Our Natlon's Four Great Business Epochs
After the Recovery from the Panic ofg

1874,

BY ROGER W. BABSON
-‘of Wellesley Hills, Mass.

T . tha close of the last article we
left -our Nation in the throes of
the severe depression of 1873. It
will be remembered that the real

panic began with Black IFriday in the Fa;l
of 1869, and continued into 1870; but this
was s0 sharp and sudden that there came
& quick rebound in 1871, which lasted into
1872, . -

As stated in this previous article, all of
our severs crises havs consisted of two
_sharp movements about three years apart,
followed by about three vears of des
pressed business. Therefore, although
the first and in many ways the severest!
blow of the  Panic of 1873 came In|
1869 and 1870, the second and final biow
dld not come until 1873, which completed |
the forced liquidation begun three years
previous, T

Although the second blow {s often not
®E severe as the first, yet the business
is lezs able to withstand the second pras-
sure, and the apparent disaster is much
greater. Therefore the year 1878 was one
of great financial and Industrial hard-
ship.

In the Fall of 1872 the trouble really
began, but it was first brought to an
acute etage on April 26, 1871, when the
Atlantlc Bank failed. A flood of stocks
was sold-on the New York Stock Ex-
change, prices fell with great rapldity,
and the market showed an almost con-
tinual decline until the Fall of the year.
In the late Summer there was 2 slight
rally, but this was simply the Iul! hefore
a8 storm- and in September, 1873, the
New York Warehouse Company. a large
and apparenfly prosperous concern, weut
to the wall. The New York Midland
fajled on the 17th of Septemher, and Jay
Cooke & Co., a great banking house of
that dav, cloged on the following day.

The entire financial community was
then In a state of great excltement, and
confidence seemed to vanish. The New
York Stoek Exchange closed ifs doors on
the 20th and did not open them until the
a0th, while about 20 per cent. Interest
was charged for time money for a short
period during the worst of the trouble,

Peaple often say to me, * There I8 no
need for me to sell stocks now in order
to have money for use during panics, be-
catse T have such wplendid banking con-
nections and ean readily borrow if there
comes a great break in the market.”

In the two or three panics ‘which I
hgve seen I have found this to be & fal-
lacv. Not only 1s it then impossible to
horrow moneyv on the best of collateral,
bhut cne is fortunate if he has money In g
bank which does not feel hurt to have it
withdrawn., -

1 remember a-friend who tramped. the |
gircets of Boston during the panie of!
1803 trying e borrow &0 per cent, on |
I'nited States Government bonds, and
every hank turned him down. In faect, |
the only source of supply was the Treas-}
urer of the American Sugar and Refining
Company, which made the bankers, by
which he was employed, a loan on these
Government bends, although. of course,
at 2 rate of interest commensurate with

the se'rvlce rendered.

Effects of the Panic of '73.

Another feature which this panic {llus-
{rafes Is that the most critical time did
riot come {n November, as many have sup-
rosed; but rather 2 month or two ecriier;
and In this case the worst of the storm
vwas over by Novemher. Tt took many
montiiz and, in fact, manyv vears for
banks, corperations and investors to re-
cuperate, while railroads, like the North-
ern Pacific, the New York, Chicago &
St. Louis, and others were thrown into:
bankruptey, from which they did not|
emerge for some time.

Tn short, seventv-nine members of 1he
New York Stock Exchange are reported
to have failed during this panic, while
during the vear 1873 over 5.000 mereantile .
firms went to the wall with {otal Hahil-:
itles of nearly one-fourth of a billlon,
dollars. |

In addition to the “ killed” thera were’
g great many “wounded™ and, as Is
often the case after the second blow
strilzes the community, it took some years!
to recover. This is shown most foreibly |
by the follewing figures on * TFailures," |
which I herewith submit, {indicating that|
they continually increased from 1873 to
1878, or for five vears; l

COMMERCIAL FIGURES,

———
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This table very well expresses in {igures i
the conditions existing during these years, |
as there was no improvement in business |
until 1876 or 1877. The following table on
“iron production’ illustrates very forei- |
]y the condition of the falling off In man- .
ufacturing and structural business and’

the subsequent recovery: -

PRODUCTION OF COMMODITIES.
Year, Iron. (Tons.)
1813...... teececitasevensnarsnn 8,580,982
3874, tetereeernnnanes resesendes 2,401,262
]STsil"'lloltoll.lall..llll.ll. 2|023|733 H
DY werees 1,508,081 ‘
ISW-;-. ----------------- G4 tean 2.086,594
1878-.0...;. ooooooooo bbsapiinnn 2,301,215 |
1870 ¢ veovensercasennaneonnsare 5,741,858 !
1880--.--.-.-.-... ------------ ‘n 3,885,191 '

As to the decline In general bnsiness,
this Is best shown by the figures onj
“bank clearings,” as follows:. |

TOTAL BANK CLEARINGS. '

1.1t Cevenennn 835,481,052
1874, ...... Ceeertbnaertnnn 22,655,921
BT et erennnnaen s 03,081,207
I T8 et irinececnccennconaan 21,597,274
I T e ieivvsnonsnrovennnscansas 23,280,243
ISTBICIOCICCO lllll A4 I s nwa [ ) 22|508|433
]579...... ooooooooo tio-lllio..- 2'-'-178,770
1850--.-100.0:--.-:.-0 ........ 37.]82,123

|

New raflroad constrnetion decreased.
from about 7,000 miles in 1873 to about
1,700 In 1875, and this is only an illustra-
tion of almost every line of business,
Of course, this was partly due to labor.
and granger troubles during this period.
This i3 the time when the Inter-State
Commerce Commission was originally
formed, which every one prophesied
would put an end to new railroad con-
structlon. On reading the newspapers
and magazines of that day we find the’
same arguments used by rallroads and
" investors as have been used during the
discussion of the *Rate Decision” the’
past two vears, and there really i3 con-
siderable similarity between the two pe-
riods. In the ’70s business was dull,
profits were small, and the public looked
about for some remedy. As is the cage!
to-day, shippers felt that the rallroads
were the cause of the depression and,

therefore, sought to regulate thelr. rates. |

In fact, a study of history’ sHows me
that the public always forgets that our
business epochs are as natural ag the
tides of the ocean, and they continually;'
endeavor to change conditions by tinkep-
ing with the tariff or legislating against
the rallroads, or ‘else making some sim-
flar unintelligent move. Moreover, in

‘making this remerk I am not speaking in

Roger W. Babson, the Well -knoWn_ Statistician,

_ _ Tells of the Business
Epochs That Followed That Period. -of*:Depressioh;}

This Is a plot of relative price movement of ten representati

considered, is well {llustrated here. ¥Especially does it show that while the atock market sometimes discounts conditions, it does not always do so.

Prices of Investment Stocks‘_and Bonds from 1875 to 1911,
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o la..ﬂqv that action and reaction are equal, when areas are
The dotted line shows the major cycles. On

account of the maturing feature of bonds the bond line shown is the plot of bond yields inverted, which Indicates the varying cost to the investor., Note t hat the bond market does not rise and
fall simultaneously with the stock market except in rare instances. .

'favor of an unjust tariff or of giving the
raflroads a free hand, believing that
brogressive legislation is needed gslong!
both ‘of these lines. 1 do, however, 0b-|
Ject to' the purpose of such Iegislatlon,‘.
namely, to regulate artificially a natural
cause and effect; and for our Washing-i
ton politiclans to endeavor to improve!
condltions by such means is utterly fool-
hardy. Nevertheless, throughout the
country’s history this has alwayvs been
practiced, although such legislation has:
almost invarlably resulted in making the!
_Situation worsa than it was before. Thus
In the 70s, instead of the railway rate!
agitation Improving the position of the}
farmers and shippers, it simply aggravat-“
ed the troubles and prolonged the depres-;
gion, . In other words, although it was|
~entirely right and proper to form the
Inter-State Commerce Commission, it
'should not have been formed at that time :'
‘and’ under the unsatisfactory political
!conditions-then existing. i
+ However, as the sun always shines
‘after rain, so conditions began to imprm-'e.-
in 1877, and by 1878 there was a batter
feellng throughout the nation. As to the
stock market at that time, and through
to 1882, T quote from a well-known au-
thority, as follows: *Although twenty
.selected stocks had declined $76 a share
‘since 1830 and - individual stocks were |
down from §14 to $118 a share, a
‘change in outside conditions was then
‘ushered in. Call money was remarkably
‘low, the trunk line railroads made a new
'agrecement in-June, and such evils ag pre-
'vailed in the business community seemed
‘near their end.- The turn had come. A
'pcwerful  speculative combination was
formed in Wall Street and the buying!
lof stocks for a bull campalgn began,
| Botter times trod upon the heels of 1877
lConﬂdence returned slowly, but it diCii
ireturn, and ‘the tide of prosperity rose.
steadily until its inspiration had pene-|
 trated every city and hamlet fn thel
country. The fertile lands of the West
and South rought forth bountiful har-|

!vests, and ocean commerce expanded un- ‘

Fder the stimulus of good crops. The ex- |
.inss of American cxports was only one of |
i*Lhe features of this golden period in our{
affairs, which broke all records. Duringll
four vears, ended Juno 80, 1881, foreign
trade vielded an average balance of more
than 2220,000,000 per annum in favor of the
| United States, a marvel to which our
'pecple were not gccustomed. A number
iof new railroads were required; building!
[brokc out afresh and oncs more surpassed
1211 prececent, the miles of new line rising
from 2.665 in 1ST8 to 11,569 in 1882,
i The (ransportation of material for rail-
trcad contractors and a larger volume of
| goods and grain led to a striking Im-
provement in the earnings of all lines.

“ Meanwhile mills and factories were'
' husy. and furnaces could hardly meet
'with promptitude the orders for metal.
The tonnage of pig iron turned out In
1882 was the enormous total of 4,628,300,
or nearly three times the record of 1876. '
In the sale of goods merchants reaped
large protits. Farmers were paying their
debts. Energy pervaded the entire com-
mercial world. The mines were taxed to
the utmost and the output of coal was
nearly twice-that of the dull years which:
preceded the boom,

 Betterment In the stock market was|
delayed by strikes and riots at Pittsburg
and elsewhere in 1877; but the time was'
ripe for a bull movement in stocks, and
after a few months the bull party had the
situation under control. Stocks began thelr
rise In the Spring of 1878, and in 1870
men of means awoke suddenly to the fact
-that rallroads were of value as fnvest-
ments after all, and a mearvelous buying
of securities sprang up, which electrified
the financial world and led to a boom in
prices. A powerful factor in behalf of.
higher prices was the undoubted fact that
the heart-breaking wreck and reconstruc-
tion of corporate finances had been fin.'
ished for the time being. Rate wars had
ceased and earnings were on the upward
grade, DMoney was fairly low, barring
the customary flurries at the planting and
harvest seasons; and time loans could be |
negotlated at an average of 4 to 5§ per
cent. As soon as the boom started there |
was no hesitation on the part of Inves-
tors and traders, Orders to buy poured
into every brokerage offlce in a2 flood;
and brokers were in danger of belng.ut-!
terly swamped with business. Stocks
rushed upward with & whirl until Novem-
ber. In 1880 especlally the stock . ex-
changes were the scenes of furious trad-
ing, such as brokers had never witnessed,
T'ortunes were made by every one con-
nected. with Wall Strest. Scarce &' cloud
flecked the sky for two or three years,
and the swelling tide of the boom rolled
on practically unchecked until 1881. A
number of striking railroad consolidations
were arranged by Jay Gould and others.
The buying of stocks for comtrel, stock
dividends, rights on new {ssues, and strong
manipulation by operators, promoted speo-
ulation and kept it at the boilipg polnt. In'

-

1880 stock dividends were declared to the
amount of mors than $40,000,000.%

The Good Times of the Early 80s.

During the depression of the '70s much
wealth had been accumulated, and peo-
ple had learned to be economical and more
efficlent. This especially applied to ladbor,
which had become quite independent atter
the Civil War, and which needed the les-
son taught by the hard times of 1878 to
1877. During these years not only was
labor Hquidated. but it hbecame more  ef-
ficlent in every way. I refer both to the
work of the day laborer and also to
that of the officials of all corporations, as
these officlals attended more closely to
business than heretofore. Instead of glv-
| iIng only a few hours a day to business
and the rest to pleasure, as was the case
with raflroad and bank men during the
good times following the Civil War, they
|now spent all day in thelr offices and
Rave personal attention to svery detafl of
thefr work. Expenses were cut, employes
were selected with great care, and every-
thing possible was done to make every
penny count.
~ Not only was labor Hquidated but land
also declined in value during this period
of readjustment, As the demand for
land was continually Increasing, it was
,not necessary for the price to decline
‘much before the land, which was un-
profitable to work before, now became
productive. As raflroad construction
again commenced, this opened up still
more land, resulting in a flood of Immi-
gration, and the following flgures on
' Immigration ”* for the ten years follow-
ing 1672 are very significant:

* IMMIGRATION FIGURES.

1873 llllll L B BE N B ...'..I.....‘l"l‘sn.soa
]874 ----- tessens v ..-.-”....-..813,339
1 ~<7,408
18, T P beeviserannea 189,986
1877 ----------- tavmen ll-lootaolnlol‘ilgss‘f
L ¥ T D 118,449
IET l..l".l'.l..‘.....'....‘ll.l'l??’sm
1850-.u--n-u.-‘u-.........-....457.257

With the Natlon's idle savings to use for
the devclopment of farm property, and
with a host of tmmigrants, tha fertila
lands of the West were a great attraction.
Therefore, under the impetus of bountiful
r,c:r_ops, easy money, and returning confi-
jdence, the Nation agaln enjoyed & period
lof great prosperity. In fact, during the
four years ended June 30, 1881, the bal-
ance of trade in favor of our country
amounted to an unprecedented average
of nearly one-quarter of a billion dollars
per annum.,

As was usual, new bullding of all classes
was again resumed, and, as herctofore
shown, railroad building increased at a
very rapld rate. Not only dld this new
development open up new country, but
the bullding of these raliroads themselves
greatly added to the buslness of the
country. (From figures which I have
compiled It appears that about five mill-
lon people in this country are directly
dependent for. their subsistence upon the
prosperity of our rallroads. These tigures
do not in any way {nclude concerns which
are absolutely dependent on the rallroads
to move thelr goods, by simply the em-
ployes of the railroads and firms which
gell very largely, if not exclusively, to
the railroads.) XFuotorles and mills were
also busy, ang the iron furnaces could
hardly produce enough metal to satiefy

the orders, and the abova table shows the
enormous Increase in the production of,
rig iron during these years of prosperity. |
[Therefore, as I turn to the newspapers,
of the early 80's, I find that great pros-|
perity relgned In every locality. IJI;LbOI"
was fully employed, wages were again’
raised, new lands were developed with!
great rapldity and the values thereof in-
creased, stock brokers and investment
dealers were working overtime, the mills
were running day and night, the output,
of the coal, iron, and copper mines was
greater than ever before, while manu-
facturers and merchants were meaping,
great profits. Rate wars had ceased!
among the rallroads and sarnings were in. |
creasing, money was fairly low, large
corporations were belng consolidated, new
stock and bond issues were belng sold |
every day, while dividends waere being
lucreared, rights issued, and everything
smacked of prosperity. ‘
Of course, there were a ferw unsatis-
factory incldents, such as the 'Reading
| receivership in May, 1880, and the break |
in the stock market In May-and June,
1881, when stocks which had risen on
the average of ahout $60'e share from
1877 began to drop in the Fall of 1881
Although there wers continual fluctua-
tions of about 10 points every four to six
months, based on the technical condition
of the market, yet thero was a continual
drop through 1882 and 1883 to the Sum-
mer of 1884, when there was an abrupt
break of about 30 pointas. - '

The Semi-Panic of 1884, N

As to the cause of this break in 1884,
there aré numerous reasons.: Home "as-
gert that the trouble began with the

shootlng of President Garfleld gn July 2|

1881, tollowed by the poor crops of 1881
and succeeding years. Others state that
it was occasioned by the rate warsg,
which began as soon as business fell off,
(due to the poor crops,) while others
state that the causs was the heavy fall-
ing off of our export trade and the con-
| saquent fmportation of gold. At any
| rate, every effort was made to prevent
the decline, and the great men of that
, day, suoh as Jay Gould and Mr. Vander-
| bilt, A4 everything possible to steady the
| decline.

| Many now state that it is impossidle to
have lower stock market prices durlngi
11011-12 because the rich men, twho a.ral
‘supposcd to have the stocks, are In favor
' of higher prices, Of course, this all may,
|'bo true; but in my study of history I:
fail to find a single decline when the rich’
men did not first do everything in thelr
power to steady sald decllne. These men
make their money, not through the oper-.
' ation of properties, but through the fssu-;
‘ance and sale of securities, Therefors, it |
‘i very necessary for them to do every-
'thing in their power not only to prevent |
“prices from declining, but to cause them ||
to advancg. The way to get people to buy |
stocks Is to make the market advancs, |
as people will scramble for stocks in an.
advancing market, while they cannot bs
.coaxed to buy In a declining market. It
was on March 138, 1882, just twenty-nine
‘.vears ago, that Mr. Gould made his well-
‘known axhibit ot gold to his friends,
‘'when ho is-reported to have shown about
1$80,000,000 in stocks and bondw.

Theé- peopla had become greatly alarmed
by 1853 and thousands of men realized
that they were hurdened with stocks and
 bonds, .which could not be profitably sqld
'and were not good as investments; liqulda-
 tlon get in-and caused a great burden on
' the market. Values declined, and stocks
fell to the lowest prices known for more
than a vear. “This decline caused greatly
unsggtled_ _conditlons, and although rail-
road” earhings tontinued good, yet noth-
ing-could be done to stay the llquidation.
In 1883 new trouble began. The iron and
textile trades were deranged and business
in general was depressed by a revised
"“Tarlff Law of Aarch 3, 1883.” Com-
modity pricea dropped, fron leading the
way. ‘?.nother disturbing feature of that
day was the fact that some of the -new
rallroads were exact parallels and com-
betitors of the older systems.
| For the real cause, however, of thig
"semi-panlc of 1883-84, we- must look to
i causes far deeper than are apparent to the
casual observer. The reason why a major
depresslon comes about once in twenty
vears 8 sald to he due to the fact that
each new generation of business men,
which Is produced every twenty years, can
learn only from experierice; but why this
twenty-year period i3 universally broken
by an intermediate period has not baen
satisfactorily explained. Nevertheless, the
great aotlvity existing from 1878 to 188"
began to cease in 1833, and by the early
part of 1884 thers was = curtailment in al-
most every branch of trade. Fallures
began to increase, several rallroads went
into receiverships, whils the most strika
Ing feature of all was the drop In the
price of gecuritles, and especlally of oom.
modities. For example, the price of gtes!
rails dropped from $71 in 1880 to §35 at
the close of 1888. |

As was the case Quring the major panio
ten years proviovs, the strength of the
banks was not apparently weakened, and
the cash.reserves in them Improveg dur.
ing 1882 and 1833, while the Crop moving
requirements of 1883 were made with little
of the usual advance In rates. It-is
true that the strangth of the cash reserves
may.- have -been partly due to -artificial
causes prodvced by the ‘' Bland-Aliison
act” ; but, oonsldering the gold exports,
the banks certalnly qid very well. It was
only in the beginning of May, 1884, after
enormous exports of gold, that the sur-
plus reserves of the New York banks fell
to less than a millilon dellars., It is stated
by some that the large interests pre-
vented rates from increasing, in order
to ald in the marksting of securities and
prevent the decline; but whatever may
be said, the semi-panic of 188¢ was not
‘duse to poor banking conditions, which faat |
should be very significant to those people .
who think it 18 always possible to fore-
cast 6 financlal storm ty studying the re-
lation of loansg to deposits. -

Of.course, the two great fallures of that
vear were that of the Second National
Bank and the firm of Grant & Ward, the
senfor partner being Gen. U. S. Grant.
Parhaps. instead of a description in my
own words of this brief, but acute, semi-
panic, the following, taken from page 082
of the.Commercial and Financial Chrounicle
of May 16, 1884, will be found interesting:

The Money Market and Financial
Situation- in - 1884,

“ Financlal elrcles have passed through
an exclted week, marked by many disas-
ters, and full of djsturbing features. The
'Tallure last week of the Marine Bank and 1
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of Grant & Ward, together with the devel-
opments to which this gave rise, created
serlous dlistrust, which was deepened
when it was announced Saturdaey after-
ncon that the Northwestern Car Com-
pany, in which S:nator Sabin, of Minne-
sota, was the controlling spirit, had been
placed in the hands of a recelver. Con-
sequently, &n uneasy feeling prevalled on
our Stook Fxchange at the opening of
business on Monday, and the fear was
freely expressed that other institutions
and firms would bs found to de im an
equally precarious condition. Prices re-
flected this fear in a pretty general de-
cline through the day. The uneasiness
increased, rather than diminished during
Tuesday, and when It appearsd on
TWednesday morning that a defalcatlon ot!
£3,000,000 had been detected in the Seo-.
ond National Bank, confidence entirely:
dleappeared. Tt was apparent then—even:
before the opening of the Exchanga—that
only very little more was needed to pre-
cipitate a panle, and a wholesale de-i
struction of values. The {final shock
came in the failure of meveral brokerage
and banking firms and in the suspension’
of tha Metropolitan Naticnal Bank. Then
the wildest kind of a panic raged, and:
gecurities wers thrown overboard rsgard.'
less of price.

‘“*To add further to tha dlscomfiture of
dealers, money became eaxceedingly strin-
| gent and at one time commanded as much
as 4 per cent. for twenty-four hours’ use,
This caused a further sacrifice of stocks.
since few could afford to pay the high
rato asked. The exorbitant charge was,
of course, the direct result of the Aistrust
provailing, since there was no actual
scarcity. There was no improvement
until it was understood in the afternoon
that the banks had taken actlon similar
[to that of 1873, and that no further bank
suspensions were therefore likely. At the
closea of the business on that day the
disasters included Metropolitan Bank, At-
lantic State Bank, (Brooklym,) Hotchkiss,
Burnham & Co., Hatch & Foote, Nelson |
Roblrson & Co,, 0. M. Bogart & Qo.,
Donnell, Lawson & Simpson, Goffle &
Randle, and J. C. Williams,

**The improvement noted at ths close
on Wednesday made Leadway on Thurs-|
day, when It appeared that the Metro-
politan -Bank, through the ald of the
Clearing House, would be enabled to re-.
sume &t once, and that the Second!
Natlonal Bank was experiencing no dif-
ficulty whatever in meeting all payments, |
the deflcit having been made good In full
by the father of the President of the bank. |
The failure in the morning of A, W, D1-
mock & Co., had comparatively little ef-|
fect upon the market (though it caused g '
fall of G4 per cent. In Bankers and Mer-
chants' telegraph stock,) but the unex-=
pected suspension of Messrs. Ifigk &'
Hatch late in the afternoon was a com- |
vlete setback, and again threw things into |
confusion. ¥riday morning the ClOSingl
of the Newark Savings Institution was
another unfavorable feature, but it wag!
soon seen tnat this was connected with
the suspension of Fisk & Hatch, and al

more hopeful view of the situation pre-
valled. No further fallures occuring, the
market improved in tone, and late In the
day & pretty substantial recovery took
place, which was furthered by the re-
laxation in the rates for money.

“We have thus bdriefly reviewed each
day’s events, because of their great Im~
portance and because of the bearing they
have had upon the genera! commercial
'and financlal situation. To gtate briefly
the causes of the disturbance M the
market, It may .be »aid that they were
striotly due to a complete loss of oon-
fidence, not so much In the market prices
of secur!ities as In the stability and sound-

ness of various institutions and firms.
The diffioulty of obtaining ready cash,

&3 & rasult of dlaquistude pravelling, aldop
contributed to intensity the troubles that
had developed. It is to this Iattar fact,

cash, that the large decline on Thursday
and Friday of nearly 7 per cent, on
United States Government bonde is to ba
attributed. There was no loss of confl-
dences In the valus of these, nor was thers
In good rallroad bonds and stocks,

' One result of the phenomenal and tem-
porary rise in the rates for money was
to bring a vast amouat of foreign capital
promptly to the market. Some of it was
sent here to buy stocks at their depraessed
prices, and more to loan on stocks or &ny
other good securitles at the high rates of
interest. The effect of this was to com-
pletely turn the foreign exchanges, which
' had beem running so heavily against us
ifor the last thres months. Large
. amounts of loan bills and bankers' de-
mand bills gn London came on to the
market, and or Thursday rates for ster-
ng dropped 1 cent on the pound, and
ion Friday 2 cents more. The supplies
of available funds furnished by this
means, together with the rellef atford-
ed by the banks in the Clearing House
 Assoclation adopting the same plan of
jssulng Clearing Houss certificates for
use in the settlement of their clearings
'ag In 1873, .already alluded to, had the
effact to overcome the pinch for money,
and the result was that at the closa of
business on Friday money on call had
dropped to 8 and 6 per cent., per annum,

“In the temporary squeeze for money,
resulting from the above causes, there
was of course less business done in
other classes of loans than on stocks, but
the evidence that there was no loss of
confidence in values of other kinds of
collateral nor - i» mercantile credit at
large was shown by the fact that while
money was loaning at 3 and even 4 per
cent. per day for use In connection with
stock speculations, the rates for mer-
cantile discounts remained nominally un-
changed at 4% and b per cent. per an-
[num on first-class Indorsed paper for
two and four months, and 534 and € per
 cent. for single-name paper.”

'Good Times Quickly Returned in 1885

Although some stocks sold still lower In
'the early part of 1883, the average reached
their low point in the summer of 1834;

and the year 1883, as a whole, was one

namely, the desire to realize and obtaln !

1

l
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of gradual recovery. It is trus that Stook’
Exchange transaotions were very small,
failures large, and clearings .continued to’
‘decline; but the setback In business was:
'comparatively short, and by 1858 evexps’
thing was going agaln at full spsed. As-
Is usual, after even a semi-panio, money
Is cheap, which condition eventually pre-
pares & foundation for a general -uplift.
Although Mr. Vanderbilt did ail he-could
to stay the break of prices during 188¢
and 1883, vet he saw that it was unprofit-.
abie and declded to let go and sell the)
market short, so as to. win, whatev;er.'i'
happened. Moreover, he made the best!
of his opportunities fm 1884 and 1885 by
purchasing the securities of several comi-,
petitive roads, which resulted in the abwe
sorpton by the New York Central of the.
West Shore and allled Hnes,. -~ 17!
As is always the -case following & semf~
panic, labor troubles again erept out..
and 1886 stands.out in the memory of ui’
all ag the year of ths.flerce strikes iy
New York, Chicago, and other citles. It
wes or May 4,71888, that the bomb-~throwe
ing outrage was perpetrated In Chicago,
which gerves as arother fllustration of the
unintelligent ‘means which the public use
to withstand the:laws of nature. How-
ever, labor was not long -out of work, &3
the "wheels of .industry again .began to
'turn,” and all the ocountry was blessed
with =plendid crops, which resulted in
gold imports end & géneral ravival of
bullding of all kinds. Moreover, although
our noble legislators In Washingtom at
this time again attempted to tinker with
the tariff, ‘'in order to bring Sack godd
times,” yeot thera was enough lantent sense
and conservatism to prevept this move,
and the various bills alming at a lower-"
teriff and rallway-rats regulation weter
defeated. Tnder the stimulus of chesy
money and favorable legislation, there
were nearly 18,000 miles of new raflroa&
constructed {n 1887, which, according to
my figures, Ig the greatest niumber of-
miles ever constructed In any one yeay.
Eightean hundred and eight-sight was
another year of good Ddbusiness, and al .
though S8t. Paul passed its diviend yet -
earnings continued to Inoreazs, and on "
Jan, 10, 1889, J. P, Morgan came to the' -
front through the enactment of ths fa~
mous “ gentlemean's agraement” deiwesn
the trunk lne officlals. In faot, funda- ..
mental conditions continmed to tmprove-
until the Spring of 1690, when the country.,,
was surprised by the Baring faflure, in .
London. -

. A study of tinancial * world conditions "'f
for the past 100 years shows the m'dmatm‘

>

relation between business conditions In
different countries of the world and that:
unsatisfactory business conditions spread {
and travel the same as an epidemic or a'!
storm. For Instance, a study of the
world's condition in the ‘80» sigmiftes 'tha.;i
thers had been & general depression in
British trade and industry from 1884 tq]
1886, and a return of prosperity and law _
‘rates in 1887. In 1889 there came a great
outburst of speoulation throughout Amer-..
fca and BEngland. An unusual amount of
new seourities was {ssued tn both of thesa
_countries,. including vast quantities of
‘railroad -bonds. Not only wers American |
rallroad securities bought very mrgely by
'English paople, dut this was the time thas.
‘the ““Joint stock company” came into
‘prominence. 'The combinations which en-
‘tered into this country ten Yoars lataer
wers besun in England in 1889 and 1890,
Breweries and shipbullding concerns were
combined, cotton and woolen milly, res.’
tanrants and bakerles were oonsolidated,"

end the seourities sold to the public. The '
| Chilean Nitrate Companies and the Aua-i
tralian Land and Mortgags Companies,
and the South African gold mining and|
diamond ventures were then at thejr zeﬁ
nith. Not content with the seouritles’
which were belng sold in this country and |
~Africa, the hungry Englishmen turneg to
 the Argentine and there organized land'
companies, railroads, and other specula- |
tive ventures. Moreover, the Argentine Re-|
publio and her citles issued enormoiy
public lcans at high rateg of interest,:
which were &lso purchased by the Eng-j‘
lishmen, About $500,000,000 in loans ware'
negotiated by Argentina from 1886 tg°
1589, and in 1890 the republic is said to'
have owed over $3,500,000,000 abroad. This?
-condition s best described by Prof. W'

Jett Lauck {n his admirable book (Hough- J
ton MIfflin Company) entitled * The
Causes of the Panic of 1898." Says ha:l
“ European investors, however, dld not
Imit thelr activitles to the purchase of
cedulas. The Argentine Government was
besleged by European promoters andﬁ
financiers for concessions to construet:
raliroads, docks, waterways, minlotpal
Improvements, and every description of
Publle enterprise. Many of thesa projects
were undoubtedly of a legitimate charac-
ler and necessary to the development of
the country, but the movement in this at.'
‘rectlon soon exceeded all reasonabls.
‘bounds. Rallroads were built which could.
‘not pay operating expenses for years to
come. Other Industrial underiakings were
entered Into under the allurement of the
‘existing Inflation in values and the pros-
pect of the country's growth in wealthi
and population In the future. Publie;
works of all kinds were also constructed|
without taking into account the rea!{
wealth and taxpaying power of the com-!
munity, The fever of speculation, {n
short, arising from the inflation of lanq.
values, scon developed into an insanel
ruch for wealth, and with the growth od
confidence in Argentine resources Euro-j
pean capital was literally poured into the,
country.” :

The Crisis of 1890, |

Not only did England buy these speouls -“
tive securlties of Argentina and other,
gountries, but France and Germany &id..
llkewise. It was durlng this period that
the famous copper syndicate was organ-!
ized, which resulted In falllng the So-
clété des Mctaux and the Comptoir d’'Bs-!
compte. German capltal especially was
interested In the Argentine, and the con-.
ditlons existing abroad in 1890 ara fur_therta

described by Prof. Lauck as follows: i

“The financlal situation In Germany -
and Great Britain during the ea.rhvj.
months of 1830 was, therefore, exceed~
ingly precarious, owing to the reoklesy
speculation which had prevailed in bo!!
of these countries, and especlally in Grea:
Britain during the previous four years!_
The actlon of the Bank of England, how- -
ever, at the beginning of the 'year in rais. -
ing the rate of discount, as already geen,
had exercised a restrictive influence upon
British fingncial excesses. A period of ™
comparative ease and quist succeeded,
which lasted until gbout the middle of the .
vear. At that time the financial troubles™

In Argentina reached an acute stage, and
through thelr influence on Great Britain .
brought flnancial affairs in ¢hat country .
to e critical stage. The dissipation of the

gold reserve, which had been deposited,
with the Government by the Argentinggl ]
banks as & guarantes of their note Issues,,;,
had been followed, as already pointed out,

by & lack of confidence in Argentine paper -
currency, and & consequent riss in the
premium on gold, which rangsd from 200
to 250 per cent. during the early part of -
the year 1800. Under these conditions''
great difffculty was experienced in ocarry- -
ing om the Argentine Government. The
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“interest charges on cedulas, together with |
that on national, provincial, and railroad i

honds held abroad, required the annual re- |

mittance 1o Europe of about £7,.500,00 ini

zoid. Moreover, the annual indebtedness of ;

" Arsentina abroad was further increased hy 1

H

d‘f;i(ﬂj}t

. . \‘)

{n sECUTe fiinds to carry on their business,
British

‘the country, and, under the system of de-
- preclated naper CUrrency,

houses which

she fac: that her merchandise imports ex-
ceeded exports. No gold was produced in|

nolne was re-
celved by the Government in the payment
»F taxes. Conséguently. It soon became
evident to public offfclals in Argentina
that the only way to avoid default of pay-
“ment on Government obligations was to
negotiate fresh loans in Europe for the
purpose of pa"ivx “interest charges on
pravious - tssues. ‘This recourse, however,

owing to the grov.ing sucmmon of Furo-
_pean jnvestors, bec'lme more and more
An acute crx-sxq wvas therefore
_soon reached in Argentine '+ finanocae.
‘Through its influence a political revolu-
. rion was maur*urated which, in July, 1840,
_swept the cmct ing admm":tratzon out of
. DPOWET,

“ This change of Government, as might
'he expected, w cakened what little confi-
dence there was lnft in Great Britaln as
the stabiiity ol " Argentine finance.
Bruish investors refused to place any
“more funds in Argentina, and the price
oF' Argentine securities steadily declined.
"ongequenti} the ‘Fonglish finaricial
had been f]uatmg Argen-
<;ae loans found themselies fn 4 - position
of great difficulty. Large masses of se-
curnxes W su(.h they had underwritten, and
which they had hoped to sell to the public
at a profit, remained on their hands. On
aceount of the fall in value of these se-
- durities it was impossible to sell them ex-
¢eplL at a ruinous Joss, For 'the same rea-
son it was 1‘}”(‘0“511316 to use them as a
col ateral :'or ‘1oans. ' The capital in\euted
'%‘99, there to e, locked wup, ‘and in order.

financial Jouses were forced 10
eell cansols. American railroad stocks and
bhends, and' other good securities. These
iransactions (xuir'klv attracted attention,
ard rumors s0on becnme ‘prev alent as to
_tha emharraasment of different firms in
Y.cndomn. _To make matters wor=e, about
this t!me there was a collapse in the
Seuth African gold-mining companies fol-
lowed by the fajlure of several South
African lmnl-.c This disaster caused a
further drop in stock values. At the same
“Hme the financiap houses which had been’

_ mixa ln. D:Om.otlng_ mlmqg companies

us in

i'quainted only with the * Panic of 1893,
vet for a few months during“-"lSﬁO condl-

|
t

\

‘steamship routes to FEngland in 18980-91,

‘shown on tne chart.

mass of undigestod securities, and in or- |
der 1o protect themselves were compelled
to add to the existing alarm by throwing
good securities upon the market. Under
tiiese conditiony, the rumors as to the
snlvency of various financial houses
which were known to be interested in
Argentina and South Africa became per-
sistent. The distrust thug generated grad-
ualliy untit a climax was reached on Nov.
15, 18490, when it was announced that the
sreat firm oif Baring Brothers & Co. had
been compelled to close its doors.”

——

How a Panic Travels,

t will be seen, therefore, that the great
crash in Argentina in 18589 followed the

causing a decline in all classes of securi-
ties, wrecking the best banking houses of
the nation, and would have caused an
irreparable loss to all had it not been for
the very efficient methods adopted by the
great Bank of Kngland., I the main ar-
teries of trade had bren from Argentina
to the United States instead of to Great
Britain, thers is no doubt hut we would
have felt more immediately and severely
the effectis of this panic in Argentina than
we did. As, however, the main arteries
of trade {rom Argentina went to Iingland
ithe panic followed fthese steamship lines,
and the conditions existing In Argentina
in 18&N-90 were repeated in England in
1860-91. From England the conditions fol-
Inwed the lines of trade to France and
Germany, strewing panic along the route
throughout 1891 and 1832, then turned
weostward from Europe, across the Atlan-
tic Qcean to the United States, striking
1563,

Nevertheless, although the pub_]lc is ac-

tiong were very bad in this country. Al-
though the final effects ‘slowls foliowed
the circuitous roads of trade, yet with our
cables, the influence was felt almost im-
mediately. Thus, as had been the case
with all previous ‘great business epochs,
the so-called * Panic of 1893 " conslstem
of two distinct blows, & hard, severe blow |
in 1890, and a second and -final blow in|
1893. So far as the stock market ig con-
cerned, the chart h'erev;'ith’ reproduced
shows the average of stocks as' a whole
to have gone lower {n 1830 than {n 1893,
which was algo the case with the bond list
This bond list, howe
ever, consists mostly of corporation bonds.
A list of municxpa.l bonds shows .a lower

5?!33&5,2 qulaﬁix Yoy
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TABILI, SHOWING CHANGES I THE.,
VIELD OF BONDS, CAUSED BY THE
PANICS OF 1880 AND 1890

_ Sept., Nov., Aug., Nov.,
Character of 18U, 1891, 18HL. 1844,
bonds. 'BIRBY] SISV "SISTH ‘SISTY
New York & New Eng-
I'd miuniecipal bonds..3.50 3.87t; 4,00 - 3.7
New York high-grade . .
vailroad bonds ....3.70 400 400 3.70
Municipal bonds of the
Middle WesL ... v.. 3.73 4.25 4.70 4.50 §

Nevertheless, in the Unlted States busl-
ness quickiyv recuperated from the panlic
of 1S90 and stocks also recovered a good
part of their loss, all of which is shown
very clearly on the chart herewith repro-
duced. The enactment of the Mckinley
protective tariff in 1810 greatly alded
manufacturers and gave confidence to
shippers and merchants. Moreover, our
country wag becoming very wealthy, the
accumulation being In a few hands. Thig
resulted in money being spent with great
recklessness accompanied by the usual
forgetfulness .of the God from Whom all
our blessings come. In fact, soclal right-
eousness was greatly on the wame, and
the whole Nation had again gone mad
over moneyv and pleasure. IFrom 183 to
1802 our religious and charitable organi-
zations showed the smallest growth for
anv period of years in our history; while
social and commercial corruption greatly
increased. The election of 1892 was of a
character which sould make every good
American hlush, and the conditions in
New York and other great cities are wel]
known to all.

The Silver Purchase Act.

Outside of the social and commercial
unrighteousness and the abnormal rail-
road building, the most favorable symp-
tom was the silver legislation and the pe-
.eculiar financial situation .of the United
States Treasury during 1801, 1892, and
1893. In 1891 we had a splendid grain crop
and, as Europe had a short crop, this re-
sulted in very hcavy exports from the
United States. These splendid crops, with
the consequent gold imports, were largely
the causes of the intermediate rehound
‘in 1891, Instead, ‘however, of allowing
-conditlons to adjust themselves natural-
1y, the people attemypted to bring still
~greater prosperity by indulging in more
‘unintelligent legislation. "Not content
‘with making abnormslly large appro-
-priations, the Flifty-first Congress began
'to increase the money in clrculdtion, in-
!rlate the currency, and issue Treasury
| notes. AS these new legal tender notes
Inele accepted by tho Treasuxy for AQuties
the Governinent received more and more

'

gt‘ thege 'ng_;_eg_ 804 lesy aud lesa of gold

'drop in these countmes in sucuessmn

Although during 1880 about |
U0 per cent. of the customs revenue at
New York was pald in actual gold, vet
during 1801 only 12 per cent. of the re-
ceipts were in gold, in 1892 only 8 per

cent.. and in 1893 gold receipts practical-
ly ceased. 'This, therefore, shows briefly

how the Issuance of these legal tender.

as formerly.

notes, which had little intrinsic value as,

& world medium of exchange, resulted in
depleting the United States Treasury of
gold. After December, 1802, gold pay-
ments to the New York Clearing Iouse
were practically abandoned, and gold was
very seldom presented to,the customs au-
thorities, although formerly onl,} gold or
its equlvalent was accepted. .- st

It i{s human nature, as anything be-
comes scarce and tends to leave us, to
want it more than ever and do every-
thing we can to hold on to it. Thus, gold
was then hoarded both by the Govern-
ment and by the banks. As soon as
actual conditions existing in the TUnited
Siates Treasury, cspecially its lack of
gold, began to Dbe realized by nations
abroad, forelgn investors immedlately be-
gan - .frightened, and, instead of being
willing to take our mnotes as heretofore,
they Insisted on gold payments. This
took still more gold from the country
and oqpp(‘iull\' from he Unlted St'ttes
Treasury, and British and 0the1 ‘forelgn
investors hastened to sell thelr holdings
of American securities. Although the
foar of becoming short of gold was the
apparent reason for this forelgn sgelling,
yvet the real reason was 1)1obably that
the I',nglic:hmen and Germans were obliged
{0 raise money to protect their own héme
properties, and it was only natural that
they should sell American securities

which had as yet not declined much in
value. “When one country sells another

countryv's securities and so on around the
circle, these panics travel and cause the
prices of commodities and securities to

Panic of 1893.

TWhether it was ' the condition of the
United States Treasury, or our great
railroad expansion and the securlties is-
gued In connection therewith, - or the
forced liquidation : .of American securitles
and ‘commodities by the Englishmen and
Germans, I do not know; but whatever
the cause, certainly the final crash came
in 1803. Tirst, there was a collapse in
the New, lork stock market, -shown most
graphicall\ on the above chart. This

was followed by runs on various banks

‘throughout the intertor. of the country.-

“To protect thgj,r balances; ~the EQ.M.EW,
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banks drew on the Eastern and other
reserve cities. Money rates increased to
abnormaily high figures,
he rold at a high premium, all of which
resulted in mercantile and {ndustrial
failures, bank suspensions, and the like.

Congress endeavored to rectify the situa-i

gold began to !

tion by the repeal of the Silver Purchasse
act, the Sherman law, and authorized the
sale of bonds to replenish the gold In the
Treasury. Mr. Cleveland with & Demo-
cratic I{ouse had been elected President
in November, 1802, and it was expected]
that the Democrats would again tinker
with the tariff as soon as they came into
power in 1883, and therefore it wasg im-
possible. to hold the confidence of the

people. Early in 1883 the Reading Rail-
road Company became bankrupt so that
the Reading stock fell to 822 a share
within a week, and interest rates in-
creased to over 00 per cent. The acute-
ness of the mercantile situation was felt
on May 20, when the National Cordage
Company failed. Tha next day 8. V.
White, one of the most prominent brokers
of that time, assigned. Although the
break In 1800 was apparéntly g surprise
to the large interests, as they had not dis-
posed of thelr securities, yet the second
blow in 1803 was already foresecen bv
them. It is true that from 1890 to 1&9.
these big interests were continually giv-
ing optimistic interviews'and endeav oring
to lead every one to believe that the
situation was fully cleared in 1890, and
that no further readjustment was need-
ed. However, it is very evident that dur-
ing thece three years they were continual-
ly liquidating as rapidly as possible, and
probably many of them were short of the
market when the final break came jn the
Spring of 1803.

Conclusnon.

As this series of articles is not desligned
to describe our great panics, but rather
the intermediate periods . between the
panies, 1 will not enter any further into
the details of the great panic of 1893 and

“the disaster, fallures and trouble that it

caused, but will close with just a worad
in review, viz.:

The *‘ Panic of 18'3"" was . eaused by
speculation In land and o»er-development
of various preiects connected therewlith:

‘the ' Panle of 1857!" was distinctly a

banking panic caused by the rapid growth

‘and {llegitimate operation of - hundreds
‘and thousands of country banks which

‘sprang up throtighout the nation

Hke

mushrooms: - the  * Panic of 1873" was

-:dlamch & :raglxoad a.nd mdustria.l pium'.

ilee 1?’ '
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THE. RECOVERY FROM THE GREAT PANIC OF

1873

caused by the nation’s rapid and abnor-
mal growth. As the promoter suffered

in 1837 and the country banker in 15‘”':

<o the merchant and manufs*urer suf-
fered in 1573.
Although the above description of how

a panic started in Argentina in 18, trav-
eled across to England and reached this

country in 1893 is a splendid illustration
of the principle involved, yet it is not fair
io say that our panic of 1893 was caused
by the Argentina panic of 1889-90. It
yvou or I become affiicted with the grippe,
we truly * catch it,”’ so to speak, from
some one else; but the reason we ' catch-
it ’’ §s not because some one else has it
(as we &are always in the presence of
such diseases), but rather because
our own physical condition is not suffi-
clently strong to ward off the infection.
It was the same with our country in the
early 90's. Our great railroad expansion
had caused our country to be saturated
with undigested securities; our nation had
become extiravagant and f{orgotten the
fundamental laws of economics and con-
servatism: and our Western farmers had
mortgaged their property on a basis of
continued abundance of crops, having no
reserve to fall back upon, when there
came simultancously poor crops, political
agitation and a loss of gold {rom the
T'nited States Treasury, which was like
draining blood from one’s body.

1n fact, it was this last cause which
directly weakened our position so that
the panic was inevitable. When one con-
siders the widesperad fear that existed
both in this country and abroad that
we would not be able to maintain the
gold standard, is it to be wondered that
our house feli? Or to quote from a wel'
known authority, * 1893 wag essentially
a monetary crisis, and its tyvpical feat-
ure consisted in the numerous fallures
of banks and flnancial institutions. More-
over. the precipitation of and the re-
covery from the crisis furnishes addl-
tional evidence to bear out the foregoing
clajmi. The beginning of the crisls, as
nlready seen, was marked by the decline
of the Treasury gold reserve, on April
below the $100,000,000 limit; the ending
of the resultant Industrial and financia

chaos dated from the repeal, on Aug. 2§,
of the Silver law of 1R}0. The apprehen-
glon in 1893 as to the fixity of the gold
standard of payments arose indirectly out
of the silver agitation and legislation
during the period 1878-90, and wag di-
yectly traceable to the operation of the
Sherman silver purchase law of 18%0,

For sevenieen yeaqR-
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Y 1bJ0, the gola-
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standard of payments was constantly
threatened, and the crisis of 1803 was
practically the culmination of this lonj;
period of uncertainty.”

" Of course there are many other featur<s
which might be mentioned, including a
discussion of the issuance of * Clearing
House Certificates” and other factors;
but space wiil not permit. I must, how-
ever, quote the following few lines from
a report which Prof. O. M. W. Sprague of
Harvard TUnlversity has made to the
Natijonal Monetary Commission as a warn-
ing to merchants, manufacturers, and in-
vestors that low money rates are not suf-
ficlent to prevent a financial dlsaster:
“ During 1892 the low rates for loans were

& clear indication that the banks would

have been glad to lend more than the de-
mand of borrouers made’ posmble. The
situation was in marked contrast to the
months preceding other crises when every
avaiiabie credit resource at the money
centres has been stretched to the extrema
limits of safety and heyond. For.thesa
reasons the opinion may be ventured that

the silver issues were not an important

factor in determyining either the course ot
trade or the operations of the banks dur-
ing the period which preceded the cris;s
of 1893.”

This shows that the only way to be fore.

warned of these great crises in mercanttie,
monetary, and investment affairs is to

study general fundamental conditions
along the lines indicated in my book er-
titled ** Business Barometers.”” Although

some one factor has been pre-eminen:'y
the cause ‘of each of our Nation's great
panics, yvet these causes have greatly dif-
fered with different panics, and the only
wuy that a merchant or an invastor may
be sure of being forewarned is always 1o
keep In tmlch with all of these subjects;

or, what is' qmlpler to watch from weex
to week th_e “Composite Plot of Business
Conditions ** which is based on the figures
of all thése subjects, combined and
weighted in accordance with what pasi
history has taught Merchants and in-
vestors who uare content with studying
surface conditions and *‘let well enougn
alone - are most certaln some time to fall
as d‘d tpe ens of thousands of worthy
men {from 1893 to 1897. Those, however,
who . will. stud\ .bank clearings, raliroad
earnings, forelgn trade, gold movements,
crop conditions,  and such other funda-
mental figures as my office provides. will

‘be fully prepared for the next period of

readjustment as the “ big men "’ were pro-

-pared for the pan!c of 1898.
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