes and
deposits stood at 73.7% at the end 830.
But at the end of 1931 the ratio declined to
61.9%.

The railroads, which had declined for si»
months straight during the second half of
1930, rdoounded quite sharply during the
first two weeks in January. From the De
cember 1931 low of nearly 31 on the Dow
Jones Index, the rails rallied sharply up t@
41.5 in early January. The news that th
unions were most likely going to accept &
10% wage reduction sparked a 33% rall
which was awesome. But bythe end of Jan(j-
ary, the rails fell back and closed at 37.

In Brooklyn, an excited woman was re-
portedly seen running down the street
screaming '"The bank is closed! The bank is
closed!" What she was so boisterous about
was in reality a false alarm. The bank in-
volved was the East New York Savings Bank
which had decided to cut its Saturday hours
to noon instead of 4 PM and had posted a
notice to that effect on the door. But the
woman hadn’t looked closelyenough to see
it. Well $8 million in cash and swarms of
extra tellers managed to meet head on the
run that she had caused. In the aftermath,
withdrawals came to $3.5 million against
deposits of $67.4 million. Altough this
had been an unfortunate false alarm, the
majority of such circumstances were not.

U

The Dow Jones Industrials, which hag
traded in a choppy yet essentially straight
down pattern finishing 1931 on its low, ral-
lied from that December 1931 low of 73,
The industrials reached nearly 86 in earlI]K
January which was about a 19% gain. B
they finished January back down at the 7p
level.

The bonds, which had collapsed primarigl
due to the South American defaults, did n

rally that much and, in fact, they remained
within the trading range that had been eg-
tablished during December 1931. Theydiq

In spite of the National Credit Corpora-
tion, bank failures were still hitting the pa-




manage to close only 1 point above the
December closing at the end of January.

The automobile industry had come a long
way. By 1932, it ranked next to agriculture
and railroads in capital investment. It con-
sumed 15.5% of all U.S. steel production,
17.4% of aluminum, 82.6% of the Ameri-
can rubber, 30% of nickel production and
26% of all lead produced. By this time
G.M. had a market share of 43%. Com-
modity prices continued to decline as auto
production also declinedl931 auto pro-
duction was 2.3 million units including cars,
trucks and taxicabs. Thiscompared with 3.3
million during 1930 and 5.3 million in 1929.
The 1931 auto mduction was off nearly
33% from 1930 levels and nearly 55% from
1929 levels.

During February, the industrialsliad
back to the January high but managed to
close above the 80 level. The rally had

—

begun rather abruptlyon February 11 whe
news came from Washington that Hoove
had managed to obtain cooperation fro
all parties to usher through the Glass-Steg-
gal bill. This bill broadened the scope o}
paper which was eligible for rediscounting
at the Federal Reserve. This was viewed ws
a liberalization at the Fed which would in
turn help many banks to unfreeze assefs
that were previouslyunacceptable as colla
eral at the Fed. The bill was signed b
Hoover on February 27.

The rally was further sparked by the new
rules imposed by the New York Stock Ex;
change against short selling. The Exchange
restricted brokers from lending custome
stock to shorts without obtaining written
permission from the customer that his stoc
may be used in that manner.

Za)

Another factor behind the rally was news
of war between China and Japan. The wqr
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scare drove the price of March wheat in
Chicago up from 2 3/8 cents to 58 3/4 cents.
Thisis no typo. The rally was unbelievable
but the declines that followed were equally
great and wheat fell to new record lows in
July and again in November. In the stock
market many speculated on what compa-
nies would benefit. But the yen itself col-
lapsed.
standard just a few months before. The yen
fell from the par level of 49.84 cents to 35

cents. Japanese bonds collapsed from 100

to 61. The total U.S. investment in Japan
was reported to be some $450 million, of
which $390 million was Japanesm®mnds.

The real concern centered over the fact that

Japan’s gold reserves had droppe&160
million which represented half of the out-
standing debt to the United States alone.

The Dow Jones Industrials sold off a bit
toward the end of the month when on Feb-
ruary 29 the State of New York raised the

Japan had abandoned the gold

S
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taxon stock transfers from 2 centsto 4 cenfs
per share. Depression or not, some statgs
offset declining revenue due to lower level
of economic activity.

The Fed had lowered the discount rat
from 3.5% to 3% on February 26 but thig
had little effect upon the market consider
ing the dramatic increases that took plac
during October 1931. Call money re-
mained low, averaging between 3.5% to 3%
during the first quarter of 1932.
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In Germany, the government approved
the merger of two leading banks. The}
were Dresdner and Darmstaedter. Ip
France, the government placed restrictionfs
upon the amount of gold it would payunde
its gold standard. To avoid demand fronj
the French public, reputed to be the large gt
gold hoarding people in the world, the
French government stated that it woulg
onlymake gold paymentsin $8,000 lot minij
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mums. As a result, gold coins were in high
demand.

In the French papers, advertisements be-
gan to appear offering U.S. $20 gold coins
at a premium. The coins were selling for
$21.50 (550fr) at first and then began to rise
to $25. The demand became so great that
the shipping companies announced a price-
hike to transport gold coin. The shipping
rates are raised from $1.875 per million to
$2,500. The New York banks, which did not
profit from these transactions refused to
release gold coins and informed the French
gold dealers that they had to apply to the
Federal Reserve Bank or the U.S. Assay
Office. U.S. $20 gold coins began to rise
even further reaching as much as $30. To
this very day, huge hoards of United States
gold coins remain in Europe.

Amidst the scramble for gold, a mining
fever broke out in Sweden where some 41

1932 1933
claims had been staked out. Actual bullion
mined during 1931 aounted to nearly $7
million.

In the United States, many contracts bg
gan to be issued in terms which required
payment in gold coin. On the streets, U.§.
gold coin began to command a premiunij
over and above paper currency.

While gold wasrising in street value, othe
commodities continued to decline. Suga
fellto 1 cent per pound a record low. Cop
per was bringing 6 7/8 cents per pound fof
export and 6 1/4 cents for domestic delivery.
Copper was so depressed that an offer jo
throw in 50 shares of Anaconda or Kennej
cott was made for each 1,000 ton ordef.
Rubber fell through its old historic low
dropping to 4 cents in February.

In February, the business failure statistig
for January were released. They were the

U7
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highest on record for any month. During
the first month in 1932, 3,065 firms bit the
dust and along with them $266 million in
liabilities. Among the failure listings were
290 banks which aczinted for$145 million

in the liability figures.

Among those that went into receivership
during January 1932, oneudnd a variety of
companies. Several sugar companies went
down along with utilities such as Texas-
Louisiana Power Co., Piedmont Utilities
Co., and Arizona Edison. Also included
were Hamilton Gas Co., Hudson River
Navigation Corp. Western Steel Products
Ltd., Long- Bell Lumber Corp., and the
Cincinnati & Lake Erie Railroad Company.
The list of failures was indeed widespread,
touchingcommodityoriented companies as
well as railroads and utilitiesndustries
which todayare regarded as semi-blue chip.

Yet there are always exceptions. Some
Utilities posted higher earnings for 1931

4

over and above those reported during 193

There were some problemsin analyzing th

earnings. A number of companies werE
[
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selling off assets and chalking up profitsan
posting them to the earnings columns. Th
naturally distorted some of the figures. F.W
Woolworth was one such example. It re
ported 1931 earnings of $41 million com-
pared to $35 million during 1930. But the
company had sold off stock in its British
venture, realizing $10 million in profit.

Therefore, the true picture from sales illus
trated a $31 million earnings record for
1931 which was down slightly more than|
10% from 1930.

Most manufacturers were not so lucky. In
asurveyreleased bythe National City Bank
it was revealed that 1931 earnings were 0
72% from 1929 levels and 52.9% from 193(
levels. Deficits were reported by 39% of
U.S. corporations. The industries tha
seemed to do the best were tobacco, shogs,
and chain stores. The following Iistinng
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compares 1931 and 1930 earnings of a few

selected companies.

Earnings Comparison in Millions US$

Company 1931 1930 %change
American Tobacco 46,189 43,294 + 6.2
AT&T 166,666 165,544 + 0.6
Auburn Automobile %79 1,018 + 715
Brown shoe 1,356 1,334 + 3.2
Caterpillar Tractor 1,361 8,714 -84.3
Coca-Cola 14,023 13,515 + 72
Cream of Wheat 1,504 1,868 -19.4
Firestone Tire 4,219 1,541 + 63.4
General Electric 40,956 57,490 -28.7
McGraw-Hill 869 2,021 -57.0
National Distillers 372 307 + 174
R.J. Reynolds 36,396 34,256 + 5.8
Scott Paper 997 986 +1.1
Standard Brands 14,542 16,402 -11.3

The bonds consolidated during February,
trading between 80 and 78. During March
theyrallied slightlyabove the 82 level which

at least had barely penetrated the Decem-

ber 1931 high. But bythe end of March the
bonds literally collapsed, liang to slightly
above 78 and closing on the low for the
month.

During the very early part of March, the
markets were quite active. The Dow Jones
Industrials had rded to a new high for the
year testing 88.78; railroads 38.65; and the
utilities 35.92. But March was a busy

month. The U.S. Senate adopted a resolu-

tion on March 4 to investigate stock market
trading. The sentiment had turned in fa-
vour of blaming the entire affair on those
who were selling the market short. Time
magazine carried this little note on March
14 remarking about the sentiment toward
the shorts.

"Most U.S. citizens have been hurt by the
decline in prices. Many of them cannot

14

believe present prices are justified by futur
prospects. Most ofthem believe bears ‘sel
ing what they did not own’ depress prices
Many of them including their President arg
sure that the market’s decline made bus
ness worse. In normal times nobody likes
bear. When the bear has been right and tije
people wrong, they dislike him even more
intensely. Wall Street last week awaited th
start ofthe Senate’s investigation with som
fear, much curiosity. Its fear was chiefly
that the probe might evolve into a punitive
bear-hunt out of which would grow legisla-
tive restrictions upon a free and open maitf
ket."
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When the Senate’s investigation bega
there was no doubt in its members’ mind
that the target of their efforts was the bear
The sentiment was clear. There were fe
who did not enter that investigation Withoumv
some malice toward the short sellers. Th
chairman of the Banking & Currency Com+
mittee Peter Norbeck, mounted the attach.
When the press asked him for a commert
as to what effect his investigation woul
have on the stock market, his reply wa
simply: "I don't know and | don't care!"
Between Norbeck and the infamous Send-
tor Glass, reputed for his hatred and hi
rash accusations throughout the collapse ¢f
the market, it was Senator Frederic C. Walt
cott and Senator James Couzens who gt
least managed to persuade the Committgle
to investigate the bulls as well as the bearg.
Senator Couzenstold the press: "We are npt
seeking sensationalism...and we are going
about thisin a sane way. There is no inter-
tion...to seek legislation interfering with the
regular operations of the stock exchanges

4 =
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On March 7, President Hoover author
ized the American National Red Cross t(
distribute 40 million bushels of wheat for
relief purposes. That wheat was providedl
bythe Grain Stabilization Corporation. On




March 9, the Department of Agriculture
announced that crops would be substan-
tially higher. Corn production was esti-
mated to rise from 703 million bushels to
1.1 billion. Wheat production was esti-
mated to jump from 161 million bushels to
207 million. Commodities in general re-
mained depressed and production seemed
to onlyincrease.

In March, a well-known accounting firm
released its survey of the situation. The
firm of Ernst & Ernst reported that a 1921
study of 379 mdustrials showed that the
companies had suffered a decline in total
earnings of 91.64% from the 1920 high into
1921. In 1931, however, their analysis illus-
trated a shocking difference. These same
companies posted earnings which had de-
clined by only 78.09%. The Dow Jones
Industrials themselves were posting a com-
bined decline in earnings from the 1929
high to the end of 1931 of some 79.78%.
This study illustrated the paradox which
faced the nation. Here earnings were still
at least present and on the surface did not
appear to be as devastated as they were
during the panic of 1920 moving into the
deflationary period of 1921. Yet in 1932,
prices were substantially the same or per-
haps lower in comparison to the lows which
had been established during 1921. There
was no logic to this period of the Great
Depression. It was an emotional period of
withdrawal which in turn was reflected in
the prices of common stock. On March 12,
1932 came news that Ivar Kreuger, chair-
man of the famous Swedish Match Co., and
Kreuger & Toll, committed suicide. This
was the man who had lent nations moneyto
promote his match monopoly. Details of
why were not yet available but the market
sold off as another wealthy industrialist
joined his ancestors. The details would be
known soon and the scandal only grew.

As the first quarter of 1932 came to &
conclusion, most remained very confused,.
Banking scares continued to dominate th
issue of everyday life and suicide report
continued to show up in the obituaries
Fear over the new investigations loomed
over the stock market like ventures, and th
future seemed to be bleak despite the varj-
ous programs which Hoover continued tg
institute in hope of stemming the tide oilL
pessimism as well as decline in economi
activity. Spending levels on the part of gov
ernment continued to bring nothing buf
fleeting hopes which soon disappeared wit
the next day's trading activity.
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During the first quarter of 1932, volume
in the New York Stock Exchange had de
clined sharply from levels recorded during
the decline in December 1930 which hadg
reached 50 million shares for the entirg
month. When the trend turned upward i
January 1932, volume had declined to 348
million shares, a noticeable decrease frofp
December when the trend had been dowi.
As the market consolidated in February yg
pushed a bit higher, volume declined evef
further, posting sales of only 31.7 million
shares. As the market continued to rally
during the early part of March, volume av4
eraged 1.5 million shares per day. Towar
the later portion of March as the marke
began to collapse, volume actually declinel
but overall the month of March showed &
slight increase posting sales of 33 million
shares.

—
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The trend was still obviously biased to-
ward the downside. Volume on the othe
hand began to diminish sharply, droppinj

to 31.4 million shares in April followed by
23 million share periods during May an

June when the market was moving into it
final low. Interest in the stock market had
declined significantly as many a floor bro-
ker died a slow and boring death. Yet on
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percentage basis, the market was about

readyto equal the force ofthe panic of 1907
and that ofthe panic of 1920 on a price level.
Volume clearly began to dry up after the
sharp blood bath 01931. Most of the
speculative positions had been wiped out by
thattime. When the market moved into the
summer of 1932 for its final low, trading was
substantially lower than it had been during
previous years.

As the second quarter of April emerged,
the Dow Jones Industrials continued with
the same trend that March had sustained
until the bitter end. The industrials opened

about unchanged and managed to test

74.38, closing at 72.18 that day. April 1 had
established the high for the entire month.
The railroads utilities and thbonds all
established their highs for the month of
April virtually on the opening bell. From
there onward, April would bring only more
devastation. By Tuesday, April 5, the indus-
trials had fallen to within a few points of the
1921 low. Normally, any technical trader
would expect that the market would at least
pause at such an important previous low.
But on April 8, the market hardly remem-
bered what the 1921 low had been as it fell
right through it, establishing the low of the
dayat 61.98 and closing under tt@21 low
which was 63.90. Volume had reached 2.2
million shares that day. Such volume above
the 2 million share level was becoming a
rare event in itself. Volume on some days
had declined to as little as 471,000 shares.

April seemed to exemplify the famous
Murphy's Law of "whatever can go wrong
willgo wrong,"to its fullmeaning. That was
the fate for the stock market as the second
quarter had begun. The month of April
continued to withess a massive liquidation
of stock positions. Week after week the
market continued lower plagued by the
threat of the Senate investigation coupled

with bearish reports that railroad car load
ings continued to fall. From Washington
the market feared the pending tax bill an
among its own ranks, it was very displease
when U.S. Steel announced the omission ¢f
its dividend. Other companies began t
follow this lead and dividend omissions be
gan to rise.

On April 5, news came that Montagu
Norman had been reappointed as the GOII/-
ernor of the Bank of England for the thir-
teenth time. In Stockholm a commissior
was appointed to investigate the dealings @f
Kreuger & Toll as rumor gave way to the
reality of huge misrepresentations. Mea
while in Germany, Paul Von Hindenburg[
was elected President by a majority o
nearly 6 million votes on April 10.

The League of Nations reported on Apri
12 that international unemployment wag
estimated to be approximately 20 million
The U.S. State Department began holdin
a conference to consider what steps cou‘F
possibly be taken to protect the U.S. hold
ers of foreign bond issues which were in
default.

On the 16th of April, the Middle West
Utilities Co. applied for an application to
enter into receivership. This was merely
another nail in the coffin which sent shiverd
down the spines of those who had though
that at least utilities would weather the eco
nomic storm.

T —+

Onthe 19th of April, Chile abandoned thq
gold standard. For nine months, Chile unt
successfully attempted to maintain the pegp
at par. They had imposed extremely rigig
foreign exchange controls but sumptuar
laws could not overcome the reality of the
situation. Fears of further loan defaultg
sent the bonds crashing down nearly 30 bg-
sis points that day.
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On the 25th of April, Greece also aban-

doned the gold standard. Foreign exchange

markets were in disarray. The British
pound, which had fallen from the par value
last seen during April, 1931 before the de-
valuation, had begun to fall once again,
dropping to $3.65 from its March high of
$3.77. The downtrend would eventually
continue into November of 1932 when the
pound would drop to $3.15. Now only the

French and the Swiss currencies remained

steady.

Trading volume on the New York Stock
Exchange during April had declined to 31.4
million shares. This was the first panic sell
off where new lows were achieved on lower
volume.

Time magazine reported in its April 4,
1932 edition that corporations were writing
down the stated value of their common

stock. Common stock was carried on th
liabilities side of the balancehesot. By

writing down the value of their common
stock, they obviously reduced their liabili-
ties and enhanced the overall appearange
of the company’s books. In many cases, thjs
created a surplus which to some degree
further clouded the true performance dur
ing the period. Butin one sense, the liabili
tieshad been greatlyreduced. After all, th
value of the Dow Jones Industrials was noy
20% of the 1929 high. Therefore, their li-
abilities were considerably less in a very
real sense.
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In Washington, the Senate investigation gf
Wall Street began to turn into a witch hunt
The President of the New York Stock Ex;
change, Richard Whitney was summonefl
to Washington by an urgent phone call. Ap
parently a telegram from a close friend o
the President’s was received in which it wa
alleged that a "billion-dollar bear raid" had
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been at work in the market. Senator Walcot
asked Mr. Whitney to prepare a complete
list of names of those who had sold short
positions in the market.

Whitney faced what was reported as a
somewhat hostile Committee. Time maga-
zine reported that Claude R. Branch, the
special attorney for the Committee was
very zealous and "irritating." Senator Nor-
beck was noted to be very "impatient.”
Senator Glass was his usual self, "sarcastic,"
and Senator Smith Wildman Brookhard
was very "belligerent.”

Theytaunted and badgered Whitney as if
he was a criminal. Whitney again denied
that professional bears had anything to do
with the decline in market values. Whitney
pointed out that short interest had declined
by 230,000 shares the week before yet the
market still fell to a newrecord low. Whit-
ney pointed out that a similar condition had
existed the previous October when prices
tumbled. Inresponse to their inquisition of
bear-raiders, Whitney replied: "Our inves-
tigations have disclosed no bear raids!"

The Committee managed to extract from
him a statement in which he agreed that
perhaps officials who had made bullish
statements might have induced small inves-
tors into buying stocks which made Senator
Glass'day. But when pressed as to why the
market had then declined, Whitneyreplied:
"Liquidation by frightened investors who
are giving these United States of ours
away."

The interrogation continued as if it were
the Spanish inquisition.

Senator Couzensltt has come to my atten-
tion that a broker may use his customer’s
stock to depress the value of that stock.

Mr. Whitney: Senator Couzens, | deny|
that!

Senator CouzensHow do you detect it?

Mr. Whitney: Our men check the broker-
age offices.

Senator Brookhart: Do you think the
rules you are constantly citing are enforcefl
or evaded?

Senator Blaine:Maybe he thinks they are
enforced better than the Prohibition Lawo
the Federal Government.

Senator Brookhart: You brought this
country to the greatest panic in history!

Mr. Whitney: We have brought this coun-
try, sir, to its standing in the world by specu
lation. You think you can affect the world
by changing the rules of a stock exchange qr
board of trade?

Senator Brookhart: Yes, we can change
them by abolishing the stock exchange anfd
board of trade so far as speculation is cor
cerned!

Mr. Whitney: And then the people of the
United States will go to Canada and Europ
to do those very things and pay their taxefs
there!

A\1”4

In reading over the dialogue of Mr. Whit-
ney’s interrogation, one begins to wonde
whether or not he was before a committe
of the Communist Party in Russia. Weré
these comments coming from elected offi
cials in a so-called free society?

1”4

Before the Banking & Currency Commit-
tee, Mr. Whitney handed over the list 01L
24,000 names of those who had positions
the market. This was April 8, one day be
fore the supposed ilbon-dollar bear raid”
had taken place. The Committee began fp
instantly sift through the list searching for
the names of those who had shorted t
markets. Many prominent and nationalll;lr
well-known names were among the list
But Senator Walcot argued against the pul
lication of any names.




During the later part of April, the market
continued to tumble largely on the news of
the Kreuger Scandal. It seems as though
the King of the Swedish Match Co. had
some cash flow problems back in 1931. He
obtained some copper plates which were
similar to that of Italian government bonds.
He took the plates and ran off 42 bonds
which each carried a face value of 500,000
pounds. He swapped the counterfeits with
good bonds in the company’s portfolio and
proceeded to borrow against them. It was
reported that when asked about the Italian
bonds in the company’s portfolio, he re-
plied that relations between France and It-
aly were strained and that no mention
should be made of his loan to the Italian
government. This didn't seem out of line.
If you recall, he had lent sizable amounts of
money to both Germany and France in re-
turn for monopoly concessions for matches
in these nations.

As May entered the arena there seemed
to be no easing in the downtrend for equi-
ties. The Dow Jones Industrials fell almost
continuously straight down, closing May on
the lowfor the month. Yet volume declined
considerably dropping to 23.1ilon
shares. Only Six days during the entire
month managed to trade more than a mil-
lion shares. Most days averaged between
600,000 and 700,000 shares. Atthe close of
May, the industrials stood at 44.74 down
virtually 50% since the March high. Bonds
had also continued to decline and dropped
down to close on the low for the month as
well at 66.30 which was substantially below
the March high of 82.30. The railroads had
closed May at 14.30, off nearly 60% from
the March high of 38.65. The utilities had
also declined sharply falling from their
March high of 35.92 and closing May at
17.74, off virtually by 50%.

Many of the same issues which hag
plagued and influenced the market mere%/
intensified. The Federal Government ha
entered a deficit in its budget and the pend-
ing tax bill seemed to be going nowhere
Meanwhile, spending increased as Hoovgfr
sought to create jobs for the unemployed.
It was the billions of dollars being spent irJ|
recovery attempts that scared Europe motle
than anything. Gold outflows began to in{
crease. Many called for the end of thg
United States. Everyone had been used jo
budget surpluses and trade surpluses fis
well. The thought that deficits were taking
place gave some hope that the increasgd
spending would stimulate the economy
while others saw a trend which pointed tq
the collapse of the nation through deficits

The dividend news continued to ge
worse. The New York Central Railroad
had omitted its dividend for the first time in
62 years. G.M. reduced its dividend sparkj}
ing further pessimism.

On the 1st of May, a strike had beer
declared by 32 buildingtrade unionsin New
York. On the 11th of May President
Hoover vetoed the bill to amend the
Smoot-Hawley Tariff Act of 1930 which
sought to restrict the powers of the Presi|t
dent under the flexible tariff provisions.

On the 16th of May, U.S. Steel Corpora
tion again cut wages by 15%. Most com
modities continued to decline and zinc fel
to itslowest pointon May 18, reaching2.27%
cents.

On May 24, 1932, the Kreuger & Toll
Company, which was the parent company
the interests of lvar Kreuger, filed for bankA
ruptcy.

—h

On May 25, 1932 Britain finally signed an
agreement under which it would resumé




payment on its debt owed to the United

States which had been postponed under the

moratorium.

Sugar reached bottom for the year at .057
cents. Many had thought that sugar would
hold the 1 cent level. But sure enough, the
impossible had happened. Sugar fell below
the 1 cent level that day.

In Washington, the witch hunt continued.
During April's assault upon Mr. Whitney,
Senator Norbeck lost his cool and shouted
at Whitney "You're hopeless!" when Whit-
ney refused to acknowledge that shorts had
forced the market lower.

The Special Attorney was replaced by
William A. Gray but he was not much bet-
ter. Yet the shocking event came when the
Committee began to publish the list of 350
short players who had taken part in the
stock market. It was unbelievable. The en-
tire affair made a mockery of this free sys-
tem.

The list naturally included many well-
known names. Among them were the fol-
lowing:

Percy Rockefeller

Matthew Brush

Bernard E. ("Sellem Ben") Smith

Arthur Cutten (Famed bull in Wheat)
B.C. Neidecker (Head Travelers Bank)
Raymond Patenotre (French Deputy)
Marquis de San Miguel

Zalmon Gilbert Simmons (Simmons
Beds)

The Senate began to drag them all in to

rake them over the coals so to speak. Percy

Rockefeller was taunted without mercy by
Counsel Graylooking, as always, to make a
name to himself over someone else’s dead
and battered body. Grayconjured up every

deceitful scenario he could imagine accu
ing Percy Rockefeller of slanderous thing
including sitting on bank boards and havin
knowledge of distress sales in advance. Bijt
evidence never supported such wild accus-
tions for Rockefeller never had a lot o
short positions at any time.

Gray: There has been rumor that yod
broke with President Hoover and became a
short seller to depress prices. Isthat rumg
correct?

Rockefeller:Nowwhat object would | have
in doing a thing like that?

Gray: Perhaps to hurt Mr. Hoover’s
chance for re-election.

Rockefeller:Oh no! I am a Republican.

Gray: Senator Walsh just said he believe
international bankers have smashed ti][e
market to force the United States into
position where we must cancel War Debtg.
Do you think he is correct in that belief ?

Rockefeller: All those stories are ridicu-
lous it seems to me.

=

Rockefeller at his peak had 12,000 shardls
short but had not been short for some timg.
They pressed him as to how much he made
from the stock market. "My own losseg
have been terrible," said Rockefeller
Senator Couzens appeared as if he didr
want to accept the fact that Rockefelle
hadn't made any money. "How much ig
terrible?" Couzens asked. "A good man
million!" replied Rockefeller.

—

Senator Copeland of New York had jus
walked in to listen to what was goingon. He
stayed but for only a short while and foung
the entire proceedings very disdainful. A
reporter for Time magazine overheard hi
comment which was '"They are conductinl

o7

this like a police court!" Indeed, the hear
ings were in search of capitalists who coul
be hungoutin publicand allwrongsthereb




placed upon a few in no way different than
the vengeful days of Stalin and Lenin.

The Senators continued probing and har-
assing their victims, hell bent on laying the
blame for the depression upon the whole
lot of speculators who had dared to sell the
stock market short. Evidence which had
been presented by the New York Stock Ex-
change which unquestionably failed to pro-
duce a massive bear pool was of no
consequence. The Senators continued
without probable cause and without re-
straint. If any such investigation should
have been launched, it should have been
conducted into the mismanaging of affairs
on the part of government focusing not
merely on the Anti-Trust laws, but on the
dubious tactics of floating unsecured sover-
eign debt.

Thomas E. Bragg, a well-known stock
market player, was next in line to be pulled
apart by the inquisition. Bragg admitted to
having at times as much as 50,000 shares on
the short side, but on the average his posi-
tion was 12,000 to 15,000 shares.htgh
Bragg was one of the largest short players
uncovered by the blood-thirsty Senators,
50,000 shares in the midst of 5 million share
days was still like spitting in the ocean and
expecting to alter the tide.

Bragg denied taking part in any bear-raid
or bear-pool but admitted that he had taken
partin a bull-pool which totale$32 million
in Anaconda Copper prior to the break in
1929. The questioning thereby turned to-
ward his bullish days when nothing of mas-
sive bear-raider could be hung around his
neck.

Gray: How much did you put in?

Bragg: About$500,000. | think Ben Smith
put in a half million and Mr. Rockefeller
$120,000.

Gray: Go ahead and name the others.

Tom Braggwent on to name John Raskot"
Chairman of the Democratic National
Committee, Willy Durant, Frederic J.
Fisher and others.

Senator CouzensHow did the operation
come out?

Bragg: | lost $400,000, others may have
lost more.

Senator Couzens:What representations
were held out to get people to join?

Bragg: Possible profit.

Gray: Wasn't that pool formed because of
the ability of this goup to manipulate the
market?

Bragg: I don't think there was any manipu-
lation.

Gray: Oh be a little frank with this com-
mittee. You just didn’t take $32 million into
the market and sit down and wait. Tell u
some truth!

Senator Glassi protest against bully rag-
ging the witness that way.

The Senator’s bear-hunt continued, call}
ing John Jacob Raskob, Chairman of th
National Democratic Committee, to the
stand. Senator Norbeck was dying to hang
a few Democrats with the Presidential eleg}f
tions coming due in the fall. Senator Glas
was a Democrat. He demanded of Couns
Gray:

v
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Senator Glass:"Are you calling any
prominent Republicans?"

Senator Norbeckjumped in: "If Senator
Glass will name them we will gladly call
them."

Senator Glassbegan to shoutlt isn’t my
place to call them!"

Gray broke in and said: "If I'm directed to
proceed no further with Mr. Raskob be-
cause he is chairman of the Democratig
National Committee, I'll go not further."




Senator Glassimmediately backed off
murmuring: "Oh no, | was just, ah, wonder-
ing, ah..."

Raskob had brought with him itemized
accounts of his stock dealings. After some
badgering, as seemed appropriate for this
posse, it became clear that Roskob, famed
bull was indeed a bull to the very end.
Raskob had lost so much that they asked if
it was indeed all his money to begin with?
"All my own!" he sadly replied.

But Time magazine reported Raskob’s
closing words to the distinguished Commit-
tee,

"I have always been long of stocks. ... Nev-
ertheless, | think that short-selling is a per-
fectly legitimate thing, though it may have
been terribly abused. And | believe that if
the American people had been more famil-
iar with it ... during thdoom our conditions
would not have become so bad. Short-sell-
ing has its place and a very good place too."

The bear-hunt continued despite the
emotional parting words of Raskob. Gray
summoned William Fox, once the proud
owner of Fox Films. William Foxypon his
arrival in Washington, became ill. Fox’s
doctor claimed he had an attack and stated
that he believed Fox had diabetes. But
Gray, depraved, perverse and suspicious a
person as he was, held true to his character.
Gray simply wouldn't believe him. Gray
hired a physician to check Mr. Fox’s condi-
tion with orders to report directly to Mr.
Gray. When that doctor also reported that
William Fox was seriously ill, Gray still re-
fused to believe it and then hired a third
doctor ordering him to check the condition
of this Mr. Fox. All three doctors agreed
that Foxwas indeed very ill.

Gray still scoffed at the situation and pro
ceeded with his case against Foxwithout hfs
being present to raise his own defensgq.
Graycharged Foxhad "wrecked"his forme
companies through stock market activity]
He revealed countless details of his stodk
transactions right down to how much hig
daughter had owned. But all the evidencg
which Gray had compiled did not show Foy
as a bear-raider but as a dead and batter
bull. Gray was still not satisfied. Gray un-
covered what he called a fraud. Gray aq-
cused Foxon one transaction out of severl
thousands of Wful fraud again while Fox
was still confined to his bed. Fox had dea1L
in the name of his company as well as in hi
personal name from time to time. Gray
charged that on one transaction Fox hafd
deducted a loss incurred in the marke
which he claimed the company had origi
nally paid for.

d
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The Committee naturally flaunted this in
the face of the press and then announced
that they were turning Mr. Fox over to the
IRS. Mr. Gray took much pleasure in an
nouncing publicly that "the recovery of
evaded income tax will offset the expensg
(of the proceedings) 100 times," as the
voted to continue the investigation despitm
having failed to turn up the illustrious bea
who had supposedly destroyed the markét
and perpetrated the Depression upon thle
entire world.

Thomas Jefferson once said "Sometimegs
it is said that man cannot be trusted with th
government of himself. Can he then bg
trusted with the government of others? O
have we found angels in the forms of king$
to govern him? Let history answer thig
guestion." Indeed history answered Jeffert
son. If man supposedly cannot be truste
with governing his own actions, for which
reason the Senate instituted these proceeggd-
ings, the men who sat at the table of thaft

v
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Committee were of no different stock or
breed. Theywere no better than those who
theysought to judge and in the process they
ignored those enlightened dreams which
took form in the Bill of Rights.

William A. Gray and the rest of the Com-
mittee lowered those standards of govern-
ment to the very gutter. Gray, with his full
wavy head of hair and his beady eyes which
hid behind a pair of wire rim glasses, tried
to set himself up as God to rule and judge
others. No one ever asked if he had owned
a single share of stock. Perhaps he did;
perhaps not. But he attempted to turn the
only motive for buying stocks into the most
seedy act worthy of the highest criminal
penalty. All the freedoms which many an
American had died for in every war since
the Revolution were ignored by an enraged
government bent on revenge. What of the
Constitution? No words could protect the
public from these self imposed tyrants.

Thomas Jefferson also wrote: "Still one
thing more, fellow citizens - a wise and
frugal government, which shall restrain
man from injuring one another which shall
leave them otherwise free to regulate their
own pursuits of industry and improvement
and shall not take from the mouth of labor
the bread it has earned. This is the sum of
good government, and this is necessary to
close the circle of our felicities."

It was with this rage toward the stock mar-
ket that a new philosophy began to take
hold in the United States and the balance
of the free world. Although governments
would stop short of full blown communism,
laws progressively took a direction toward
a socialistic state. The graduated income
tax would eventually rise to 90%. The gov-
ernment used its taxing powers to get at the
rich and upper classes who had participated
in the stock market. Since one could not

constitutionally take away their rights to
invest government sought in the decadgs
that followed to raise taxes to such height
that not much income would be left for
speculation. The spirit of individualism
was dealt a severe and shocking blow. The
actions taken by the Senate could be takgn
just as easilyand most assuredly again givgn
an economic convulsion of this magnitude

U7

The infamous Mr. Gray was far from sat-
isfied. His next victim in his Roman style of
public spectacle was called in; Charles H|.
Mitchell, Chairman of the Board of Na-
tional City Bank. Gray probed and badg
ered Mitchell whose bank had ill-advised
many clients to buy Anaconda Copper. The¢
bank had sold 300,000 shares at $125 |a
share which bynowwere tradingat mere $4.
Mitchell denied Gray's accusations thaL
perhapsthe bank used high pressure tactics
to sell the stock to an unsuspecting publig
as if Mitchell or anyone could have foresaw
the depths to which the market would haVJ'[\
fallen two years in advance. Given the a
mosphere at the time, the accusation wgs
completely ridiculous. It didn't take high
pressure salesman to sell stock back in thye
summer of 1929.

s

Gray's accusations and interrogation
were reaching much too high a level of zeal.
Most of the Senators didn't even show uEIl

I

the next day to listen to Gray's further in
quisitions into the Anaconda Copper dea
ings. Only Senators Norbeck and
Townsend appeared. Gray summoned the
Chairman of the Board of Anaconda Cop
per himself, John D. Ryan. The interroga
tion continued as accusations from Gra
grew more bold. The President of Ana
conda, Cornelius F. Kelly, became so ant
noyed that he jumped up and yelled at th
Committee, "Mr. Gray is trying to ride the
witness for the benefit of the gallery!
Senator Norbeck threatened to put Kell

1%




on the stand if he didn't shut up. Could this
really be the land of liberty or was it a

nightmare? Gray's accusations were totally
unfounded. He would say anything and do
anything to try to get somebody to admit to
anything at all. It was hardly as if Ana-

conda’s decline in the market was an iso-
lated incident. Then perhaps one might be
able to accuse manipulation. But Ana-
conda was but one issue in a tidal pool of
declining stocks on every exchange
throughout the world.

Gray's accusations were, of course, car-
ried by the press. Whether they were well
founded or not, they made great gossip to

slander and destroy those who had been

forced to submit to Gray's perverse
rantings. The damage to reputations of

many who had been placed on the rack was

beyond repair. As a result of the hearings,
William Fox had numerous law suits filed

against him without evidence but solely
upon the allegations made by Gray. Char-
les Mitchell, a long-time personal target of

Senator Glass, was forced to resign as head

of the National City Bank. Other resigna-

tions were also caused by Gray. The head

of Chase Manhattan Bank, Albert Wiggin,

was also forced to resign. In each case, no
one had been a bear-raider but instead they

were chastised for being bulls. Most had
lost money but that didn’t matter.

Herbert Hoover wrote in his memoirs
that the inquisition was at his direction. He
wrote..."l urged that the committee launch
an investigation of practices of the Ex-
change, with a viewto legislation and | gave
them much information to start on. | was
extremely loath to take this step as we had
enough burdens to carry without all dis-
couraging filth such exposure en-
tailed...There was some doubt as to the
constitutionality of the Federal control of
the stock exchange...But when a repre-

sentative government becomes angered,

will burn down the barn to get a rat out of|

it."

Although Hoover was defeated by
Rooseveltin November 1932, credit for the

establishment of the S.E.C. does not solejy

lie with Roosevelt. The birth of the S.E.C|
actually originated with the witch hunts of
1932.

it

The S.E.C. still holds broad powers ove

the exchanges and indeed many laws whigh
it enforces such as disclosure and financil

statements from public companies hav
been a great service in preventing some

the dishonesty that took place in bogug

stock offerings and outright forgery of
stock. But to burn down the barn to get tq

one rat is not the proper action of a frey
S

society. One does not permit strip search
of people walking down the street in orde

f
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to catch a suspected shoplifter. Protectio

against such activity is at least our supposegd

constitutional right but when governmen
becomes enraged, you can't count on the
to come to your aid.

It is hard to say whether or not theSﬂ:
[

proceedings had a lot to do with the drast

decline in volume on the stock exchangeg.

All that can be surmised is that there wa
perhaps some hesitancyto participate sing

the Senate appeared to have the power |

call in anyone who had bought or sold §
share at some point in time.

One thing was certain; the short interestp

had dwindled significantly. At the end of

J
e
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May, the market had dropped to a ne
record low, well under those establishe
during previous panics. As the market fel
to 46.71 on May 28, volume was a mer
675,000 shares. But ondviday, May 31,

1932, the market fell to 44.72 and volum
jumped back up to 1.4 million shares for th




day. This was still a far cry from the 10
million share days of November 1929 or the
5 million share days during the recovery of
the first quarter in 1930.

May had also brought the collapse of the
Japanese price supports for the silk market.
Seven thousand tons of silk had overhung
the National Raw Silk Exchange. The Japa-
nese had set up a price support system simi-
lar to the U.S. Farm Board program, which
bought up excess supplies at fixed prices.
Japan finally gave up the program and sold
the entire lot of silk to E. Gerli & Co. of
Manhattan for $16 million. In return, Ja-
pan agreed that they would in the future
attempt to support silk by encouraging
lower production rather than buying up ex-
cess production at fixed inflated prices.
The price of silk on the New York Exchange
was $178 a bale and the deal was struck at
$150. Most silk dealers felt rather bullish
once this supply was out of the way. E.
Gerli & Co. proposed to sell the silk
through its distribution network rather than
dumping it on the exchange itself.

The steel industry was in shambles, turn-
ing in disastrous losses. The President of
Bethlehem Steel, Eugene Gifford Grace,
made a public statement about the situation
in early May. "l cannot understand the in-
activity of our labour friends who have not
only failed to demand new laws protecting
American manufacturers, but have not in-
sisted upon the enforcement of existing
laws." European steel manufacturers were
dumping steel in U.S. markets for a loss,
driving prices down even further. Although
Bethlehem did paya regular $1.75 dividend
on its preferred stock, bringing the yield to
20%, the common share dividend was omit-
ted and most assumed that bythe end of the
next quarter, Bethlehem would most likely
omit even its preferred dividend.

cut would be imposed from the Presiden
on down. Wages had already been cut 10
to 15% in August 1931, then 10% in Octoj
ber and the new cut which was proposed i
May 1932 was an additional 15%. Thig
brought the average wage down 23.5%.

U.S. Steel announced that another WaT

May brought troubles in other metals
markets as well. The tin crisis of 1932 cam
about when the international Tin Carte
was forced to announce that productimllj
would be stopped entirely during June an
July. The Cartel was comprised of Malay
States, Bolivia, Dutch East Indies and Ni
geria. They further announced that whef
production resumed during August, the)
intended to gear back up to only 40% o
capacity.

A1 4

Another statistical survey was released
during Mayof 1932. Thiswas a stock surve
conducted by R.G. Dun & Co., which laten
would merge with Bradstreet. The surve)
centered its focus upon the ownership df
securities in 1932. Dumtind that over the
past two years, the number of actual stoc
holders in the 346 company survey in
creased by 41.5% which stood &848,000.
The number of preferred stockholders ha
increased byonly.3%. In a surveyof bonds
it was found that ownership had actually
declined by 3.8%.

=

Dun’s survey turned up one interesting
point. While stocks were purchased o
margin, traditionally the stock remained i
the name of the brokerage house. This suf-
vey at the very least demonstrated th
more people were buying stocks outrigh
rather than on margin.

—t

It also suggested that small investors’ in
equities still existed and, in fact, perhaps i
was the big players and the professionals
who were now out of the entire affair.
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As June entered the scene, the Senate

hearing continued to hit the press detailing
Gray's nasty disposition. He come off as
the type of guy who would turn in his own
mother if he thought it would gain him the
Presidency.

The Dow Jones Industrials continued to
fall. But during the first few days of June,
the market rallied from 44 back to 51. Vol-
ume picked up significantly, reaching 1.8
million shares for three daysin a row. The
second week the market again fell back to

44.45. Volume averaged 900,000 shares per

day.

The third week in June saw the market
rally back reaching a new high for the
month testing 51.43. Volume declined that
week to 568,000 on Bhday, moving up to
756,000 on Tuesday. On Wednesday, the
day of the high for the month volume
reached 1.1 million shares. Distinctly, vol-

ume began to rise on up days, more so than

on down days.

During the fourth week in June, the mar-
ket fell back to 44.31 and volume declined
to as low as 310,000 to a maximum of

773,000 shares on any given day that week.

As June came into the final week of the
27th, volume remained at the 650,000 aver-
age level as the market dropped to new
lows, testing 42.31 on Tuesday, June 28.
June closed the month at 42.84.

What had prompted the early June rise
was news that Congress had killed the Sol-
dier's Bonus HI. Oddlyenough, sentiment
began to invert the relationship of govern-
ment actions to the market. At first, gov-
ernment programs to increase spending
were looked upon by the market as being
bullish. Fresh capital would enter the econ-
omy, people would buy goods, of course;

thus earnings would rise and along with
them stocks. But as we approach the lowin
1932, the indamentalists were looking at
the events completelyin the opposite diredt
tion.

The Federal budgets had turned into def,
cits. Now all of a sudden, raising taxes an
killing spending were deemed to be bullish
for the market. Whythe sudden change?
was apparent that Hoover had establisha
many various programs to institute spen
ing which would in turn create jobs. But as
billions were spent, no appreciable effec
could be witnessed by the market. Pricels
merely continued to decline. There is ng
logic for the sudden change in fundamenta
analysis. At the peak there was no federdl
deficit. But deficits began only to occur in
response to the depression. So nowwas t're
bottom in the market caused by the defici
which had just begun to manifest itself? |
seems highly unlikely that this would be g
reason why the market should decline of
fall at this point in the game. Nonethelesyg,
Congress’ swift thrust to kill the Soldier’s
Bonus Bll was deemed to be the most bull-
ish aspect in the market during early Jung|.

—

—+

d

_—

However, the stock market enthusiasf
quickly turned bearish on news that whedt
and cotton began to break. Some claimed
that the market dropped because Preside[nt
Hoover and Vice President Curtis werg
renominated during the June Republica
convention for the upcoming elections i
November.

OnJune 3,1932, there was another bulligh
piece of news. The banks had remained #t
a distance from the collapsing bond markef.
But the banks had publicly stated that §
Federal balanced budget would in thei
opinions send cash diving back into the fi
nancial arena. They announced that thely
were forming the American Securities in-
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vesting Corp. in which 20 Manhattan banks
proposed to dump i$100 million. The
banks announced that this was no pool to
stabilize prices and then fold up quietly,
slipping out of sight and out of mind. This,
they claimed, would be an ongoing com-
pany which would buy bonds to make a
profit.

Upon this news, many people began to
feel that the market had bottomed. Indeed,
Time magazine stated on June 13: "While
A.S.I.C. was expected to concentrate on
first-class bonds, all values rebounded last
week on the psychology that at last firm
bottom had been found." The venture was
once again put together by J.P. Morgan &
Co., and Mr. Lamont took up the position
of President while George Whitney as-
sumed the role of Chairman.

In Europe, concerns of the deficit in the
United States sparked heavywithdrawals of

\ ‘ \ ‘ \ ‘ \ ‘
1926 1928 1930 1932 1934

gold on the part of Europe. Within the first
ten days in June, $152 million in gold bul-
lion had been withdrawn. Europe scram
bled for gold even though most of hev"
nations had abandoned the gold standard.

OnJune 6,1932, President Hoover signegd
into law the new Revenue Act which in-
creased income taxes and corporation tax¢s
along with a variety of excise taxes. Thg
market responded favorably, believing thajf
higher taxes would wipe out the deficit.

On June 10, 1932, cotton fell sharply tq
five centsa pound. Thismade the headlings
as it broke the previousrecord lowof 5 5/1%

cents which had been established on t
cash markets back on November 12, 189§.
The very next day, the July cotton on thg
futures exchange fell to 4.91 cents, breakinjg
its previous record low on futures estab
lished on November 4, 1898 at 4.94 cents
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On June 14, 1932, France withdrew her
last gold which was held on deposit at the
New York Federal Reserve. France was
seemingly discontent to leave even a frac-
tion of a gram on U.S. soil.

But the market began to turn lower as on

June 15, the House passed the Patman Bill

which called for the immediate cash pay-
ment of the Soldier’s Bonus. This coupled
with a large U.S. Treasury offering of $750
million in securities, dampened the spirits
and hopes for a balanced budget.

On June 16 in Switzerland, a group of
seven nations met and finally agreed at
Lauzanne to reduce the German repara-
tions payments from $64 billion to a more
realistic figure of $712 million.

But on June 17, 1932, the Soldier’s issue

came to a vote in the Senate. The Senate

voted against the billand it died on the floo
that day.

On June 22, 1932, Hoover gposed a
general disarmament conference to be hefd
in Geneva. Hoover called for a one-thirg
reduction in all land, sea and air forces. H
hoped that this measure would help nat
only to reduce the potential for further watr
but to reduce the arms race in Europe.

174

On June 24, 1932, the Federal Reser

lowered the discount rate from 3% to 2.5%\"e
But the market barely even noticed a$
stocks continued their decline into July.

On June 28, 1932ubber fell and made
its final low for the depression and the bealf
market. It tested the 2.53 cent level.

On June 30, 1932, the Bank of Englang
cut its discount rate from 2.5% to 2% which
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was the lowest rate of interest in Britain
since 1897.

As July entered, bringing with it the third
quarter, tagging along was the final low for
this devastating bear market. At last it had
arrived, disguised as just any other normal
day on the calendar. Would this day hold
some special meaning? What had distin-
guished this day from another? Why July?
Why now?

As July opened, the total value of stocks
listed on the New York Stock Exchange had
declined to their lowest point, $15.6 billion,
which was a far cry from where they had
once stood following Labor Day ifh929.
July 1 had opened down slightly, reaching a
low quite quickly at 42.64 on the Dow Jones
Industrials. As the day progressed, the
market managed to rallyback to 44.63 clos-
ing the day near the high at 44.39. That was
it. The market would close for the Fourth

21-Jul  31-Jul 10-Aug 20-Aug 30-Aug

11-Jul
of July weekend. Congress had adjournefd
as well and everyone had the holiday t¢
think things over.

By a strange coincidence, holidays
seemed to play some sort of invisible rolé
in providing turning points for markets.
The peakin 1929 came right after a holiday
and then the market abruptly turned in thj’

opposite direction. Once again, the lon
three-day weekend had some sort

strange and mysterious effect. For whe
traders returned, it became a differenf
game altogether.

—J

The Fourth of Julyhad fallen on a Monday
that year, so traders had another short fivg-
day session ahead of them. The markégt
opened a little stronger on Tuesday an
moved upward to test out the overhea
resistance. That didn't take very long an
the high of the day was quickly formed a
44.63. From there the market fell to 42.6
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rallying back to nearly the midpoint and
closing at 42.47. Volume was not especially
significant, registering at 613,000 shares for
the day.

On Wednesday, July 6, the market fell to
test support, dropping as low as 42.31 and
matching the previous record low which
had been established during June. The
market bounced rather quickly from that

support level and reached as high as 44.50

intra-day before closing at 44.08.

Then on Thursday, July 7, the market
opened near the unchanged level and
moved up trying to get through resistance
but failed. The high of the day was formed
at 44.26. From there the selling pressure
began to build and the industrials fell to a
new record low, pushing through the June
support area. This time the low formed at
41.63 and the market closed at 41.81.

The feeling most traders left with that day

was one of bearishness. The consensus was

looking for a test of 38 or at least 40. After
all, the closing was under 42 which didn't
speak well for support. Nonetheless, as Fri-
day rolled around, the market pushed
lower, dropping to 40.56. It Heed back to
42.61 but fell for the close and settled at
41.22, which was even lower than the pre-
vious record low of Thursday.

It was that Friday, July 8, 1932 which had
won the special attention of the market

gods. That was the lowest close as well as

the lowest intra-day price this bear market
had dealt. Volume was not especially out of
line, merely pointing a figure at 720,000

shares which had changed hands. In fact,

volume on Thursday had been greater,
coming in at 784,000 shares.

Some have tried to look back to find a
definitive reason why the market bottomed

that week. But there was not much news
that was shocking. On July 2, Franklin D
Roosevelt was nominated at the Dema}
cratic National Convention, but this was ng
great surprise. On July 5, Hoover hag
authorized that another 45 million bushel
of wheat and 500,000 bales of cotton b
given to the American Red Cross from thg
Federal Farm Board. Call money droppe
to 2% for the first time since October 193
so you couldn’t blame the final decline on

money squeeze. But there was nothing df
major significance other than those threg
events that week.

A4

On Monday, July 11, the market at-
tempted to test the support areas ontﬂe
again. Indeed, many still believed that th
market was going to move lower. The Do
Jones Industrials fell to 40.92 that day bu
then suddenly, they Heed back to 43.03,
closing at 42.99. Volume was not excep
tional, registering only 597,000 shares th
day. For the balance of the week, volumg¢
began to rise. Tuesday posted 700,000;
Wednesday, 980,000; Thursday, 999,000;
Friday, 807,000; and Saturday, an impres
sive 350,000 shares changed hands. Tlhe
market essentially had traded betweelp
42.35, reaching 45.98 on Saturday and clog-
ing near the high that day.

The following week of July 18, volume
continued to increase with Friday posting
1.4 million shares. Volume hadn't ex-
ceeded the million mark on a daily basis fo
five weeks. The lowfor the week was 43.5]
and the high came on Friday at 48.31. Onfa
percentage basis, 8 points from the low was
nearly a 20% rally.

The rally was being attributed to varioug
things depending upon which newspape¢
you read. Some talked of noticeable for
eign buying, others focused upon Hoover’
signing of the $2.1 billion unemployment

-

-




and farm relief bill of July 21. Some re-
marked that commodities were improving.
Coffee was rising over an embargo against
Brazil and talk of revolution in that country,
but lead dropped to its final low at 2.65
cents on July 18. Still others pointed to the
interstate Commerce Commission’s ap-
proval for the merger of four eastern rail-
road companies. Still others talked of the
Federal Home Loan Bank Bill, which cre-

ated the system for guaranteeing mortgages

signed by Hoover on July 22.

Perhaps one could make a case for each

of those fundamentals. However, Hoover
had instituted many programs and right
from the beginning he took aggressive ac-
tion to raise public spending. The truth of
the matter is that the market began to turn
largely upon a psychological explanation.
Enough was enough!

During July of 1932, the most daring
Communist insurrection took place in
Washington. Some 11,000 veteran
marched on Washington, demanding imjf
mediate cash payment of the soldier’s bg
nus instead of spreading it out over sever
years. The mob was further enraged tj[/
several Democratic Congressmen who aq-
dressed the mob criticizing Hoover’s oppo
sition. The mob turned violent yet Hoover
unaware that it was actually Communist
backed, maintained his patience until lat¢
September when troops were called ouf.
This was certainly bearish news at the timg
yet it had little effect upon the market.

7

As the final week in July opened, the
market gapped higher. The low of the da
was quickly posted at 48.01 for all to se€
The market continued to rally, reaching
50.23 and closing at 49.78 with volume o
1.5 million shares. Volume continued tq
increase steadily. On Tuesday, it reached
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1.5 million; Wednesday, 1.7 million; Thurs-
day, 2.7 million; and Friday, 2.1 million
shares. There had not been a 2 million
share day since March of 1932 and as far as
back-to-back 2 million share days, well that
hadn’t been seen since February when the
market was charging off to form the highs
of the year.

Julyhad posted so little volume duringthe
beginning of the month that total volume
was merely 23 million shares, a bare frac-
tion more than June. But as the market
continued to soar, volume intensified. Au-
gust posted 82.6 million shares, the highest
monthly volume since 1930. September
turned a respectable volume of 67.3 mil-
lion, but going into the elections, volume
dropped off again and by Janudr§33, it
had declined to record lows of 18.7 million
shares which would be the lowest point on
volume for the entire Great Depression.
But to give you a hint of how nervous the

71132 80332 82632 91932
market remained, in May 1933, volume

jumped to 104.2 million shares.

August had opened perhaps only 1 point
from what would become the low for the
entire month. From there the rally contin
ued. The Dow Jones Industrials reached|a
high of 77.01 on August 29 and closed th
month at 73.16. The rails, which had als
bottomed on July 8 at 13.16, had rallied u
to 37.94, far outpacing the industrial
largely on the approval of the railroad
merger. The bonds, however, had actual
bottomed on June 1, one month in advan
of the common shares. From the June lojv
of 65.78, the bonds reached their peak i
August at 83.26.

—

The headlines during August as the maif
ket soared were not necessarily filled with
buoyant, bllish news. On August 3, the
Secretary of the Treasuryresigned. On't
8th, the big news was the market reachinE
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5.5 million shares in volume, the "largest
since October 1930!" On August 16, the
National Farmers’ Holiday Association in
DesMoines adopted a resolution to hold all
farm products until prices rose above pro-
duction costs. This was seen as bullish for
the agricultural commodities so the stock
jockeys joined in and claimed it was bullish
for equities. On August 23, the papers
turned their attention to the bond market
since it tested 83.26 on the Dow Jones In-
dex. But as usual, when it makes the front
page the trend is over and that was the
precise high for the balance of the year.

On August 23, tire shipments in June
registered the highest on record, up 86.1%
over June 1931. But the bearish note was
that unusually large orders came flowing in
due to the anticipation of the new excise
taxes which were about to be imposed.

Nov Dec

Source: Dow Jones

Steel ingot production was reported tg
have declined even further, nothing bullish
there. Cotton soared and reached its hijh

for the year at 9.2 cents on August 2
Banker’s acceptances had declined by $4
million, reaching their lowest point for the
depression in August at $681.4 million out
standing. In general, the gossip was thg
main market mover that month. That told
tales of anticipated trade revival.

0

As the summer was approaching its eng
Labor Day had arrived on September 5
The industrials exceeded the August high
reaching 79.22 on September 3 just as thje
market was preparingfor the holiday. The
sure enough, when the market reopened gn
Tuesday, September 6, the industrial
reached their peak at 80.36 and began|a
decline into the end of the month, faIIinjlS

v

back to 65.06 on a closing basis. The rai
had continued into Thursday, September
reaching 40.85 and then falling back tg
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29.71. The bonds had peaked on Tuesday,
August 23, well in advance of Labor Day.

The Fourth of July-Labor Day rally had
sparked a lot of confidence that summer.
Many people believed that the worst was
over and it was back to happy-days-are-
here- again. But from the Labor Day highs,
the market fell rather sharply. The Wall
Street Journal commented in its review of
the month as follows: "In September the
stock market showed reactionary tenden-
cies which commenced around the eighth
of the month and continued during the rest
of the period with several breaks. A variety
of reasons was responsible for this move-
ment. The upward swing which com-
menced in July had been carried too high
and there was the necessity of establishing
a balance; then too prices of cotton and
wheat again turned downward which less-
ened confidence considerably and finally
the expected trade revival did not material-

Date
ize. Political considerations likewise
proved a disturbing element. In Maine the
Democrats succeeded in gaining the G

4
ernorship and several Congressional sedts

which was construed to mean a Democrat
victory in the fall.”

Curiously enough, much apparently stil
rested upon the relationship between com
modities and stocks. The fact that the com
modities had never risen to new highs aftef
the peak in 1919-20 did not prevent thg
stock market from scoring substantial newy
highs in 1929. But you will recall that in the
pre-1928 years weotind that the disbeliev-
ers of the bull market and the economig
boom had based a large part of their bea
ishness upon the fact that commodities h
remained depressed. Manyanalysts had
riously doubted a bull market could unfold
unless commodities participated. Here
the bottom in 1932 we find commoditie
serving as a crutch for the stock marke




once again. The fact that the commodities
by and large declined between 1920 and
1932 while stocks rallied into 1929 before
falling to new lows for this century did little
to change the traditional perspective of
commodities and stocks moving in har-
mony.

From the Labor Day highs of 1932, the
industrials continued to decline gradually,
reaching their lowest point in February
1933 just prior to the closing of the ex-
change due to the Banking Crisis. But from
that low, the market never looked back at
the 50 level again. It continued a broad yet
choppy rally which eventually saw the 100
level again before the end of 1933. The
rally would continue into 1937.

What caused the abrupt rally which dou-
bled the market between the July low and
the Labor Day high? The Wall Street Jour-
nal attributed the rallyto a cessation of gold
exports, rumors of foreign buying, a general
rise in commodity prices and the approval
of the railroad merger. The New York
Times basically stated that the obvious an-
swer to the rally was that the market was

severely oversold and added to this was a

general rise in commodity prices.

Perhaps in part some of the first stocks to
rise were the "wet" stocks as Wall Street
called them. In July, they began to rally as
repeal of prohibition was bantered about.
Wall Street had searched for companies
that would benefit the most, and the list
included Owen-lllinois Glass Co., National
Distillers Pioducts, American Commercial
Alcohol, Crown Cork & Seal, and Park &
Tilford. The '"wet" stocks were the leaders

getting the edge on the others by one week.

Perhaps that was what Wall Street was wait-
ing for all the time, a good old fashioned
legal beer.

In the June 27 edition of Time magazine
a statement made by General Charles
Dawes, the President of the Reconstructio
Finance Corporation was quoted. Th
statement given in Chicago read: "l believ
that we have reached the turning point i
the Depression...It is the smaller businegs
enterprises with low overhead expenses
which seem to be showing improvement
But in time the larger ones must necessarily
follow...I would attribute much more im-
portance to the increase in electric powe
consumption in the country during the las
two weeks than to stock or bond quota
tions." Time appropriately went on to
state..."Onlyfactorstendingto discredit thig
Dawesian cheer last week were his pagt
record and the still-sagging index of busi
ness conditions. In general Dawes’ recor
are the following utterances: ‘People do noj
realize that conditions are gradually im-
proving,” June 5, 1930... 1t (the morato-
rium) is an augury of improved financial
conditions,” June 2@,931."

—

—_

There is no doubt that Dawes, like 99.9%
of most people, was attempting to apply
logical reason to why the business condif
tions should turn. The problem was that i
you make such statements all the timq],
sooner or later you're gonna be right. Thi
was published just one week prior to thg
turn in the stock market.

But the old adage that when a markejt
declines on bullish news, it must mean thg
it's a bear market and, conversely, when g
market rallies on bearish news, it must be ja
bull market, has some validity.

Trying to search for decisive bullish news
was difficult. In July, Colgate- Palmolive
Peet Co. cut its dividend from $2.50 to $1
This news prior to Julywas extremely bear
ish. Yet it did not prevent this stock from
rallying sharply into August. In late July, it
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was reported that steel capacity utilization
had fallen to 12%. Clearly a decisive bear-
ish piece of evidence.

In the July 25, 1932 edition of Time maga-
zine, it was reported that First National
Bank of Boston would not have set about
raising the money last week had they not
expected higher interest rates in the
autumn.” Indeed, interest rates, using the
discount rate at the Fed, had actually bot-
tomed back in 1931. From the June lowon
the discount rate, the trend was clearly and
decisively higher. The stock market had
bottomed with the secondarylowin interest
rates which had taken place during 1932.
Oddlyenough, as rates moved higher so did
the stock market. One could not make a
case for the market bottoming because
rates had risen. The opposite was in fact the
case.

Throughout Julyand August the Kreuger
Swedish Match Scandal continued to domit
nate much of the press space. The list ¢f
casualties continued to widen as the debjs
he left behind after his suicide continued tq
mount reaching225 million. Banks were
chasing banks and everyone was scrambling
for claims where several parties had bee)
promised the same collateral. Even banks
in New York were involved, yet this bearish
news did not affect the rally.

In the August 8, 1932 edition of Time
magazine the following commentary
graced its business page which for so lonp
had lacked much news about the markejt
itself. The article reported:

"People who believe that pessimism hajs
been the chief drag against business fejt
better last week. The mercuryin the sens
tive thermometer of sentiment went shoot
ing up. Warmest of rays was a sensationgl
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rallyin stock prices. What had started three the consensus, Time surmised that a rise jn
weeks prior as a slow creeping advance sud- commodities would help many companies
denlybecame a running leaping market. In and in turn firm up earnings. The rally in
percentages, even the famed Moratorium commodities was the single biggest jump in
market with its 28.9% gain in 25 days was across the board commodities since 1925
outdistanced. Railroad shares jumped a

whopping 58%, ulities 38%, ndustrials The commodity market did literally soar.
37% in 22 days, putting on millions of dol- Sugar, metals, cocoa had all reboundef
lars of weight, much goodil Brokers bel- back to early year levels. Wheat jumped ufp
lowed with joy at the windfall of a 2.8 4 cents. Although some commodities ha
million share day. made periodic sharp rallies such as whegt

over the Japanese war scare, this was the
"Observerswere inclined to thinkthe rally  first broad-based commodities rally. Bu
started through belated recognition of the the nagging question remained. Ifthe stogk
following fundamentally bllish items: market rallied because the commoditie$
1) the Lausanne Agreement. took off, then what made the commoditieg
2) the cessation of gold withdrawals and  rally? Stocks?
foreign buying of U.S. securities.
3) the ICC merger decision. The truth of the matter is this. Although
4) expansion of credit.” commodities rallied quite sharply due tg
various rumors involving Russia, wheat fel
Time magazine went on to tout the rise in  to its lowest historic point following the
commodities. In keeping with the rest of elections in November. At the same timg
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call money reached an historic low of 1%, standing leader of the advance was Amer
and time loans (60 days) went as low as can Telephone and Telegraph which soargd
1/2% compared to 3.5% in November 1931. from $70.25 a share to $114.25. U.S. Ste¢l
Therefore, the market observers may have more than doubled its Depression low o
attributed the rally to the commodities, but  $21.25; many stocks tripled in value. Largg
the commodities eventuallyfellto newlows orders from European money center
in November. The stock market held the swelled the volume of U.S. buying and the
July lows and never violated the 50 area dollar rose smartly.”

again. The argument that stocks rallied be-

o7

cause commodities had finally turned isn’t Here we find another reference to Iargm
logical since when commodities fellto new  European orders flooding the market an
lows, stocks supported. the dollar rising. Short covering was cer

tainly noted, but keep in mind that with the|
In the August 15, 1932 edition of Time  witch hunt siil going on and th@ublication
magazine, the following commentuponthe of who was short, the actual short interegt
rally in the stock market appeared: had declined significantly. Most of the buy-
ing seemed to be real and flowed fron
"Cornered bears, fat with three year’s Europe into the States, pushing the doll
profits, fought madly to cover their short  higher as foreign currencies were beinem
positions. Badly squeezed, they howled converted into dollars to facilitate U.S. in-
loud and long. Once the rally was well un-  vestment.
der way their frantic buying helped pool
managers to push stocks up and up. Out-




Note that Time magazine reported on the

sharp advance U.S. Steel had made. Here

is a comment on U.S. Steel published by
Time magazine on the 8th of August. It
read as follows:

"While newshawks who had been waiting
about an hour held a mock directors meet-
ing, irreverent and bawdy, the solemn di-
rectors of United States Steel Corp.
pondered the worst quarterly earnings
statements in the company’s history. They
finallydecided to vote the regular preferred
dividend, but in explaining the action to the
press, Chairman Myron C. Taylor made it
abundantly clear that improvement in
business and net earnings must in future
determine dividend action on the preferred
stock.’Because a verysimilar statement had
presaged omission of the common divi-

dend, because steel operations last week

were but 16.5% of capacity whereas they
must be 35% to 40% to earn the preferred

dividend, Wall Street assumed that whef
the Board meets October 25, two weekf
before Election Day, the preferred divi-
dend will be passed for the first time in the
company’s history."

Here we have definitive news, which had
fueled the bear market into its July low
News of dividends being cut or omitted waj
what the bears fed on for a long time. Ye
why would U.S. Steel be one of the leader
in the rallywhen in the very midst of it, Wall
Street anticipated that U.S. Steel woulg
eliminate its preferred dividend in Octo-
ber? Again we find that the prior analysis
which had been bearish seemsto have begn
ignored during the rally.

v)

In Time magazine, the followingreport on
the market contains some interesting cony-
mentary on the rally as well. Publication|
date was August 22, 1932.
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"The great pot of the New York Stock
Exchange continued to boil hotly most of
last week, but in the last two days the fire of
bullish enthusiasm cooled, stock prices lost
more than one-fourth of their month long
rise. Speculators for the advance amazed at
their swift-gotten gains, suddenly rushed to
cash in. At the rally’s peak, railroad shares
stood127% above their bear market lows,
utilities 83%, ndustrials 74%. Stocks as a
whole had climbed up the opposite side of
the valleyto a point abreast their prices last
April. Market observers who had been
wagging warning fingers at the almost per-
pendicular ascent of the last fortnight,
smiled knowingly. Having predicted a sharp
technical reaction, they were not surprised
that it was all the sharper for being so long
delayed."

The first portion of this commentary
states that many observers were calling for
areaction. Of course that is always the case

after such a rally. But the 25% correction
from the August high was just that. Theg
sentiment seemed to suggest that the m

ket had peaked and it would not continu
in its correction. But to the surprise of all
the market rallied and outdid the high meng
tioned in thisreport. Nonetheless, the com
mentary that followed is quite interesting
Time went on to report:

"Among the first to start the harvest werg
shrewd foreign buyers who were reported
to have entered the market at its ver
trough. Volume of trading swelled to
23,595,000 shares for the week, largest i
more than two years. Entering this Weel[I
both stock and commodity markets stead
ied with trading at a reduced pace.

"In the last days of the wild uprush, rumors
of pools flew thick and fast. Farm equip-
ment shares were bulled vigorously on th
reports (all denied) that Russia was abol
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to float a bond issue in the U.S., would

presumably use the funds to purchase farm West has passed the crisis in his sickness

machinery. From the June low of $16.75,
J.l. Case shares (plows, harvesters) were
whirled up to $62.50. In the two-day reac-
tion they slumped to $46. If the Russian
bond story was pool inspired, pool manag-
ers must have been amazed to see the old
Russian Imperial issue, which has long
slumbered on the Curb at less than 1 cent
on the dollar, suddenly aroused and run up
to 3.25 cents on the dollar."

In London, the noted publication entitled
the Economist, carried thiscomment on the
American situation in August:

"It would be rash to predict that America
is within sight of general economic recov-
ery, for the forces bearing down are almost
as ineluctable as those which... forced her
to the peak of prosperity. Nevertheless,

there is reason to think the Giant of the

The American press had also commenteg
on reports from brokers who noted in
creased 'foreign buying." Did oversea;
buying contribute to the turn in the market”
If so, why were European investors moved
to suddenly buy U.S. equities once againf
To solve these riddles, we must look at th
foreign perspective and the influence o
foreign exchange at that time.

174

The European situation was still greatly
varied from one nation to another. The
contrast was perhaps most noted betweg
Britain and Germany. In Britain, contrary
to wide belief, it had been the Nationa
Government which chose to abandon th
gold standard back in 1931 and not thg¢
Labour Government. Despite the warn
ings that everything would collapse, Britain
had finallymade a smart move. The whole}
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sale price index of the Economist initially

rose 4 points following the devaluation, but

from its peak in October 1931, it declined

rather steadily into June of 1932 where it
had reached its low for the depression and
began to rise in July. Britain had not put up
trade barriers to agricultural products and
as aresult it benefited greatly from imports
in that sector, which had continued to de-
cline in price.

The pound itself initially dropped, closing
at $3.90 in September of 1931. From there
it steadily declined against the dollar,
reaching on initial low at $3.46 in January
1932. The dollar sharply declined into
March coinciding with the stock market
break, and the pound rose to $3.77. The
pound began to decline steadily from that
March high and by July it had fallen to
$3.50. Buying from Britain was sparked
largely due to the declining wholesale
prices and fear that the pound would drift
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much lower. Therefore, European buying
of U.S. securities which was reported fron
many sources in July, was largely driven b
a hedge against afear offurther devaluati

of the European currencies. They wer
correct in that respect because the pournd
declined into November, dropping to $3.15

The general consensus of opinion in Brit
ain was largelypropelled bythe abandoninfy
of the gold standard and propaganda by thHe
Labour Party that Britain would be headed
toward another Great Depression as wds
experienced during 1922. The opinion o
the dollar changed dramatically when thg
Democratic victory came in November.

Much of the 1932 Presidential campaig
had centered around the gold standard and
the tendency of Roosevelt toward a dolla
devaluation. Even though he had at fier
supported thisidea, he changed his opini
going into the election. The European




were sure that Hoover would win and that
the American people would see through
Roosevelt’'s continual vacillation on issues
from one speech to the next. His attack of
the tariffs was merely another example.
When farmers became enraged, he
changed his position to state that he would
not lift the tariffs against agricultural prod-
ucts. Perhaps it takes a party outside the
situation to make a less biased analysis of
the situation.

Nonetheless, the Europeans began to sell
the dollar dramatically when Roosevelt
won the election. November 1932 was the
lowest point for the pound at $3.15. Within
one year,byNovember 1933, theund had
risen to $5.17, a completely new record
high, out of fear of Roosevelt’s policies.

In respect to the foreign buying of U.S.
securities in July 1932, it was clear that the
sentiments in Britain at the time were bear-
ish on the pound and the consensus of opin-
ion was still looking much lower. For that
reason, many astute Europeans were buy-
ing the dollar-based investments. This
coupled with the general press, which
seemed to express the opinion that the U.S.
economy was turning around, helped make
those U.S. common shares look attractive.

The situation in Germany was notably
different. The policies of Bruning had
forced upon Germany a severe deflation,
which by the fall of 1932 had cut the stand-
ard of living by nearly 50%. Bruning had
maintained high protective tariffs upon
food imports largely at the request of the
Prussian landowners. As a result, wheat
was costing the German consumer twice as
much as in the United States. Although
Bruning had been driven from office, Com-
munistic and Hitlerist groups were gaining
much popularity. These serious deflation-
ary policies led to Hitler’s victory in 1932.

Again, capital’s motive was toward U.S. in-
vestment largely for political concerns.

If we refer back to the Wall Street Jour
nal's comment of September 1932 that th
decline from the Labor Dayhigh was in par
created by the Democratic prospects of g
victory in November, then we should con/
sider the effects of the campaign upon th
market. The general consensus in Europg,
as | stated earlier, leaned toward a Repulp-
lican victory in the fall. Much of the finan-
cial community was also in favor of the
Hoover ticket. The popular vote, however
swung in favor of the Democrats without
real understanding of its implications.
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Roosevelt had conducted a campaigp
based opon many outright lies and continu
ally tried to assert that the blame for thg
entire world depression belonged tg
Hoover. In several addresses he misrepr
sented the situation and claimed that th
depression had begun with Hoover anl

14
1

11%

spread to Europe from his administration
Of course thiswas completelyfalse becau
it had been clearly established that the dg-
pression had begun in Europe long beforg
it emerged in the States. The entire centrgl
bank conspiracy, which Adolf Miller and
Hoover tried to prevent in 1925, was evi;
dence of that fact. Thisturned many bank
ers and leaders in the financial district
against Roosevelt. Nonetheless, the unin-
formed public at large knew little of the
international circumstances.
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