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Extracts from The Great Crash: 1929 by John Kenneth Galbraith (First Published 1955; 1961 Reprint) < http://www.btinternet.com/~dreklind/thecrash.htm>
On October 19 1987, the Dow-Jones industrial average suffered a major devaluation. The Dow lost over 500 points. Stock trading markets worldwide were all suffering similar declines. At the time, there was a lot of concern over what this meant to the overall economy of the world. The reason for this concern comes from the fact that the last time there was a large devaluation in the stock market, there followed a depression. Economists used a yardstick from the Jazz Age to evaluate this 'correction'; the yardstick was the crash of October 1929.
The crash of 1929 continues to be a fascinating example of panic in high finance and is still a staple of Economics 101. This event involved all people, big and small, rich and poor, young and old. Everyone. 

Depressions, we are told, are cyclical in the nature of economics. In this era, we have successfully evaded depressions with the aid of computers, government regulation, and because we actually learned from history. The subject of this crash in 1929 has been studied and discussed many times over the years, by many economic authors. Most notable, in my opinion, would be John Galbraith. His book, "The Great Crash 1929", I heartily recommend if you are interested in the details of the crash and events leading up to it. It is a warning to us that our economic world will not always necessarily be safe.
In 1929, even in 1928, the warnings of an economic disaster were heeded by some of the Wall Street denizens. It seems clear that everyone involved in the speculative boom of the late twenties knew that eventually stocks would drop. Who cares though? At the moment, we are in the business of making money. When the bulls are stampeding, it raises a cloud of dust that makes it hard to see danger. This boom of the 20s is almost as famous as the bust.
The post-war world was rebuilding in early 20s. The application of electricity in our lives really began to grow during this exciting decade. Imagine the open frontier there was for electric appliances as more homes were becoming 'electric'. Consumerism is always a major contributor to boom, and in the Jazz Age it stayed true to form. At the same time, many people were caught up in the stock market. In the years from 1925 to 1929 it was almost a craze to play the market. The little guy could speculate with the seasoned pros in the pit. It was fun; it was the heyday of the Jazz Age.
It was also shaky. What made the market popular was the fact that you could go to a broker and purchase stock on margin. What this means is that instead of buying your stocks with the money you have, you could purchase them with cash down and the rest on credit. Not a bad deal, especially when the collateral is your ownership of the stock. For example, let's say you want 100 shares of Red Wagon stock. The cost for 100 shares is say $15000. You put down 10% and make monthly payments. Jones down the street is doing the same thing, as is Johnson, Wilson, and Douglas. Well, all this purchase of stock is pushing up the price. Now 100 shares of Red Wagon co. is worth $20000. In essence, you are paying off what you owe on the stock by its increase in value. So how can you lose on this? In the Jazz Age, economists knew how and were very worried about it.
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You might be wondering at this point, why didn't they do anything about it if they knew a collapse was imminent? The answer is not so simple. There was a policy which many world governments followed, including the Coolidge administration, known as laissez-faire. Laissez-faire roughly translated means 'let things be'. It is an old economic term to describe a government policy of non-intervention. As pretty as the word sounds, it was this policy that allowed the speculation bubble to grow unchecked. There was a Federal Reserve in those days, but its powers on economic matters were not utilized as they are today. In 1928, there was a lot of talk on how to curb the tide of marginal stock purchases without causing a panic on the market. The bottom line was, no one wanted to take the blame if the market crashed because of measures taken to prevent it. So, laissez-faire continued and they hoped for the best.
It is not fair to say that the people of the Jazz Age did absolutely nothing, however. In late March 1929, just after the inauguration of Herbert Hoover, the Federal Reserve Board was meeting every day behind closed doors. There was no doubt heavy discussion about the market and the national economy. The first of many 'mini' crashes and recoveries began on Monday, March 25, 1929. As a result, for the next six months, it was probably the most nervous market in the history of world. I wonder how investors today would react if they took the roller coaster of those times? October was approaching.
The summer of 1929 was not too bad. It hearkened somewhat of the good old days of optimism. And even though there still was an air of nervousness, the market appeared to be stable. It was on September 3, right after the holiday, that a bear market became firmly established. The roller coaster was on its final descent.
Panic. It is a word that describes a highly intense, contagious fear amongst a large number of people. It is a phenomenon which social psychologists are fond of studying, yet at the same time they themselves are just as prone to it as the rest of us are. Panic is far more serious than a frenzy, and it is hard to describe without reference. In the crash of 1987, it may be safe to say it was a day of frenzied selling, and arguably far short of true panic. One week in October 1929, there was a true panic, and many rich people became poor people in one single day.

More after the song-break!


Here is a song by George Olsen and his Music called "I'm In The Market For You"
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I'll have to see my broker
Find out what he can do.
'Cause I'm in the market for you. 

There won't be any joker,
With margin I'm all through.
'Cause I want you outright it's true.

You're going up, up ,up in my estimation.
I want a thousand shares of your caresses too.

We'll count the hugs and kisses,
When dividends are due,
'Cause I'm in the market for you. 

George Olsen and His Music

I'm In The Market For You
vocal by Fred MacMurray

Date: February 9, 1930
Label: Victor
Sample length: 41.18 sec
Size:165 Kb
Format:Microsoft ADPCM 8,000 Hz, 4 Bit, Mono

I'm In The Market For You


It began on Thursday, October 24, 1929. 12,894,650 shares changed hands on the New York Stock Exchange-a record. To put this number in perspective, let us go back a bit to March 12, 1928 when there was at that time a record set for trading activity. On that day, a total of 3,875,910 shares were traded. As you can see, Wall Street was a very, very busy place, as were markets world-wide. A big problem not mentioned so far in all this was communication.
The ticker tape machine had gone through great amounts of perfections since its early applications in the 1870s-80s by Edison and others. Even at telegraphic speed, the volume was having an effect on time. Issues were behind as much as one hour to an hour and a half on the tape. Phones were just busy signals on hooks. It was causing crowds to gather outside of the NYSE trying to get in the communication. Police had to be called to control the strangest of riot masses; the investors of business. It is not yet noon.
The habit of lunch eased the panic somewhat and New York paused for a breath. There were rumblings of bargain grabbing to come in the afternoon, so maybe something could be salvaged. And it did comeback to regain much of the losses. For example, a stock like Montgomery-Ward opened at 83 and dropped to 50 and recovered to 74. This was typical for the big name companies. On Friday, the mixture of margin call bargains combined with sells that were waiting from the late tickers on Thursday led to a bit of a gain. The trading was about 6 million shares. There was a short session on Saturday which brought everything back to the level of Thursday.
The weekend was indeed welcome relief. It gave investors a chance to sort out their portfolios and plan for what might be a rough week. If we go back to our 100 shares of Red Wagon shares is worth about $13500-that's better than $9800 we were faced with before noon on Thursday the 24th! I think we wouldn't mind just sitting. Don't think I want to buy anymore right now. Our broker has called us and asked if we want to sell or put up the margin. Well we paid $1500 for the thing, why not cover the margin with $2500? It keeps our investment viable. We'll raise the cash somehow. 
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Others though had cleverly planned for the crash and kept their money out and were ready to pick up some real bargains. They got set up for even worse ruin. On Monday, October 28, 1929 the volume was huge-over 9,250,000 shares traded. The losses were great as well. But unlike Thursday, there was no dramatic recovery; it was the prelude to Black Tuesday. The most infamous day in Wall Street history.
There is a reckoning that occurs every so often in world history. It is a time when debts are paid, when wars are fought, when disease ravages and passes through a land, when the corn does not grow like it used to, or when the forces of nature itself delivers a brief catastrophic blow. On Black Tuesday, the reckoning of several years of boom, which was based in large part on credit, came due. There were to be 16,410,030 shares traded on that day. Remember our Red Wagon company stock? It is worth that $9800 we successfully evaded on Thursday and had to suffer ultimately on Monday. I think we should cut our losses and get out now, on Black Tuesday, October 29, 1929. We have lost over $5000!
In order to get out, you had to get your broker to sell your stock at market value. Remember too, that we bought our stock on margin? We are paying interest on a loan for a stock which itself is being used as collateral. This is called a security. If the stock rises, we gain equity in our speculation because its value has increased. If the stock drops, the reverse is true. The investor must put up the cash to cover the loss. Remember our investment in the Red Wagon company, we agreed to put down $1500 for stock worth $15000? Think of it as if we paid all that $15000 all at once. We would own the stock and losses are on paper, still not good. When you own a security, and the stock suffers a loss, you have to cover the call for margin. This is because it is like you owned it and suddenly your broker says 'I need cash to cover your investment'. If you failed to come up with the margin, you risked that the bank would take your investment and go after you for the rest of the bill.
People were dumping their securities and causing even more downward pressure on the market. There were despondent stock brokers, in tears hopelessly trying to get in touch with customers for margin. This time, the panic of selling made sure, once and for all, that there was to be no quick fix, that the recovery would be slow and painful. There was not the nearly the recovery of gains seen on Thursday. The market had crashed.
The final bell mercifully rang on that Tuesday, many years ago now. It has not been forgotten by economists in universities and government. It is the cold hard reality of high finance, that there is a cycle in business. It has its ups and its downs. That recession and depression alike are a part of, arguably healthy for, the machine of progress into the future.
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Indeed, if we live in an era where there is no depression in the economy, we are lucky. No economist today will ever state that depressions are a thing of the past; there are some who believe we are due in fact. We survived the crash of 1987 and all was recovered and more throughout the 90s. Everything seems so safe...
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