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FOREWORD

EACH new occupation of mankind that has
brought large increase to his rate of wealth-
producing has, in time, developed some malady
which has retarded its effectiveness, until he has
discovered the nature of the disorder and acquired
skill in overcoming or abating its ravages.

In the great economic revolution which in a half-
century has enabled the iron-producing nations to
increase the products of their manufacturing and
mechanical industries tenfold, a new malady, known
as Industrial Depression, has developed and grown
to serious proportions.

As the ma.lady of depression has progressed and
increased in its direful effects, a great flood of un-
tenable reasons have been assigned as its cause.
These have so obscured and buried the real cause
from sight that the people have not yet realized its
nature. They looked for something external and
mysterious, whereas the real cause was internal,
and so simple and commonplace as not to be sus-
pected. They looked for the cause among great
and much talked of events or occurrences, the
operation of which was in opposition to their own
ideas, whereas the real cause was the voluntary
action of a silent motive that existed within the
breasts of each one of them, and that each unsus-
pectingly contributed his share in making effective.
They endeavored to solve the mystery by a synthetic

method of reasoning, which was useless, instead of
v .



vi FOREWORD

by an analytlcal method which alone is effectlve in
problems of this nature.

In this book we have given an account of the
analysis of all these alleged causes; we have separated
the tenable ones from the untenable ones, have identi-

fied and classified the real causes of each one of the
" serious industrial depressions which have occurred
in modern times, whether they resulted from external
or internal derangements, and have suggested a -
practical remedy for those which result from in-
ternal derangements.
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DEFINITIONS OF WORDS. AND TERMS AS"USED
IN THIS VOLUME

At the outset it is important that the precise meanings of certain words
and terms (as they are used in this book) should be clearly and definitely
und N
The word Agriculiure must be understood in its broad sense, that is,
as including not only the cultivation of the goil, such as farming, gardening,
floriculture, etc., but all the other occupations practised by a cultivator
of the soil in connection with such cultivation, as, for instance, dairying,
the breeding and rearing of stock, poultry, ete.

The word Commerce must be understood in its broad sense, that is,
as including the exchange of goods, products, or property of any kind;
the trading or dealings in these, as well as the transportation of them from
place to place or from seller to buyer. Also the transportation of persons
from place to place. . ’

The word Finance must be understood as including everything con-
nected with the function or operations of money or the various mediums
of exchange used by the civilized peoples of the world, such as eoin, bank-
notes, checks, drafts, bills of exchange, etc., and the use and management
of these by individuals, banks, governments, corporations, etc., in pay-
ments, collections, expenditures, revenues, ete.

The word Indusiries must be understood to include 2l the manufactur-
ing and mechanical industries; but as this word has, by common usage
in recent years, taken on a more specific meaning than formerly, some
further explanation is required to make clear just what is included by
tndusiries, and what is excluded. Agriculture, for instance, has always
been spoken of as an industry, but modern usage excludes what pertains
to agriculture from a place under the term tndustrials. Under the head of
the industrial nations of the world are included only the nations within
whose borders the value of the products of the manufaéturing and me-
chanical industries exceeds the value of the products of agriculture.
The agricultural nations are those within whose borders the value of the
products of agriculture exceeds the value of the products of the manu-
facturing and mechanical industries. Modern usage, therefore, accepts
the word indusiries a8 something entirely apart and distinet from agri-
culture, as it does something apart and distinct from the terms commerce
or finance. Hence the word tndusiries must be understood as including .
all the manufacturing industries, but those only, and as excluding every-
thing which comes under the heads of agriculture, commerce, and finance.

Manufacturing is defined as ‘“‘forming of products by any process,
whether by hand or by machinery,” *“working on or combining materials,”
“to form by labor into useful or desirable forms,” “to make into some~
thing,”

xiil



siv. DEFINITIONS OF WORDS

The term Mechanical Industries is defined as, “the industries by which

products are formed or manufactured by tools or by machinery into useful

“or desirable forms and conditions ”” and “effects produced by mechanical
contrivances.” v ’

The Products of the Industries must therefore be understood as including
everything made or formed by any person, whether by hand or by
machinery or by tools, as, for example, buildings, furniture, utensils, orna-~
ments, goods, machinery, highways, public works,’ railroads, pipe-lines,
“telegraph-lines, ships and all the other various vehicles, with their equip-
ments and furnishings.

Depression, in a business sense, is defined as, “a state of dulness or
inactivity,” “a protracted season when business falls below the normal.” -

-Industrial Depression must therefore be understood to mean a state
of dulness or inactivity in the manufacturing and mechanical industries
of the country; a protracted season during which the production of houses,
furniture, stores, goods, factories, machinery, railroads, ships, telegraph-
lines, roadways, gas-works, water-works, pipe-lines, etc., has fallen below
the normal. e

It is the custom in iron-producing countries to speak ef ‘stocks of .
iron” or “stocks of pig iron,” meaning, in both cases, stocks of pig iron.
When “production of iron” or “production of pig iron” is spoken of,
however, it includes the production of both iron and steel, the latter being
regarded as a secondary form of iron. These words and terms are used
in this book in the above manner.

S095é
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INDUSTRIAL DEPRESSIONS

CHAPTER 1
EVOLUTION IN THE OCCUPATIONS OF MANKIND

S long as man’s efforts to provide himself with the

necessities of life were confined to the hunting of

wild game, he had few possessions. In this pursuit he

" was compelled to roam over vast territories, which gave

him little opportunity to establish a permanent abiding-

place, or become possessed of anything of value, except
such things as he could carry about his person.

The adoption of the pastoral life was man’s first im-
portant step toward the accumulation of wealth. As he
grew skilled in the art of rearing and domesticating game,
which he had formerly only hunted, his growth in wealth
was accelerated. This new occupation enabled him to
establish a home, about which he could gather and increase
his flocks and herds.

With this new occupation came new conditions, new
responsibilities, and new dangers. As his flocks and herds
increased, disease made its appearance among them, and

he soon learned that the degree of success in this new -

occupation depended largely upon his being able to
discover the nature of the maladies which retarded the
increase of his possessions, and to acquire the knowledge
and skill necessary to check their ravages.

When man added the tilling of the soil to his oceupa-
tions, another important step toward the accumulation
of wealth was taken. As this" new occupation grew in
magnitude, new conditions, new dangers,and new maladies

1



2 INDUSTRIAL DEPRESSIONS .

developed. Some of the dangers came from natural
elements which. were beyond his control, while others
were of a nature which he could understand and against
which he could in a measure defend hlmself In most
cases, he has been able to restrain or suppress the ravages
of the serious agricultural maladies which developed. In
others, as, for instance, by irrigation, he has been able so
to control and direct a natural element as to make it
accelerate his rate of wealth-producing.

As man’s knowledge of what accelerated or retarded
the effectiveness of agriculture, and his skill in applying
his knowledge increased, his rate of ~wealth-producing
from that source has mcreased

As far back as history goes, it is found that some portion
of the workers in the more advanced nations were engaged
in what we call manufacturing and mechanical industries.*

Yet, notwithstanding the antiquity of manufacturing
‘and the accumulated wealth of some of the older nations,
it is estimated that at the beginning of the nineteenth
century, taking the civilized nations of the world as a
whole, from 85 per cent. to 90 per cent. of the. bread-
winners were still engaged in agriculture, leaving but
10 per cent. to 15 per cent. engaged in all the other occu-
pations, including manufacturing. In the United States,
at this period, those engaged in agriculture were estimated
at about 90 per cent.}

*In the fourth chapter of Genesis, Tubal-cain, who was born seven
generations after Adam, is mentioned as: “The forger of every cutting
instrument of brass and iron.” In Jeremiah, we read of “pillars of iron”;
in Isaiah, axesand hammers of iron are mentioned. Iron was used in the
time of Nebuchadnezzar to strengthen buildings, bridges, and fortifications.
Axes, saws, nails, and hammers were used in the time of David. Iron
tools and implements were used in the time of Solomon. Nails were used
in the construction of the Temple. Iron was used in the fortiﬁcatipns of
Babylon. Saws, picks, armor, and helmets are found in the ruins of
Nineveh. .

t The following quotation is from page 26 of ** A Century of Population
Growth,” published by the Bureau of the Census, United States Depart~
. ment of Commerce and Labor:

“The economic conditions which prevailed in 1790 present a ma_rked
contrast with those which bave developed since and which prevailed univer-
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Under such conditions, the value of the products of
agriculture in the United States at the beginning of the
nineteenth century so greatly exceeded the value of the
products of the industries, that the industries had little
independent influence upon the volume or the tone of
the nation’s business. Good crops at that period meant
good times and poor crops meant bad times. The in-
dustries, what there were of them, prospered or were
depressed in accordance with the changes in the annual
value of the crops, and not in conformity with any in-
herent and independent influence within the industries
themselves.

In those days the means of communication and trans-
portation between the seaboard and the interior were
few, and necessarily expensive. The great body of the
settlers in the new states lived in log cabins, and with the
exception of the wagons, plows, rifles, and a few other
necessities which they carried with them when they
migrated, they produced on their farms and within their
families nearly everything they consumed. The towns
and villages were few and far between, simply because
there was little commerece to build them up and support
them.*

sally in 1900. In 1900 the population of those engaged in agriculture
was only about one third of all persons gainfully employed. At the close
of the eighteenth century the greater part of the inhabitants of the United
States derived their support from this industry. It is probable that nine
out of every ten breadwinners were engaged in some form of agriculture
during the greater part of the year; indeed, in the Southern States, the
proportion was somewhat larger.” )

* Alexander Hamilton in his “Report on Manufactures,” to the House
of Representatives, in 1791, gives a list of some seventeen classes of indus-
tries which had reached sufficient development to involve special build-
ings; the division of labor, the ingathering of raw materials from distant
localities, and the distribution of the manufactured articles throughout
the states. He lays much stress and gives much space to theé “vast scene
of household manufacturing” which was carried on in the thirteen original
states of the Union, and which included, as he reports, “great quantities
of coarse cloths, coatings, serges and flannels, linsey woolseys, hosiery of
wool, cotton and threads, coarse fustians, jeans and muslins, checked and
striped cotton and linen goods, bed-ticks, coverlets, and counterpanes, tow
linens, coarse shirtings, sheetings, towelings and table linen and various
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Agriculture is confined almost exclusively to the pro-
duction of the necessities of life which are consumed
from day to day. Only the products of the manufactur-
ing and mechanical industries comprise the objects of
permanent wealth. It is then obvious that, under so
. powerful an incentive as the instinctive desire for wealth,
the manufacturing and mechanical industries. would
have increased to greater magnitude during the thousands
of years which elapsed before the beginning of the nine-
teenth century had they not been held back by some
all-powerful condition or influence.

The Great Epoch

The middle of the nineteenth century marked the
advent of the most remarkable material epoch in the
history of civilization. We refer to the successful intro-
duction of practical agricultural machinery. Previous
to that time, and as far back as the history of mankind
has come down to us, agriculture had been carried on
by hand labor, supplemented by such help as man was
able to obtain, in plowing and harrowing, by the use of
horses and oxen. Under.such conditions, a farmer and
his family, if possessed of a farm of sufficient size and -
fertility, could, with diligence, produce of the necessities
of life sufficient for their own maintenance and a small
surplus, — but only a small surplus..

Conditions Which Limited Man’s Growth in Wealth Up
to the Middle of the Nineleenth Century

Broadly speaking, the surplus agricultural products
of the United States up to 1845 were little more than the
amount required for the sustenance of the 15 per cent.

mixtures of wool and cotton and of cotton and flax are made in the house-
hold way, and in many instances to an extent not only sufficient for the
supply of the family in which they are made, but for sale, and even in -
some cases for exportation." He advises the House of Representatives
that: “It is computed in a number of districts that two thirds, three
fourths, and even four fifths of all the clothing of the mhabxtants are made
by themselves.”
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of the population which were not connected with agri-
culture. This is conclusively shown by the small amount
which, up to that time, was available for export. The
exports of wheat and flour from the United States up to
1845 averaged only about one million bushels per year,
and was less during the decade between 1830 and 1840
than between 1800 and 1810. In fact, in 1837 and 1839,
it was necessary to import large quantities of grain to
supply the people. fully.* The growth in the relative
value of the manufactured products up to 1840 did not
even keep pace with the increase in population, which
grew from 5,300,000 in 1800 to 17,000,000 in 1840.
During this period of forty years, the relative value of
the exports of merchandise fell from $13.37 per capita
to $7.25 per capita, and the relative value of the imports
fell from $17.19 per capita to- $5.76 per capita.f

It has become our habit to attribute the rapid growth
of wealth in modern times to the practical utilization of
steam power, the introduction of railroads, and the
factory system; but these three facilities had been in
existence many years before there was any rapid increase
in the growth of wealth. The factory system was in-
augurated in the United States as early as 1790, but at
the end of thirty years had shown little ‘gain.} The
first railroad in the United States was built in 1807, but
twenty—threé years afterwards there were but twenty-
three miles in operation.§ Steam navigation was inaugu-
rated on the Hudson River as early as 1807 || and on the -
Ohio River in 1811, but it was not until many years
afterwards that it became commercially important.q
As long as the power to buy and the power to produce
were confined to narrow limits, the growth in wealth was

* See ¢ American Farm Machinery” — The Americana.

t Progress of the United States, etc. Report of the United States
Department of Commerce and Labor, ' '

1 See “American Labor” — The Americana.

§ See  American Railroads” — The Americana.

|| See “Steam Vessels”—The Americana. -

1 §ee ““ United States Economic Development”—The Americana.
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necessarily slow. Steam power, the factory system, and
railroads were each one necessary to rapid growth in
wealth, but these did not comprise all that was necessary.
Something was lacking. The world would still have
moved on with these three facilities in existence, but
with little gain in growth had the fourth necessity ‘not
been supplied. Farm machinery was necessary to the
full and free growth of the others. This fourth facility
provided both the workers to produce and the power to
buy. By one stroke, it created a demand and a supply
greater than the world had ever dreamed of. '
Even had the machinery, railroads, and factories
‘which existed in 1840 been as perfect in mechanism at
that time as they were at the end of the century, progress
in the industries must have been slow. First, because the
small surplus production of food and textiles was not
sufficient to maintain large cities; second, because as
long as agriculture produced little more than was neces-
sary to maintain the agricultural workers themselves,
they created for themselves little buying power, and
consequently there was little demand among them for
the products of manufacturing establishments.
Conditions in the older nations at this period were
somewhat different from those in the United States.
In this country there was very little accumulated wealth,
while the older countries possessed the accumulations
of many centuries. In Great Britain and France manu-
factures had made more progress. These nations im-
ported more largely of the necessities of life, leaving a
larger percentage of workers to take part in manufactur-
ing. They possessed ample means for the encouragement
of manufacturing, and the creation and increase of the
necessary transportation facilities for the carriage of
their manufactured products to the various seaports of
the world. ‘
The relative value of the products of the industries
of these two nations exceeded the relative value of these
products in the United States, but the buying power of
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the world, not excepting these two more wealthy nations,
was still limited by the small percentage of population
which lived in the cities, and the small buying power of
the large percentage which were necessarily engaged in
agriculture. The progress of manufacturing under such
conditions was comparatively slow in all nations, and
this had been the condition of the world from the
beginning. '
BIRTH OF THE MANUFACTURING AGE

Much is written and said of the wonderful growth of
manufacturing in the United States during the last half
of the nineteenth century, but little is written or said
of what made that wonderful growth possible. It was
the introduction of practical farm machinery. This so
rapidly augmented the effectiveness of farm labor, that
at the end of the century the agricultural workers were
able to produce a surplus of 187 per cent. above their
own necessities, instead of a paltry 17 per cent. By
this means 35 per cent. of the nation’s workers were able
to supply all the people with food and textiles, and thus
release 50 per cent. to take part in manufacturing and the
other occupations.*

Lest this statement should not carry the full force and
meaning it deserves, let us analyze it. The workers of
the United States in 1900 amounted to 29,000,000 per-
sons. By the gradual release of 50 per cent. of the nation’s
workers from agriculture between 1800 and 1900, 14,500,-
000 workers, broadly speaking, were in effect transferred
from the farms to the cities and towns, where they
became engaged in manufacturing and the other occu-
pations, which in the first part of the century had been
carried on by 15 per cent. of the workers.

This marvelous economic revolution provided a market

* See " Agriculture” —The Americana: ““The amount of human labor
necessary to produce a bushel of wheat was reduced in sixty-six years

from three hours and three minutes to an average of about ten minutes,
while the cost of that labor fell from seventeen and three fourths cents to

three and one half cents a bushel.”
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in the cities and towns for the great increase in the volume
of the surplus agricultural products, and the large revenue
derived by the remaining agricultural workers from the
sale of these surplus products created such a tremendous
buying power among them, that they were able to absorb
a. large share of the manufactured products of such
portion -of the 14,500,000 as became thus. employed.
But this is not all. Commerce and. finance, which' were
small before the introduction of farm machinery, were
" proportionately augmented by the transportation and
distribution of the increased volume of surplus agricultural
products transported from the farms to the cities, and
- the increased volume of manufactured products trans-
ported from the cities to the farms. Through this
remarkable change, the 35 per cent. of workers which
are still employed upon the farms are not only able to
produce food and textiles in sufficient quantities to
supply their own needs and the needs of the greatly
‘augmented population of the cities, but are able to sup-
ply a vast amount for export to foreign lands, thus' enrich-
ing themselves and adding to the resources of the nation.

WONDERFUL GROWTH OF WEALTH AT THE MIDDLE OF
THE NINETEENTH CENTURY

This wonderful economie revolution may be said to
have commenced in 1845 with the commercial intro-
duction of a practical reaper. Within two years the
exports of wheat and flour had jumped to $32,000,000,
which was five times as great as the average for the
previous forty years* Within five years nearly all
kinds of labor-saving farm machinery had been intro- -
duced.t Railroad building, which had averaged about
300 miles per year up to that time, more than doubled
in 1847, reached 1,656 miles in 1850, 2,452 miles in 1853,

* See ¢ American Farm Implements” — The Americana.
t“By 1850 the chief forms of labor-saving agricultural implements of
American manufacture were lntroduced "« American' Manufacturers

~-The Americana. .
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and 3,600 miles in 1856.* The value of all farm prop-
erty increased from $3,900,000,000 in 1850 to $7,900,-
000,000 in 1860 —* over 100 per cent. in ten years, a
rate of increase which had not been paralleled in any age
or in any country.} Savings-bank -deposits increased
from $14,000,000 in 1840 to $43,000,000 in 1850, and
to $149,000,000 in 1860. Gold and silver in circulation
increased from $79,000,000 in 1840 to $147,000,000 in
1850, and to $228,000, 000 in 1860. The coinage of gold
mcreased from $1,600,000 in 1840 to $31,900,000 in
1850. Gold productlon increased from $11, 600 000 in
1840 to $50,000,000 in 1850, and immigration from 84,000
to 369,000 within this wonderful decade.*

At the beginning of the nineteenth century the products
of agriculture in the United States were the source of
maintenance 'to 85 per 'cent. of the inhabitants of the
country, while the products of the manufacturing estab-
lishments were the source of maintenance to but a small
portion of the remaining 15 per cent. of the inhabitants.
At the end of the century, the value of the annual products.
of agriculture was $5,017,000,000; while the value of
the products of the ‘manufacturing establishments was
$13,014,000,000; cost of materials used in manufacturing,
$7,346,000,000; wages and salaries paid by the manu-
facturing establishments, $2,731,000,000.*

Is it exaggerating the case to call the period of the
introduction of farm machinery the most remarkable
material epoch in the history -of civilization? Glance
over the history of the world for a thousand years or
more. Is there anything to compare, in a material .
sense, with the bursting of bonds which. for all time had
limited man’s effectiveness in the production of wealth? }

* Bureau of Sta.tlstlcs, Department of Commerce and Labor. .

t “In the rate of increase it was the most remarkable decade in history, -
the national wealth having increased 126 per cent. from 1850 to 1860, as -
agaél;{slt)% per cent. from 1890 to 1900.” (Congressional Record, Vol. 47,
’ 3 See ** Agriculture” — The Americana: * If we may judge of the resuits,

however, this century has witnessed more progress in many du'ectlons than
the three thousand years preceding.”



10 INDUSTRIAL DEPRESSIONS

Is there anything to compare with the rapid release of
this large percentage of farm-workers to swell the per-
-centage of workers in the manufacturing industries and
the consequent rapid increase in the accumulated wealth
of such of the nations as had adopted farm machinery?

That the United States should have been the birth-
place of this important evolution was entirely logical.
Its population of twenty millions was the spontaneous
gathering together of people from many nations,—people
in whose blood the spirit of progress was too intense to
hold them in their native lands. The new nation had
recently obtained its independence. From 1790, when
the last of the thirteen original states ratified the Consti-
tution, to 1846, seventeen new states were added to the
Union. During this fifty-six years, a great flood of
settlers had poured in a continuous stream from the
Atlantic states to the Mississippi Valley, until it had
covered that vast territory with an almost unbroken
expanse of farms. Here was a vast empire of civilized,
energetic, and progressive people. Cognizant of the
luxuries of the older nations from which they came, they
were able to produce little beyond the bare necessities
of life; yet they occupied a vast territory of virgin soil,
out of which they might wrest more wealth than the
world had ever dreamed of, if each of the workers had
but possessed more hands with which to win it.

This was the impulse which consciously or unconsciously
pervaded this vast country, greater in extent than the
combined territory of many of the nations whence these
people had their origin. Something had to happen.
As 'to have more than two hands was a human impossi-
bility, those hands and the brains which directed them
found means to harness and bring to their aid the winds,
the waters, and the metals of the earth. They grappled
with and controlled the wonderful powers of electricity.
By this means they have increased the product of those
hands tenfold in one short half-century.

This change brought far-reaching consequences. As
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the per capita consumption of agricultural produects
could not be increased to keep pace with the increase
in the per capita production, a vast army of farm-workers
was from year to year forced to seek other occupations.
At first this was difficult. Before the adoption of farm
machinery the farmers of this vast territory not only
. produced nearly all their household necessities, but raised
the fiber for cloth, wove the cloth, and made the clothing
they wore. But when machinery increased the per
capita production of food and fiber so greatly, they could
produce so large a surplus of these things at so low a
cost in labor, that it paid them better to buy factory-
made clothing and household necessities, and to give all
their energies to increasing their surplus of agricultural
products to sell in exchange for manufactured products.
This was the evolution which, at one stroke, provided
occupation for the 50 per cent. of farm-hands as they were
thrown out of employment by the adoption of agri-
cultural machinery, provided a market for the great
increase in surplus farm products, and gave a heretofore
unknown impetus to the rapid growth of commerce,
finance, and the manufacturing and mechanieal industries.
This last evolution in the occupations of mankind sur-
passed all former evolutions in its vast importance.
Before it oceurred, the greater part of man’s energies was
required to produce the necessities of life, which were
consumed from day to day. After it occurred, the
" greater part of man’s energies could be given to the
production of permanent wealth, which endures for
generations, -

THE MOST SERIOUS MALADY DEVELOPED BY THE GREAT
INCREASE IN THE MANUFACTURING AND MECHANI-
CAL INDUSTRIES

As long as the industries were small in volume, they
contained little force within themselves either to retard
or accelerate their own growth, and they developed no
serious internal malady. Any increase or decrease in
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their volume was the result of some external cause, such
as war or peace, large or small crops, favorable or un-
favorable financial conditions, ete. But in the nations-
where the industries have largely increased, new forces
have developed, new maladies have appeared, and these
new influences have at .times greatly accelerated or
retarded the growth and prosperity of the industries.

One reads of nations which were destroyed by their
great wealth. It was not great wealth which destroyed
these nations; it was the uncorrected maladies and evils
which grew .up with the wealth, The instinctive desire
for gain is a motive implanted in man’s breast by his
Creator. It is not only an incentive to the increase of
wealth, but it is the motive which from the beginning
of the world has transformed barbarism into civilization.
This motive must be recognized as ever-present and as
the great power which controls man’s acts in all the
material .interests of life. It cannot be eradicated. If
it were eradicated in any nation, that nation would sink
back to barbarism.

Just as man has been obliged to understand and con-
tend against the diseases which developed with the
herding of large numbers of animals, and as he has been
obliged to understand and contend against the diseases
and pests which developed with the growth of agriculture,
s0 he must learn to understand and contend against the
diseases which have developed with the growth of the
industrial system. Already the country has had twenty-
‘six years of retarded growth out of the last fifty-five years,
as a result of these maladies.*: These years of depression
have been attended by suffering and privation, through
the enforced idleness of great numbers of the bread-
winners of the land, and the industrial system can only
become a steady and constant yielder of maximum wealth
when its maladies. are understood a.nd their ravages
overcome Or allev1ated

! * Ses Table, page 109.



CHAPTER II

ADVENT OF THE MALADY OF INDUSTRIAL DEPRESSION, AND
EFFORTS MADE TO DISCOVER ITS.CAUSE '

WHEN these depressions first made their appearance
they “did not involve the modern industrial
conditions” * and were not recognized or spoken of as
industrial depressions. Agriculture had been the domi-
nating force for all time. - The people had become accus-
tomed to see what few industries there were, prosperous
when' crops were good and depressed when crops were
poor, so they failed to recognize any independent influence
of the industries for a long time after these influences
were actually of some moment.

As the industries grew in volume and importance, the
fact that these disturbances affected them primarily,
and at times exclusively, was gradually forced upon the
attention of the public. Then arose a great diversity of
opinion as to their cause. By many persons they were
attributed to some celestial or terrestrial influence acting
upon the human mind in some such manner as the moon
influences the tides of the ocean. Others thought they
resulted from some mysterious psychological law, while
still others attributed them to some occurrence or train
of events which came under their personal observation.
For instance: The banker cited reasons connected with
finance; the laborer cited reasons connected with wages,
_or with the relations of capital to labor; the merchant
cited reasons connected with tariff, transportation, com-
petition, and the like; the clergyman and moralist cited.
reasons connected with morals and religion; -the manu-
facturer thought depressions came from overproduction,

* First Annual Report of the United States Commissioner of Labor, page 13.
13 '
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etc., while the politician traced them to changes of ad-
ministration, bad laws, etc. The English farmer attribu-
ted them to the free admittance to that country of foreign
agricultural products. A Dutch committee in 1886
found an important cause in the low price of German
vmegar, a German committee, in the great dechne in
the price of beet-root sugar.

Professor Jevons thought ecrises resulted from sun
spots; that is, the sun spots affected the harvest, the
harvest affected the money market, and the money market
affected all business. The untenability of this theory
was demonstrated when time developed that sun spots
occurred when there were no financial or industrial
disturbances, and that financial and industrial disturb-
ances occurred when there were no sun spots..

That unfavorable weather produced poor crops, and
that poor crops affected finance and the industries un-
favorably, had been recognized for centuries, so when it
was decided that sun spots affected the weather, it was
doubtless at once concluded that sun spots were the
cause of the mysterious industrial depressions for which
no other satisfactory reason could be given. The theory
probably originated at a time when the above indications
took place contemporaneously, and this apparent evi-
dence of its correctness, together with the high standing
of the author, probably caused its acceptance by millions
of people. They regarded it as an elucidation of the
fundamental principles underlying an economic science,
a working hypothesis accounting for a great phenomenon;
whereas it was simply a false conclusion arrived at by
an unreliable system of reasoning.

Adolph Wagner thought crises resulted from some
psychological law in which an organic defect of human
nature was betrayed.. Many have thought that the
periodicity of crises came from the procession of economic
generations, meaning the replacement of an older by a .
younger generation; in other words, the rashness of
younger business men.
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Bonamy Price, Professor of Political Economy in the
University of Oxford, in an article published in ‘“The
Contemporary Review” of April, 1877, asserted that the
one and only cause of the existing economic disturbance
was “‘overspending, overconsuming, destroying more
wealth than is reproduced, and its necessary consequence,
poverty.” This theory seemed plausible and satisfied
many for a time, but the awkward feature about claiming
this theory is that industrial depressions for a hundred
years have always followed periods of greatest increase in
wealth and have been most severe in the countries which
have made the greatest progress in wealth, — not those
which have made the most progress towards poverty.

Gradually it was realized that these depressions some-
times came when there was no apparent cause for them;
when crops were large; when the industries, finances and
general business were at the height of prosperity, and in
the face of conditions which seemed to insure maximum
prosperity for a long time to come.

Each depression brought out a new crop of alleged
causes, each with sufficient plausibility to satisfy a
portion of the people, and enough of them in number to
satisfy almost every one for a time. But the whole
people have never been satisfied by any one of the alleged
causes, and as the mystery has deepened with each
decade, so the interest in its solution has increased.

EFFORTS MADE TO DISCOVER THE CAUSE

As years have passed, many of the learned and scientific
men of different nations have attempted to solve the
mystery. Thus the number of alleged causes has been
_greatly increased, but in all the efforts to discover the
cause there seems to have been no recognition of the
fact that such depressions were the natural effect of a
new malady; a malady generated by the great increase
in industrial production, just as new maladies were
generated when the great increase occurred in herding
and in agriculture,
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The industrial depression of 1872 to 1878 was of such
severity and duration that it stimulated the study of
depressions to a greater extent than ever before, and this
‘study has since been prosecuted by many national gov-
ernments, among which are the United States, Great
Britain, France, Belgium, Germany, Switzerland, Italy,
and Canada.. The substance of the reports of all these
government commissions is that the cause of these
mysterious industrial depressions is -still an unsolved
mystery.

In 1885, the United States Bureau of Labor was
established in accordance with an Act of Congress ap-
proved June 27, 1884, and the late Hon. Carroll D.
Wright was appomted Commissioner of Labor by the
President. This bureau devoted its first year’s work to
the investigation and collection of information relating
to industrial depressions.* Its report was published in
1886. It presents a voluminous collection of facts and
opinions which are of great value in the study of industrial
depressions. The facts, because they constitute a basis
from which to draw reliable conclusions; the opinions,
because they emanate from men selected from every
walk in life, and from every industrial section of the
globe. These facts and opinions having been gathered
from so wide a field may be accepted as representing,
approximately, every shade and variety of opinion. In
fact, we have, as a result of the work of the Bureau of
Labor, all the hundreds of opinions reduced to a concrete
form, and, after making a thorough analysis of them, one
may feel that the field has been substantially covered.

The opinions as to the cause of industrial depressions
gathered in both the United States and in foreign countries
by the agents of the Bureau of Labor during the year
devoted to this work, after being classified and alphabeti-
cally arranged by that bureau, are given 'in its report
under no less than 135 different heads.f Appendix C

® First Annual Report, of the Commmsxoner of Labor, page 5.
{ Ibid., page 76.
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is a full copy of this list. The opinions given by the
multitude of witnesses who testified before the three
government commissions appointed by the two houses
of Congress during the decade before the organization
of the bureau, as classified and arranged by it, are given
in its report under no less than 180 different heads.*
Appendix B is a full copy of this .list. These alleged
causes range all the way from the most trivial to the most
serious. Some of them require no evidence to convince
one of their groundlessness; others are accepted by so
large a number of people that nothing short of a thorough
analysis would establish their untenable nature, while
still others stand out against all the tests brought to bear
upon them.

In the five chapters immediately. following will- be
found analyses of all the alleged causes contained in the
two lists named above, as well as all which could be
gathered from other available sources. .

We will first analyze separately the chief alleged causes
of industrial depressions; that is, the causes which are
believed in by the largest number of people. Among this
class are such as Financial Panics, Overproduction, Poor
Crops, Presidential Elections, Reaction, Periodicity,
Turning Circulating Capital into Fizxed Capital, ete.

* First Annual Report of the Commissioner of Labor, page 61.



CHAPTER III

“ FINANCIAL PANICS” vs. ‘‘ INDUSTRIAL DEPRESSIONS ”

MANY people believe that industrial depressions are
the result of financial panics. Many of them are,
but when they result from this cause they are of short
duration and their origin is always apparent. Long-
continued and mysterious industrial depressions result
from something more lasting than a panic. They origi-
nate from something wrong within the industries them-
.selves. 'They are independent of panics and come whether
panics occur or not.

The causes and conditions of a financial panic and of
an industrial depression are so radically different that
any condition which is a direct cause of one cannot by
any possibility be a direct cause of the other. When an
acid is mixed with an alkali, they neutralize each other
and the active qualities of both are destroyed. The
causes and conditions which lead up to an industrial
depression are just as opposite and antagonistic to the
causes and conditions which lead up to a financial panie
as are an acid and an alkali.

DIFFERENCES BETWEEN THE CAUSES AND CONDITIONS OF
PANICS AND DEPRESSIONS '

‘Panic is defined as “a sudden, unreasoning, over-
powering fear, especially when affecting a large number
simultaneously; extreme and sudden fright.” * A “Fi-
nanctal Panic” is therefore the effect produced upon
the finances of a country by sudden, unreasoning, and
overpowering fright. ‘ ! :

Depresston is defined as ‘“a state of dullness or inactivity;

. *Standard Dictionary.
18
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a protracted season when business falls below the normal.”
¢ Industrial Depression,”’ therefore, means, literally, a state
of dullness or inactivity in the industries of the country;
a protracted season during which the production of
buildings, furniture, goods, machinery, railroads, ships,
etc., falls below the normal.

A financial panic is precipitated by sudden, ‘excited,
and imprudent action. An industrial depression is pre-
cipitated by deliberate, thoughtful, and prudent inaction.

One jis the effect of mental excitement, which results
in a temporary check to the natural flow of the mediums
of exchange. It is a mental disorder. ‘

The other is the effect of calm, deliberate considera-
tion, which results in reducing the rate of production of
materials of physical wealth. It is a physical disorder.

A financial panie is an acute malady. Its beginning
is sudden, vivid, intense, and startling. Its chief element
is fright. It paralyzes finances at a single blow. Each
subsequent step in its course is an alleviation. Each
day, week, or month shows a marked recovery. From
its nature, as well as from its intensity, it is short-lived.

An industrial depression is a stubborn, chronic malady.
Its beginning is gradual and quiet. It commences and
goes on increasing in force for many months, unnoticed.
Its cause is silently doing its fatal work while actual -
business is increasing by leaps and bounds. When actual
depression appears, its cause has almost ceased to exist.
From its nature, as well as from its deep-seated and
gradual growth, industrial depression is long-lived.

A financial panic is usually a matter of a few months,
weeks, or days. An industrial depression is usually a
matter of one or more years. _

A financial panic may be compared to a mob, in which
s great number of excited minds work upon and excite

“each other until men act in a body as no one of them would

act if left to himself. Industrial depressions, on the
other hand, are the cumulative results of the deliberate
and thoughtful decisions of individual men.
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These two calamities and their causes resemble each
other in no way. They can be classed together only
_from the one fact that the results of each have a disastrous
effect upon busineés, but even in this there is a wide
difference. . A'panic has an effect which is short, exciting,
and a temporary disaster, not to existing material wealth,
but to the documentary representatives of wealth; a
~ loss from which the country may ‘entirely recuperate
within a short time. The other is a compulsory laying
down of the tools which produce wealth, by a vast army
of wealth-creators; a loss which can no more be regained
than a lost day or a lost year can be regained.

There is no doubt that a financial panie, like any other
great disturbance, such as war, pestilence, or famine,
may have a depressing effect upon the industries while it
lasts; but if a financial panic comes when industrial
conditions are favorable, then the industries will revive
as soon a8 the panic has spent its force, and the panic will
rightfully be considered responsible for the check given
to the industries.* On’ the other hand, if a panic takes
place when the industries are already depressed by
internal causes, then the industries will not necessarily
" revive when the panic has ceased. They will revive
only when their real cause has ceased to have its natural
effect. The public, however, will almost invariably
identify the panic as being responsible for the prolonged -
depression, simply because the panie, being startling and
~ spectacular, will make a vivid impression upon the public
mind.{

A PANIC NEED NOT NECESSARILY CAUSE A DEPRESSION,
AND VICE VERSA ’

The causes and conditions of industrial depressions
and financial panics being entirely different, there is no
logical reason why an industrial depression should neces-

* Ample illustrations of this are given in Chapter XTIV, entitled “Analysis
of the Industrial Depressions from 1887 to 1897.”

1'Ample illustrations of this are given in Chapter XIII, entitled "A.n&l
ysis of the Industrial Depressions from 1833 to 1887.”
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sarily be accompanied by a financial panie, or vice versa,
any more than that an individual suffering from one
disease should on that account contract another disease
originating from a different cause. At the same time it
must be admitted that the physical weakness caused by
one diseasé will naturally render the patient more liable
to succumb to the second disease, if exposed to the
conditions which ordmanly cause the second disease.
Just so with financial panics and industrial depressions.

Among the facts established and emphasized by the
government commissions "appointed - to mvestlgate in-
dustrial depressions, is the fact that financial panics have
often occurred without being either attended or followed
by industrial depressions; and that industrial depressions
bave occurred without being followed or attended by
financial panics.* The most favorable industrial con-
ditions will not prevent a financial panic if financial
conditions are sufficiently deranged, nor will the most
favorable financial conditions prevent an industrial
depression if the 1ndustna,l conditions are sufficiently
deranged.

In consequence of the opposite quality of the causes
of these two calamities, it is plain that the two sets of
causes should never be confounded, yet in the efforts
.made to discover the cause of industrial depressions, the
causes of financial panics have been so constantly and
persistently cited that it has been one of the chief ob-
stacles, if not the chief obstacle, to success in discovering
the true cause of depressions. As will be explained later
in this volume, everything connected with finances
should be rigidly excluded from any consideration in
endeavoring to identify the cause of the mysterious
industrial depressions which come in the absence of
financial disturbances. To admit them will not only
confuse the searcher, but will almost certainly defeat
the object of his search.

* First Annual Report of the United States Commissioner of Labor, -
page 15.



CHAPTER 1V

ANALYSIS OF THE THEORY OF OVERPRODUCTION

FROM reports of the commissions appointed by

various governments to investigate the subject
of industrial depressions, it is found that overproduction
is one of the two most frequently alleged causes for these
great industrial calamities.* This pernicious belief has
not only obtained lodgment in the minds of mechanics
and workmen, but has deluded great numbers of merchants
and manufacturers, and evidences of the belief are con-
stantly appearing in the commercial reviews of many of
our ablest newspapers. It is a plausible theory, and has
every appearance of being true, but analysis shows that
the appearance, in this case, is not in accordance with
facts.

The political economists admirably define production
as follows: ‘‘Objects cannot be created by human
means; nor is the mass of matter, of which this globe
consists, capable of increase or diminution. All that
man can do is to reproduce existing materials under
another form, which may give them a utility they did
not before possess, or merely enlarge one they may have
before represented. So that in fact there is a creation,
not of matter, but of utility, and this I call production
of wealth.” 1t Wealth is produced whenever value is
added through any act or any process. For example,
the process of collecting natural products is called farm-
ing, or mining, or fishing. The process of chemical or
‘mechanical change to which they are subjected in fitting

* First Annual Report of the United States Commissioner of Labor,
page 80.

1 Jean-Baptiste Say — Treatise on Political Economy.”
v 22
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them to satisfy the various wants of man is called manu-
facturing. The act of transporting and placing them
within the reach of the consumer is called commerce.
Each act or process which adds to the utility and ex-
changeable value of matter is production of wealth.
A mahogany log in a West India forest is relatively of
small value; delivered in London or New York it is
relatively of large value. The acts of chopping it down
and transporting it to a market are just as much pro-
duction of wealth as the voluntary process of nature in
producing the tree. Even the latter is not a production
of matter.

Just as production is a creation of utility and value,
so consumption is a destruction of utility and value.
Food is consumed by eating it; coal is consumed by
burning it; lumber, stone, brick, and iron are consumed
by using them in the manufacture or construction of
things desired by man. Houses, ships, machines, cloth-
" ing, and utensils are consumed by wearing them out, or
in their destruction by the elements.

Take the article of milk as an illustration of the pro-
duction of wealth. Delivered in cans on the farm, it may
be worth two cents per quart; delivered at the railroad
depot in a city, it may be worth three cents; delivered
to the merchant, it may be worth four cents; delivered
to the residences of the citizens, it may be worth ten cents
per quart. If 5000 quarts of milk had been consumed
on the farm, it would have been a consumption of $100
in value. If consumed in the city at the residences of
the citizens, it would have been a consumption of $500
in value, although the same quantity was involved in
either case. By the process of farming, $100 of exchange-
able value was produced; by the acts of commerce, $400
of exchangeable value was produced. Professor Jevons
says: ‘“Though exchange cannot create the materials
of wealth, it creates wealth, because it gives utility to
the materials.”

In short, creation of value, utility, and wealth is pro-
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duction. Destruction of value, utility, and wealth is
consumption. When, therefore, the words production or
consumption are used in this volume, they must be under-
stood to mean production of wealth or consumption of
wealth.

PRODUCTION IS CREATION OF POWER TO BUY

The theory of overproduction is founded upon the

~ belief that by the introduction of machinery, improved
methods, etc., it is possible for man to produce more than

man is able to buy, or more than man desires to acqulre
Let us analyze these propositions.

First, — Is i possible for man to produce more than
man 18 able to buy ? 'The members of an uncivilized tribe,
each of whom produces only what is necessarily consumed
in the daily maintenance of existence, possess nothing
with which to buy the products of others. While such
conditions continue, wealth and buying power do not
exist in that community. But when each member. of
the tribe produces something of 'value in excess of daily
necessities, something desired by another, then each.has
something with which to buy the products of others, and
the production of wealth, the creation of buying power,
has commenced in that tribe. In other words, products
are buying power. Money is only the medium by which
products are exchanged. John Stuart Mill says: ““Could
we suddenly double the productive powers of the country,
we should double the supply of commodities in every
market; but we should, by the same stroke, double the
purchasing power. Everybody would bring a double
demand, as well as supply; everybody would be able to
buy twice as much, because every one would have twice
as much to offer in exchange.” Professor Cairnes says:
““Purchasing power, in the last resort, owes its existence
to the productlon of a commodity.” Thus we see plainly
that production is creation of power to buy

Money, the medium of exchange, is a necessity to
modern civilization, but, unfortunately, its use sometimes
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obscures or distorts industrial facts. Producers, especially
wage-workers, are apt to think their comforts would be
doubled if their pay were doubled. To analyze this,
let us suppose that at a given time the pay of all persons
engaged in any gainful occupation be doubled, while
production remains the same. Is it not clear that the
cost of everything would be doubled; and that each one,
with his double pay, would be able to buy only as much
as he did before? On the other hand, let us suppose
that the pay remain the same to each, and that at a
given time, by improved machinery or otherwise, the
productive force of each worker be doubled. Is'it not
plain that the cost of everything would be reduced one
half, and that each one, on the same pay, would be able
to buy twice a3 much as before?

The only practical way to double the reward to workers
is to double_their products. Larger production per man,
through machinery and improved methods, accounts
for the fact that workers are to-day able to enjoy comforts
which fifty years ago would have been impossible, If
money were eliminated, many of the popular delusions
would not exist. All would understand that if every
- worker turned out twice as many products as formerly,

deposited them in a public receptacle, and then each,
carried away what he desired, in proportion to what he
had deposited, each would carry away twice as much,
and thus have twice as much to enjoy.

W. Stanley Jevons says: ‘It -is absurd to suppose
that people can become rich by having less riches. To
become richer, we must make more riches.” Further-
more, wealth accumulates only when production exceeds
consumption. The eighty-eight billions of wealth which
existed in the United States in 1900 was simply the result
of an accumulation of products, —an accumulation of
eighty-eight billions of exchangeable values — eighty-
eight billions of buying power. Thus we see that the
buying power not only preserves an equilibrium with
products, in theory, but that they are, in fact, exactly
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the same after 260 years of growth. There can be/ no
" year, month, or day, when the value of products is,i’ not
exactly equal to the buying power which exists in those
products. Hence, it is not possible for mankind to
increase products rapidly or greatly enough to exceed the
ability of mankind to acquire from each other all of those -
products, '

THE DEMAND FOR WEALTH IS LIMITLESS

. Second, — Is if possible for man to produce more than

man desires to acquire? Professor Jevons says: ‘“There
can never be, among civilized nations, so much wealth
that people would cease to wish for any more. However
much we manage to produce, there are still many other
things which we wish to acquire.” ,

There is no limit to human desire. Every man who
owns a factory, a house, or a yacht, would like to own a
larger or better one. The man who controls a bank
would like to control a number of banks and a number
of trust companies; having gained these he would like
to control great railroad systems, steamship lines, coal
mines, and manufactories; having gained these in one
cotintry, he would like to control them in many countries.
Man’s desires increase with his success. Whatever one
man achieves in wealth and power, others will desire to
achieve and will strive for. The average wealth of the
individual in this country has increased 1000 per cent.
in less than a century, and no man is yet so gorged with
possessions that he desires no more. If in time the poorest
in the land enjoy the luxuries now possible only to the
richest, there will still be a desire for more wealth. There
are hundreds of millions of people in other lands who
have not even commenced to produce wealth. Not
one human being in twenty, on this globe, has to-day
‘what might be called the reasonable comforts of life. If
every man on the earth owned a palace, a yacht, a pri-
vate car, and all corresponding comforts and luxuries,
he would still wish for more and strive for more, and
there would still be more to gain.
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The luxury and comfort of to-day were not imagined
a century ago, and perhaps the human mind to-day does
not conceive what may be obtainable in the way of
luxuries and comforts a hundred years hence. The
desire to gain and possess wealth and power is a natural
instinet implanted in man’s breast by his Creator. It
is this instinet which lies at the base of all production.
The instinct is as strong in a nation after it has increased
its possessions an hundred fold, as it was when it com-
menced to accumulate possessions.

If it is impossible for man to produce more than man
is'able to buy, or more than man desires to acquire, then
the claim of overproduction has not the slightest founda-
tion to rest upon.

When people see unsold products piling up and call
it overproduction, they are basing their conclusions upon
synthetic reasoning (see Chapter IX), which for the
solution of such questions is totally untrustworthy;
such reasoning will lead to a hundred other conclusions
with equal facility. One step taken in the science of
analysis would have resulted in the discovery that the
accumulation was in consequence of a falling off in the
production of things in which these accumulating objects
were commonly consumed, so that the accumulation
was in reality the result of underproduction "and not
overproduction. Another step in analysis would bhave
added the discovery that the accumulating objects were
chiefly cobstruction materials, and such things as are
commonly sold to furnish, stock, or equip newly con-
structed enterprises.

The difference between periods of prosperity and
periods of depression is chiefly in the amount of manu-
facturing and construction; or, to be more explicit,
depression is chiefly a decrease in the rate of production
of permanent wealth, such as buildings, railways, ships,
goods, materials, ete. This decrease is not caused by
lack of power to buy, or lack of desire to acquire, but by
a lack of desire to buy at the high prices asked. People
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'will buy or construct if you will sell at prices low enough
to satisfy them that they will gain by so doing. They
will stop buying or constructing when prices are so high,
that they are satisfied they will lose by so doing. = History

- shows that the check to manufacturing and construction
has always occurred when prices were abnormally high,
prosperity greatest, and stocks of materials abnormally
low. Let us illustrate this by applying the test to a
period so recent that the truth must be plain to every
one. . .

- Between September 1898 and December 1899, the pro-
duction of iron in the United States increased from a rate
of 10,750,000 to a rate of 15,750,000 tons per annum.
This enormous increase of production caused no accumula- '
tion of unsold iron. On the contrary, the stock decreased
from 630,000 to 124,000 tons. — Now note the difference.
During the eleven months which followed, the production
decreased from a rate of 15,750,000 tons per annum,
to a rate of 11,250,000 tons per annum. The stock
of unsold iron increased to 720,000 tons, and immediately
the cry of overproduction was raised all over the country,
What an absurdity to cry overproduction of iron, when
the country was actually producing less iron by 4,500,000
tons per annum, than it was one year before when there
was no accumulation! The accumulation did not ocecur
when production was greatest; it occurred when pro-
duction had been greatly reduced. It was the falling
off of manufacturing and constructive enterprises which
caused the accumulation of iron, as it did also the accumu-
lation of all other construction materials. The same
truth was still more signally demonstrated in the first
part of 1903 and 1907 when in this country the production
in each case increased to the largest rate ever known up
to those dates, and stocks of materials decreased to the

- smallest amounts on record. .
Each period marked by the accumulation of unsold goods

in this counltry for a cenitury has been a period of small

production. History shows no instance in which a period
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of large production has been marked by the accumulation
of unsold goods. It is the unnatural stoppage of production,
in one or more branches of industry, which causes the accumu-
lation of the materials which would otherwise have been
consumed in those branches of industry. Eleven times within
ninety-four years this unnatural stoppage of mazximum pro-
duction has occurred when finances were most prosperous,
when stocks of materials were at the lowest point, and when
prices were abnormally high. '

The small stocks caused the high prices.

The high prices checked manufacturing and construction.

The checking of manufacturing and construction caused
the accumulation of materials, ..

Underconsumption is another absurdity. Its literal
meaning is, “too little destruction of wealth.” A certain
amount of consumption is a necessity to the maintenance
of life and to the production of other things of greater
value. -But all consumption in excess of what is necessary
to bring about the most desirable result, is waste. What
the producers of a country need is large sales of products,
and large sales are most certain to be realized when every
one produces largely. But to waste is to destroy buying
power. '

It must of course be admitted that if the manufacturers
of all the various things made in the country were to
cease turning out their usual product, and should instead
direct all their capacity to the production of chairs, there
would be an overproduction of chairs and an under-
production of all other articles; but it is not admitted
that any such happening is possible, or that any absurd
amount of any article will be thus overproduced. ‘“The
instinetive desire for gain” is an ever-present- influence,
and it can be relied upon to check the production of any
article as soon as it becomes manifest to the manufacturer
that more of that article is being produced than can be
sold within a reasonable time. The only danger is that
they will stop too soon; that they will not produce enough.
What the manufacturers of the country have suffered
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from in the past is too little production, not too much.
We need no better evidence of this than a glance at
Appendix Z and the table on page 204, showing that
ten times during the last seventy-five years the great
staple of pig iron has advanced in price from 84 per cent.
to 316 per cent., and that these abnormal advances have
not only checked construction, but have put up the
cost of producing iron from 50 per cent. to 100 per cent.
each time. Then has followed another long period of
_struggle to get the cost price down to the constantly
declining selling price, and this movement has continued
until products reached figures low enough to stimulate
another boom.

TEMPORARY SURPLUS PRODUCTION

All authorities agree that general overproduction is
an impossibility, though many admit that overproduction
in one or more articles frequently occurs. The writer
takes issue with all who make this admission. He
claims that these exceptions are not cases of overpro-
duction, but simply cases of temporary surplus produe-
"tion, and that temporary surplus production is not
only natural and desirable, but that it is necessary to
man’s comfort and welfare. Sometime in the past,
man discovered that the earth yielded its food products
during short annual periods which we now call harvests,
and that if he would enjoy these products continuously,
he must during these periods gather and store up of the
surplus produced sufficient to satisfy his wants until the
next harvest. This was man’s first lesson in nature’s .
demonstration that temporary surplus production was
a necessity to his comfort and welfare, and was not over-
production. Owverproduction is a term which should never
be applied to the economical production of any useful
or desirable commodity which can be preserved and
carried to a place or time when it will surely be
needed.

Only a few years ago there were seasons when the
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receipts of fruit in large cities were sometimes so great
within a few days and the prices were forced so low that
the fruit scarcely brought the amount of the freight, and
in some cases large quantities went to decay for lack
of demand. This in turn discouraged shipments, and
then would succeed a season of great scarcity. It took
experience and many years of loss to teach man how to-
rectify these irregularities, but finally it was accomplished
by the establishment of cold storage warehouses. In
these, fruits could be kept in a temperature 'at which
chemical change ceased, and thus be preserved in a perfect
condition for months. The result is that the prices of
such products are now more uniform and reasonable;
the public is more regularly supplied; the profits of both
producers and dealers are more uniform and remunera-
tive, and as a result both the production and consumption
of these articles have been greatly augumented. It was
temporary surplus production of fruit, before it was
brought under intelligent control, that caused the irregu-
larity. In our ignorance we called it overproduction.
It was not such. It was an object lesson which, despite
man’s slowness to appreciate if, unerring nature per-
sisted in thrusting before his notice until he discovered
that this temporary surplus was the one and only thing
out of which it was possible lo create regularity in both
supplies and prices. So we find vegetables, eggs, butter,
fish, poultry, and many other perishable articles, getting
the benefit of an intelligent system which brings regularity
of supply out of irregularity of production. As man
masters the art of dealing intelligently with the temporary
surplus production of each article, we shall hear mo more
of overproduction in connection with that article.

Cases of temporary surplus production are a necessity
to growth and progress, and will only cease when the busi-
ness of the country ceases to increase and develop. In
colonial times, every nail produced was hammered out
by hand. Now, by the aid of machinery, one man can
turn out a thousand times as many nails as in colonial
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days. During the interim, the temporary inequalities
between the supply and demand have many times required
to be adjusted to each other. We have had, in other
words, frequent temporary surplus production of nails;
but in the end the nails have been consumed. None
have been destroyed for want of a market, and hence
we have had no overproduction of nails. The fact that .
such inequalities have always occurred and will continue
-to occur, simply emphasizes the importance of taking
the greatest possible advantage of these opportuni-
ties of temporary surplus production when they do
occur.

In some tropical countries they mine gold by hydraulic.
power and must do it in daylight. But, owing to the
climate, the streams are full of water at night and practi-
.cally dry all day. So long as the people lamented the
nocturnal overproduction of water’ they produced no
wealth. When they built dams to store the water at
night, they provided means to mine by day. This is a
_striking example of the way we must turn to profit these
seasons of temporary surplus production. It is during
periods of large surplus production that we can most
economically and profitably gather reserve stocks of
such products as we know will surely be in demand
during penods of recurring prosperity.

In the reign of Louis XVI there were at one time, in
certain departments of France, such abundant harvests,
" that wheat was almost unmarketable, while in other and
in not far distant sections of the country there was such
a lack of food that the inhabitants perished of hunger.
General Wilson, in_his “Study of China,” cites the fact
that in 1877 over ten millions of people died from starva-
tion in two provinces of China, while great abundance
prevailed in other parts of the country. It is quite
likely that overproduction was claimed in these sections
of France and China where food was so superabundant.
But was it overproduction? Was it not rather the lack
of an adequate system of transportation?
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Many men still living can recall years when grain was
so abundant at the time of harvest, in parts of the United
States, that it would not sell for as much as the cost of
gathering it, and great quantities were allowed to decay
in the field; and yet before the next harvest grain was so
scarce that it brought fabulous prices. Could this be
called overproduction? Was it not rather a lack of an
effective storage system for preserving the temporary
surplus crops until needed?

LESSONS TO BE LEARNED FROM THE FACTS ILLUSTRATED

While it is true that overproduction is not an admissible
proposition, it is also true that supply and demand for
any one thing rarely preserve an equilibrium for any
great length of time, nor can it be expected that nature
or art will ever arrive at such a condition as automatically
to provide products exactly where and when they are
needed. But by creating the modern system of trans-
portation and by inaugurating the present system of

- cold storage, two long strides have been taken in this
direction. These strides would not have been possible
but for the existence of temporary surplus production.
Yet another long stride forward will be taken when the
producers of stable commodities like coal, iron, lumber,
cement, steel, tin, copper, lead, etec., realize, as the pro-
ducers of perishable articles have done, that it is stability
in prices which will give them greatest wealth. They
will then take logical and timely measures through large
temporary surplus production, to secure this stability
in prices. In the same manner that man has encour-
aged the temporary surplus production of agricultural
products, he must encourage the temporary surplus pro-
duction of construction materials and other durable
manufactured produets. As he husbands the temporary
surplus of grain, he must husband the temporary surplus
of manufactured materials.

This could manifestly be done with iron, coal, lumber,
cement. ete., with less risk and more certainty of success
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and profit than with more perishable articles such as
grain, fruit, vegetables, ete., but it should be done with
the same degree of forethought, preparation and fixed
purpose. It would not do, for instance, after carrying
products through a part of the dull period to lose confi-
dence in the outcome and abandon the purpose before
the boom period developed, any more than it would do
for the farmer to abandon the cultivation of his crop in
the midst of the cultivating season. .

In the manufacturing nations we have had eight
depressions followed by booms within seventy years.
As long as the conditions which bring about booms are
permitted to exist, they will continue to occur; hence
the ultimate market for a temporary surplus of grain
accumulated during harvest is no more certain than the
ultimate boom market for construction materials accu-
mulated during dull years. Seven times in the last
seventy years iron has been produced in dull periods and
carried for boom prices in Scotland, and always with
large profits, although in one case the accumulation
continued for fifteen years and was in amount equal to
over twelve months’ production. In this extreme case
- the advance in price was 78 per cent., on the first return
of prosperity, and 109 per cent., if we include the first
substantial boom.* In the United States during the last
sixty years the average advance in price during boom
periods has been more than 200 per cent., and yet we know
of but few cases in which accumulations have been made
in this country, with due preparation and the distinct’
purpose of carrying the iron to secure the high prices of
the next boom. In each of these few cases the business
was a great success and attended by enormous profits.
The most notable was that of David Sinton, of Cin-
cinnati, Ohio, who carried iron about ten years. His
profits were so great that after he sold out on the boom
of 1864 he was rated as the richest man in Ohio.

* From 37/1 in 1888 to 66/3 in 1890 and to 77/10 in 1900. Official
Report of Royal Exchange, Glasgow, Scotland.
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Money made in this manner does no harm to any one,
and is a blessing to a great multitude. It gives employ-
ment during dull years to many who would otherwise
suffer, and when the boom years come, the accumulated
stock pays its owners a handsome proﬁt and yet goes
far toward preventing extreme thh prices. In Scot-
land, for instance, the advance in price caused by booms
in the last seventy years has averaged but a little over
50 per cent. as against more than 200 per cent. in the
United States. It is these excessive advances and
declines which are largely responsible for so many failures
in iron-making in this country.

Our boom advances are so enormous that they usu-
ally increase the cost of iron production from 50 per
cent. to 100 per cent., and the heavy losses sustained
by producers, while these fictitious prices melt away,
carry many of them into bankruptey. A Scotch iron-
master said to the writer a few years ago, on the
floor of the Royal Exchange in Glasgow, in effect, that
the American iron-producers take such short views
of business that they not only pave the way for
large losses, when prices go down, but that they throw
away opportunities for reaping large profits when prices.
go up.

To give an idea of what rich opportunities of this
character have been thrown away in the past, let us
illustrate what might have been done in this country-
between 1890 and 1899, at which time it was claimed
that pig iron was being produced as low as $6 per ton
in Alabama, and $9 per ton in Pennsylvania. Let us
suppose that a furnace company in Alabama, making
100 tons of iron a day at a cost of $6 per ton, had kept
* in blast from 1890 to 1899, inclusive. Suppose also that
they had piled up their product carrying it at an expense
of 50 cents per ton per annum for interest and storage,
and during the summer of 1899 had sold the entire accu-~
mulation at $12 per ton. The result would have been as
follows:
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Cost of meking 328,500 tons, at $6.00 per ton . . $1,971,000
Cost of storage and interest, at 50 cents per ton per yea.r 739,125

Total outlay . . ... $2710,125
Total yield, 328,500 tons, sold at $12 00 per ton .. . 3,942,000

Net profit remaining . . . . . . . . . . $1,231,875 -

Has any furnace company ever existed in the United
States making a hundred tons of iron per day, and selling
it at the current market prices as made, which could
show anything like such a profit over a period of nine
years? Yet we have figured the selling price at $12 per
ton only, whereas the market price rose during the fall
months to over $18.50 per ton. If sold at, say, $18, the
net profits would have been $3,202,875: more than 100
per cent. net profit on the cost price of the entire nine
years’ product, whereas it is doubtful if any furnace
company in that State made as much as 10 per cent.
profit on its nine years’ product by selling at the market
prices as produced.

Now, if we transfer this illustration to Bessemer iron
in Pennsylvania and Ohio, which cost, say, $9 per ton to
produce, 66 cents per ton _ber annum to carry, and was
sold at $18 (the market price went to $25), we shall have
the following result:

Cost of making 328,500 tons, at $9.00 perton . . . $2,956,500
Cost of storage and interest, at 66 cents per ton per
FEAY & + « 2 4 e s e e e e e e e 975,645
Total outlay . « o« . $3,932,145
Total yield of 328 500 tons, a.t 818 00 per ton « o« .- 5,913,000
Net proﬁt remaining . . . « o+ e e« . $1,980,835

Let us apply this illustration to the entire furnace
interest of the United States for the 1890-1899 period.
We were producing and consuming in 1890, in round
numbers, 9,000,000 tons per annum; in 1897 we were
producing and consuming about the same amount, but
during the interim many of the furnaces went out of
blast, and the production and consumption fell at times -
to a 6,000,000, 7,000,000, and 8,000,000 ton-per-annum
rate. Now, if all the furnaces which were running in
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1890 had been kept in blast until 1899, and the con-
sumption had remained what it was, we should have
accumulated in the year 1891 a surplus of about 1,000,000
tons; in the year 1893, about 2,000,000 tons; in 1894,
about 2,500,000 tons; in 1896, about 500,000 tons—
aggregating a total, up to the end of 1897, of about 6,000,~
000 tons. For ﬂlustratlon, we will suppose this iron cost
$9 per ton to produce, that the interest and storage
amounted to 66 cents per ton per annum, and that it
was carried until the middle of 1899. -The result would
have been as follows:

Cost of making 6,000,000 tons, at $9.00 per ton . . $ 54,000,000
Cost of storage and interest, at 66 cents per ton pet
year. . . . . . . . 22,440,000
Total outlay . . . s . $ 76,440,000
. Total yield of 6,000,000 ’oons so]d at 318 00 per ton. . 108,000,000
Net profit remaining e v e s e s e . . $ 31,560,000

And yet we have figured the selling price at $18 per ton,
whereas for six months, commencing in October, 1899,
the price of iron averaged about $22 per ton. Had the
six-million-ton surplus been sold at this figure, it would
have brought more than 100 per cent. above its first cost.

These illustrations are given only to show how entirely
safe and assuredly profitable it is to accumulate large
reserve stocks in long dull periods; they have no bearing
upon the remedy we shall later propose, since that remedy
will cause the fluctuations in price to be very much
smaller than they have been in the past, and will render
the accumulation of large stocks during dull times un-
necessary. The remedy we shall propose will not only
prevent the prices of iron and all other construction materials
Jrom advancing to abnormally high figures, but will be
equally effective in preventing their declining to abnormally
low figures. Neither of these desirable results could
be accomplished practically through the accumulation
of reserve stocks, simply because it is not practical to
accumulate or carry enough to have any substantial
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effect in preventing .abnormal advances. Let us analyze
this matter. )

We have already shown, on page 34, that an accumu- .
Jlation of iron in Scotland equal to more than twelve
months’ production did not prevent an advance in price
of over 78 per cent. on the ‘first return of prosperity.
Now let us analyze conditions and see whether it would
be safe and profitable to carry large surplus stocks of
pig iron in the United States. - As shown on page 37, a
temporary surplus production of about 6,000,000 tons
might have been accumulated up to the close of 1897
by simply keeping the product of the furnaces up to
9,000,000 tons per annum from 1890 to 1897. This
- would have been about 500 per cent. more than had ever
been accumulated in the United States, would have been
regarded as an enormous stock, and the cry of over-
production would have been loud and long. To illus-
trate what short views we take of this business, and how
utterly we fail to appreciate what large and small stocks
are, will be a simple matter, as it requires but few
figures to show that if we had held a stock of 93,226,874
tons at the end of 1907, and had continued to produce
at the rate of 9,000,000 tons per annum, it would all
have been consumed by the end of 1907. Here are
the figures: '

Imaginary stock atendof 1897 . . . . . . 93,226,874 tons
- Ten years’ product at 9,000,000 tons per annum . 90,000,000 “
Total . % . . . . . . . . . . . 183226874 “
Consumption ten years (1897-1907), . . . . 183,226,874 “*

These figures should satisfy any one that to produce
and carry iron through long dull periods, is not only safe,
but much more profitable than to sell it as made, and
that there is no danger that this condition will change
as long as the country continues to grow. Dr. William
Kent, in his review of the iron trade for forty-two years,

* This item is the total of the ten years’ production, as given in the reports
of the American Iron and Steel Association.
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published § in “The Iron Trade Review” of January 10th,
1907, gave statistics showing that the rate of increase
in the iron production of the United States for forty-
one years (1864-1905) had been over 114 per cent. per
decade, and that for the last decade (1895-1905) it had
been over 143 per cent., so that even if the rate should
fall as low as 100 per cent. per decade, we have a pro-
spective production of 67,340,000 tons per annum by 1920.

Let it be distinctly understood that we do not suggest
any such absurdity as an accumulation of 93,000,000
tons, or even a tenth part of it; the figures are only used
to show that a stock of 7,000,000 tons at the end of 1907
might have been accumulated, and it would not have
been an absurdity. On the contrary, it would have paid
a handsome profit to the accumulators, and would have
prevented prices going up so quickly or so high. It
would also have been a useful object lesson, in that it
would have called more marked attention to the rapid
increase in consumption, and would have prompted
earlier and more extensive efforts to increase the pro-
ducing capacity.

To waste the labor and the faczhtws for producing the
great staples to the full capacity in dull times, when it is
certain that they will be in great demand in active times, as
Talleyrand says, “Is worse than a crime, it s a blunder.”
This is true, because, whenever scarcity in the supply of any
important commodity forces the price of that commodity
up o the point of restricting its use, it is simply nature
reminding us that there has been too little temporary surplus
production and husbanding of that article in the past.
Indeed, the time is probably not far distant when the
cry of overproduction applied to any useful article, in
any country, will be recognized as an evidence of a lack
of knowledge, forethought, and wisdom on the part of
the people of that country in taking care of temporary
surplus products when they can be had for use during
periods when they otherwise could not be had. '

Both nature and art, undoubtedly for a wise purpose,



40 INDUSTRIAL DEPRESSIONS

* give their products to man in a disproportionate manner,
not to be wasted but to be cared for intelligently, and if
he does not so care for them, he is certain to suffer for
his neglect. Is there anything in nature or history which
does not teach man that if he would have anything in
plenty when needed, he must raise and gather it when
it can best be produced? Is it not good business to
gather surplus products when they are plenty and cheap
and hold them until they are scarce and high? Have
any ten years passed in the recollection of men now
living, in which the people of this country have not
suffered through abnormally high prices for the want of
an adequate supply of some of the great staples which
might have been produced and stored in times of plenty?
In the 260 years of the country’s growth, has any one
ever heard of useful manufactured products being de-
stroyed because of want of a market? Have they not
all been consumed in time? Is not this proof that each
one of the overproduction claims put forth during the
last two and one half centuries has been rank nonsense?
Has not modern society simply failed to grasp one of
nature’s greatest economic truths?

Since the dawn of civilization, the greatest and most
powerful nations of every period of history have been
those which have recognized to the fullest degree the
importance of producing and storing up such temporary
surplus productions as were necessary to the life, defense,
and well-being of its citizens. The nations which have
crumbled into decay in times of peace or in times of war
are those which have failed to learn this great truth
which nature is constantly thrusting before man’s atten-
tion. The Scriptures, from Genesis to Revelation,
abound in accounts of the immense storehouses and store
cities builded and maintained by the great nations of
ancient times. They not only gathered in the months
of harvest sufficient to supply the people until the next
harvest, but they stored up, in years of plenty, sufficient
to provide for years of famine. This wise provision
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ranked first in importance in all temporal affairs. Is
this one of the lost arts? Verily what Thomas Arnold
wrote years ago is still true: ‘“What is called ancient
history is the most truly modern, the most truly living,
and the most rich in practical lessons for every suc-
ceeding age.”

CONCLUSIONS

Thus we see that the accumulation of unsold goods is
not an evidence of too much production of that kind of
goods, but of too little production in other lines of business -
which ordinarily consume that kind of goods; that the
only natural limit to a people’s power to acquire, possess,
and enjoy material wealth is their capacity to produce
that wealth; that products are in themselves buying
power; that it is impossible to create products in excess
of buying power; that products are wealth; that wealth
increases in the proportion that production exceeds
consumption; that it is impossible for wealth to increase
so rapidly or so largely that it will exceed man’s desire
to possess it or his power to pay for it. We see also that
if the country is to have the maximum of prosperity it
must have the maximum of production; that we cannot
become richer by producing less riches; that there cannot
be too much temporary surplus production of any useful
article which can be safely stored until the people need
that article.

The difference between the poorest nation on the
globe and the richest is simply the natural conditions
" resulting from the difference of production. Every day
of idleness is a permanent and irreparable loss, and can
no more be replaced than the lost day can be replaced.
It has sacrificed something the community might have
possessed. The natural condition of man is to be at
work. He wishes to earn in order that he may buy.
When willing, competent workers cannot secure employ-
ment, some external or internal malady has dera.nged_ the
industrial machinery, and that wrong is working injury
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not only to the unwillingly idle individuals but to the
whole country. No obstacle should be allowed to stand
in the way of man’s capacity to produce to the utmost
such 'things as add to the well-being and elevation of
mankind. Nothing should be allowed to stand in the
way of man’s increasing his comforts and wealth except
the natural and reasonable limit to his energies.

There is no greater fallacy than the claim that over-
production is the cause of industrial depressions. Maxi-
mum production is maximum prosperity. Depression
is distinctly underproduction.



CHAPTER V

POOR CROPS — PRESIDENTIAL ELECTIONS — REACTION —
PERIODICITY

A LARGE portion of the people believe that poor
crops have been the cause of many of the indus-
trial depressions which have occurred in the United
States during recent years. This belief exists, first, for
the reason that poor crops were the cause of most of the
depressions which occurred in this country. previous to
the nineteenth century and that they continue to be the
cause of depressions in the nations which are still chiefly
agricultural; second, because people are slow to realize
any change in every-day affairs, no matter how great
these changes may be.

In July, 1900, an interview appeared in one of the.
principal dailies of London from a well-known New York
financier in which he asserted that the crops were the
chief source of railroad earnings in the United States.
This article was extensively copied in the papers of this
country without calling forth criticism or correction,
although at that time the official report of the Interstate
Commerce Commission for the fiscal year ending June
30, 1899, had been widely published for many months,
showing that the products of agriculture were less than 12
per cent. of the total tonnage transported by the railroads
of the country. We quote from this report as follows:

Tonnage reported

Classes of as originating Per cent. of

Commaodities on line aggregate
Products of Agriculture . . . . 50,073,963 11.33
Products of Animals . . . . . 13,774,964 3.12
Products of Mines . . . . . 227,453,154 51.47
Produets of Foresta . . . 48,122,447 10.89
Manufactures . . e o o o ' 59415205 13.45
Merchandise . o« o« « . .« . 19,844,735 449
Miscellaneous . . . . . 23,197,155 5.25
Grand Total . . . . 441,881,623 - 100.00

43 .
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Of course, everything has its due effect. Whatever
shortage occurred in the volume of a year’s crop in any
district would unquestionably result in less freight to
the transportation companies of that district. As,
however, the railroad tonnage of the entire agricultural
products of the country is but 11} per cent. of the
whole tonnage, such shrinkages as occur in this 11} per
cent. on account of short crops must necessarily be
small. Compare with this the shrinkages which occur,
during an industrial depression, in the tonnage of
mining and manufacturing products, which comprise
about 65 per cent. of the whole tonnage of the rail-
roads.

Whatever shortage occurred in the selling price of the
nation’s crop would result in that much less buying
power in the hands of the proprietary farmers. But is
there any tangible shortage in the selling value of a small
crop as crops occur in juxtaposition from year to year?
It is almost an axiom that small crops bring big prices.
Let us analyze this matter. The corn crop of 1901 was
only a two-thirds crop in amount, and yet it brought
38 per cent. more money than the large crop of the year
before; the tobacco crop of 1907 was in quantity 11 per
cent. less than the average for the preceding five years,
but brought 16 per cent. more money; wheat was 5 per
cent. less in quantity, but brought 6 per cent. more money;
oats were 19 per cent. less in quantity, and yielded 24
per cent. more money.* Poor crops affect the industries
injuriously at times, but not to the extent generally
believed, and not often in the manner commonly sup-
posed; that is, it is not “because the farming population
has less money with which to buy industrial products.”
It is more often because the non-farming population,
being obliged to pay more for their necessities, have
less to spend upon luxuries. To illustrate this, take the
corn. crops of 1900 and 1901, the statistics of which were
as follows:

* Letter from the United States Agricultural Department to the author.



POOR CROPS 45

Value Value
Area Production Farm Yield of

Year Planted. hels Value e r | Yield
Acres Bus Deo. 1 %::hei I:re per

in bu. | Acre

1900] 83,320,872 | 2,105,102,516 |$751,220,034 | .357 | 25.3 [$9.02
1901) 91,349,928 | 1,522,519,801 | 921,555,768 | .605 | 16.7 {10.09

As will be observed, the farmers received a total of
$170,335,734 more for the two-thirds crop than they
did for the large crop of the year before. Statistics show
that the consumption of corn per capita, was 2475%
bushels in 1901, against 247%% in 1900. It was, there-
fore, the consumers of the corn, who used about the
same quantity each. year, and who were obliged to pay
the farmers 60} cents per bushel in 1901 as against
357 cents in 1900, who had one hundred and seventy
millions of dollars less money with which to buy in-
dustrial products. This is not an exceptional case.
Compare the tables in ‘“The Statistical Abstract of the
United States,” of the three chief cereals — corn, wheat,
and oats—for the forty-one years from 1866 to 1907, and
it will be found that there were twenty-seven instances
in which a short crop brought more than the large crop
of the year before, as against twenty-four instances in
which a short crop brought less than the large crop of
the year before. The total gain to the farmers was
$1,450,000,000 on the twenty-seven instances, against a
total loss of $1,314,000,000 on the twenty-four instances.
This shows a net gain to the farmers, in the period of
forty-one years, of $136,000,000 on poor crops, over good
crops-of the year before. Then again there were only
three instances in the forty-one years in which poor erops
of the three cereals came the same year, whereas in
many cases a poor crop of one cereal was offset by a
good crop of another. .

This analysis indicates that there is little difference
in the amount realized by the proprietary farmers of the
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country, as a whole, whether the crops which closely
succeed each other are large or small, and that the small
crops pay them, on the average, a little more than the
large crops. Note the facts, that the two-thirds corn crop
paid them 38 per cent. more money; that the tobacco
crop of 11 per cent. less paid them 16 per cent. more
money; that the wheat crop of 5 per cent. less paid them
6 per cent. more money; that the oat crop of 19 per cent.
paid them 24 per cent. more money.

~ In the case of the small corn crop of 1901, for which the
consumers paid and’the producers received $170,000,000
more money than they did for the large crop of the
year before, these conditions might have- offset each
other if the producers had expended the -additional
amount they received for the same class of articles that
the consumers were obliged to deny themselves, but'
this was probably not the case. The extra income of
the farmers, instead of being invested in general goods,
is more likely to be used in paying off mortgages or in
" buying “the land just joining” them, so that, even when
a short crop does bring more money, it may result in
less general trade and have a depressing effect to that
extent. Mr. James J. Hill, in a letter to the author
under date of September 3, 1910, writes as follows:

“While it often is true, as you state, that the farmers as a whole receive
as much money for a short crop as for a full one, this does not prevent in-
_dustrial disturbance. The farmers whose crops are short must restrict
their purchases, while those who receive actually more cash for their prod-
uct do not add proportionately to their purchases. On the other hand,
the advance in the price of food products and the cost of Living cuts down
the purchasing power of the whole non-agricultural population. As a rule
they make the necessary economies not by lowering the quantity or quality
of their food, but by doing without other comforts or necessaries. " This
restricts the demand and operates precisely as a falling off in demand for
construction material to produce depression. While this might make your
statement of construction cost as the sole cause of depression less sweeping,
it does not, of course, affect the validity of your argument as a whole.”

The products of agriculture have not only ceased to
be the chief source of income to our twenty-nine millions
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of workers,* but the difference in the earnings of those
engaged in agricultural pursuits, between a year of poor
crops and a year of good crops, is remarkably small.
On the other hand, the difference in the earnings of those
engaged in the industries, between a year of industrial
prosperity and a year of industrial depression, is very
great. The area of the United States is so large and its
climate so varied, that when crops are poor in one section
of the country, the shrinkage in volume is almost invari-
ably offset by large crops in some other section. Then,
too, there is little or no change made from year to year
in the number of laborers employed upon the farms,
except to keep pace with the change in population. The
demand for farm products being regular, the preparations
for supplying it are regular. If the crops are poor, it is
the result of unfavorable weather, not because fewer
laborers were employed in raising thegn. Thus the
wages of farm-laborers, as well as the profits of proprietary
farmers, is remarkably uniform.

The conditions which confront those engaged in the
industries are entirely different. Statistics show many
cases in which the building of railroads, ships, and fac-
tories is doubled within a year or falls off “one half
within a few months.} We see also communities where
a large number of residences, factories, etc., may be
built one year and none the next. With these increases
- and shrinkages in construction, come full proportionate
increases and shrinkages in revenue to the industrial
workers and proprietors. There are no such equalizers
as uniformity in the number employed, and high prices
when crops are small, as noted in agriculture. It is
just the reverse, for, when construction falls off, a propor-
tionate number of construction workers are discharged,
and the wages of those still employed are usually reduced.
A falling off of 20 per cent. in the business of the nation
means the discharge of one fifth of the workers. A check

* See ““American Manufactures ”—The Americana,
t See Appendix L.
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to the industries which resulted in the loss of employ-
ment to-five out of each twenty-nine of those engaged
in the gainful occupations of the nation in 1900,
would have cut down the earnings of the people at
the rate of $3,000,000,000 per annum, an amount
nearly equal to the total value of the whole agricul-
tural crop of that year. The largest loss which has
ever occurred in this country in consequence of a poor
crop is infinitesimal in comparison with the loss resulting
from the discharge of one out of five of the industrial
workers.

If large crops should be harvested in this country in
the same season that small crops were harvested in other
countries, the farmers of this country would undoubtedly
receive a greatly increased revenue through the larger
exports of their products.” But often our large crops are
offset by large crops abroad, so that the fortunate con-
ditions which might produce a greatly increased revenue
are rarely enjoyed. Nevertheless our farmers have on
some occasions experienced these fortunate conditions
and in consequence have in these instances realized
greatly increased revenue. But the largest gain ever
realized from such fortunate crop conditions does not
compare in amount with the gain realized from the
industries during a year of industrial prosperity over a
year of industrial depression. Take, for example, the
year 1905, when the industrial production was about
40 per cent. greater than in 1904; this increased rev-
enue amounted to a difference of several billions of
dollars.

The following figures, taken from ‘“The United States
Statistical Abstract,” show how little influence the total
value' of farm products has had upon the total volume
of the industries, as far back as the government has
given annual crop values on which comparisons can be
made. {

1 Previous to 1900 the government has gathered crop statistics but
once each decade.
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Year Total Value of Farm Production of Total Bank
Products in Dollars Pig Iron Clearings

1900 $5,017,000,000 13,789,000 tons $114,000,000,000
1901 5,317,000,000 15,878,000 84,000,000,000
1902 5,617,000,000 17,821,000 “ 116,000,000,000
1903 5,917,000,000 18,009,000 113,000,000,000
1904 6,159,000,000 16,497,000 * 102,000,000,000
1905 6,309,000,000 22,992,000 “ 140,000,000,000
1906 6,755,000,000 25,307,000 “ 157,000,000,000-
1907 7,488,000,000 25,781,000 154,000,000,000
1908 7,848,000,000 15,936,000 126,000,000,000
1909 8,622,000,000 25,795,000 165,000,000,000
1910 8,926,000,000 27,303,000 “ 163,000,000,000

As will be observed, the industries fell -off largely in
1904, as compared with each of the two previous years,
in both of which the value of the crops was much less;
showing that the small crop years were the largest indus-
trial years. The same relative conditions took place in
1908, as compared with 1906 and 1907.

A thorough analysis would undoubtedly show a uni-
form sequence of poor crops and industrial depressions
in early times when all nations were chiefly agricultural.
A thorough analysis, however, shows no sequence of
poor crops and industrial depressions in the five industrial
nations since they became large manufacturers. Analysis
also shows that poor crops have not been contempora-~
neous in these five nations, during recent years, while
industrial depressions are pronouncedly so.* It is quite
clear, therefore, that in the five industrial nations, where
these severe industrial depressions have occurred, the
size of the crops has not been the cause of the class of
depressions which we call “mysterious.”

PRESIDENTIAL ELECTIONS
Many people in the United States have attributed
industrial depressions in the past to presidential elections.

* First Annual Report of the United States Commissioner of Labor,
page 290,
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Undoubtedly they do have more or less effect upon the’
.industries. 'Every hour of time taken from the produc-
tion of wealth by the producers of the country and given
.to the elections has its due effect in cutting down the vol-
ume of agricultural and industrial products and to that ex-
~ tent reduces the wealth and buying powers of the people.
Then, again, if either party advocates something which
the people believe would injure business, it undoubtedly
retards business until the threatened danger is past.
For instance, the uncertainty as to whether the future
basis of the currency was to be gold or silver, which
attended the presidential campaign of 1896, affected all
business during the campaign, and the volume of the
industries declined enormously;* but after the election
in November, which decided the question in favor of
the gold basis, business quickly revived and before the
close of 1897 was greater than ever before in the hlstory
of the country.f Outside of this instance, the presi-
dential years show a gaird in the volume of the industries
as often as they show & loss, and in each of these cases
the gain or loss can be unmistakably traced to causes
more potent than presidential elections.
Yoursof If presidential elections had been the

Preﬁ-
dentil  Industrial cause of industrial depressions, then there
. Election Depres-

Years - son -would have been some reasonable connec-
~ tion shown between the two, and there
s would have been some sequence in these
— 132 recurrences; but nothing of the kind can
1sis be discovered in the most searching anal-
— ysis of these events. This can best be
163 illustrated by the accompanying diagram.
T % The intervals between presidential elec-
153 — tions, as every one knows, have always
— 1%  been four years, while the intervals between
igéz industrial depressions, as will be observed

1332 * See page 162,
R -4 t Then, too, there was nothing mysterious about this

depression, for every one knew the cause.
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from the accompanying table, have been

Dev'“- four, eight, eleven, ten, ten, ten, six, nine,

eight, three, one, one, one, four, three, and
four years respectively. Four times de-
pressions have come one year after elec-
tions; five times they have come one year
before; six times they have come hali-way
between, and twice they have come on the
same year. This shows meither sequence
nor connection. The only noticeable fact
revealed by the diagram is, that during
this period of ninety-six years they have
come on the same year only twice, as
against four, five, and six times on the
intervening years.

When a presxdentla.l election affects the
industries at all, it is either a short-lived
effect, like the case of 1896, when the cause
is known to every one, or it is so moderate
in effect as to be fully covered by the com-
mon remark, that they are “off years.”
It seems- quite apparent, therefore, that
the long-lived and mysterious industrial
depressions, which have occurred in the
United States, have not been the result of
presidential elections, and it must be even
more apparent that presidential elections
were not the cause of the contemporaneous
depressions in the four other industrial
nations.

REACTION

Reaction is a spontaneous recovery from
some forced and unnatural condition. A
steel spring if forced out of its natural con-
dition- will react as soon as the force is
removed; but from the natural flow of
water downward there is no reaction. If
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industrial prosperity is unnatural and industrial depres-
sion is natural, or if the condition of a maximum number
of citizens at work earning and producing wealth is unnat-
ural and the maximum number of citizens idle is natural,
then reaction might be claimed as a cause of industrial
depression; but there is nothing in nature which points
to idleness as a natural condition of the citizens of a civ-
ilized community. Quite the reverse. Even in a condition
of complete savagery, man must do some labor, for the
spontaneous products of the soil cannot be enjoyed by him
except through some exertion on his part.. Wild fruits
must at least be gathered, and if one would have clothing
to protect him from cold, or shelter to protect him from
the elements, he must labor to fit nature’s products to his
purposes. Barbarism, which is defined as ‘“only one
remove from the savage state,” “only a little advance
in industry and art,” * is attained only as a consequence
of a greater amount of labor; while the highest state of
civilization is only attained by the maximum amount of
labor, Civilization is defined as the result of “the
multiplication of the means of culture and enjoyment
or progress and achievement; the lifting up of men
mentally, morally and socially.”t Every step of this
progress and uplifting results from labor. Mental and
muscular action and exertion, because they are natural,
come with the first hour of the infant’s life. Compul-
sory idleness is a severe punishment at any age. We
permit labor in our prisons, because it is considered
inhuman and unnatural to compel human beings to idle-
ness. It is natural for even the animals to work for them-
selves and those of their kind dependent upon them.
Civilization not only results from labor, but it increases
the natural desire for labor. The United States is a
civilized community, hence the normal and natural
condition of an able-bodied American citizen is to be at
work. He may not love the particular employment he
is engaged in, but he wishes to work that he may be able

* Standard Dictionary. t Ibid.
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to earn and buy for himself and those dependent upon
him. Idleness begets want, poverty, crime, disease, and
all their resultant evils. It is natural for the normal
man to shun these, and he works to escape them. Work
begets plenty, comfort, wealth, honor, happiness, and
health. These are what man desires for himself and
those he loves, and it is natural for him to work to attain
them.

The degree of civilization attained by a nation is in
exact ratio to the proportion of its citizens who are able
to enjoy the natural desire for mental and- physical
work. In the year 1900, the United States had a popu-
1ation of about seventy-six millions, of which over twenty-
nine millions were engaged in some gainful occupation,
although there were at that date only about twenty-three
millions of male citizens between the ages of fourteen and
sixty. There was no law of man which compelled these
people to work; it was the law of their natures. Broadly
speaking, if any one of those twenty-nine millions of
workers had lost the opportunity to work, his or her
greatest anxiety and desire would have been to secure
another opportunity.

It is a mistake to believe that when all the workers
are employed, production is being overdone and reaction
must result. Maximum production is natural in a
civilized community. There are, of course, “drones in
every hive,” but keep the industrial machinery free from
the retarding influence of all external or internal derange-
ments, and all the willing workers will be fully employed.
We have had a century of object lessons to demonstrate
this truth. We have witnessed a spontaneous recovery
from every one of the industrial depressions of the past,
after the retarding conditions were removed; but never
until they were. A vigorous effort was made to bring
back full prosperity in the latter half of 1909, but it was
a failure; the retarding influences bad not all been
removed. You cannot force prosperity, but open the
way for it and it will come of itself. The unsuccessful
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‘effort made in 1909 to bring back full prosperity should
prompt us to find out what retarding influence was block-
ing the way.
It is time that this false belief, that with all the bread-
winners at work we can produce too much permanent
wealth, should be exploded forever. This belief seems
to be as common to-day as it was a hundred years ago,
when the production of permanent wealth was limited
‘to 'what could be produced by a small part of the 10 per
cent. or 15 per cent. of the workers not required in agri-
culture. During the last sixty years we have not only
increased the percentage of manufacturing and mechan-
ical workers probably 600 per cent., but by machinery
have added vastly to their individual effectiveness. What
would have become of the 14,500,000 breadwinners who
were, in effect, released from agriculture during the last
sixty years, if there had been any truth in the belief
that there is a limit to the production of permanent
wealth? The enforced idleness of a vast number of
willing workers, with the suffering it brmgs to them, and
the loss it brmgs to the whole community, is an unnatural
condition and is contrary to the first principles of reason.
When workers are thrown out of employment and
deprived of the opportunity to work and earn, and when
maximum production gives place to minimum production,
it is not a spontaneous recovery from some forced and
unnatural condition; it is an unnatural condition forced
by some external or internal derangement.

PERIODICITY

The theory of periodicity in poor crops, financial crises,
industrial depressmns, wars, pestilences, - earthquakes,
and other occurrences in which a noticeable coincidence
as to time of repetition has occurred, has for centuries
had many advocates. Clement Juglar regarded the
periodicity of ups and downs, crises and liquidations as
an economic law, the action of which was more certain
than the action of the law of supply and demand.
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The absurdity of these claims of periodicity as applied
to industrial depressions is emphasized by the great
diversity in the length of the cycles claimed by different
persons for the same things, as well as the great variety
of causes assigned for them by the respective advocates.
There are ups and downs in many things, hence there is
nothing remarkable in the coincidence of an equal interval
of time elapsing between the occurrence of two wholly
unconnected events, and, taking into consideration the
natural desire for mystery, it is not surprising that these
coincidences are seized upon and claimed by some one
as the cause of a coincident depression.

At one penod we find seven years claimed as the time
that intervenes: between poor crop cycles; at another
time a fourteen-year period seems to have taken a firm -
hold. In industrial depressions, ten years seems to be
most génerally claimed, while others claim the periods to
be nine or eleven years. ‘

The theory of Mr. John Mills* was that the cycles
of ups and downs came in periods of ten years, divided
as follows:

First. Three years of diminished trade, lack of work
and falling prices.

Second. Three years of active tra.de, slowly rising
prices, and fair employment. '

Third. Three years of unduly excited trade and
rapidly rising prices.

Fourth. One year of crisis.

Compare the above description with the length of
periods in the table on page 50 and it will be found that
although there were three periods in the ninety-three
years between 1814 and 1907 when the intervals of time
between industrial erises were ten years each, there were
also three periods in which the intervals were one year
each, three when they were four years each, two when
they were three years each, two when they were eight

* John Mills “On Credit Cycles and the Origin of Commercial Prices,”
printed in the Manchester Statistical Society Transactions for 1867-1868,
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years each, and periods when they were six years, nine
years, and eleven years respectively.

- Then compare the above description with Appendix Z
and Appendix L and note how remarkably the description
differs from the facts in all particulars. Instead of there
being three three-year and a one-year division, the actual
divisions range all the way from one to fifteen years.
Then in the second division of Mr. Mills, instead of being
attended by slowly rising prices, the periods in question
have, during the last 107 years, been almost invariably
attended by slowly falling prices. See years 1870 to
1871, 1876 to 1878, 1888 to 1889, and 1896 to 1898.
Then take Mr. Mills’ third division. Instead of the
period being three years of rapidly rising prices, the
periods of rapidly rising prices are only from four to twelve
months, and for the whole century average but eight and-
one half months. -

After the belief in cycles of uniform length had been
so repeatedly discredited that it became unpopular,
compound cycles of two or more interims of time came
into vogue, the most notable of these being that of
Benner,* in which he claimed that from 1834 to 1875
the intervals between the high prices of iron in the United
States (which marked booms) had been eight, nine, and
ten years, and the intervals between its low prices (which
marked depressions) had been nine, seven, and eleven
years. He also predicted that this order in its advance
and decline would be continued in the future, as he
claimed it had been in the past. Mr. Benner’s book
made a marked impression at the time, as iron had al-
ready experienced a three years’ decline, during which it
had dropped from $54 to $23 per ton for No. 1 Foundry
in Philadelphia. It was then below the cost of pro-
duction, and iron men were confidently predicting an
early advance; but iron continued to decline during
the next two years, 1876 and 1877, as Benner had pre-
dicted. This made a profound impression, and during

* Benner’s Prophecies, page 45.
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those two years it required several editions of his book
to satisfy the demand. The following year, 1878, prices
moved directly contrary to his prediction, and, although
prices since that date have more often moved with his
predictions than against them,* they have nevertheless
been against them repeatedly, and the theory, like all
other theories based upon periodicity, has been discredited.

Suffice it to say, the periodicity theory, as a cause,
has for three hundred years or more been harnessed to
a great variety of phenomena, only to be found totally
untenable after a practical time test. There is literally
nothing in periodicity, as applied to the industries,
except the simple fact that when the industries increase
from their lowest point to their highest point, and in
turn fall from their highest point to their lowest point,
a period of time necessarily elapses. 'That lapse of time
has probably never been exactly the same in two instances
and probably never will be. If it should be, it would
simply be a phenomenon or a coincidence, not a cause.
Lightning and thunder are the phenomena of a storm,
not the cause of the storm.

* See diagram of Benner’s Predictions on Appendix Z.



CHAPTER VI

TURNING  TOO MUCH CIRCULATING CAPITAL INTO FIXED
CAPITAL—A MENTAL DISEASE — THE WORLD ALREADY
PROVIDED WITH ECONOMIC TOOLS

MANY prominent authorities, particularly among
bankers and economists, believe turning too much
circulating capital into fixed capital to be one of the
chief causes of the mysterious industrial depressions
‘which come in the absence of any apparent cause.

The mistaken beliefs upon this subject and the sub-
ject of overproduction are probably the most harmful
of all the popular delusions. The harm from the former
comes chiefly from the 'banking community, when they
look with alarm upon the large amount of money being
put into construction of railroads, buildings, and other
objects of fixed wealth and draw closer lines on loans
for such purposes. By such acts they are unconsciously
using the most effective means in their power to dwarf
prosperity. The harm from the latter comes chiefly
from™ the trades-unions through their mistaken belief
that there is only a certain amount of work to be done,
- and that, by restricting the amount turned out by each
worker, all will be employed for a longer time.

How the mistaken theory that too much circulating
capital was at times turned into fixed capital ever gained
lodgment in the minds of men is hard to imagine. Per-
haps it dates back to periods when it required nearly
all of -the workers to provide the necessities of life, and
in those days there were instances when a portion of
those, whose labor was necessary to supply the necessities,
gave their time to the production of permanent wealth.
In such instances the volume of necessities was not suffi-
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cient for the maintenance of the people, and they were
obliged to import food or suffer for the want of it.

To say that men do not work for money, but for
commodities, simply because they exchange money for
commodities, and that therefore these commodities are
circulating capital is ignoring important facts. - Sometimes
they exchange money for a hair-cut or a Turkish bath.
Does that make hair-cuts and Turkish baths circulating
- capital? '

The persistent efforts of some economists to elucidate
this false theory by denominating commodities as the
circulating capital of a country, is simply prostituting
science and distorting facts. It is going back to bar-
barism in an attempt to illustrate civilization. It is
even worse, for commodities were not circulating capital
even then. They were nothing more than the materials
of barter. When barter was the only means of securing
something which was desired, it was because there was
no -circulating capital in existence.’ When -circulating
capital was introduced, something new was created. It
was a step in civilization. It was a powerful and active
something, and the revolution it has brought about iri the
exchanges of real estate, groceries, dry goods, etec., cannot
be elucidated by setting aside actual circulating capital
and borrowing groceries, dry goods, ete., as a substitute.
When we see a great corporation preparing to build a
railroad by collecting a huge quantity of flour, meat,
molasses, ete., with which to pay its workers, we shall
be ready to entertain the theory that commodities are
circulating capital.

ANALYSIS OF THE FACTS

" Real circulating capital (money and credit) performs
such a large share of modern business, and its function
is so different from that of any other thing, that one cannot
llustrate modern business by substituting for it some- -
thing which has an entirely different function. When
the business men of a nation prepare themselves for the
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creation of great constructive enterprises, they do it by
accumulating money or providing credit balances in banks.
Part of this may be done by borrowing. on their posses-
sions. This is done more largely upon their buildings,
railroads, ships, ete. (so-called fixed capital), than it is
upon their groceries, dry goods, tools, ete. (so-called
circulating capital). Commodities are actually no more
circulating capital than are buildings and machinery.

In order to analyze the theory that turning circulating
capital into fixed capital is the cause of industrial depres-
sions, we will suppose that Mr. A. has $1,000,000 in
real circulating capital. He builds with it a block of
residences. At the end of, say, twelve months he has
completed and paid for them. Mr. A. has thus turned
his circulating capital into so-called fixed capital. Mr.
A. has the block of residences, and the circulating capital
is in the hands of the people who furnished the labor, the
materials, and the skill to erect the block of residences.
If, when these workers received their pay, it was their
custom to' destroy it, there would be some reason for
alleging this as a cause, but such a disposition of the cir-
culating capital never occurs. Not one dollar of it is
destroyed. It is simply transferred into other hands and
is being circulated by them and others fo whom it is in
turn paid. The country at the start had only the capital;
at the finish it has the capital plus the buildings. To
illustrate further, let us suppose there are ten thousand
Mr. A’s in one community, not all building residences,
but each producing something needed; the result would
be business prosperity and growth of wealth in that com-
munity. Imagine another community where the ten
thousand Mr. A’s are holding their circulating capital
or paying it out only for the necessities of life, and you
have a community suffering from industrial depression.
In such a community there is absolutely no increase in
wealth. Its inhabitants are simply existing, and at the
end of one hundred years they will be no richer.

Will any person claim that this action of Mr. A’s in
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putting up the block of buildings was a drawback to the
prosperity of the country, or imperilled its prospects in
any way? Was it not better in every way that these
workers should be employed and not idle? If they had
remained idle, they would probably have continued to
live; and to live, they must in some way have procured
and consumed the necessities of life. If idle, they would.
have reduced the wealth of the country. As it was, they
added to the wealth of the country. Would the erection
of this block of buildings have intensified an existing de-
pression, or have tended to create one which did not exist?

When real circulating capital is transferred in payment
for some fixed product, that capital is not deprived of any
of its natural functions. The individuals who parted
with it may, for the time, have parted with their individ-
ual power to continue production, but the individuals
who secured that capital acquired the power which the
others lost. The power of the community to produce is
as great as before, and it matters little into what class of
the breadwinners’ hands the capital falls, as.in due time
substantially all of it finds its way back into the regular
channels of business, where it is again just as available as
before.

When an industrial depression comes, it is not because
of any initial check to the production of the commodities
which are included under the head of circulating eapital.
The stocks of vegetables, groceries, dry goods, furnishings,
utensils, etc., which come under that head are usually
abundant. It is because of the initial check to con-
struction which comes under the head of fixed capital.

This bugaboo about turning circulating eapital into
fixed capital is simply a delusion. The people who have
turned most circulating capital into fixed eapital have
simply been most industriously employed producing
wealth instead of wasting their time in idleness. Stop
turning circulating capital into fixed capital and you stop
growth in wealth. Pick out the town or city where there
has been the least progress and improvement, and you
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have the locality where there has been the least ““turning’
of circulating capital into fixed capital.”

Pittsburg is the greatest iron and steel market in the
United States, and one of the greatest centers of circula-
ting capital. Why? Because of the large amount of cir-
culating capital which in years gone by has been turned
into fixed capital in the shape of furnaces, mills, and steel
plants. It is the investments in fixed capital which draw
business to any locality and hold it there. Wise invest-
ments in fixed capital are the surest means of increasing
the amount of circulating capital in any community or
country.

It is not necessary for the public to give one moment’s
thought to the production of necessary commodities or,
so-called circulating capital. That is a part of economics
which takes care of itself almost automatically. There
is, for example, no more intricate system connected with
the supply of necessities than the production and placing
of fresh, sweet milk upon the breakfast table of four
millions of people in the city of New York three hundred
and sixty-five mornings in the year, yet not one states-
man or economist has been obliged to give an hour’s
thought to this intricate problem. The business has -
regularly grown with the demand. Reliable and regular
demand prompts reliable and regular supply.- But it is
necessary that the earnest thoughts of the influential men
of the nation should be given to the problem of putting-
an end to the unnatural and disastrous checks which are
allowed to come to the production of fixed capital. Keep
the production of fixed capital up to the maximum capacily
of the country, and industrial depressions will not exist.

Stated in different language, ‘“‘turning too much eir-
culating capital into fixed capital” means simply produ-
cing too much permanent wealth and too little perishable
wealth, which, as a cause of industral depressions, is
wholly untenable. The true theory of the wealth of the .
nations, as well as of individuals, lies in the art of living
upon the smallest amount of so-called circulating capital
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consistent with the well-being of the people, and creating
the largest amount of so-called fixed capital.

A MENTAL DISEASE

Mr. N. C. Fredericksen, late Professor of Economics
and Finance in the University of Copenhagen, was an
enthusiastic believer in the theory that industrial depres-
sions were ‘“due to waves in the minds of men,” that they
were the result of “mental process.” He said: “I like to
compare the movements of prices with the waves of the
sea.” In speaking of the great ups and downs of prices,
he writes: “The total movement is formed from the
mental situation of the human world, and it is this that
has created sometimes a too high, sometimes a too low
level of prices. When thereis rather a regular alternation
of economic excitement and depression, the real reason is
that such an alternation seems to be a necessity for the
human community.” The same views seem to have been
entertained by John Mills, Courcelle Seneuil, the French
economist, and by William Langton, the Manchester
banker. Vilfredo Pareto thought the mental waves a
necessity to man, and compared them with the necessity
of alternating temperature to plant life, in which even the
daily changes must be kept up in the hothouse, without
which the plants would die. When we realize that these
are but a few of the many forms in which this aspect of
the subject has been presented by intelligent men, we
can appreciate the unlimited scope of the vagaries and
wild fancies of the human mind.

The increase and decrease of the industries are the
direct effect of man’s will, influenced by his judgment as -
to what he believes to be for his material interest. While
it is true that his will is directed by his mind, that mental
decision is no more the result of mysterious mental waves,
when he wills to start or wills to stop an industrial opera-
tion, than when he buys something he wishes if the price
be reasonable, or goes away without buying if he consider
the price too high. There is no more mystery in the man’s
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motive and act in connection with the industrial opera-
tion, than there is in his motive and act in connection
with the wished-for article. One is as natural and simple
as the other. Both are purely business decisions governed
by business motives.

THE WORLD ALREADY PROVIDED WITH ECONOMIC TOOLS

After each season of great prosperity in the nations,
succeeded by a mysterious industrial depression, there
comes a mistaken belief on the part of many that the in-
dustrial nations are now so completely supplied with
the tools and facilities of civilization that the future must
necessarily be confined chiefly to maintenance and repairs.

Georges de Laveleye, editor of the ‘‘Moniteur des
Intéréts Matériels,” of Brussels, in writing of the indus-
trial depression which took place in Belgium and other
European nations between 1872 and 1876, says, in effect,
that the industrial activity of the last half-century has
resulted in fully equipping the civilized countries of the
world with economic tools, and the work of the future
must necessarily be repairs and replacement, rather than
new construction. M. Piermez, a prominent Belgian
banker, in writing of the same period of depression and of
the wonderful prosperity experienced by the civilized
nations in the two or three years of prosperity just pre-
ceding the period of depression then existing, says: “It
is not likely that there will be again an economic progress
comparable to that by which this century has changed the
face of the whole world.”

The late Hon. Carroll D. Wright, formerly United
States Commissioner of Labor, in his valuable report of
1886 on industrial depressions, calls attention to the fact
that the Suez Canal had been built; Amsterdam had been
united to the sea; the Pyrenees and the Alps had been
tunneled; the merchant marine had been transformed
from wood to iron; harbors and rivers had been suffi-
- ciently developed; railroads in England, Belgium, France,
Italy, Spain, Russia, Germany, Austria, Turkey, and the
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United States had been built; and he adds: “What is
strictly necessary has been done oftentimes to superfluity,
but it will not leave room for a marked extension, such
as has been witnessed during the last fifty years, or afford
a remunerative employment of the vast amount of capital
which has been created during that period. The market
prices of products will continue low, no matter what
the cost of production may be. The day of large profits
is past. There may be room for further intensive but not
extensive development of industries in the present era
of civilization.” *

Now, these opinions were written by men who had rare
opportunities of knowing their subject—men of unusual
ability and intelligence. In shrewd insight and correct-
ness of conclusions upon industrial subjects, the writer
has always placed Mr. Wright second to no man, and yet
twenty years’ additional experience shows that bis and
the other opinions upon this subject were utterly ground-
less. Yet, how many would have disputed these opinions
at the time they were written?  When pig iron was $6.50
per ton in Alabama and $9 per ton in Pennsylvania in
1897, if any one had predicted that the same quality
and grade of iron would sell for $25 and $27 per ton
within five years, how many would have believed it?
The theory that any boom will ¢arry a nation to a point
of completion in improvements, will be untenable until
. after that nation has passed its zenith and commenced
to decay. ““The tools and facilities of civilization” must
increase with the growth of civilization in every progress-
ing nation.

* First Annual Report of the United States Commissioner of Labor,
pages 256-257.



CHAPTER VII
MINOR ALLEGED CAUSES OF INDUSTRIAL DEPRESSIONS

IN the United States, as well as in some other countries,
public opinion is divided -on the question of high and
low tariff. Some believe that high tariff is largely or
‘wholly responsible for our periods of business depression,
while others believe that it is the chief cause of our periods
of great prosperity. There is nothing in history to
support either belief. The revivals of business have
come when the tariff was high, and when it was low, and
the depressions have done likewise. During a good part
of the last century, the United States maintained high
tariff, and the other four industrial nations low tariff,
and yet the seasons of prosperity and of depression came
to all of these five nations contemporaneously. In 1889
out of fifteen nations the United States was second in
highness of tariff, while France was eleventh, Germany
twelfth, Great Britain thirteenth, and Belgium fourteenth,
and these are the five nations which have suffered most
severely from industrial depressions. In the United
States, between 1897 and 1907, the ups and downs of busi-
ness were among the largest in history (see Appendix Z),
and yet the tariff rates were the same throughout the
whole period. The United States with high tariff, and
Great Britain with free trade, have been the two nations
which have suffered most severely from depressions and
have suffered at substantially the same time,

The prospect of early tariffi change has undoubtedly
had violent temporary effects upon imports, but these
violent effects come from the ever-present and instinctive:
desire for gain. When a dealer knows or believes there
will be an early advance in the duty on an article that he
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imports, he will make extraordinary efforts to import a
large quantity of that article before the advance goes
into effect. A notable example was the increase in the
duty on tin-plate. Between the passage of the law and
the date on which the advance took effect, the demand
from this country was so great that the Welsh mills were
run to full capacity night and day, and towards the close
of the period heavy premiums were paid for fast steam-
ships to land cargoes in this country before the date the
larger duty was to take effect. After this, the importa-
tions of tin-plate ceased almost entirely. On the other
hand, when a dealer knows or believes there will be an
early reduction in tariff rates, he will put off imports of
the goods affected, as far as possible, until the reduction
has gone into effect.

OTHER ALLEGED CAUSES

Then there are a considerable number of causes for
depressions alleged, which are untenable because they
increase business, whereas depression is a decrease of
business. Among this class are: “Large Importations
of Goods and Exportations of Gold,” *Large Transfers
of Money,” “Influx of Foreign Capital,” ‘“Immigration,”
“Coolie Labor,” “Convict Labor,” ete. Let us consider
these briefly.

If “Large Importations of Goods and Exportations of
Gold” were a cause of depression in the United States,
then they should have been a cause of prosperity in the
foreign countries, such as England and France, both of
which undoubtedly profited by the extravagance of our
people; but these countries suffered from depression at
practically the same time the United States did.

Importations of goods and exportations of gold are
simply exchanges of values. One person wishes certain
goods more than the gold he possesses, the other wishes
gold more than certain goods he possesses; each parts
with something of value for something he considers of
more value, To stop such exchanges would lessen pros-
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perity or intensify depression. Examine our exports
and imports for a hundred years, and it will be seen that
the balance of trade was largely against us almost con-
stantly during the first three quarters of the nineteenth
century, in the most prosperous years, as well as in the
most depressed, and almost constantly in our favor during
the last quarter, during the most depressed years as well
as the most prosperous. No connection can be demon-
strated as having existed between this alleged cause and
the industrial depressions of the last century in any of
the industrial nations.

If “Large Transfers of Money” brought industrial
depression to the country which suffered the loss of the’
money, as many have claimed, then' the payment of the
immense war indemnity by Fra.nce to Germany, in 1871
to 1873, should have brought industrial depression to
France; whereas the depression which occurred in all
the industrial nations at that period commenced in Ger-
many several months before it did in France, and was
.much more severe in Germany. This transaction was
an exceptional case, in that it was a transfer of money
without a return of value. The actual result, as revealed
by analysis, was perfectly logical, where the real cause
of the mysterious industrial depressions is understood.
The 5,500,000,000 francs poured into Germany stimulated
the building of factories and other permanent improve-
ments to a degree never before experienced. The capacity
of the country not being sufficient to furnish the materials
to supply this extraordinary demand, prices of construc-
tion materials advanced enormously. This abnormal
advance in prices brought a sudden and unexpected check
to contracts for construction and in due time to actual
construction; this threw large numbers of workers out of
employment, and put the endless chain of depression causes
in full motion. The war indemnity hastened and inten-
sified the abnormal advance of prices in Germany, hence
she was the first and the greater sufferer from the depres-
sion which followed. In this case the large transfer of
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money was a powerful cause of industrial depression;
but it did not come in the manner those who advocated
this alleged cause imagine, but just the reverse. _

Large transfers of money are usually made in adjust-
ment of large transfers of products. They are natural,
they promote, they do not retard the industries. The
large transfers of money from the cities to the agricul-
tural districts to pay for the crops, and the retransfer of
that money to the cities to pay for manufactured produets,
is a necessity to business; to stop it would almost certainly
bring immediate depression. The transfer,of ‘money
between nations in exchange for values is of the same
necessary and healthful nature, and promotes the pros-
perity of each.

“Influxof Foreign Capital” is another promoter of

business and therefore untenable as a cause of depres-.
sion. The unrestrained flow of capital from one place
where there is a surplus, to another place where there is
a deficiency, is not only natural but beneficial to both.
. sections. It furnishes needed capital to the pioneers who
carry progress to new territories, and yields a revenue to
the older countries which supply it.*
- “Immigration,” “Coolie Labor,” ‘Convict Labor,”
and all like things, which in themselves add to business,
a thorough analysis shows, cannot be maintained as causes
of an industrial depression, for depression is a lessening of
business. Additional laborers, from whatever source, may
be detrimental to other laborers, when the supply exceeds
the demand, but this condition should never exist. When
the industrial system is understood and adequately con-
trolled and directed, each additional worker will simply
be understood to medn a larger increase in the rate of
wealth-producing. v

* “It is at least evident,that in a country situated like the United States,
with an infinite fund of resources yet to be unfolded, every farthing of
foreign capital which is laid out in internal melioration and in industrial -
establishments of a permanent nature, is a precious acquisition,” Alexan~
gexi ;;inmilf/on, “Report on Manufactures” made to Congress, December
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“Bad Laws” and “Bad Legislation,” like financial
panics, may be a cause of industrial depressions, but
when they have this effect it is a blow from the outside
and is known. Take the Sherman Silver Coinage Law,
for instance, passed in March, 1890; the working of this
law was clearly the cause of the financial disturbance in
1893, and the financial disturbance had. a disastrous effect
- upon the industries, but the cause was perfectly apparent,
there was no mystery about it. 'What we are endeavoring
to indentify is the mysterious and unknown cause which
for generations has brought depressions contemporane-
ously in all five of the industrial nations in the absence
of any known or -apparent cause. (See table, page 80.)
It is altogether likely that all these nations have bad laws
as well as good ones upon their statute books, and have
had them through prosperous times as well as hard times,
but we do not find- that they have all had epidemics of
bad laws contemporaneously to correspond in periodicity
with the industrial depressions from which these nations
have suffered contemporaneously.

“Want of Confidence in Government” may also be a
cause of industrial depression, or of financial panics, or
even of a political revolution; but if it were of sufficient
gravity to cause an industrial depression, it would be
known, and therefore it must be eliminated from the list
as a cause of the mysterious industrial depressions which
are the subject of the present analysis. It is, in other
words, not a known cause for which we are searching.



CHAPTER VIII
RESULT OF ELIMINATING THE UNTENABLE ALLEGED CAUSES

IN old times, when one wished to designate a proposed
task as impossible, or at least supremely difficult to
accomplish, one would be apt to designate it by the homely
but expressive adage, “You might as well hunt for a
needle in a haystack.” Now if a needle were known to be
in a haystack, and the finding of it were of as much impor-
tance as is the identification of the cause of these depres-
sions to the manufacturing nations of the world, it would
be possible to find the needle, provided the task ecould
be accomplished in an exhaustive and analytical manner;
that is, if in the search each straw composing the stack,
from the top down, were carefully examined and analyzed,
and, as the examination progressed, each straw found not
to have the needle in or about it were removed. Of
course, if the straws were allowed to remain after they had
been examined, the task would be hopeless, for as long
as the mass of straws remained to obstruct the view and
distract the attention of the searcher there would be little
chance of discovering the needle; hence the removal of
the straws, after they are found to be free of the needle,
is necessary to success.

Just so with the search for the cause of these mystenous
depressions. 'With the hundreds of alleged causes claimed
by thousands of people constantly distracting attention,
the task of distinguishing the real cause from the great
mass has necessarily been almost hopeless; but if each
alleged cause is removed after it is found to be untenable,
it will then cease to distract the searcher; the view will
be unobstructed and, in the end, the real cause will
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necessarily be identified, simply because it will be the
only one remammg

In carrying out the experiment of ehmmatmg from the
lists of alleged causes gathered by the various govern-
ment ‘cornmissions and the Bureau of Labor* in the effort
to discover and identify the unknown cause, the first and
most important step is to eliminate everything connected
with known and "acknowledged causes, such as wars,
earthquakes, floods, famines, financial panics, ete. This
is particularly necessary in the case of everything con-
nected with finance, not only because financial panics are
known to be a cause of industrial depressions, and hence
not among the unknown and mysterious causes sought
for, but because the admission of financial matters by the
searcher has for fifty years or more been the chief reason
for the failures to identify the mysterious causes. In
fact, financial influences are so numerous and are so fre-
quently the known cause of depressions that they comprise
a large part of the mass of “straws” which for these many
years haveobstructed the search and confused the searcher.
No man can hope to fathom the mystery who allows his
thoughts to stray in such a distracting field. It is the
cuttlefish, which simply muddies the water and obscures
the vision of the searcher. For these reasons, the prog-
ress of elimination will be commenced by placing the
letter “F”’ opposite everything connected with finance in
the tables in Appendices B and C.

In our analysis of the discoveries of the United States
Commissioner of Labor, as to the contemporaneousness
of depressions of the past, in the five manufacturing
nations of the world,{ such strong and persistent evidence
was developed as to make it almost certain that these
depressions were the result of something which occurred
contemporaneously in all of them. When Chapter IX,
which contains the analysis of this subject, is read, it will
undoubtedly be admitted that all alleged causes which

* Appendices B and C.
¥ Chapter IX, commencing on page 79.
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- occurred in ome mation only, or were purely local in a
natural sense, such as “‘Presidential Elections;” ‘‘Na-
tional Banking System,” ‘Demonetization of Silver,”
“Refunding Act,” etc., may be tentatively eliminated.
To indicate whlch these are, we have placed the letter
““A” opposite each in Appendices B and C.

"The United States Commissioner of Labor gives
“Falling Prices” as one of the chief alleged causes of
these depressions.* This is one of the alleged causes
which has the strongest appearance of being true, but
analysis shows that appearances, in this case, are totally.
deceptive.  Full analysis will be found in Chapter XI,
under the heading ‘“‘Demand for Immediate Delivery
vs. Demand for Future Delivery,” commencing on page
110.

To 1dent1fy the untenable alleged causes which have.
received special treatment and are eliminated, either
because they were found not to be causes of depression,
or, when so, were known and recognized, and therefore
are not the unknown and mysterious causes sought for,
the letter ““G’’ has been placed opposite each in Appen-
dices B and C.

As maximum production, maximum creation of buying
power is in itself industrial prosperity; nothing which
contributes to the increase of business can be logically
rated as a cause or contributory cause of industrial de-
pressions.} Everything, therefore, which adds to business,
whether great or small, may be eliminated as untenable,
and so designated, by placing the letter “D” opposite

" each in Appendices Band C. -

We may also eliminate from the lists of alleged causes
as untenable everything which exists continuously, in .
good times as well as in bad times, such as ‘‘ Destitution’
Caused by Sickness,” ‘Taxation,” ‘Intemperance,”
“Tobaceo,” “Combinations of Capital,” “Competition
‘of Products in Market,” ‘‘Patent Laws,” ‘‘Educational

* First Annual Report, 1886, page 79.
{ See page 41.
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System,” ete. To identify such as are eliminated on this
ground, the letter “B" has been placed opposite each in
Appendices B and C.

We may also eliminate from the lists of alleged causes
as untenable everything which affects individuals, or a
collection of individuals only, and which does not affect
the business of a nation as a whole; also such things as
may be a loss to an individual, or a collection of individ-
uals, but at the same time are a corresponding gain to
some other person or persons, or to the government, such
as ““Taxes,” ‘“Land Grants to Corporations,” “Unequal
Division of Profits,” ‘“Unjust Taxation,” ete. To iden-~
tify such as are eliminated on this ground, the letter “E”
has been placed opposite each such alleged cause in
Appendices B and C.

Among the alleged causes of .industrial depressions
referred to at the close of Chapter II, which are too trivial
to require any evidence to convince one of their untenable
nature, are such as ‘Adulteration of Food,” “Piece-
work,” ““Neglect of Laboring Men by the Aristocracy,”
““Conspiracy Laws,” ‘“Free Passes,” etc. These alleged
causes may be dismissed as untenable on the ground that
they are too unimportant to cause such a great revulsion
as a widespread industrial depression. To identify such
as are eliminated on this ground, the letter ““C’’ has been
placed opposite each in Appendices B and C.

By reference now to Appendices B and C, it will be
observed that all but twenty-one of the alleged causes
have been eliminated for one or more of the six reasons,
represented by the identifying letters A, B, C, D, E, and
F, or by separate and special treatment identified by
letter “G.” The twenty-one not eliminated are as
follows:— '

. Want of Demand,

. Decrease of Home Demand,

Want of Foreign Market,

Want of Market for Home Products,
Under-consumption,

g oo o e
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6. Decreased Building of Railroads,
7. Want of Employment,
8. Too many Non-producers,
9. Enforced Idleness,
10. Surplus of Labor,
11. Enforced Economy of the Laboring People,
12, Increased Public and Private Economy,
13. Want of Confidence,
14. Inflation of Prices,
15. Expanding Values,
16. Variation in the Cost of Production,
17. Variation in the Rate of Wages,
18. Reduction of Prices to Cost of Production,
19. Uneven Production,
20. Want of Adjustment between Production and Consumption,
21. Erroneous Industrial System.

None of these can be eliminated on any of the tests thus
far tried.

The first twelve are found on analysis to be conditions
of depression, and conditions which do not exist in any
of the five industrial nations during a season of industrial
prosperity. As long as the boom is at its height and all
business is kept up to the maximum rate, there is no
“want of demand”’; no ‘‘decrease of home demand”;
no “want of foreign market”; no “want of market for
home products”’; no ‘ under-consumption’’; no “decreased
building of railroads”; no “want of employment”; no
condition of ‘“too many non-producers”; no ‘‘enforced
idleness’’; no “‘surplus of labor’’; no “enforced economy
of the laboring people,” and no “increased public and
private economy.” It is only after the microbe of in-
dustrial depressions has existed and been at work many
months, and finally the malady has broken out upon the
surface, that any of these twelve conditions appear in
the five industrial nations. Then they appear in all of
them, grow rapidly, and continue to exist in these nations,
all through a period of industrial depression. When they
cease to exist, depression has ceased to exist. In fact,
they are the sum and substance of depression. We may,
therefore, still further contract the field of our search for
the mysterious cause, by eliminating these twelve alleged
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causes on the ground that they are clearly conditions of
depression, and hence not the cause of depression. To
identify such as are eliminated on this ground, we will
place the letter “H’’ opposite each in Appendices B and C.

Before leaving these twelve conditions of depression,
however, we must call special attention to their great
importance. They are the links in the endless chain of
industrial depression events. This chain is started by
the reduction in active business. Then follows, in turn,.
" reduction of production, reduction of employment, reduc-
tion of earnings, reduction of expend1tures, and reduction
of demand; followed by a series of repetitions of this
chain of events, each acting upon and intensifying the
others, until the depth of depression is reached. What
this means to the five nations can be imagined, when we
remember that in this one nation the average earnings
of each of its twenty-nine millions of workers is estimated
at $600 per annum.* If five out of each twenty-nine of
these workers are thrown out of employment, it means
a loss at the rate of $3,000,000,000 per annum in the
earnings of the people of this one nation.

A careful examination of the six following alleged causes
(13 to 18), which we have not been able to eliminate by
any of the tests applied, shows that they can all be summed
up in the one term, “High Prices,” which everything thus
far points to as the cause of the mysterious industrial
depressions under review. ‘‘Inflation of Prices” and:
‘““Expanded Values” (14 and 15), for example, are simply
high prices expressed in different words, and the same
may be said of the high, inflated, or expanded elements
of “Variation in the Cost of Production” and ‘Variation
in the Rate of Wages” (16 and 17). The reverse elements
of 16 and 17, and ‘‘Reduction of Prices to Cost of Pro-
duction” (18), are simply the natural rebound from high
prices. It is these high, inflated, and expanded wages,
values, and prices, when they have entered into production,
which create the “Want of Confidence” (13), dand it is

* First Annual Report of the _Commissioner of Labor, page 66.
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the want of confidence which tightens the purse-strings,
and this in turn cuts down production, thus bringing on’
“Uneven Production” (19), and “Want of Adjustment’
between Production and Consumption” (20). While
the boom is on, and maximum production is kept up, all
materials which can be produced are quickly absorbed,
and this is in effect a perfect “adjustment between pro-
duction and consumption”; but when production of
buildings, ships, railroads, ete., falls off, the materials
ordinarily used in these enterprises accumulate, and the
perfect ‘“‘adjustment between production and consump-
tion” ceases. ' '

No one can deny that we have an ‘‘ Erroneous Industrial
System” (21). There could be no stronger evidence of
this than the fact that our industrial system has for a
century permitted these enormous fluctuations in the
prices of the principal materials which enter into our
growth in permanent wealth. First-comes the period of
abnormally low prices, under the stimulus of which con-
tracts for production are made, which later on are found
to be far in excess of the country’s capacity to execute.
Then follows as a natural consequence the period of
abnormally high prices, which checks the confracts for
production to a degree which later on is found to reduce
actual production far below the country’s capacity to exe-
cute.

In these nire uneliminated alleged causes (13 to 21),
we have a complete list of everything which requires to be
remedied, to do away with and prevent the twelve condi-
tions (1 to 12) which make up industrial depressions, as
far as they are the result of internal microbes.

. If anything be needed to free this conclusion from doubt
or uncertainty, it can be found in the fact that every
industrial depression which has occurred in the five in-
dustrial nations, not recognized as the result of some ex-
ternal cause, has been preceded by the nine causes (13 to
21), and attended by the twelve conditions (1 to 12), which
are the subject of this chapter, and by the further fact
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“that there has not been, during the century, a single case
of an abnormal advance in the price of important com-
modities which has not been followed by a depression.

From these facts it would appear, that of all the alleged
causes gathered by the three commissions appointed by
the United States Senate and House of Representatives,
and those gathered by the Bureau of Labor during the
first year of its existence, together with those gathered
from all other available sources, there is but one alleged
cause which stands the test of all forms of analysis which
can be brought to bear upon it. That one, ‘‘ High Prices,”
stands the test, no matter in what manner it appears or
in what particular form of words it may be éxpressed.



CHAPTER IX
IRON THE BAROMETER OF TRADE

CONTEMPORANEOUSNESS AND SEVERITY OF INDUSTRIAL
DEPRESSIONS IN THE FIVE CHIEF IRON-PRODUCING
NATIONS* ’

IN the previous chapter our analysis of facts has indi-
cated that high prices were the cause of industrial
depressions in the United States from 1832 to 1884.
Turning our attention now to the other great nations,
which suffered most severely from industrial depressions
during the same period, we are confronted with some
remarkable corroborative evidence.

The United States Commissioner of Labor, in the sum-
mary of his first annual report, gives some data from analy- -
sis of the information gathered, which is of great value.
First in importance is the fact that industrial depressions

during the last century were most severe in Great Britain,
" United States, Germany, France, and Belgium, and were
not felt to any comparable extent in other nations.
Second, that the degree of severity in these five nations,
as related to each other, was in the order above named,—
that is, most severe in Great Britain, least severe in Bel-
gium, etc. Third, that industrial depressions were nearly
or quite contemporaneous in these five nations. The
following paragraph and table are taken from page 290
of said report:

“It has been clearly shown that the depressions of the
past in the manufacturing nations of the world have
been nearly or quite contemporaneous in their occur-
rence. Summarized as to dates, the following table is

deduced:”
* This is chapter and subject referred to on page 72.

7
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YEars or DEPRESSIONS

‘ gt';itt;fi — — 181418181826 — 1837 1847 1857 1867 1873 1882

Sreat 1 1803 1810 1815 1818 1826 1830 1837 1847 1857 1866 1873 1883

France 1804 1810 1813 1818 1826 1830 1837 1847 1856 1866 1873 1882
Belgium — — — — — - 1837 1848 1855 1864 1873 1882
Germany — — — — — — 183718471855 — 1873 1882

VALUABLE CLUES

The above table of contemporaneousness of depressions
in the five industrial nations gives several valuable clues.
It indicates that the cause of these mysterious industrial
depressions will be found:

First. In something which took place in these five
nations contemporaneously.

Second. In something which did not take place, or did
not exist to so great a degree, in other nations.

Third. In something which occurred only, or existed
only to so great a degree, in Great Britain and France,
from 1800 to 1810.

Fourth. In soimething which occurred only, or existed
only to so great a degree, in Great Britain, France, and
the United States, from 1811 to 1826.

Fifth. In something which occurred only, or existed
only to so great a degree, in Great Britain, France, the
“United States, Germany, and -Belgium, from 1831 to 1883.

Sizth. In something which occurred in these five.
nations, as above noted, on or before the times they suf-
fered from these various contemporaneous industrial
depressions.

Seventh. In something which, when it occurred, was
always followed or accompanied by an industrial depres-
sion in these five nations.

Eighth. In something which did not exist, or which
disappeared during the periods in which these nations
experienced an industrial revival.

Ninth. In somethmg powerful enough to affect the

volume of business in these nations to the extent that
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they respectively suffered during these industrial depres-
sions.

Tenth. In something which was not, at the time, recog-
nized as a calamity, as would have been an external blow,
such as a financial panie, famine, war or pestilence.

Eleventh. In something internal, and inherent to the
industries themselves.

Twelfth. In something so slow, silent, and gradual in
its action as to continue for many months without creat-
ing alarm, yet so pernicious and powerful in its cumulative
force as to produce disastrous industrial depressions in
five nations, contemporaneously, and, frequently, during
an entire century,

Here is a rich and most promising field in which to make
an analytical search for the unknown cause of industrial
depressions, for in all these twelve conditions we should .
be able to find something in which these five nations are
ranked together, even if we cannot find anything in which
they are ranked in the same order in relation to each other.
Note the fact that the table of contemporaneousness on
page 80 places Belgium in a group with four great nations,
while among the nations which are not included are
several that outrank her not only in population and area,
but in wealth, agriculture, and many other important
things. The question that naturally arises is; why should
- this small nation be ranked with the United States, Great
Britain, Germany and France, while Russia, Austria,
Italy and Spain, which outrank her, in most of the
important things, from 300 to 3000 per cent., are not
even admitted to the group? Let us analyze this matter.

In the 800 pages of Mulhall’s Dictionary of Statistics
are found exhaustive data upon all the important affairs
which affect nations. In a thorough search through this
volume nothing is found which even places these five
nations in a group by themselves in anything connected
‘with either agriculture, commerce, finance, population,
area, education, wealth, banking, money, labor, wages,
cost of food, mining or taxes (see Appendix H); while, on
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the other hand, in the statistics connected with the indus-
tries are found four cases in which the five nations are
grouped by themselves, namely:

Horse Power per Inhabitant.

Coal Consumption per Inhabitant.

Total Amount of Iron Production in the World from
1800 to 1900. .

Value of the Total World’s Iron Production, from 1800
to 1900.*

ADDITIONAL CLUES

Here we have a remarkable and valuable clue, for if the
mysterious industrial depressions of the last century were
so much more severe in these five nations that it placed
- them in a group by themselves, and if there is nothing in
all the affairs of nations which places them in a group by
themselves, except conditions connected with the indus-
tries, it would seem to be another indication that the cause
of these depressions originated from within the industries,
and not from anything outside.

Pursuing the analysis further, it is found that only two
things of the above four place these five nations in the
same order as relating to each other which they occupy
in relation to each other in the severity of industrial de-
pressions. These two are, *“Total Amount of Iron Pro-
duction in the World, from 1800 to 1900,” and “Value of
the World’s Iron Production, from 1800 to 1900.” (See
columns 60 and 61, Appendix H.) Here we have a clue
which points to something connected with iron production,
as in some way responsible for these industrial depressions,

Pursuing the analysis further, it is found that for several
centuries Great Britain and France were not only the
chief manufacturing nations, but the chief producers of
the world’s iron supply, and that they maintained this
position during the early part of the nineteenth century,
when, as shown by the foregoing table, they were the
only two nations which suffered severely from industrial

* See columns 55, 59, 60 and 61, Appendix H.
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depressions. It is found also that, during the War of
1812, the United States was largely thrown upon her own
resources for iron, and that by 1820 she was producing
110,000 * tons per annum, against 140,000 tons produced
by France, and 400,000 tons produced by Great Britain;
and that in 1814 the United States commenced to suffer
severely from industrial depressions. It is found also
that later on Germany and Belgium became large iron-
producers, and that when this took place they, too, com-
menced to suffer from industrial depressions.

Although Russia, Austria, Sweden, Spain, and Italy are
excluded from the list of five nations which suffered most
severely from industrial depressions, it is found that most
authorities mention Russia, Austria and Sweden as hav-
ing suffered to some extent, while some few make casual
mention of Spain and Italy as being slight sufferers. By
referring to Appendlx M it will be found that the five
nations included in this second list were also iron-pro-
ducers, though to a much smaller per capita amount.
Now, by referring to columns 60 and 61, of Appendix H,
it is found that the relative amount of iron produced by
this second list of five nations, as compared with each
other, was in the same order they are named at that time
in relative degree of sufferers from depressions.

This remarkable correspondence, between the rank of
ten nations, in the production of iron, and their rank in
the severity of industrial depressions, is of great signifi-
cance. Such facts cannot be waived aside by calling them
ten coincidences. Nor can the fact that these mysterious
industrial depressions were entirely absent in the nations
which did not produce iron be waived aside as another
set of coincidences. The chain of connection between
iron production and these mysterious industrial depres-
sions is too persistent and continuous. But-the chain
of connection does not stop here. Iron is universally
acknowledged to be the foundation of the mechanical
and manufacturing industries. Where iron is produced,

¢ Mulhall’s Dictionary of Statistics, fourth edition, page 332.



84 INDUSTRIAL DEPRESSIONS

there it is most largely consumed; where it is most largely
consumed, there the industries are greatest, and where the .
industries are greatest, there the suffering which results
from an industrial depression is most severe.*

Do these remarkable, corresponding conditions not
point unmistakably to the probability that the cause of
these mysterious industrial depressions will be found
within the jndustries which iron production created, and
possibly in something immediately connected with iron?

But still the chain of connection does not stop. In
chapters XIII, XIV, and XV, will be found a perfect
sequence, from the abnormal advance in the price of iron
to all the corresponding industrial depressions which
occurred from 1832 to 1908, which were at the time not
recognized as the effect of some external cause. Here is
something “within the industries,” and something ‘‘im-
mediately connected with iron,” something, too, which
existed in all the five nations immediately preceding each.
of these ten depressions, and which 'did not exist in these
nations at other times. Furthermore, high price of iron,
as will be shown hereafter in this volume, is the condition
which is chiefly responsible for high prices of construction,
and high prices of construction we claim to be the unknown
cause of the ‘““mysterious” industrial depressions from
which the five industrial nations have suffered during the
last century.

To illustrate further the remarkable national and
periodic conformity between industrial depressions and
pig iron production, and the complete lack of conformity -
in everything outside of the industries, we give in Appendix
H the relative rank of the nations in sixty of the most
important matters. The dates used are either the date
of the table of contemporaneousness (1886), or the nearest
obtainable to that date. To illustrate the remarkable na-

* Some pronounced changes have occurred since 1886 in the rank of
natiohs as iron-producers. At the present time (1911) they stand as fol-
lows: United States, Germany, Great Britain, France, Russia, Austria-
Hungary, Belgium, Canada, Sweden, Spain, Italy.
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tional and periodic eonformity between these mysterious
industrial depressions and high prices of iron, we give
in Appendix G a table showing the persistent sequence
between high prices of pig iron and industrial depressions
from 1825 to 1908.

INFLUENCE OF THE PRICE OF IRON UPON ALL BUSINESS

Now the advance in the price of iron whicl} takes place
during each boom, while it is but a small portion of the
aggregate advance in the general prices of construction,
yet it has a remarkable influence in bringing about the
advance in labor and general construction costs. This
is partly because iron is first to advance, partly because
its advance is so great, and partly because the ups and
downs in iron are so generally watched by those engaged
in all the other industrial interests. Few people keep
posted in the ups and downs in the prices of lumber, brick,
stone, cement, etc., but nearly every one watches the price
of iron. Even as far back as fifty years ago business men
watched iron prices as an indication and guide as to what'
they could look for in the future of their own business.

* In the dark days of 1862 and 1863, when the United
States was in the throes of the great Civil War, when
business was confined almost exclusively to dealings in
war supplies and the necessities of life, and when prices
of all materials that entered into construction or perma-
nent improvements were greatly depressed, there came a
slow but persistent advance in the price of iron. Several
of the important business men called upon a prominent
iron firm in one of our large cities to inquire about this
advance. They said in substance that they had found
from long experience that such an advance, if maintained
any length of time, was always followed by a great revival
in business and an advance in all important staples, and
if the present advance promised to be maintained, they
intended to advance the price of their own commodities.
These gentlemen were satisfied, from their interview, that
~ the advance would not only be maintained, but that it



86 INDUSTRIAL DEPRESSIONS

would probably continue and be very much greater. The
result was that an immediate advance was made in the
.commodities dealt in by these visiting business men, and
it was rapidly followed all over the country. If you wish
quick action from a business man, show him how he can
gain by the act.

In all our investigations, we have never interviewed a
dealer in the other commodities who did not acknowledge
that he bhad watched the price of iron and been largely
‘influenced in his own business by the pronounced fluctua-
tions in this ‘“Barometer of Trade.” In an interview,
the oldest and largest dealer in lumber frankly admitted
to the writer that in his active business days he always
kept close watch of the price of iron, and acted promptly
and largely on its indications; and in later life, as he
expressed it, “I always told my young men to buy heavily
and sell sparingly when iron commenced to advance, and
to buy spanngly and sell rapldly when iron commenced
to go down.”

During the thirty-eight years in which the writer has
observed the course of events attending each boom, iron
has been the first important staple to develop a short
supply, and the first to experience a large advance in price.
This advance has sometimes been as much as 50 to 100
per cent. before any considerable advance has occurred
in the other materials of construction. History does not
show any instance in which there has been a large advance
in the price of the other building materials before, or at
the same time, that the advance occurred in iron, unless
there was some unusual condition to cause it.

The cause of the great advance in the price of iron has
always been the same, namely, fear of a famine in its
supply; there is never any such fear as to the supply of
lumber, brick, stone, cement, etc.; hence these other
materials do not advance when iron does. The extra
demand for the other materials comes at the same time,
and in the same proportion, that the extra demand for
iron comes; if the conditions of supply were the same, they
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would undoubtedly advance in price at the same time,
and in the same proportion, but this has never been the
case. The advance in the price of iron has always been
greater and has commenced a long time before the advance
in the other materials.

Does any one familiar with these staples believe that
the prices of lumber, brick, stone and cement would go
up 80 to 300 per cent. if the advance in the price of iron
was confined to 10 or 15 per cent.? There is no such
danger of a famine in the supply of these other materials.
It is profitable to carry lumber for seasoning purposes,
and the ordinary stock is equal to two or three years’
consumption, while the output of brick and stone can be
doubled within a short time by simply doubling the
workers in the quarries and brick-yards; but it takes a
year to build an iron-furnace, and the stock of iron carried
in the United States is rarely more than two or three
weeks’ product. Under these circumstances, whenever
the demand for iron increases largely and quickly, say
100 per cent. within four or five months, it creatés a
vacuum which it is impossible to fill for many months,
and in the ensuing struggle among the many consumers to
get what little is produced over and above what is pledged
by contracts, these enormous advances take place.*

The advance of 100 per cent. in the price of iron is no
reason for an advance in the price of the other building
materials, it is only an excuse. The dealers in these other
materials see the opportunity, and, being human, take
advantage of it. The advance in iron is because of the
absolute impossibility of supplying the demand; not so
with the other materials. After the enormous building
of 1899, the year terminated with a stock of iron equal to
but three days’ production, while the stock of lumber was
equal to two years’ production. No abnormal advance
- in the price of lumber, brick, stone, etc. has ever occurred
or is likely to occur, without a preceding advance in the

* The average stock of pig iron carried in the United States during the
last twenty-five years was less than twenty-three days’ product.
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price of pig iron. — Keep the price of iron within bounds,
and you keep everything within bounds. -

Think of iron advancing from 80 to 300 per cent.! Is
it any wonder that the producers of lumber, brick, stone,
cement, ete., try to realize some of this advance, and that
they succeed? The same controlling influence seems to
be almost as potent during the dull years, in which prices
settle back to the abnormally low basis which stimulates
another boom; that is, every one looks to see what iron
is doing.

Then, too, the large advance in iron at the beginning
of a boom soon prompts the laborers engaged in iron-
making to demand higher wages, and this movement
spreads among all laborers. 'Thus the cost of production is
raised inordinately in all commodities. Broadly speaking,
a boom in this country advances-the price of iron from
80 per cent. to 300 per cent. within a few months, and
usually advances the cost of producing it from 50 to 100
per cent. before the boom is over. This addition to cost
is very serious in many ways, but the most serious feature
about it is the long time it takes to effect a cure. It is
made up, partly in the advance of labor and partly in the
advance of profits; both of these elements are in the
hands of many people, and each one holds on to his extra
pay, or extra profit, as long as he can, and so it nearly
always takes a long time to get back to a basis low enough
to stimulate another boom.

It is only in the uon—producmg countries that th%e
enormous advances in prices of building materials during
what we call booms reach such proportions; hence it is
only in these countries that the great set-backs in con-
struction, which we call industrial depressions, reach such
severity.

PREVALENCE OF IRON IN ALL THINGS

It may at first sight seem unreasonable to those not
familiar with iron to place so much importance upon the
influence of this one article; but think for a moment how
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thoroughly iron pervades everything. Look about you,
out of doors or in, and try to find something which was
produced by man without the aid of iron. Tt is used in
nearly every stage of the production and preparation of
the food we eat, in the manufacture of the clothing we
wear, and in the construction of the houses which shelter
us. The pipes which conduct gas, water, oil, and other
substances under the surface; the ever-increasing network
of rails which lie upon the surface, and the vehicles of war
and peace, are composed almost entirely of iron. Each
year it becomes more and more necessary to every enter-
prise of civilized man. Withdraw iron from the manu-
facturing and mechanical industries of a nation, and the
whole business of that nation would become paralyzed.

When all these things are considered it is not surprising
that iron has come to be known as “The Barometer of
Trade.” It is not only the foundation of the industries,
but the fluctuations in its price are so excessive and
abnormal that they have a wonderful influence upon the
prices of all construction materials.

The excessive and abnormally high price of construe-
tion answers every one of the twelve clues given on
page 80, which indicate where the cause of these myste-

rious depressions will be found.

"~ If iron is the foundation of the industries; if the indus-
tries could not exist in their present volume without it;
if these depressions occur only in the iron-producing na-
tions, and in their relative severity correspond exactly
to the relative volume of iron production; if there is
something about the production of iron which causes it to
advance first, and to an abnormal degree; if these ad-
vances have a marked influence in bringing about a
corresponding advance in the price of other materials
consumed in the industries; if the abnormally high prices
"thus developed are always followed by a depression even
in the absence of other causes, and when all outward
appearances indicate a continuance of prosperity; if
these high prices have never been reached without one
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of these depressions; if all the depressions of modern
times can be accounted for either as the effect of some
external cause, which is generally recognized and acknowl-
edged, or is accompanied by this remarkable and persist-
ent chain of connections and sequences between iron
productlon, hlgh prices, and severity of industrial depres-
sions; and if in all these years we find no other generally
recogmzed cause for these depressions, then it certainly
behooves us to turn our attention to a thorough analysis
of the industries of which iron is the foundation, for
within them must rest the unknown cause of these myste-
rious depressions. — How should this be done?

WHY THE CAUSE OF INDUSTRIAL DEPRESSIONS HAS EO
LONG REMAINED A MYSTERY

Sir Conan Doyle has said that the reason many mys-
tenes remain so long unsolved is that nearly every one

“reasons forward,” whereas a reliable conclusion can be
reached only by “reasoning backward.” Most people,
he explains, will take a train of events which has passed
under their observation, turn it over in their minds, and
decide that these events are the cause of a specific result;
this he calls “reasoning forward, or synthetically.” ' He
maintains that the only trustworthy and effectual way to
solve a mystery is to begin with the result, and follow
events back by analysis, in the reverse of the order of
their happening. At the start you must give no thought
or consideration to any past event, or chain of events, as
being responsible for the result. You must start with
the bare result, follow each clue back, step by step, to its
inception, excluding and rejecting everything which does
not stand the test of analysis. By this method you will
evolve “a chain of logical sequences without a break or a
flaw.” This is what he calls “reasoning backward, or
analytically.”

Industrial depressmn is a known result; what we are
searching for is the unknown cause. If a competent
chemist were employed to ascertain the ingredients of a
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certain compound, be would procure a sample of the com-
pound, and proceed by analysis until he had separated
each element from the others, and identified them. What
would one think of a chemist, if, instead of proceeding in
this analytical manner, he should proceed in a synthetical
manner, that is, procure a few hundred different sub-
stances, and proceed to mix them together in several
hundred different ways, in hopes of discovering which
combination made up the compound? And yet, this is
precisely the way the world for fifty years has been en-
deavoring to discover the cause of industrial depressions.

Synthetic reasoning will guide one in any path one
chooses to go. Take, for example, the hundreds of wit-
nesses who were called before the various government
commissions to give their testimony as an aid in discover-
ing the cause of industrial depressions in the United States
(See Appendices B and C). Without exception, they
.apparently all arrived at their opinions by a course of
synthetic reasoning. Almost as great a diversity of
beliefs was revealed by the witnesses before the Royal
(British) Commission, and the Commission appointed by
the French Chamber of Deputies.

The United States Commissioner of Labor, in his First
Annual Report, issued in 1886 (page 76), says: *In search-
ing, whether in Europe or America, for the cause of the
industrial disease which has affected the manufacturing
world since 1882, it is interesting to note how fully
trade, profession or calling influence opinions given,” and
further states that: “As a rule, one’s opinion can be fore-
seen by knowing his calling in life.” Opinions are not
evidence; they prove nothing, and would not solve this
question in another fifty years.

In reviewing the testimony given by hundreds of wit-
nesses before the various government commissions in
different countries, as well as the published works of indi-
viduals, we do not find a single case in which the analytical
method has been pursued. The First Annual Report of
the United States Commissioner of Labor is & most valu-
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able work. It contains many analyses of special things,
and is a wonderful collection of valuable tables and in-
formation upon the subject of which it treats, but it
mentions no effort to solve the cause of these depressions
by analysis, and even the summing up of the commissioner,
commencing on page 291, under the title of ‘‘Causes,”
is simply a very skilful effort to solve the mystery by the
synthetic method, although it does not claim to have
accomplished the purpose. It is, however, an admirable
example of valuable knowledge, which required much
special research to acquire. The collection of tables of
facts and the compilation of opinions are material for the -
analyst, and to that extent help in the location of the un-
known cause. :

Now the “known result” is Industrial Depressions; not
the class of depressions that have been occurring for
centuries, and which come to all the nations as a result of
war, pestilence, famine, financial panics, or some other
great calamity, which is known and recognized at the time
to be the cause of the depression; but the new class of
depressions which have developed within the last century,
and that have occurred so repeatedly in the manufacturing
nations in the absence of any recognized cause. This is
the bare result. If we would know the cause or causes,
we “must start with the bare result, and follow back step
by step to its inception, excluding and rejecting everything
which does not stand the test of analysis,” in the hope
that by this method we will evolve, as Sir Conan Doyle
declares, ‘‘a chain of logical sequences without a break or
a flaw,” and that by this course we shall find that what
has appeared ‘““to be the greatest mystery may be a mat-
ter of the most intrinsic simplicity.”

Let us first determine what relations the manufacturing
and mechanical industries bear to the whole business of
the nation.



PART 1I
ANALYSIS OF THE NATION’S BUSINESS



CHAPTER X
ANALYSIS OF THE NATION'S BUSINESS

UBJECTING the business affairs of the nation to
analysis, we find they are made up chiefly of four sys-
tems, namely: agriculture, the industries, commerce, and
finance. Broadly speaking, the agricultural system pro-
duces the necessities of life; the industrial system pro-
duces the materials of more permanent wealth; the
commercial system transports and distributes the prod-
ucts of both; while the financial system furnishes the
medium for settling the bills of . all.

There is a limit to agriculture, and broadly speaking
this limit is reached when the existing living beings are
provided with food and clothing, or, in other words, with
what we may call the necessities of life. A much larger sum
of money may be paid for the necessities at one period
than at another, or by one person than by another, but
still each being has but one stomach to fill and but one
body to clothe. There is a limit to commerce; this limit
is reached when it has distributed the products of agri-
culture and the industries in accordance with the demands
of the owners or purchasers. There is a limit to finance;
this limit is reached when it has adjusted the bills and
demands of existing business. On the other hand, to the
industries, there is no known limit; for, as has been shown
elsewhere in this volume, it is impossible to produce of
the objects of permanent wealth more than man desires
to possess or more than he is able to buy, and the products
of the industries may be multiplied indefinitely within
the borders of such nations as possess adequate deposits
of coal and iron, and have the energy and intelligence to
use them with wisdom.
) 95
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GROWTH OF COMMERCE

The growth of commerce during the last century is
shown by the facts that there were at its beginning no
railroads to carry products from the interior of the coun-
try to the seaboard; no steam vessels to carry them from
continent to continent, and no telegraph system for
intercommunication. Even as late as 1840 there were
but 5,420 miles of railroads in the world. In 1850 steam
vessels had a tonnage of but 1,000,000 tons, of telegraph
lines there were but 5,000 miles,; and of submarine cables
but twenty-five miles; while in 1903 there were 500,000
miles of railroads, a steamship tonnage of 17,000,000
tons, land telegraph lines of 1,200,000 miles, and sub-
marine cables of 200,000 miles.

The commerce of the world, which was but $1,470,-
000,000 at the end of the’eighteenth century, had in-
creased to $20,715,000,000 at the end of the nineteenth
century. The increase of the international commerce of
the world was about:

$1,000,000,000 in the eighty years between 1720 and
1800; $2,500,000,000 in the fifty years between 1800 and -
1850, and $16,000,000,000 in the fifty years between
1850 and 1900. This wonderful growth in the commerce
-of the world came partly from the increase in the products
of agriculture, but chiefly from the tremendous increase
in the products of the manufacturing and ‘mechanical

- industries.

GROWTH OF FINANCE

The growth of finance is shown by the commensurate
increase in banking capital and facilities of the banking
system. The banking capital of the United States 125
years ago was represented by the bank established by
Robert Morris in Philadelphia with a capital of $400,000.
In 1910 the capital, surplus, and undivided profits of the
banking institutions of the United States amounted to
$3,832,000,000, and this money only settles a small amount -
of the business of the country. Ninety-seven per cent. of
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international commerce is settled by bills of exchange;
ninety-two per cent. of domestic trade by checks. This
wonderful increase in finance was brought about partly
by the increase in the volume of agricultural products,
but chiefly by the increase in the products of the indus-
tries, and the resultant growth in trade, and the trans-
portation facilities necessary to distribute these products.

INDEPENDENCE AND INTERDEPENDENCE OF THE FOUR
SYSTEMS

At the beginning of the century, one giant, agriculture,
dominated and controlled all the other business interests
of the country. At the close, four giants occupied the
arena.

It was the large growth of the industries which brought
about the large and contemporaneous growth in both
commerce and finance. On the other hand, the industries
could not have increased as they did without an increase
in commerce to distribute their products, nor could the
industries and commerce have increased as they did with-
out an increase in finance to adjust the bills of both.

Yet, notwithstanding the complicated interdependence
of the four great systems of business, they are, neverthe-
less, four separate and distinet instruments, each propelled
or retarded at times by its own independent forces. Each
system embodies features which are individual and
peculiar to itself. Each is radically different in its nature,
purposes, and functions; each requires for its prosecu-
tion different kinds of knowledge and skill; different
plans, powers, and appliances; different organizations,
acts, and operations. Hence any fundamental derange-
ment which causes an increase or a decrease in the volume
of one system is necessarily different from a fundamental
derangement which causes an increase or a decrease in
either of the other systems.

The independence of these four systems, and their in-
terdependence upon each other, may be compared to the
alimentary system, nervous system, circulatory system,
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and respuatory system of the human body. If a human
being is suffering in consequence of a diseased condition
of the alimentary. system, no cure can be expected to
- result from a treatment of the respiratory system, nor
can the whole body be in a healthy condition, unless all
its parts are in a healthy condition. When the business |
of a nation is suﬁ'ermg, to effect a cure it is neces-
sary to find out first in what particular system the
malady is located. If this is accomplished it may be
possxble to discover the microbe of the disease, other--
wise there is little hope of administering an effective
remedy.’

Three of the business systems, as has been shown,
grew from dwarfs to giants simultaneously. They not
only attained nine tenths of their growth in one half-
century, but in their progress and actions they were so
intricately interwoven and dependent upon each other
that any cause of disorder in one was not readily dis-
tinguished from a cause of disorder in the others. It is
extremely difficult to distinguish between causes and
effects in one chain of events; how much more difficult
to so do in dealing with four chains of events. ‘

LIMITS IN INCREASES AND DECREASES

There is another feature connected with the limited
quality of three of the business mediums, and the un-
limited quality of the remaining one, which is also of
vital significance. Agriculture, commerce, and finance
not only have their maximum limits which cannot be
exceeded, but they also have their Immmum limits which
must necessanly be maintained.

The products of agriculture, being chiefly composed of
the necessities of life, must be kept up to the standard
volume of the people’s necessities at any cost. The
volume of supply cannot be permitted to shrink below
this standard in the smallest degree. If any nation pro-
duces a smaller volume of the necessities of life than is
required, the deficiency must be made up by procuring a
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supply from some nation which produced a surplus, else
the first-named pation must suffer.

Commerce is not only limited to transportation and
distribution in accordance with the demands of the people, -
but its facilities must necessarily be kept up to meet their
necessities. It is not permitted to fall below this stand-
ard. A like position, limit, and standard control the
volume of finance.

To the industries, however, there is no maximum limit
nor minimum limit which must necessarily be main-
tained. Its products are mainly the objects of permanent
wealth, and, apart from the necessities, the mainte-
nance of its volume is not a matter of life and death;
hence it may fall off in volume to almost any degree,
just as it may rise in volume to almost any degree.

The unlimited possibilities of the industrial system are
illustrated by its relative volume at the beginning and at
the end of the nineteenth century (see page 9). At the
beginning it required one person out of every five to
produce clothing for the people. At the close, by the
aid of machinery, one person could make enough for 250
persons. In 1888 the United States produced 600,000
sewing machines, which could do the work of 7,200,000
women. In 1880 there were 3,100 shoemaking machines
at work, producing 150,000,000 pairs of shoes annu-
ally* And who will say that the maximum limit to
the effectiveness of man’s productive power by the aid
of machinery has been reached?

The unlimited character of the industries is v1v1dly
illustrated by the fact that the increase of wealth in the
United States in the first four years of the present cen-
tury was greater in amount ($18,500,000,000) than the
entire accumulated wealth of the United States in 1860
($16,250,000,000).

These facts all point unmistakably to the conclusion

*In 1900 the capacity to produce had been increased to 400,000,000
pairs and the quantity actually made to 219,000,000 pairs. See “Boots
and Shoes,” The Americana.
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that the cause of booms and depressions must be within
the industries, where great increases and decreases in the
volume of business can and do take place, and not in the
other three business mediums, where increases and de-
creases cannot take place to any comparable degree.
The search for the cause of the mysterious industrial de-
pressions should, therefore, be made within the industries.

HOW THE SEARCH SHOULD BE MADE

In searching for the cause of a disturbance in one of
the business systems by analytic methods, the searcher
should not only analyze the system apart from the other
three, as a first necessity, but in the entire process of his
investigation should carefully exclude from consideration
any of the occurrences, functions, instrumentalities, or
effects which were known to be permanently united as
an element or an original quality of any of the other three.
In other words, to detect. the hidden internal cause, he
must insure himself against complication by rigidly ex-
cluding everything connected with known and external
causes.

Nature and natural laws are very much the same
wherever you find them. The analogy between the work-
ing of these laws on the human system and on the indus-
trial system is very close. The disorders from which the
human system suffers may be divided into two classes:
those which result from external causes, and those which
result from internal causes. If a disorder result from an
external cause, as for instance, from a blow, the cause of
the disorder is recognized and known at once, — there
is no mystery about it; but if the disorder result from
some internal cause, the malady in some cases may pro-
gress for months or even years without its presence being
even suspected by the victim. Even after the disorder
has revealed its presence, as for instance in breaking out
upon the surface, the initial cause may still be so hidden
as to defy detection, even after the most earnest search.,

It is precisely the same with the disorders of the indus-
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trial system. If depression in the industries result from
an external cause, such as war, pestilence, famine, bad
crops, commercial or financial crises, the cause is at once
recognized and known. There is no mystery surround-
ing it; but if the disorder result from some internal cause,
some microbe within the industries themselves, it may go
on and reach a condition of gravity before it is even sus-
pected, and even after its presence is revealed by a great
check to all industrial enterprises, the real cause may not
be suspected, simply because the microbe was hidden and
did its fatal work before the disease made its presence
known by breaking out upon the surface.

In searching for the cause of these mysterious indus-
trial depressions, therefore, the search must be confined
exclusively to the industries and such things as are dis-
tinctly a part of them; all things which are distinctly a
part of the other three systems must be rigidly excluded
from consideration.

IN WHAT PART OF THE INDUSTRIES SHOULD THE SEARCH
BE MADE?

Among the facts discovered by the government com-
missions is, that the volume of business in the necessities
of life is substantially the same in dull times as it is in
active times. Let us analyze this and determine whether
or not the conclusion commends itself to our minds as
reasonable and true.

The workers of the United States, meaning all persons
engaged in any gainful occupation, comprise about one
third of the population. If one fifth of the workers were
thrown out of employment, it would be an unusually
large percentage, and yet would amount to only about
one fifteenth of the population, and that one fifteenth and
those dependent upon them would not stop eating or go
unsheltered or unclothed. In some way they would live
and continue to consume the necessities of life. The other
four fifths of the workers being still employed, they, as
well as those dependent upon them, would make little or
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_no cha.nge in their consumption of necessities. W'hatever ‘
change these people made would be chiefly in a reduction
of their outlay in luxuries, such as ornaments and per-
manent improvements. Then, again, we bave the large
number of people who have accumulated savings to draw
upon when out of employment, and the large number of
well-to-do people who live upon the income derived from-
the hundred billions of wealth which has been accumu-
lated in this country. Another reason that the fluctua- .
tion in the production of the necessities of life is small
is because the demand is comparatively regular, hence
the supply can be, and is, more nearly adjusted to it.

It must be admitted, therefore, that this conclusion of
the government commissions is not only reasonable but
true, and, if true, then the great periodic increase and
decrease in production must be outside of the necessities
of life. Now what are the chief products of man’s labor
outside of the necessities of life? In the absence of
statistics this question can be answered approximately
by ascertaining what is the sum total of the accumulated
products of man’s industrial labor outside of the necessi-
ties of life.

The wealth of the United States in 1904, taken from the
report of the Bureau of Census, Department of Commerce
and Labor, was $107,104,211,917, classified as follows:

Real propertytaxed. . . . . . . . . . . $55510,247,564
Real property exempt . . .. 6,831,244,570
Steam and street railways and equlpment belegmph

and telephone systems; electrie light plant.s,

water-works; shipping and canals . . .« .« _ 16,085,298,909
Manufactured products e e e e e e e e e 7,409,291,668
Agricultural products . . . . . . . . . . 1,899,379,652
Mining produets . . . . . . . . . . . . 408,066,787 -
Imported merchandise . . e e e e - 495,543,685
Manufacturing machinery, tool.s etc e e e e e 3,297,754,180
Farm lmplements and machmery e e e e s 844,989,863
Furniture, carriages, ete. . . c e e e e 5,750,000,000
Clothing and persona.l ornaments s e e e e 2,500,000,000
Live stock . C e e e e e 4,073,791,736 .
Gold and silver com and bullion . . . e e 1,998,603,303

Total . = ¢« « ¢« ¢« o o & o & . . 8107104211917
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To answer the question: ‘“What are the chief products
of man’s labor outside of the necessities of life’’? the above
items must be reclassified and separated into four divi-
sions: first, land, which is not a product of man’s labor;
second, the necessities of life and the machinery neces-
sary for their production; third, construction; fourth, all
other property.* The following table gives the re-classi-
fication of the one hundred and seven billions of wealth
on the basis named:

WeaLTr or THE UNiTED STATES IN 1904, RECLASSIFIED.

s4e . All other

Land Necessities Construction property

Real property.

Y $31,170,746,067
Buildings and other|
improvements ..|............ ee|oacnnonnainas $31,170,746,067
Railroads and other| .
publio works...... 14,085,298,909 | $2,000,000,000

Manu(acmred prod-|
Agneul'n.l};ﬂ' product.s
Mining products . .

Manufactured ma-

e 6,000,201,668 |  1,400,000,000
. | $1,899,379,652
108,066,787 |  100,000,000] 200,000,000

chinery, tools, ete.|....covevnvns]iviracinienacfovieennnnnan 3,297,754,180
Farm implements and)|
machinery........ 844,989,863
Fumllum. carriages,
............. frecieriieieneiiaiiineea | 6,750,000,000
Cloﬂ:ung and personal| ! R
ornaments . ...... 2,000,000,000 500,000,000
Imported merohan-|
dise ..,.. .- 495,543,685
Live stock , ...
Gold and silver 1,808,603,303
Totals ........ $31,170,746,067 | $8,926,228,038 | $51,365,336,644 | $15,641,901,168

REGAPITULATION
Land......covavvennen $31,170,746,067
Necessities ...... P 8,926,228,038. $40,096,974,105
Construction ,....... $51,365,336,644
All other property ....  15,641,001,168 67,007,237,812
Total.,....... eeeea ereneanas ..$107,104,211,917

* Just what proportion of the above sixty-two billions of real property
is land and what proportion is buildings cannot be accurately stated, but
the authorities rate buildings and other improvements, in the United
States and Great Britain, as more than half of the whole, so that this item
has been divided equally between land and construction, which is within
bounds. The sixteen billions in public improvements has been divided
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CONSTRUCTION IS THE MAIN THING WHICH INCREASES
.AND DECREASES

From the above table we see that after deducting land
and the necessities of life, construction, in round numbers,
is fifty-one billions of the remaining sixty-seven billions,
.or say 77 per cent. of all industrial products of the nation,
the large increases or decreases of which create what we call
booms and depressions. Even this does not fully represent
the preponderating importance of construction, for, contin-
uing the analysis, we find that when an additional resi-
dence is occupied it involves the purchase of furniture,
carpets, utensils, ornaments, etc.; that when an additional
store is opened it involves the purchase of an additional
stock of goods; that when an additional factory is opened
it must be equipped with machinery and provided with
raw materials for manufacture into other products before .
it can be operated; that when an additional railroad is
put in operation or a steamship is put in commission, it
necessitates the purchase of all the various furnishings
and vehicles essential to their operation; in short, that
with the large increase or decrease in the volume of con-
struction comes a commensurate increase in the demand
for nearly all the smaller and more numerous articles of.
permanent wealth, these being chiefly included in the
remaining 23 per cent., which is subject to large increases
and decreases in volume.

Note, however, the fact that the increases and decreases
in the volume of smaller articles not only come after con-
struction, but depend chiefly upon new construction.
People do not buy furniture, carpets, utensils, goods,
machinery, cars, locomotives, ete., and store them in ware-

by putting fourteen billions under the head of construction (the estimated
value of the plants), and two billions as the estimated value of the equip-
ment. Manufactured products have been divided into the proportion
that construction bears to all the otber industrial products on the suppo-
sition that this proportion of the manufactured products comprises con-
struction materials. There are no existing statistics from which these
divisions can be made exactly accurate, but the divisions made above are
sufficiently exact for the purpose.
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houses or on vacant lots, and then build their houses,
stores, factories, ships, and railways into which they may
put them, or upon which they may run them. They first
construct and then buy the things necessary to furnish or
equip the new construction. It follows that construction
proper is not only 77 per cent. of the industrial produc-
tion from which the inérease and decrease chiefly come,
but that construction also controls a large share of the
increase and decrease in the remaining 23 per cent.

From these facts, it is quite obvious that what we
call booms result almost entirely from the great peri-
odic increase in the volume of construction, and what we
call industrial depressmns result almost entlrely from the
great falling off in the volume of construction.



CHAPTER XI
ANALYSIS OF CONSTRUCTION

FOR the purpose of analysis, construction may be
divided tentatively into two parts: first, that por-

tion which never ceases, but goes on during paniecs, depres-

sions, wars, ete., which for the purpose of illustration will

be called necessity construction. This includes repairs,

replacements, and such new construction as is made neces-

sary by the growth of population, ete. Second, that

portion which at times so greatly increases and decreases

as to create what we call booms and depressions, which

for the purpose of illustration will be called optional or

tnvestment construction. This includes additional houses,

stores, factories, railroads, terminals, ships, docks, tunnels,

etc., which are not put up from necessity as above noted,
but as an investment from which the investors expect to .
derive additional income.

NECESSITY CONSTRUCTION %S. INVESTMENT CONSTRUCTION

As an aid to the analysis of construction generally, the
diagram (Appendix L) has been prepared. ‘‘Necessity”
construction is represented on this diagram by the space
between the base line B B and the line C C. “‘Optional”
or “investment”’ construction is represented, tentatively,
by the space between the line C C and the line of actual
iron consumptlon FF.

Many people in the mdustnal nations believe that
prosperity is overdone when all the breadwinners of a
country are fully employed, earning and buying; and most
of them believe that twin absurdity, that during a long
period of depression the maintenance and repairs to exist-
ing property fall so far behind, that the ultimate necessity

‘ 106
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to replace and repair existing property eventually brings -
on a boom. Neither of these theories will stand the test
of analysis. Necessary construction, repairs and main-
tenance, go on all the time, even during a financial panie
or any other startling calamity, and their volume even in
depressed times is about two thirds as much as the whole
volume of construction in the most prosperous times.
This is not only made clear by diagram, Appendix L, but
it is confirmed by the records of iron eonsumption for
fifty years or more.

These periods of great increase in construction come
from plain, simple business conditions and motives.
When the cost of construction reaches such an abnormally
Jow figure that the bargain-counter instinet is aroused in
the minds of a large number of the far-seeing ones who
hold the purse-strings of the country, the desire for gain
prompts them to take advantage of the conditions while
they may. These are the early birds; but gradually the
whole community follows, and the boom is soon at its
height. That, in a nutshell, is what creates an industrial
revival,

When the contracts for construction in five great
nations silently and mysteriously increase 50 to 100 per
cent. within a few months, it is a great event, and it can-
not be called a “mental wave” or an epidemic of repairs,
any more than it can be called a cadenceé in lumber or an
anthem in brick, '

IT IS INVESTMENT CONSTRUCTION WHICH LIFTS THE COUN-
TRY TO A NEW LEVEL OF CAPACITY

It is not maintenance and repairs to existing property
which produce a boom. It is a great volume of new and
additional construction, made chiefly for investment,
which greatly increases the permanent wealth of the coun-
try and lifts its wealth-producing capacity to a new and
higher plane. When a depression follows, the capacity
of the country does not sink down to the old level. It
substantially moves forward on its new level until the
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next revival in investment construction, when it takes
another great step forward and attains a still higher plane.

This can be made more obvious by the following table,
which gives an analysis of iron production for the last
fifty years:

GAINs N IroN Propuction DuriNng Booms AND Gains or Losses
During FoLrowiNg DEPRESSIONS.

Cthnge dpring Percent~
celx:::ge Iron pro- Lapso i LM}M b o
. of oom gain
ofin- | Y887 | “duction Gain 05,:::: time | lost a
crease ; Gain T years | depres-

sions

1852 500,000
&7 | 1856 788,000 288,000 4

1863| 846,000
100 {1869| 1,711,000 | 854,000 8

58,000 7

5,000 2 {ifsofl

18711 1,706,000
49 | 18721 2,548,000 842,000 1
247,000 6 29
1878 2,301,000
100 | 1882( 4,623,000 | 2,322,000 4
579,000 3 25
1885 4,044,000
127 {1890| 9,202,000 | 5,158,000 5
579,000 [ 12
1896 8,623,000
57 | 1899 (13,620,000 | 4,995,000 3 (Part
169,000 of
1900 | 13,789,000 1)
30 {1903 |18,009,000 | 4,220,000 3 .
1,612,000 1 36

1904 | 16,497,000
56 | 1907 |25,781,000 | 9,284,000 3

If the increased construction which takes place during
a boom was for maintenance and repairs, then the volume
of construction would fall back to the old plane when the
next depression came. The fact that it does not fall
back is evidence that the boom is made up of new and
additional construction which adds that much to what we
call the permanent wealth of the country, and raises its
producing capacity to a higher level.

REMARKS

It was after the boom of 1871 and 1872 that some of
the authorities (see page 64) were telling the world that
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the civilized countries were now fully equipped with eco-
nomic tools; that the work of the future must necessarily
be repair and replacement rather than new construction,
and that it was not likely that there would be again an
economic progress comparable to that which had just
closed. And yet the United States in 1907 produced
nearly 1000 per cent. more new construction than she did
in 1872. This cannot be accounted for by the increase
in population, for that was only a little more than doubled.
It was chiefly the increase in fixed capital in the shape of
factories, mills, mechanical appliances, etc., which was
responsible for our capacity to produce and consume
25,700,000 tons of iron and other construction material
in proportion in 1907. It was due to the several suc-
cessive steps by which the country reached a higher plane
on each revival of prosperity that it produced in 1907 an
amount of wealth which surpassed all previous records
in the world’s history.

As shown by the above table, the country, through
periods of industrial depression, has lost twenty-six years
of possible increase in wealth in the last fifty-five years.
In the last nine years of increase, between 1896 and 1907,
the annual production of iron has increased 16,500,000
tons. Figuring on the actual cumulative rate, it is obvious
that if all the breadwinners of the land had been fully
employed the whole fifty-five years, the country would
have passed the twenty-five million-rate of iron produec-
tion so many years ago that we would have been well up
to the fifty million-rate in 1907, '

These checks to production, which we call industrial
depressions, are simply unnatural and unnecessary checks
to the country’s possible growth in wealth. The natural
and healthful condition of the country, morally, physically,
and financially, is for all the breadwinners of the land to
be employed, earning, and thus made able to pay for what
they and those dependent upon them need for their sus-
tenance and enjoyment. If all these gaps in the growth
of -production illustrated by the above table had been
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filled by maximum production, the nation would not only
have been that much farther advanced in permanent
wealth, but the suffering which was caused by the enforced
.idleness of millions of our people during those twenty-six
years of depression would have been avoided.

There is nothing so disastrous to a nation’s business
-as industrial booms and depressions, and the unnatural
and abnormal fluctuations in the price of construction are
responsible for both. . Those who are engaged in business -
are deceived by the great fictitious and temporary advance
in market values during a boom, and harmed by the great
declines which necessarily follow during a depression.

These violent changes in prices are a prolific source of
discontent and consequent strikes. The workers strike
when these abnormal advances come, to get their share .
of the supposed profits, and when prices go down the
employers must at times reduce wages to save themselves
from manufacturing at a loss, and the workers again
strike, in the vain effort to prevent these reductions.

Then the country goes through a period of what is
termed liquidation and adjustment, during which prices
and profits sink to a very low level. When the financial
and industrial skies are all clear, comes renewed prosperity,
which should be so thoroughly anticipated that its con-
tinuance might be possible through adequate preparation .
without the disastrous boom in prices. Through the lack
of this preparedness, the supply of important materials
is so hopelessly short of the demand that prices of some
articles of even vital importance advance one, two, or
three hundred per cent., and all business is again upset
for another period of years. '

DEMAND FOR IMMEDIATE DELIVERY ¥S. DEMAND FOR
FUTURE DELIVERY
In the “First Annual Report of the Commissioner of
Labor on Industrial Depressions” published by the United
States Government in 1886, ¢ Falling Prices” * is specially
‘ *Attention was called to this on page 73. )
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treated as among the chief alleged causes of industrial
depressions.* ‘This is a plausible theory, and many high
authorities have been deceived by it. The mistaken
belief arises from the fact that the fall in prices of con-
struction materials is the first occurrence which attracts
attention, but analysis shows that it is not the first to
occur.. First comes the falling off in demand for con-
struction materials, after which follows the resultant fall
in prices. As long as the demand for anything exceeds
the supply, prices are kept up. When the supply exceeds
the demand, prices fall. ‘This is a self-evident truth,
Any theory based upon the reverse of this truth is a
virtual contradiction of the natural and inflexible working
of the law of supply and demand.

On reference to Diagram L, it will be observed that the
price of iron commenced to fall rapldly in February, 1900,
while the actual consumption of iron kept up to boom‘
proportions for five months thereafter. Again, the price
commenced to fall rapidly in October, 1902, while actual
consumption kept on increasing rapidly for eight months
thereafter. Again the price commenced to fall in May,
1907, while actual consumption kept up to boom propor-
tions for five months thereafter. During all of these
periods there was a famine in the iron supply. Here are
three cases, so recent as to be fresh in the minds of the
people, and each of them apparently seems to be a direct
contradiction of the law of supply and demand. Now
- what were the facts?

To analyze this matter properly we will divide the
element of demand into two classes, namely, the demand
for immediate delivery and the dema.nd for future delwery

Many articles that are bought and sold are carried in
stock by the manufacturers or dealers. The people
being aware of this do not usually purchase such articles

_until they need them, consequently the demand for these
articles is almost entirely a demand for immediate delivery.
For such articles the falling off in demand, the falling off

*First Annual Report of the Commissioner of Labor, page 79.
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in price, and the falling off in delivery, all come at sub-
stantially the same time; consequently the public are
constantly reminded of how perfectly supply and demand
control the prices of all immediate delivery articles.

In the case of construction materials, however, it is
entirely different. If the contemplated work is of any
considerable magnitude, it may be several weeks or
months after the price is fixed and a contract for the
materials signed before the delivery of materials is
even commenced, and several months, or even a year
or two, before the delivery of materials.is completed.
The fixing of prices on construction material must
therefore antedate the delivery by several months,
or even years, according to the magnitude of the enter-
prise and the rapidity of the work done in its execution.
To give a practical illustration of how actual contracts
for construction materials are frequently negotiated and
closed, we have permission to quote from the private
telegraph code of the selling agents for a large number of
pig iron producers. In doing this we shall give, first, the
code words verbatim, followed by their meaning, and the
dispatch thus translated will represent the manner in
which hundreds of large contracts were closed by this -
concern. The code words were as follows: “A.B. & Co.
Magnet — Amends — Squal — April — Saint — Taken—
Malone — Name price — Maimed — Quart — Major —
Making.” The translation of the above is as follows:—
“A. B. & Co. About to bid on some work and wish an
offer on — 5000 tons number two foundry pig iron —de-
liverable proportionately during ten months commencing
in — April —deliverable F.0.B. cars at Chicago — terms
cash on tenth of month following delivery — parties will
not make an offer, they have asked different parties for
bids, and when bids are all in they will accept the most
favorable and reject balance—name price—open until
award is made for work which will probably be Thursday
of next week — they will advise us of the rejection or
conditional acceptance of your bid — if accepted condi-
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tionally, it will become a sale if the work is awarded to
them, and become void if the work is not awarded to
them.” Now this manner of buying is not exceptional;
all prudent contractors must necessarily protect them-
selves during the negotiation for all large constructive
work, as well as during its execution. Now if the lapse
of time between the naming of the price and the closing of
the contract be, for instance, one month; the delivery
of materials be commenced in three months after the
contract is signed; the delivery extended over ten months
as per contract, and the work be completed in two months
after the materials are all delivered, we have a total of
sixteen months between the making of the price and the
completion of the work. Now a constructive work which
requires no longer time than sixteen months would not
be a very extensive enterprise. If it were a large structure
requiring deep excavation through rock for one or more
stories below the surface, it might be more than sixteen
months before the first construction materials would be.
needed, and the whole work would probably occupy two or
more years to complete. The demand for construction
materials, therefore, is almost entirely a demand for future
delivery and in large enterprises a very extended delivery.
In all such cases, therefore, the determination of the
amount of materials to be used and the fixing of the prices
to be paid for them, becomes the time of demand. This
time must antedate the actual delivery of the materials
and the completion of the structure, by at least as much
as the signing of the contract antedates these occurrences.
This tay be several months or perhaps one or more years.
Unfortunately there are no statistics gathered or pub-
lished, to keep the people advised either of the extent of
the contracts being made for construction from time to
time, or of the rate at which this contracted construction
is being completed. In Appendix L, the line DD, which is
drawn to represent the rate of demand for construction,
is the result of a careful analysis and is believed to repre-
sent fairly the volume of construction contracted for from
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month to month during the twelve years between 1896
and 1907. The line FF being the exact rate of iron con-
sumption, must correctly represent the rate at which this
construction was completed.

On reference to that diagram, it will be observed that
in the boom period of 1899, the demand for extra construc-
tion commenced to fall off in February, 1899. Four
months later the extra demand had nearly ceased, and in
February, 1900, the price of iron commenced to fall off.
Now the amount of actual construction was increasing
all this time, and kept on increasing until April, 1900,
when the extra volume of construction contracted for in
the low-priced period was practically completed. Three
months later the volume of actual construction was nearly
down to the line CC, which is supposed to represent the
necessity basis, though, in effect, it is a depression basis.

The following table gives the data of these occurrences
during the three like periods between 1898 and 1908:

First Event Second Event Third Event Fourth Event | Fifth Event

Actual con-
Demand Pemand Extra sg\ﬁcnonﬂ_ l;:)d
forextraf y. or extra | y Prices | y, construe-| y en o

pse pse - apse : pse :
COnSLIUe: | o'4ime ot_)nstrl u°'1 of time,| , 90 of time, nggzt of time, 1:;2?;8;;2:

tion com-| *| tion menced
menced | DO about | ™% |to decline| D% com- mos. attracted
to fall off ceased pleted general
attention
Feb, 1899 4 June 1899 8 [Feb. 1900 2  |April 1900 3 July 1900
Dec. 1901 7 [July 1902 3 |[Ooct. 1902 8 June 1903 5 Nov. 1905
“Oct. 1905 10 |Aug.19068] 9 [May 1907} 8 Jan. 1908 Oct. 1907*

*Panic.

Now, of the five events which occurred in regular
sequence in the decline of the three booms illustrated by
the above table, the only events of which the public had
any knowledge were the third and fifth, that is, the fall in
prices, and the falling off in the volume of actual construc-.
tion. No statistics were either gathered or published to
inform them when the contracts for extra construction
had commenced to fall off, nor when they had about
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ceased, nor when the extra construction which created the
boom was about completed; consequently, when it was
actually completed, and mechanics commenced to be
discharged in great numbers all over the country, the
people were greatly surprised, and did not know how to
account for it. Later, they remembered that prices had
commenced to fall off several months before the construe-
tion fell off, so they believed that the fall in prices, which
was the first occurrence they became aware of, was the
cause of the industrial collapse. i

The sequence of events preceding the six periods of
depression between 1837 and 1886 was precisely the same
as in the three cases described in this ehapter. In all
these cases, the natural working of the law of supply and
demand was fully demonstrated. In all these cases, the
falling off in the demand for construction, as evinced by
the falling off in the making of construction contracts,
although unnoticed, was the first to oceur, while the falling
off in prices was the second to occur, although the first to
attract attention. The actual sequence of events was
therefore in strict accordance with the law of supply and
demand instead of being contrary to it.

RESULT OF DELIVERY COMING SO LONG AFTER DEMAND

When delivery and demand .come together, manufac-
turers and dealers may know at once should the demand
exceed the supply; but in construction materials in which
the delivery is made months or perhaps one or more years
after the contracts are closed, the amount of materials
contracted for may greatly exceed the possible supply.
The manufacturers and builders may have no knowledge of
this fact until many months after the contracts are made.

It is in consequence of these thingg that the construe-
‘tion builders and the producers of iron, steel, lumber,
cement, brick, stone, ete., in boom times, sometimes have
their order books filled up with 50 to 100 per cent. more
work than they are ultimately able to get out on contract
time. None of the parties realize the difficulty they are
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getting themselves into at the time this excessive contract-
ing is done. In dull times, the few who are fortunate
enough to be able to contract for 50 to 100 per cent. more
constructive work than usual have no difficulty in pro-
curing, on time, 50 to 100 per cent. more labor and ma-
terials than usual, and thus they are able in dull times
to complete their contracts with ordinary promptness; but
when a great number of builders and material producers
secure 50 to 100 per cent. more contracts than usual,
and all try to secure 50 to 100 per cent. more labor and ma-
terials than usual, there comes an unpleasant awakening.
If construction contracts involved immediate delivery
of the materials involved, the parties interested would
know when the capacity of the country to produce these
materials was reached, and this blind involvement of the
building contractors and material producers of the country
would be avoided. '
But these parties have no means of knowing that con-
struction contracts are being made in excess of the capa-
city of the country to execute on contract time, until the
period arrives when they need the unusual amount of
labor and materials. Up to this time of gradual awaken-
ing, each calculates upon his being able to get the 50 to
100 per cent. more materials needed. Had they not con-
tracts for them? And, as for the extra labor, had it not
always been more than easy to secure all they needed?
This unpleasant awakening is not confined to the contract-
ing builders and manufacturers of material; it is extended
all along the line; to the raw material producers, the quarry-
men, the brickmakers, the miners, and to every one who
employed labor in the production of construction materials.
Now, the history of the industries all through this re-
markable twelve-year period between 1896 to 1907 was a
simple illustration of the perfect and inexorable working
of the law of supply and demand. As long as the known
supply exceeded the known demand, prices kept down. :
When the known demand exceeded the known supply,
prices advanced. During some periods the known demand
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for quick delivery exceeded the possible supply, and at the
same time the known demand for future delivery was far
below the possible supply. In such periods quick delivery
prices were at a premium, and future delivery prices were
at a discount, thus accentuating the truth of the perfect
and inexorable working of the law of supply and demand.

This explains why, near the end of a boom, prices drop,
while the demand appears to be greater than ever. The
facts are that contracts for construction which involve
only future-delivery demand, have almost ceased, while
the pressure to complete old, low-priced contracts has
carried the prices of materials which can be delivered
immediately to abnormally high figures.

ILLUSTRATION

Perhaps no better illustration can be given of this last
named condition than the situation which developed
when the United States Steel Corporation, with the
commendable purpose of checking the rapid advance in
prices of iron and steel, gave public notice that it would
not again advance prices, and that all responsible con-
sumers might rely upon its booking and filling all orders,
in turn, at the then existing figures. The Steel Corpora-~
tion lived up manfully to. its voluntary proposition. (We
think this was about June, 1901, at which time the seven
important shapes of iron and steel, used as typical of
prices in the annual tables of ‘“The Cleveland Iron
Trade Review” averaged about 65 per cent. above -
the lowest prices of 1897.) The announcement appar-
ently had a marked effect upon the market for sev-
eral months; but price depends upon the supply, when
the consumer needs it. As the Steel Corporation could
not produce all that was wanted, and could only deliver
as much as it was able to produce, and as the immediate
necessities of some of the consumers were such, that they
could not wait, prices soon commenced to advance rapidly,
and by June, 1902, the independent mills, and new mills
which had started up, were selling all they were able to
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furnish, at prices 124 per cent. above the prices of 1897.

Here was a broad illustration of a difference of 47 per cent.

between quick delivery and future delivery prices. The

United States Steel Corporation in its statement of July

1st, 1902, gave its unfilled orders at 4,741,993 tons. This

47 per cent. was the premium which consumers paid to

get materials promptly, over and above what they might

have purchased these materials for, if they had elected

to wait until they could get them, in their turn, from the .
United States Steel Corporation.

THE SMALL BENEFIT OF BOOM PRICES REALIZED BY
MANUFACTURERS

By reference to Appendix L, it will be observed that
the demand for construction commenced to fall off soon
after prices made any considerable advance, and that it
continued to fall off in almost exact mathematical pro-
portions with the advance in prices. This explains very
clearly some of the phenomena attending a boom which
without the knowledge of these facts would seem very -
unaccountable. '

First among these is the fact that the manufacturers
of construction materials in this country realize such a
very small benefit from the large advance in prices which
takes place during a boom. The fact is that the great
bulk of the construction which takes place in all booms
is the construction which is contracted for before any
considerable advance in prices takes place; consequently,
the producers of construction materials, as a rule, have
booked contracts for the larger part of everything they
_are able to turn out during the continuance of a boom,:
long before there is any considerable advance in prices.
‘Of course, there are exceptions to fhis rule. We have
known of iron-furnaces and steel-works which were not
in operation when the boom commenced, and in conse-
quence made no contracts during the low-priced period,
but after prices had. advanced largely these plants were
put into operation, consequently made all their contracts .
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at the high prices, and were thus enabled to reap large
profits. On the other hand, we have known of other
concerns that contracted all they could make for more:
than a year ahead at the low prices, and, before they were
able to fill these orders, the advance in labor and raw
materials so enhanced the cost of manufacture that the
boom brought them out with a loss. For this reason, the
profits of the producers of construction materials during
a boom are, as a rule, very disappointing. We might
give many illustrations if it would not be a virtual betrayal
of what should be considered confidential, but this fact
is well known among those who are directly interested in
the production of materials used in construction.

We will, however, give one illustration, first, because it
is public property, having been published in ‘The Iron
Age” of February 27th, 1908, and, second, because it covers
the entire period from 1899 to 1907, inclusive. It is taken
from the annual report of the President of the Empire
Steel & Iron Company, of Catasauqua, Pa., to his stock-
holders. This company is a large, prosperous, and
well-managed -company, having eight blast furnaces in
Pennsylvania and New Jersey. We quote from the report
. a8 follows: “We submit for comparison the following
statement of the result of business year by year since this
company was incorporated, the first year covering a
period of nine months:

Year. T°”m‘°‘"°“ NE;“; e‘::';ym‘::ﬁg’ Net. Earnings. Dividends.
1899 150,481 8,416 $320,666.30 $81,595.31
1900 201,847 40,637 244,523.85 106 395.00
1901 185,990 83,414 85,271.52 71,043.00
1902 186,485 59,179 203,087.37 75,000.00
1903 245,513* 107,905 308,651.02 75,000.00
1904 163,202 111,375 88,154.16 75,000.00
1905 172,763 93,568 91,511.96 .'75,000.00
1906 205,477 . 131,740 300,695.07 112,500.00
1907 234 538 146,253 517,256.15 150 000.00
Totals | 1,746,296 782,487 $2,159,817.40 | $821,533.31

* Two additional furnaces operated under lease.
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“From this it will be seen that in all important respects
the results during the past year have surpassed all previous
records, and it might be interesting to note that our profits
from all sources have amounted to $2.20 per ton of iron
produced.”

As will be observed from the above quotations, the
average profit for the nine years was but about $1.23 per
ton on ‘their entire output of 1,746,296 tons of pig iron.
This, it must be borne in mind, was during a period in
which there were three great advances in prices, viz., from
$11.25 per ton for No. 1 Foundry in Philadelphia in July,
1898, to $25.00 per ton in November; from $15.50 in
October, 1901, to $24.87 in November, 1902, and from
$15.00 in September, 1904, to $27.00 per ton in December,
1906. Here we have, on the three advances named
within the nine years, an average advance of $12.70 per
ton, while the best year’s profit was $2.20 per ton, and the
average profit for the whole nine years less than $1.24
per ton; although this concern, not being in existence in
1896, 1897, and 1898, escaped filling up their order books
with low-priced contracts in these early years.

This is not an exceptional case. If the balance sheets
of all the furnace companies in the country could be con-
solidated for this period of twelve years, or any other boom
period, they would in all probability not show any better
average result. We think this case may be taken as a
fair indication of the average proportion of boom-price
advances actually realized by the whole body of producers
of construction materials during any of the booms of the
last century. Of course many individual cases can be
cited where much larger proportions of the advance have
been realized; but that does not change the facts.

Now if this illustration (which shows a net profit of
about $1.24 per ton during the nine years in which the
average of the three great advances in price was $12.70 per
ton) is a fair average of the proportion of boom advances
realized by the producers of construction material in the
United States during a boom, then it is perfectly clear
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that the great majority of all the constructive work of the
country, executed during a boom, must be contracted for
before the advance has reached one tenth of its maximum.
In other words, there must have been enough contracted,
under 10 per cent. advance, to offsel all taken above 10 per
cent., because the average advance obtained was less than 10
per cent.

In the writer’s experience of forty years in the iron
business, he has never known a boom period in which the
furnace companies of the country, as a rule, had not con-
tracted their anticipated product for six, nine, or twelve
months in advance before the abnormal advance in
prices occurred. For additional evidence see Appendix Q,
and note that the United States Steel Corporation, dur-
ing the low-priced period from September 30th, 1904, to
December 31st, 1905, increased their unfilled orders from
3,027,436 tons to 7,605,086 tons, while after the great
advance in prices which followed, the increase was small
in comparison.

Analyze this matter from any standpoint you choose
and the result always points in one direction, namely,
that the contracts for the extra constructive work which
make up what we call a boom are almost entirely at or
near the low prices current during the one, two, or three
years just before the boom manifests itself, and if this is
true, then an industrial boom is chiefly the execution of
the abnormally large amount of construction contracted
for in the low-priced periods which precede a boom.

PREMIUMS PAID FOR IMMEDIATE-DELIVERY MATERIALS,
WHILE DISCOUNTS ARE OFFERED ON FUTURE-DELIVERY
MATERIALS

Another peculiar feature which develops in prices of con-
struction materials towards the latter part of a boom is
that large reductions in prices are offered on materials for
future delivery, with few sales; whilée there is at the same
time a famine in materials for immediate delivery, and
everything which can be so delivered commands quick sale
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at large premiums. This is because the volume of future-

*delivery orders on the books of manufacturers, which at
the commencement of a boom probably amount to an
average of nine to twelve months’ product, have gradually
dwindled down to probably four or five months’ product,
and this condition has commenced to alarm individual
manufacturers; and well they may be alarmed, for a
large part of construction materials, such as steel, stone,
etc., must be made to fit exactly the places they are to
fill in the structures of which they are to become a part,
and for such work four or five months may be a short
time in which to complete all the detail connected with
their preparation. Now, although individual manufac-
turers always know when this is their own condition, they
have no means of knowing the fact that it is also the condi-
tion of other manufacturers all over the country. The
premium paid for materials which can be delivered im-
mediately is usually for small lots, the lack of which is
‘holding back the completion of large contracts, which
have already been delayed long beyond the time specified
in contracts, and which were made many months or per-
haps a year or more before. There is no time when
the demand for labor and materials for prompt delivery
is so intense as just before the general slump in actual
construction which ushers in'a depression. '

CAUSE OF THE ABNORMAL ADVANCE IN PRICES

When prices get so low that the desire for gain stimu-
lates investment construction to such an extent that it,
and necessity construction combined, ultimately carry
prices to abnormally high figures, it is because the amount
of construction to be executed and construction materials
conlracled to be delivered within a given lime is in excess of
the country’s capacily to supply within that time.

The whole volume of construction contracted for in
the fifteen years from’ 1896 to 1910, and the years and
months when these contracts were closed, is supposed to be
represented on diagram, Appendix L, by the whole space
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included within ‘the base line BB, the line DD, and the

gide lines K and Z. :

The years and months when the above volume of con-

- struction was executed, are supposed to be represented

by the whole space included within the base line BB, the
line FF, and the side lines K and Z.

In each case, both the necessity construction and invest-
ment construction are included.

The percentage of construction which was contracted
for during the three low priced periods, in excess of the
‘capacity of the country to execute on contract time, is sup-
posed to be represented by the three spaces marked G, G,
G (between the lines D and A4).

The time when these excesses over current capacity
were actually executed, is supposed to be represented
by the three spaces marked H (between the lines F
and D).

As will be observed, the volume of excessive con-
struction represented by the three spaces G, @, G, is
absurdly small, when compared with the whole volume
of construction of the fifteen years, represented by
the space between the lines D, B, K, and Z, and yet it is
this small excess of construction, over and above the
capacity of the country to supply the labor and mate-
rials to execute within contract time, which carries the
prices of labor and materials to such abnormally high
figures. ‘ ‘

Is it not perfectly obvious that, if the labor and materials

- had been known to be sufficient to meet the demand for
them all through the fifteen years, the abnormally high
prices for such important staples as iron, lumber, etc.,
would not have occurred? . _

‘Whether the three spaces marked G, G, G, are too large
to correspond to actual conditions, or too small, in no
way affects the argument. We know full well that it is
the excess of demand over supply which carries prices up,
and, as the prices did go up, the excess of demand must -
bave existed, and had it not existed to a very pronounced
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degree, there would have been no such pronounced ad-
vance in all the materials of construction in the five great
‘industrial nations.

REMARKS

. Adam Smith told the world more than a hundred years
ago, in that magnificent work, entitled ‘“The Wealth of
Nations,” that low prices stimulated consumption, and
that high prices retarded consumption, and the world has
believed it, theoretically, ever since; but the people have
not believed it practically, except to the extent they have
" seen and realized its verification, and that has been con-
fined to such things as were sold for immediate delivery.
In these the advance in prices, and the falling off in demand
and in delivery, were seen and recognized, because they all
came at the same time. Now, in construction, it is very
different. In all the industrial booms which have taken
place, the people have seen the volume of actual construc-.
tion and delivery of materials not only increase as prices
advanced, but have seen it keep on increasing for many
months, even after prices had advanced from 50 to 100
per cent., and so they have believed that high prices did
not retard construction. The people have simply taken
appearances for facts, and have failed to realize that high
prices have their retarding effect on each thing at the
time the high price is fixed on that thing, whether it is
fixed by a verbal purchase of an article for immediate
delivery, or by a written contract of purchase for an
article for future delivery; and so they have not believed
that high prices retarded the consumption of iron, lumber,
brick, stone, cement, and all the other great staples which
are consumed in the construction of buildings, railroads,
ships, and the other great conmstruction projects which
make up the bulk of all the manufacturing and mechanical
industries of a nation. But what are the industries of a
nation? What is this powerful force which raised the
manufactured products of the United States to the value
of thirteen thousand millions of dollars in 1900?
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WHAT ARE THE INDUSTRIES OF A NATION?

There seems to be an undefined impression that the
industries of a nation are the result of some gigantic force
that nothing but a great external calamity, such as war,
pestilence, or a financial panic can check, and so, when
depressions come without a recognized cause, the public:
looks for some great or mysterious thing to account for
them. A careful analysis shows that the industries of a
nation are nothing more than an aggregation of the acts
of individuals. An individual’s act may be of as little
importance to the whole industries of a nation as a drop
of water to the ocean, but the ocean is made up of nothing
but drops of water. When an individual acting for him-
self, or for the business which he directs, conterplates an
expenditure for a permanent improvement, he first secures
plans and specifications, and on these asks for bids on the
work. When the bids are received, and he has deter-
mined upon what he considers for his best interest, or the
best interest of the company he directs, he acts, and if
that action is the acceptance of one of the bids, then the
ocean of industrial prosperity has received one more drop
to swell its volume. If that action is to curtail or abandon
some existing business, then the ocean of industrial
depression has received one more drop to add to its gloom.

This individual act may not be known outside of a few
people, and may attract no more notice at the time than
the drop of water which falls into the ocean, but it is the
aggregation of just such acts that makes up the mighty
force which turns the tide of prosperity. No one seems
to realize at the time that tens of thousands, aye, hundreds
of thousands, of others, all over the land, are actmg in the
same manner and from the same motive.

WHERE THE RESPONSIBILITY RESTS

Let there be no mistake as to exactly where the real
responsibility for the postponement or abandonment of
these construction enterprises rests. It is not with the
manufacturer: it matters not to him whether he pays
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high prices for labor and materials, or low prices. Aslong
as he can continue to sell his products at a satisfactory
profit, he will push his output to the limit of his factory.
It is not with the architect, designer, laborer, or mechaniec:
they work, not because they love labor necessarily, but in

- order that they may earn, and thus be able to buy. Itis
not with the constructor or contractor: they are stimu-
lated by the profits which they hope to realize. All these
individuals, as a rule, are as anxious to do their part in
construction at high prices as they are to do it at low prices.
The actual responsibility for each of the checks to the indus-
tries, which come from high prices, rests solely with the
tndividual who ““holds the purse-strings’” — the individual
who 18 to pay for and own the contemplated improvement.
He it is who decides to go ahead when prices are low, and he
thinks they will go higher; he it is who holds on to his money,
and decides to postpone or abandon the coniemplated im-
provement when prices are high and he thinks they will go
lower.

This individual, when he makes his decision, is not
impelled by ‘““an organic defect of human nature,” nor
by “celestial influences,” nor by ‘“mental waves,” nor
by “sun spots.” He is governed solely by plain, simple,
unadorned business considerations, and on these he acts.
Probably not one individual in the land, as he makes his
decisions to postpone his expected construction, realizes
that the motive which impels his decision is rife in the
whole land, and that his decision is but one of the hundreds
of thousands of similar acts, the aggregation of which
will, within & few months, culminate in an industrial
depression.

In searching for the cause of these mysterious industrial
depressions, therefore, it is only necessary to discover the
motive and conditions which control the acts of one class
of individuals — “‘the purse-string holders.” When this
is determined, we shall have, in a nutshell, the solution
of the cause of both booms and depressions.



CHAPTER XII

THE MOTIVE WHICH UNDERLIES THE INDUSTRIES, AND
THE REAL CAUSE OF INDUSTRIAL DEPRESSIONS

IF the motive which gives origin to any system can be

identified, it will most likely be found to embody the
cause of the prominent features which attend that system.
Now, what is the motive which gives origin to the indus-
tries? What is the stimulus which is responsible for the
great constructive enterprises which are the chief indus-
tries of the five nations which have suffered most severely
from industrial depressions? Analyze this question from
whatever point one may, and in each case one is led
to the same conclusion, namely, that the predominating
motive which stimulates man’s acts in originating, oper-
ating, and enlarging the constructive enterprises is the
instinctive desire for gain.

It is this motive which prompts the erection of the
great blocks of residences and the apartment and tenement
houses in the large cities; the stores, factories, furnaces,
and mills in the cities, towns, and villages; the railroads,
pipe-lines, telegraph-lines, ships, and submarine cables
wherever they are constructed. There are some other
motives which contribute to these industrial productions,
it is true. Charity, public spirit, love of home or some-
thing of like nature, are usually the motives which prompt
the erection of churches, libraries, hospitals, and a portion
of the private residences, but these exceptions are only a
minor portion of the products of construction; moreover,
official statistics show that of the 16,187,715 familieg ‘in
the United States in 1900, but 7,259,362 had houses owned
by them. Then again, a large percentage of the residences
in cities, which are occupied by their owners, were orig-
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inally planned and built in large blocks and in great
numbers by capitalists or professional builders for the
purpose of renting, or selling them at a profit; but even
in the cases of the houses built by their owners, and of
the churches, hospitals, etc., it is the instinctive desire
for gain which stimulates the production of the iron,
lumber, brick, stone, cement, etc., which enter into their
construction. It is this motive, also, which prompts the
manufacture of all the various furnishings, fixtures, conven-
iences, and luxuries purchased to equip stock and operate
these things. In fact, a thorough analysis shows that
this motive is present and in active operation throughout:
the entire chain of events attending the great increase in
the volume of industries which constitutes a boom, and,
being a natural and unceasing motive, it must be just as
certainly present and equally active and in full operation
throughout the entire chain of events which decrease the
volume of the industries and thus bring on an industrial
depression. Furthermore, there is nothing mysterious
or hidden in its action; on the contrary, it manifests its
presence in a perfectly simple and open manner.

For instance, in the low-priced period, the far-seeing
investors of the country, as soon as they become satisfied
that prices are at as low a level as they will reach, and
that an advance in prices is imminent (each wishing to
acquire as large an amount of revenue-yielding wealth
as possible with the money he has to command), hasten
to contract for a large amount of revenue-yielding con-
struction. This is a great and important movement; it
grows with cumulative force, and is checked only by some
equally powerful force.

On the other hand, in the high-priced period, the far-
seemg investors, as soon as they become satisfied that
prices of construction have advanced to a plane which
makes such investments less desirable than some other
investment might be (each wishing to acquire as large
an amount of revenue-yielding wealth as possible with
the money he has to command), decide to stop making
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contracts for cdnstructlon, and to invest their money in
other ways, until prices shall drop back to low figures
again.

As the industries of a nation are notthg more than an
aggregation of the acts of individuals (page 125), and as
. individual acts are controlled by the instinctive desire for
gain, it follows that the entire business of the nation is
controlled by this ever-present motive,

THE REAL CAUSE

The instinctive desire to get all one can for the money
one has to invest is no more active in the crowd which
surrounds the bargain-counter in a retail store than it is
- in the mind of the multimillionaire, who sits at his desk
and quietly decides whether to accept or reject bids which
involve millions in expenditures for construction. Either
the motive, which is so strong and effective in little things,
becomes less strong and less effective in big things, or
else this motive is the germ which stimulates the great
increases in construction, generated when prices are low,
and the great decreases in construction, generated when
prices are high, What Adam Smith told the world more
than a hundred years ago about the effects of high and
low prices upon the volume of consumption is as true of
great enterprises as it is of small things; and it is even
more pronounced in investment construction than it is
in the necessities of life. )

Prosperity does not depend upon the producer’s ability
to manufacture and his desire to sell, but upon his ability
and willingness to sell at a price that will induce the
purse-string holders to purchase.

The whole experience of the past shows that as long as
prices are low, and the people who have money believe
they are gaining by purchasing, they will continue to
purchase, and prosperity will continue; but just to the
extent that prices go so high that people believe they
will lose by buying, just to that extent they will stop

buying.
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If these things are true, then High Price of Construction
s the real, original, and underlying cause of the mysterious
industrial depressions which have occurred in the industrial
nations when these depressions have come in the absence of
external and recognized causes.

It is recognized that there are thousands of more or
less influential contributory causes of both depression
and prosperity at work at all times, and that all these
things must have their due effect. If anything adds but
the smallest particle to the volume of business, it is a drop
added to the ocean of prosperity, or if anything reduces
the volume of business by the least amount, it is a drop
added to the ocean of depression, and if either one of
these contending forces predominate, it will move the
industries more or less in that direction. But no flood of
drops has ever swelled into a boom except when prices
were low enough to stimulate the making of contracts for
a large amount of new construction; that is the founda-
tion and stimulant on which every boom develops.

Low prices, however, are not everything, and may not
at once bring a boom. The industries are an aggregation
of individual business acts, performed by men who have
in view the problem of adding to their wealth. They
move cautiously as long as the future looks uncertain,
but when the business outlook is clear, and they see pros-
pects of making construction investments which promise
steady profits as well as security to their capital, they act
promptly and with vigor.* Then, too, a boom with its
abnormal demand stimulates many to enlarge their facil-
ities and producing capacity, even at high cost, believing
that high prices have come to stay; and that the capital
they thus invested will be secure and their profits large.
Some of these venturesome ones, through some fortunate
circumstance, may be justified by the results, but that a

* In Chapter X1V will be found a remarkable illustration of how an in-
dustrial boom was repeatedly delayed by financial derangements, and
how promptly and vigorously the far-seecing investors repeatedly took
hold again, as soon as financial derangement was removed or alleviated.
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great number of them are not, we may know by the large
number that meet disaster when the depressed period
comes. Perhaps these disasters account for the oft-heard
remark, that “fools build houses and wise men live in
them.” Perhaps the wise ones are those who hold on to
their money when prices of construction are abnormally
high, and buy these unwisely built structures when they
are sold from necessity.

There are many ways, besides those named, in which
contributory causes may delay or hasten a boom or a
depression, but sooner or later the effect of high or low
prices brings its logical result. All these conditions and
results only show more conclusively how entirely these
business revolutions are finally swayed by this one silent
but powerful business force — the desire for gain.

In the hundreds of cases we have investigated, we have
found the motive just as ever-present and active when
bids for great enterprises were rejected, as it was when
they were accepted. We have in mind two illustrations.
The first is of two gentlemen who, during a period of low
prices, had each contracted for the erection of two or three
hundred residences. When most of the residences were
completed by one party, and the majority of them sold
or rented at profitable prices, new bids were asked, on
old plans and specifications, for a block of twenty addi-
tional houses, and, when received, he found them to be
nearly 100 per cent. above the bids made in the low-
priced period. Sometime afterwards, in giving his reason
for not going on with this building operation, he remarked
that he stopped because he thought it would be better
business to loan his surplus money on other people’s real
estate until prices fell back to old figures, as he could
then build forty residences for the same amount of money
that was now asked for twenty. The reason given by
the other gentleman for stopping construction was equally
sound, if not so forcible. It was that it would be as hard
to get 3 per cent. revenue out of double-cost houses
as it was to get 6 per cent. out of low-cost houses, and
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he did not ‘“‘hanker after 3 per cent. real estate invest-
ments.” ' .

The building of these hundreds of residences involved
the purchase of furniture, carpets, curtains, ornaments,
etc., to equip them. The construction and equipment
were so many drops in the ocean of prosperity. When
these two gentlemen stopped building, it was typical of
what tens of thousands of the far-seeing ones were doing
all over the country, but no one seemed to suspect it,
and when, a few months later, industrial depression de-
veloped, the great mass of the people seemed to be greatly
surprised. But these instances only illustrate how high
and low prices affect individuals. We will give one
which illustrates how they affect a whole nation of indi-
viduals.

In the spring of 1900, two gentlemen sat at lunch in
one of the New York clubs. One of them, whom we will
call Mr. A., was president of one of the large steel combi-
nations, which was afterwards merged into the United
States Steel Corporation. The other, whom we will call
Mr. B., was a firm believer in the theory that it was high
prices which checked industrial prosperity. -Mr. A. had
stated that his company produced nine tenths of the
country’s steel product in its particular line; that the
amount of product it bad been asked to bid on was more
than enough to keep his mills and the mills of his com-
petitors full of work for more than a year; that he in-
tended to hold prices up, and, when the capacity outside
of his mills was filled, the people would be obliged to come
to him and pay the prices he had decided to exact. Mr.
" B. said: “Yes, you. certainly have wonderful power.
You can without doubt put your prices as high as you
please, and the people must pay your prices or forego
their contemplated construction; but there is one power
before which all your power and calculations will go down
like a house of cards, that is, the decisions of the individ-
uals who hold the purse-strings and are to own and pay
for these contemplated enterprises. You cannot compel
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these people to bmld and, if they decide not to bu1ld you
will not sell them your goods Your product is not one
of the necessities of life. A man cannot stop eating, but
he can stop building. Your prices are more than 100 per
cent. above the prices of 1897 and 1898. Every similar
advance in the cost of construction materials which has
occurred in the last seventy years has checked construc-
tion, and, if you and the other manufacturers persist in
holding your prices at present figures, it will do so now.”
Mr. A. had laid down his knife and fork during this
reply, and, after it was finished, sat so long in silence that
Mr. B, to break the spell, was compel]ed to ask him what
he was thinking of so intently. Bringing his fist down
upon the table with great force, he said: “By George, 1
am thinking that you are right! The fact is, that most of
" the bids we made as far back as November and December
have not been answered; and when they have been an-
swered and declined, if the parties have given any reason
for their action, it has almost invariably been, in.sub-
stance, that they have decided to wait until prices come
down to more reasonable figures.”” Before the lunch was
finished, Mr. A. said he was going to his office to instruct
his people to win back business at any price, within
reason, which they might be obliged to make to accom-,
phsh it. At the time this conversation occurred, the
price of construction materials had been abnorma.lly high
for many months, and the orders for future delivery -
material on the books of manufacturers were getting very
low.
These gentlemen did not meet again for several months.
. When they did, prices had gone down tremendously.
Mr. A. followed his hand-shake by saying, “I wish to tell
you that I carried out the plan of putting down prices
which I told you I had decided upon, and it has been a
success, I was obliged to put them down enormously,
but am getting all my plants filled with work for a long
time ahead.”
- In this last illustration, we have an indication of what
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apparently influenced nine tenths of the trade of a great
‘nation in one important product. ’

‘The motive which underlies the industries of a nation
is a plain, simple, uncomplicated business consideration.
It is natural, and in its cumulative force is all-powerful.
It stimulates production at one period and retards pro-
duction at another, with equal consistency. It is just as
certainly in existence and in full action when it quietly
and relentlessly reduces industrial production below the
normal, as it is when all the power, money, and energy of
the country are driving it above the normal.

Why should there be any mystery in a large falling off
in contracts for construction after a large advance in the
price of construction? When the Bank of England makes
& large advance in its rate of interest, the large falling off
in borrowing is not regarded as a mystery. In each case
it is simply the natural effect of an inexorable law.

Is it not unreasonable to believe that an advance of
1 per cent. per annum in the interest rate will cause a
falling off of millions in volume of borrowings, and that
an advance of 10 to 100 per cent. in the cost of construc-
tion will not cause a falling off of millions in the volume -
of construction? If it were not for the deceptive appear-
ance of a large increase in actual construction, contempo-
raneously with a large increase in cost of construction, no
such absurdity would ever have gained lodgment in the
human mind.

REMARKS

When we reflect that construction is 77 per cent. of the
product of man’s industrial work outside of what we have
grown to consider the necessities of life, and that this
construction involves and carries with it a large share of
the remaining 23 per cent. of the products of the indus-
tries, is there any room to doubt that it is the instinctive
desire for gain that causes industrial booms and industrial
depressions? In all the affairs of civilized nations, can
any one name anything affecting the volume of the
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industries which compares to this? Do not all the other
alleged causes pale into insignificance or vanish, in com-
parison with this one alleged cause?

Does the reader believe that any one ever paid out his

money to build a factory, or ship, or railroad because of
“sun spots,” ‘“‘mental waves,” or any other mysterious
influence which he did not understand? Does the reader
not believe that when people pay out their savings in
such things, they do it after careful consideration and
because they wish to get a revenue from it; and when
prices of construction get so high that they think such an
investment will not pay a fair revenue or a fair profit,
does he not believe that the making of contracts for such
investments then experiences a check?
It must be remembered that we have been searching
for a solution of something which nine government com-
missions in seven different countries have for twenty
years or more been endeavoring to solve, and which they
still declare to be a mystery. Does this not indicate that
they have not searched in the right places? Is it not
reasonable to suspect that we may find the real cause in
something these commissions have not suspected, some-
thing which does not attract general attention and
inquiry? .

Now in all these government investigations we have
failed to find any real effort to analyze the industries, or
any real effort to find out what was the chief thing which
increased during a boom and decreased during a depres-
sion, or what was the motive which stimulated those
events. In brief, we find no effort to trace the matter
from the bare result back step by step in an analytical
manner to the cause.

In all these government investigations, no one has
touched upon the simple fact that the great constructive
interest of the country is not only the branch of industry
of the greatest volume and importance, but that it is the
only branch in which the great expansion and contraction
in volume can possibly occur, and that construction in-
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vestments are chiefly entered into for revenue and profit,
and that the revenue and profit from them must be re-
duced one half, if they are created at double price; hence
that their enlargement or curtailment, naturally and
rationally, depends upon prices. _ ,

Every one admits that it was the production of iron
in Great Britain, the United States, Germany, France,
and Belgium, which made these nations the industrial
nations of the world. If iron made these the industrial
nations, what is more likely than that any great upheaval
in iron should influence an upheaval in the things which
go with it and are dependent upon it? And when the
advance has influenced all the elements of construction
to such an extent as to advance its general cost 100 per
cent., is it not reasonable to expect the far-seeing invest-
ors of the country to be influenced by it?

There is a large amount of construction which is a
current necessity, and must go on whether prices are high
or low; but the great bulk of the wonderful increase in
construction, which makes up a boom, is not a current
riecessity. It is entered into for the sole purpose of gain,
and when the prospect of gain in such construction
ceases, man ceases fo will preparations for its contin-
uance and in due time that portion of construction
ceases. Then production of the thousands of smaller
things, which go with and depend upon it, ceases, and
industrial depression becomes an existing fact.

For half a century, the world has been trying to iden-
tify the mysterious cause of the great increases and the
great decreases which come to the industries of the man-
ufacturing nations. In this effort they have held up to -
view everything from the plausible to the absurd, on the
earth and in the heavens, and yet only one of these hun-
dreds of alleged causes will stand the test of analysis.
That one is the natural effect of a universally recognized
law, the working of which responds with unerring cer-
tainty to a universally recognized motive. That motive
is ever present, in every nation, whether it be of white
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men, yellow men, or black men. It has been present in
every country, and on every day; it is present in the
smallest business transaction, and in the greatest; it is
the instinctive desire for gain. Of all the influences which
sway men, it is the one which is always active. Of the
thousands of alleged causes of the ups and downs of busi-
ness, it is, broadly speaking, the one motive which con~
trols all men, at all times and in all places. What man
doubts that it is this motive which controls each individ-
ual business transaction? How can it control each indi-
vidual business transaction, and not be the conirolling force
of the aggregation of all business transactions?

But if the high price of construction is the cause of
these mysterious industrial depressions, then an analysis
of the history of each depression which has taken place in
the industrial nations should show clearly, that it was either
the direct result of an external and recognized cause, or that
it was preceded by an abnormal advance in the cost of con-
struction; .and it should also show clearly, that no such
advance in prices has ever taken place in these nations which
was nct followed by an industrial depression.

To test these requirements, an analysis has been made
of all the industrial depressions, and of all the abnormal
advances in the prices of construction materials, that have
occurred since 1832.. Some of these depressions were
caused by financial derangement, and some. by industrial
derangement, but the time and conditions of each are so -
well marked, that analysis leaves no doubt as to which
kind of derangement was the cause of each depression.



PART III

ANALYSIS OF ALL THE INDUSTRIAL DEPRESSIONS
OF MODERN TIMES, WITH THE EVIDENCE
SHOWING FROM WHAT CAUSE THEY EACH
RESULTED



CHAPTER XIII

ANALYSIS OF THE INDUSTRIAL DEPRESSIONS FROM
1833 TO 1887

THE six depressions which occurred during this period
were each the result of an internal malady. They
were brought about by a derangement within the indus-
tries themselves. Each of them prostrated the industries
of the country for several years. Some of them were
* ettended by financial panics, and some were not. Those
depressions which were attended by panics commenced
one or two years before the panics occurred, and continued
from one to three years after the panic conditions had
ceased to exist; and yet these depressions have gone down
to history as having been caused by the financial panics
which occurred during their continuance, although the
panics commenced long after the industrial depressions
were in full force, and the depressions had in each case
been recognized as an existing condition by the entire
community.* v

THE FOUR YEARS' DEPRESSION FROM 1836 TO 1839 AND
THE ACCOMPANYING PANIC OF 1837

The years 1834 and 1835 constituted a period of low
prices in the United States.f The period was character-
ized by an abundance of money and credit, and a rapid
" increase in construction and all other branches of busi-
ness. This was particularly the case in Great Britain,}
the United States,§ and in France,|| the countries which

* Evidence establishing. these facts will be given with the separate

treatment of each period.
t Appendix Z, -
$ First Annual Report of the Commissioner of Labor, page 16.
§ Ibid., page 55. || 1bid., page 35. )
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suffered most severely from the industrial depression.
The increase in railroad building, which took place in
these years, accurately reflects the general prosperity
wh