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BIBLIOGRAPHICAL NOTE 

BusiNESS CYCLES, Part Ill of which is here reprinted, was pub
lished by the University of California Press in I9I J as a quarto 
of some six hundred pages. In the early r92o's, when all the 
copies printed had been sold, the Press invited me to prepare 
a revised edition. I declined on the ground that I could not 
tell what was wrong, what was doubtful, and what was sound 
in my first version until I had studied cyclical movements more 
thoroughly. By that time the National Bureau of Economic 
Research had begun cultivating the field, and I was eager to 
take full advantage of the counsel and assistance it put at my 
disposal, as well as of later materials, in a fresh attack upon the 
problem. 

Now that the University of California Press has renewed its 
invitation, I can see no justification for reissuing the earlier 
parts of the I9I; volume. Part I contained a summary of the 
leading theories of business cycles then current, a sketch of 
economic organization, and a year-to-year account of cyclical 
fluctuations in the United States, England, France; and Ger
many from r89o to I9rr. Business Cycles: The Problem and 
Its Setting, published by the National Bureau in I927, and 
kept in print, treats these topics more searchingly on the basis 
of more recent investigations. And the National Bureau is in 
process of superseding the statistical data and analyses of Part 
II. A much larger collection of time series, mainly in monthly 
form, is being analyzed by greatly improved methods, and 

[v] 
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worked up by specialists who can interpret the findings in the 
light of fuller knowledge than I have. Their results will appear 
as a series of Studies in Cyclical Behavior, of which the first is 
nearly ready for the press. Why reprint business annals and 
statistics that end in rgr r, or a review of business-cycle theories 
as they stood in rgr2'! 

Perhaps a better case can be made for reprinting Part III of 
the quarto. While the Studies in Cyclical Behavior are being 
written,] am trying to piece their findings together in a volume 
to be called The Rhythm of Business Activity. At best, this 
effort will take several years, and there is no assurance that my 
working capacity will last long enough to let me be in at the 
finish. Nor would the immediate assumption of the task by 
others assure prompt completion. Thus there is no prospect 
that Part III of the quarto will soon be replaced by a more 
thorough version, as Part I has been and Part II is in process 
of being. 

A contribution to economic theory does not pa.(s out of date 
so automatically as do business annals and business statistics. 
Friends tell me, and I like to believe them, that Part III still 
has value as a realistic account of what goes on within a busi
ness cycle. The economic organization of which it treats has 
changed in many ways since war disrupted the world in rgr4, 
but the fundamental institutions of private property, money 
economy, and free enterprise in search of profits persist in the 
countries that concern Americans most. Certainly the changes 
have not diminished the violence of business cycles or the need 
of understanding how they come about. The interrelations 
among economic activities, out of which I framed my explana
tion in rgrj, have not been abrogated. No one writing now 
would distribute his emphasis as I did then, or make all the 
statements I thought warranted. But I am reluctant to attempt 
revisions suggested by an incomplete assimilation of the ob
servations gathered by the National Bureau or hypotheses of
fered by theoretical writers. So this reprint is issued with no 
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changes beyond betterments in wording and the correction of 
an arithmetical blunder. The many references to Parts I and 
II of the quarto are retained primarily as reminders lhat Part 
III was woven out of observations, not excogitated from postu
lates. Also they will aid critical readers who may wish to look 
up in the quarto the evidence that shaped the conclusions. 

Arthur F. Burns and Joseph Dorfman are morally responsi
ble for the appearance of this volume, though they do not ap
prove of omitting Parts I and II. For that I claim the merit. 
Martha Anderson edited the original text with characteristic 
care. My warm thanks go to these friends; also to Samuel T. 
Farquhar and Harold A. Small of the University of California 
Press, who have made reprinting an easy task for me. 

WESLEY C. MITCHELL 



PREFACE 

THE REVIEW of theories in Part I of my Business Cycles' and 
the statistical study of the phenomena of cycles in Part II had 
tJ common purpose-to provide suggestions and materials for 
framing an account of the rhythmical alternations of pros
perity, crisis, depression, tJnd revival in the modern business 
world. 

Now the recurrent phases presented by economic activity, 
wherever it is dominated by the quest of profits, grow out of 
and grow into each other. An incipient revival of activity, for 
example, develops into full prosperity, prosperity gradually 
breeds a crisis, the crisis merges into depression, depression 
becomes deeper for tJ while, but ultimately engenders a fresh 
revival of activity, which is the beginning of another cycle. 
A theory of busin_ess cycles must therefore be a descriptive 
analysis of the cumulative changes by which one set of business 
conditions transforms itself into another set. 

The deepest-seated difficulty in the way of framing such a 
theory is that while business cycles recur decade after decade 
each new cycle present idiosyncrasies. Business history repeats 
itself, but always with a difference. This is part of what is 
implied by saying that the process of economic activity within 
which business cycles occur is a process of cumulative change. 

A thoroughly adequate theory of business cycles, applicable 
to all cycles, is consequently unattainable. Even if some one 

• Merrwirs of lhe Univenit7 of CtJli(amU., Vol. s. •9•s: now out of prinL 
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PREFACE 

cycle could be fully accounted for, the account would neces
sarily be inaccurate for cycles that were the outgrowth of earlier 
or of later conditions. Nor are all the differences between the 
successive cycles of one country and between the contemporary 
cyc!es of several countries minor. Even such an elementary 
matter as the order in which the phases of a bwiness cycle suc
ceed one another is not invariable. A revival of bwiness ac
tivity does not always develop into prosperity-sometimes it 
relapses into depression. Such deviations from the wual course 
of events occurred in the United States in 1892, 1895, and 1910. 
A situation .of intense strain, presenting the phenomena of 
crises, sometimes occurs in a period of depression, instead of 
following a period of prosperity; for example, the American 
stringency of1896. It is needless to elaborate, however, for the 
points of difference between any two periods of prosperity, of 
crisis, or of depression are scarcely less numerow than the 
points of similarity. Every bwiness cycle, strictly speaking, is 
a unique series of events and has a unique explanation, becawe 
it is the outgrowth of a preceding series of events, likewise 
unique." 

The theory of bwiness cycles, however, need not be given 
up in despair becawe it cannot satisfy ideal requirtOments. The 
purposes scientific theory serves are met by explanations that 
stop far short of radical thoroughness. Much would be gained 
for the conduct of individual affairs and the guidance of legis
lation could we single out from the maze of sequences among 
business phenomena a few that are substantially uniform. For, 
with a degree of confidence that depends upon the regularity 
with which they recur, these sequences could be wed as guides 

• If theory is to be rateo ..,..;ously as -ting to give really a<kquate under· 
standing. it must be admitted that even this unique explanation of any single 
cycle cannot be rompletely worked ouL For. obviously, analysis can never be 
carried bact to the beginuing of the chain of eveou in any cycle. and woaming 
even the proximate events it is obviously itupossible to roUCICl aU tbe relevant 
information. Further, the intellectual instrumenu of analysis are unequal to the 
romplex problem of bandling simultaneous variations among many interrelated 
functioDL 
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in forecasting the immediate business future. They could seroe 
also as centers for organizing our knowledge concerning the 
variable sequences, and as beginnings in the search for new 
uniformities. Such regular sequences would help us to organ
ize the tangled mass of facts presented by direct obseroation 
into coherent clusters. The latter would stimulate the imagi
nation to unravel various lines, of causal connection that are 
jumbled together in the annals of business and in the tables 
of statistics. Then it might be found that the irregularity of 
other sequences arises from varying combinations among se
quences themselves regular. 

The first aim of the descriptive analysis of business cycles, 
then, must be to look for the sequences that occur in every 
revival, prosperous period, crisis, and depression. The various 
lines of thought suggested by what lies on the surface may be 
followed boldly in the hope of discovering further uniformi
ties that are obscured by the dissimilarities of the combinations 
in which they appear. These speculations, however, must be 
submitted to the pragmatic test. That is, they must be used in 
attempting to interpt·et the known phenomena of business 
cycles, and judged by the aid they render the mind in its effort 
to create order amidst the confusion of obseroations. 

The sketch of et;onomic organization in the second chapter 
of the first edition provided the framework into which the 
statistical chapters of Part II were fitted, and also the frame
work fora descriptive analysis of business cycles in Part III. 

Since the quest of money profits by business enterprises is 
the controlling factor among the economic activities of men 
who live in a money economy, the whole discussion must cen
ter about the prospects of profits. On occasion, indeed, this 
central interest is eclipsed by a yet more vital issue-the avoid
ance of bankruptcy. But to make profits and to avoid bank
ruptcy are merely two sides of a single issue-one side concerns 
the well-being of business enterprises under ordinary circum-
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stances, the other side concerns the life or death of the same 
enterprises under circurrutances of acute strain. 

Whatever affects profits and solvency, then, comes within 
the sweep of the analysis. And we already know the factors of 
chief significance: the prices that constitute business receipts 
and the prices that constitute business expenses, the volume 
of sales effected at the prevailing margins of profit, the need of 
having curren9 to make payments and of obtaining loaru in 
adequate amount from banks and investors. But to know what 
these factors are, and even to know what fluctuations they un
dergo in severalty, is only half the battle. The other and the 
harder half is to follow the interactions of these factors through 
all the permutations that brighten or darken the prospects of 
profits and make easy or difficult the maintenance of solven9. 

Since the processes of a nation'S business life never cease 
or begin afresh, no natural starting point for the descriptive 
analysis to which we are committed exists. It is neussary to 
plunge in medias res by breaking into the unceasing processes 
at some arbitrarily chosen poinL The grave disadvantage of 
this procedure is that the whole situation from which we start 
must be taken for granted. But, by following the interlacing 
processes forward through their successive phases we can work 
round again to our point of departure, and account for our 
original assumptions in the only way in which we can account 
for any of the intermediate phenome,_.,hat is, by tracing the 
processes of cumulative change through which one set of busi
ness conditions gradually evolves into quite a different set. 

The starting point chosen is that stage of the business cycle 
in which activity begins to quicken after a period of depre5-
sion. How the characteristic features of this stage are evolved 
by the depression itself will be treated last of all. w.c.x. 
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CHAPTER 1 

THE CUMULATION OF PROSPERITY' 

I. Beginnings of Revivals in Business Activity 

BETWEEN 18go and 1g1o the United States had five seasons of 
business revival following upon periods of business depres
sion: midsummer 18g1, spring 18g5, midsummer 18g7, au
tumn ago4, and winter 1go8--og.' In England, France, and 
Germany similar revivals occurred in 18g5, 1go4-o5, and •gog.• 

The conspicuous agent in rousing business from its partial 
lethargy has often been some propitious event. For example, 
highly profitable crops of grain served as occasions for the 
American revivals of 18g1 and 18g7; President Cleveland's 
contract with the Morgan-Belmont syndicate for the defense of 
the gold reserve started the revival of 18g5; an increase in the 
export demand for British commodities stimulated English 
trade in ago5 and agog; and the extraordinary development of 
the electro-technical and chemical industries led the way in 
the German revival of a8g5.• 

But, with one striking exception, these propitious events 
did no more than accelerate a process of business recuperation 
already begun. To show how the very conditions of business 
depression beget a revival of activity is a task reserved for Chap
ter 4; but certain results of this later investigation may be 
anticipated. Among the ultimate effects of a period of hard 
times, then, are: a reduction in the prime and supplementary 

'Numbered references are to notes on pages 195~18. 

[•] 
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costs of manufacturing commodities and in the stocks of goods 
held by wholesale and retail merchants, a liquidation of busi
ness debts, low rates of interest, a banking position that favors 
an increase in loans, and an increasing demand among invest
ors for corporate securities. Now all these conditions are con
ducive to a resumption of business activity, either because (like 
the settling of old accounts) they remove obstacles, or because 
(like the reduction of mercantile stocks) they promise a larger 
demand for wares, or because (like low interest and low manu
facturing costs) they widen the margin of profit, or because 
(like the position of the banks and the attitude of investors) 
they facilitate the borrowing of capital. Fundamentally, the 
revivals of business must be ascribed to the processes that initi
ate these favorable conditions. 

The one exception in the history of our four countries within 
more than twenty years is afforded by the harvest episode of 
189I. Unusually large American crops of grain, sold at ex
ceptionally high prices, cut short what was promising to be an 
extended period of liquidation after the crisis of .18go and sud
denly set the tide of business rising. But in this single instance 
the revival proved both partial in scope and brief in duration, 
partly at least because the stresses that had led w the crisis were 
not relaxed during the depression.• Over against this single 
instance are set several instances in which revival began quietly 
without the occurrence of any propitious event sufficiently 
striking to impress itself upon the attention of contemporary 
chroniclers; for example, the German revival in 1904-o5 and 
all French revivals since 18go. The attempt to account for busi
ness revivals as the result of happy accidents therefore deserves 
no more credence than the abandoned theory that crises are 
"pathological" phenomena due to some"abnormal" cause. The 
quiet processes of business recuperation during dull times are 
quite competent to develop into revival without the adventi
tious help of any "disturbing circumstance:· 
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II. The Diffusion of Business Activity 
I. INCREASE IN DEMAND FOR COMMODITIES 

Once started, a revival of activity spreads rapidly over a large 
part, if not all, of the field of business. For, even when the first 
impulse toward expansion is sharply confined to a single indus
try or a single locality, its effects in the restricted field stimulate 
activity elsewhere. 

In part this diffusion of activity proceeds along the lines of 
interconnection among business enterprises traced in the 
sketch of economic organization in Part I. One line leads back 
from the industries first stimulated to the industries that pro
vide raw materials and supplementary supplies. Another line 
leads forward to the chain of enterprises that handle the in
creased output of commodities. Still other lines, of less impor
tance for the transmission of the stimulus, radiate to the 
industries that deal in complementary goods or substitutes. 
Of course the particular trades that receive an early share in 
the revival are those which stand in the most intimate relations 
with the trade that happens to be the first center of business 
expansion. But, since every important industry requires trans
portation and bank accommodation, the railways and the 
banks that serve the locality affected are always among the early 
beneficiaries. Among other trades coal mining has the best 
chance of profiting promptly. 

As the industries that cater to the business needs of the enter
prises from which activity radiates receive a stimulus, so also 
do the industries that cater to the personal needs of the families 
interested in the flourishing enterprises. Larger earnings for 
the employees and higher profits for the proprietors enable 
both classes to pay such debit accounts as they may have run 
up during the period of depression and to enlarge their current 
purchases. The statistics of consumption are too fragmentary 
to give much aid in following this process;• but current trade 
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reports justify the belief that even the staple articles of food 
find a somewhat larger sale when business improves, and that 
better qualities are freely substituted for the poorer which 
were bought so long as severe economy was compulsory. The 
demands for clothing, furniture, amusements, and luxuries of 
all kinds are doubtless affected in larger degree than the de
mand for food, because purchases of such goods can be dimin
ished or deferred in seasons of depression with less discomfort. 

While retail shopkeepers are the first beneficiaries of increas
ing consumer demand, they are forced to place fresh orders 
promptly with wholesale merchants, because they have let 
their stocks run low during the dull times. Since the wholesale. 
merchants have pursued the same policy, they are likewise 
prompt in placing fresh orders with the manufacturers. Thus 
the whole chain of trades engaged in furnishing consumers' 
goods soon feels the stimulating effect of a revival of business, 
no matter in what locality or industry it starts. And each enter· 
prise that finds its own trade increasing becomes an agency in 
extending activity to still other enterprises-those from which 
it buys producers' goods, and those which supply consumers' 
goods to its own personnel. 

At first the impetus toward business expansion grows weaker 
as it spreads from its original center to the branches of business 
that furnish it with producers' and consumers' goods. For the 
latter classes of enterprises have customers engaged in several or 
in many industries, or customers living in many sections of the 
country, so that an increase of say 5 per cent in the sales to one 
set of customers means an increase of much less than 5 per cent 
in total sales, On the other hand, the impetus is cumulative. 
If the steel trade makes more business for the railway, the rail
way presently increases its orders for steel, and thus sets the 
process working afresh at a higher pitch of intensity. Thus the 
revival gathers momentum as the industries that receive a mild 
stimulus one after the other begin to react upon those in which 
the movement started. 
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2. THE DEVELOPMENT OF BUSINESS OP'IlMISM 

The diffusion of activity is not confined to these definite lines 
of interconnection among business enterprises. It proceeds also 
by engendering an optimistic bias in the calculations of all 
persons concerned with the active direction of business enter
prises and with providing loans. 

Virtually all business problems involve elements that are not 
precisely known, but must be approximately estimated even 
for the present, and forecast still more roughly for the future. 
Probabilities take the place of certainties, both among the data 
upon which reasoning proceeds and among the conclusions at 
which it arrives. This fact gives hopeful or despondent moods 
a large share in shaping business decisions. A mathematician's 
mood exercises no influence upon his solution of an algebraic 
equation; but it does affect his opinion about the advisability 
of buying the bonds offered him. 

While these emotional states are largely the product of 
strictly individual conditions-such as the state of digestion
they are also in part the product of suggestions received from 
the demeanor, the talk, and the actions of associates. Most men 
find their spirits raised by being in optimistic company. There
fore, when the first beneficiaries of a trade revival develop a 
cheerful frame of mind about the business outlook. they be
come centers of infection, and start an epidemic of optimism. 
Perhaps the buoyancy of a grocer gives a lumber dealer no ade
quate reason for altering his conservative attitude toward the 
business projects upon which he must pass. Yet, in despite of 
logic. he will be the readier to buy if his acquaintances in any 
line of trade have become aggressively confident of the future. 
The fundamental conditions affecting his own business may 
remain the same; but his conduct is altered because he sees the 
old facts in a new emotional perspective. 

As it spreads, the epidemic of optimism helps to produce 
conditions that both justify and intensify iL The mere fact that 
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a growing number of businessmen are gaining confidence in 
the outlook becomes a valid reason why each member of the 
group and outsiders also should feel confident. For the hope
ful mood means greater readiness to make new purchases, en
ter into new contracts, etc.-in fine, means that the incipient 
revival of activity will be supported and extended. There is 
the stronger reason for relying upon the feeling in that its 
growth-like the growth in the volume of goods ordered-is 
cumulative. As new groups of businessmen become infected 
with optimism, their demeanor, talk, and actions confirm the 
faith of those who converted them. Thus the feeling of confi
dence becomes stronger as it spreads; that is, it becomes an 
increasingly powerful factor in supporting the movement out 
of which it grew, and in justifying itself. 

3· LAGGARDS IN BUSINESS JlEVIVALS 

Just as certain industries or localities often stand out as conspic
uous leaders in a revival of activity, so other industries or locali
ties often stand out as conspicuous laggards. Bad weather, tariff 
changes, technical inventions, the discovery of new sources of 
supply, the development of new trade routes, alterations in 
popular taste, and the like, may prevent particular enterprises 
from sharing the general improvement. Every industry or lo
cality that languishes from any cause retards the growth of ac
tivity and of confidence among other industries or localities. 
But such cases seem more and more exceptional, and count for 
less and less as the revival progresses. For the cumulative char
acter of the processes makes the general movement toward 
prosperity more dominant as it progresses. 

Quite apart from the victims of special misfortunes, how
ever, certain trades and localities have a late or a minor share 
in the benefits of a business revival; for example, the agricul
tural and grazing sections, on the whole, in contrast to the 
centers ofindustry, commerce, and finance.• Even in those no
table instances when revival has begun with profitable crops 
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for the farmers in certain sections, it has reached the other 
farming sections and the world of handicraft, small trade, and 
the professions, not by direct transmission, but indirectly by 
its effect upon the more highly organized world of business. 
Not until the lumber companies, mines, and quarries are work
ing full time, the factories buying materials and employing 
men freely, the railways reporting few idle cars, and the mer
cantile houses are busy-not until this stage has been reached is 
the impetus toward activity carried out from the centers to all 
cor11ers of the land. And not until this time are all the classes 
that form the fringe of modern industry in cities and towns 
alike swept into the movement. 

4· STATISTICAL SIGNS OF BUSINESS REVIVALS 

A business revival is a composite of many elements. It is not 
to be defined in terms of any single change for the better, and 
not to be sharply marked off from the state of depression out 
of which it emerges. Indeed, the only safe way of dating a re
vival is to accept the consensus of opinion among men inti
mately familiar with business conditions at the time. 

Among all the 'business barometers' not one always rises or 
falls when these skilled observers agree that revivals occurred. 
Because of their bearing on the practical problem of forecast
ing, these lapses from consistency merit attention. 

An increase in the physical volume of business, indeed, 
seems to be an invariable concomitant of revivals, but it usu
ally sets in months, even a year or more, before depression has 
relaxed.' A prophet who pinned his faith to this sign would 
therefore publish cheerful bulletins prematurely. The course 
of wholesale prices is an even less reliable guide. For, contrary 
to a widely accepted opinion, prices do not always rise in the 
early stages of revival. and they do sometimes turn upward dur
ing depression.• As for the money market, its changes during 
business revivals are in part irregular and in part indistinguish
able continuations of changes already in progress before the 
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revival began. For example, discount rates sometimes rise and 
sometimes fall when the change for the better occurs; bank 
loans expand, but the expansion antedates the revival; the 
ratio of reserves to deposits may move in either direction; the 
ratio of loans to deposits usually, but not invariably, rises; ap
plications for investment loans may increase before the re
vival or not until it has come; the purchases of bonds and stocks 
are similarly erratic in their behavior, etc.• Statistics of unem
ployment, monetary circulation, savings, profits, and bank
ruptcies are no safer guides. 

Thus there is no certain way of predicting when business 
will begin to recover from a prevailing depression. Only by 
compiling a composite record of numerous factors, and en
deavoring to establish their general trend, can an intelligent 
guess be made. The whole business situation is so full of cross
currents and uncertainties at this stage of the cycle that fore
casts are subject to a much wider margin of error than after 
the cumulation of prosperity has begun. 

III. The Rise in Prices 
I. COMMODITY PRICES 

A. Why Prices Rise 

While the level of wholeyale prices often remains substantially 
unchanged or even recedes a trifle in the early stages of a busi
ness revival, it nearly always advances in the later stages. 

This advance is not the simple matter of course it is often 
assumed to be. True, the growing activity of business means 
an increasing demand for commodities; but it means also an 
increasing supply. On this basis there is as much reason for ex
pecting prices to fall as for expecting them to rise. The readi
ness of businessmen both to pay progressively higher prices for 
goods and to buy progressively larger quantities therefore con
stitutes a problem. 

This problem is the more difficult because several business 
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conditions prevailing when a revival begins are distinctly un
favorable to a rise of prices. The effect of depression in reduc
ing the costs of doing business has already been pointed out as 
among the factors that favor resumption of activity ... But it 
does not favor an advance. in the price level. On the contrary, it 
means that profits can be made without restoring prices to the 
level that prevailed before the depression set in. Second, at this 
stage of the business cycle, business enterprises are anxiously 
soliciting orders. The advantage in strategic position as bar
gainers is on the side of the buyers-much more so than later, 
when factories, railways, and shops already have all the busi
ness they can readily handle. Third, a prolonged depression 
often wracks to pieces certain combinations to maintain prices, 
and leaves the fieid over which free competition rules wider 
at its close than at its beginning. Fourth, every increase in 
business obtained in the early stages of revival makes a more 
than proportionate addition to profits, even though it be taken 
at unchanged prices. For until the existing equipment of stand
ard efficiency for handling business is already busy, new orders 
can be filled without an increase in prime costs, and at a re
duction of supplementary costs per unit of output. 

These conditions explain why prices often fail to rise 
promptly at the beginning of a trade revival, and why in other 
cases the initial rise is slow. But presently these conditions are 
turned into their opposites and become incentives for raising 
prices. 

The magic that works this transformation is the further ex
pansion in the physical volume of business. Beginning some
times several months or a year before the revival, this expan
sion is accompanied at first by falling and then by nearly 
stationary prices. But there is a critical point beyond which the 
expansion cannot go without producing an advance of prices, 
even in keenly competitive trades. This critical point is reached 
in the affairs of any enterprise when it has already booked suffi
cient orders to keep busy its standard equipment and its regu-
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Jar staff of employees. To execute additional orders then ;e. 
quires overtime work, the hiring of new and presumably Jess 
efficient hands, the starting of old-fashioned machines, the in
sta11ation of new equipment, or some similar change. Such 
measures involve higher prime costs, and often new supple
mentary charges as well. Hence additional orders no longer 
make a more than proportionate addition to profits, and may 
well make a less than proportionate addition-unless higher 
prices are asked. Fear of checking the revival of trade may 
make enterprises slow in putting up prices; but every delay 
encourages a further expansion in business and strengthens 
the conditions favoring an ultimate advance of the price level. 

At the same time, the expansion of trade facilitates the re
establishment of those combinations to maintain or advance 
prices that have broken down during the preceding depression 
and encourages the formation of new combinations. It also 
reduces the strategic advantage that buyers recently enjoyed 
over seJJers in bargaining. As seJiers become Jess eager to ac
cept orders at the old level of prices, buyers generaJJy become 
more eager to place orders. But this statement requires further 
analysis. 

B. How the Rise of Prices Reacts upon the Demand for 
Commodities 

There is always danger that sellers may overreach themselves 
by advancing prices more rapidly than market conditions wiJJ 
support. For the expansion in business, upon which rests the 
whole movement toward prosperity, may be checked by an ill
timed or excessive advance. Frequently one or more branches 
of trade receive a setback while others are reviving, because 
mistakes of this kind are made by leading enterprises. More 
rarely, the whole revival is retarded or even stopped by an 
overrapid rise of the price level. There is evidence, for ex
ample, that this cause helped to blight the promising American 
revival of 1gog.n 
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But •·hen the advance of prices is gradual and well balanced 
as among diJferent goods it promotes rather than relaids the 
gro•ing demand for commodities. For nothing Stimulates 
present orden more powerfully than a moderate increase of 
quotations, which is thou.,obt to be the earnest of further in
a-eases in the near future. Provided they are not charged more 
for goods than their competitors, boyen count on being able 
to raise their own selling prices at least enough to defend their 
margins of profiL And they become ea.,aer to lay in large stods 
or to make long contracts while quotations are still moderate 
and terms are still easy. Thus the anticipation of future ad
vana::s in prices not only prevents present advana::s from re
ducing demand, but actually makes demand grow in the face 
of a rising level of prices. 

C. Ho• the Rise of PTit:a Spretuls .rut Cumulales 

Once set going. the rise of prices rapidly spreads throughout 
the system of prices in much the same manner as the activ
ity of trade out of •-hich it grew spreads over the field of busi
ness. When the price of a commodity has been advanced at any 
stage of its journey from original producer to ultimate con
sumer, that advance represents an increase of cost to every sub
sequent purchaser, and becomes a reason for increasing its 
prier at later stages. At the same time, those who first put up 
the prier have a stronger business incentive for obtaining larger 
supplies to sell at their wider margins of profiL Their eager 
biddingolfen the persons from •·hom they boy an opportunity 
to exact higher prices. Thus the advance travels backward to 
ant«rdent prices, as well as forward to subsequent prices. In 
ICS5 measure, the impulse toward higher prices is imparted to 
complementary and to competing goods. From the latter it ex
tends to their materials, products. «XKDplements, and competi
tors, and so on from one class of commodities to the nexL The 
great raw staples of COIIllllertt, •-bich are sure to be touched 
relatively early in this procr:s5, play an csperiaily prominent 
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role in spreading the rise; because an advance in their prices, 
caused by an increasing demand from any quarter, is promptly 
felt in all the hundreds of uses to which they are put and be
comes a reason for advancing the prices of all their manifold 
products. 

The rise of prices resembles the increasing activity of trade 
also in that it is cumulative. If the advance is begun, for ex
ample, in the textile trades and spreads thence to other lines, 
it will flow back again in the form of higher prices for all the 
things textile mills buy. Then these mills must raise their sell
ing prices once more or submit to a reduced margin of profit. 
And if the textile mills, as is likely, do raise their selling prices 
further, that step starts the whole process over again on a 
higher level. 

Since the successive sets of businessmen who handle a given 
commodity are usually successful in their endeavor to pass on 
the increase of prices from one to another, the onus of the ad
vance finally falls upon the ultimate consumers. For present 
purposes, the latter belong to one of two classes-individuals 
who buy consumers' goods for personal use, or investors who 
buy equipment for business use. Both classes pay the increased 
prices, not only without diminishing, but while actually aug
menting their purchases. For the growing activity of business, 
which leads to the rise of prices, also provides the mass of fam
ilies with larger money incomes to spend, and makes investors, 
whether acting singly or through business enterprises, eager 
to get the equipment necessary for participation in the high 
profits prosperity promises. 

D. Why Different Groups of Commodity Prices Rise in 
Dissimilar Degrees 

Of course the advance of prices is far from uniform. A few 
prices fall, a few remain constant, and of the many that rise 
some advance one or two, some one hundred or more per cent. 
Our concern, however, is not with the idiosyncrasies in the 
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price movements of single commodities, but with their aver
age variations. That there is a distinct trend in the fluctuations 
even of those relative prices which lie far above or below the 
median is shown by the table of decils." Evidence that this 
trend has been measured with substantial accuracy is ~e close 
agreement among index numbers compiled by different au
thorities from quotations obtained from different sources and 
including dissimilar lists of commodities." 

But, as already indicated, this trend is not the same in all 
parts of the system of prices. While all parts of the system feel 
the inHuence of a business revival, they respond with varying 
degrees of promptness to the stimulus. One regular character
istic of the advances in prices brought on by a cyclical revival 
in business is a marked divergence in the movements of certain 
classes of quotations-a divergence much wider than occurs 
among the fluctuations of general index numbers made by 
different hands." 

Of such dissimilarities in the average price variations of 
groups of commodities, the following have been established: 
(1) retail prices rise less promptly and less considerably than 
the wholesale prices of the same commodities; (2) the whole
sale prices of finished products lag behind the wholesale prices 
of the same commodities in a partly manufactured state, and 
the latter prices in turn lag behind the prices of the correspond
ing raw materials; (3) the wholesale prices of manufactured 
consumers' goods rise perhaps more promptly, but certainly 
less considerably than the wholesale prices of manufactured 
producers' goods; and {4) the wholesale prices of raw mineral 
products respond to cllanges in business conditions with 
greater certainty and greater accuracy than the wholesale 
prices of raw farm, animal, or forest products.'" 

Differences between the average variations in the retail and 
wholesale prices of the same goods are due chiefly to the stead
iness of certain important itelllS of expense in conducting a 
retail shop. A shopkeeper's rent, wages, losses on bad debts, in-
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terest on fixed investment, depreciation charges, and the like 
do not rise promptly with the wholesale prices of his wares. 
Consequently he can maintain or even increase his profits on 
the business as a whole while raising his selling prices less than 
his buying prices have been raised. Therefore the more rigor
ously competition constrains shopkeepers to defend their 
reputations for reasonable prices and fair dealing, the more 
certainly will retail prices lag behind wholesale prices.'" 

Similar is the explanation of the differences between the 
average variations in the wholesale prices of the same goods 
at successive stages of their progress from the state of raw ma
terials to that of finished products. Manufacturing expenses 
like retailing expenses include important items that do not rise 
rapidly on the return of prosperity. Hence the more accurately 
selling prices are adjusted to total expenses of production, the 
more certainly will finished products lag behind partly finished 
products and the latter behind raw materials when the price 
level is advancing. 

Even the manufacturing enterprise with a complete mo
nopoly finds it advantageous to keep selling prices more stable 
than the prices of raw materials. For if the monopoly charges 
the maximum net revenue price before the price level ad
vances it runs danger of losing profits by putting up its selling 
prices faster than is necessary to meet the increase of expenses, 
and total expenses increase much less rapidly than the prices 
of raw materials. In fact, the large and ably managed combi
nations that control a considerable proportion of their indus
tries have usually held their selling prices more stable than 
prices were formerly under competitive conditions." 

The dissimilarities among the average price variations of 
consumers' and producers' goods in their finished state have a 
different source. In both classes, the goods for which we have 
data are mainly important staples. Now, the consumer demand 
for articles that enter into the budget of the great mass of fam
ilies is fairly constanL Families economize or expand their 
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expenditures chiefly by cutting off or adding luxuries, amuse
ments, savings, and the like. Moreover, population grows at a 
steady rate which is little affected by business cycles." On the 
contrary, producers' demand for business supplies other than 
raw materials-particularly the demand for commodities that 
constitute part of the equipment for production-becomes 
much more brisk as the prospects of profits become brighter. 
At the same time the establishing of new business enterprises 
and the enlarging of old enterprises become more common. 
This superior stability of consumers' as compared with pro
ducers' demand is confined, however, to demand for staples. 
Had we price data for consumers' luxuries we should probably 
find them exhibiting average variations equal to or greater 
than those of staple producers' goods. 

Finally, the difference in the accuracy with which the prices 
of raw minerals and of other raw products reflect changes in 
business conditions arises chiefly from technical circumstances 
affecting current supply. The production of coal, iron, copper, 
zinc, and so forth, is more completely under man's control 
than is the production of beef, pork, mutton, and wool, or of 
wheat, cotton, sugar, and corn. The influence of increasing 
demand upon the prices of the latter groups of products is 
often offset by favorable seasons for the farmers, or exaggerated 
by bad seasons, while the prices of mineral products respond 
regularly to changes in market conditions. Forest products be
long with minerals rather than with animal and farm products, 
so far as concerns their conditions of production in very brief 
periods. But, in the United States at least, the exhaustion of 
the better sources of supply-better both in quality of timber 
and in location-has recently proceeded faster in the lumber
ing than in the mining bminess. Hence the prices of forest 
products have been moving upward rather steadily, and the 
influence of business conditions has been limited to retarding 
this advance during depressions and accelerating it during 
prosperity.u 
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2. PRICES OF LABOR 

Into the sweep of changes that follow hard upon one another 
when business revives, even the least businesslike section of 
the community is presently drawn-the wageworkers whom 
we habitually think of not as making money but as making a 
living. For reasons of peculiar interest the changes in their 
rates of pay do not parallel changes in the prices fixed for com
modities by dealings among business enterprises. The effects 
of this inaccurate adjustment in their turn become new fac
tors of great weight in determining not only the material well
being of large numbers of men-a matter with which business 
as such is not concerned-but also the market for consumers' 
goods and the margins of profit between the selling prices of 
all sorts of commodities and the labor costs of providing them. 

Both the American and the British statistics in Part II, Chap
ter IV, confirm the prevailing opinion that during business 
revivals prices of labor rise less than prices of commodities at 
wholesale. The American figures are confined to wages in 
manufacturing industries, but the British figures indicate that 
wages in agriculture are even more sluggish in their move
ments. 

It is less well known that the advance sometimes begins 
sooner in labor than in commodity markets. Yet in both the 
United States and Great Britain wages began to rise after the 
depression of the middle 'nineties before wholesale prices had 
touched their lowest point. The evidence for the second decade 
is less conclusive. The crisis of 1903-o4 was not sufficiently se
vere in America to cause a reduction of wages, and the Bureau 
of Labor has n~t yet published data for the years after the panic 
of 1907. In Great Britain the crisis of 1900 was followed by 
wage reductions, and in the later revival wholesale prices ad
vanced not only farther but also earlier than the prices of labor. 

The reason why wages rise less than wholesale prices lies 
principally in the unlike organization of the labor and com-
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modity markets. Where trade-unions are nonexistent or weak 
the individual laborers have neither the prompt knowledge of 
changes in business conditions necessary to determine what 
employers can afford to pay for labor, nor the power to enforce 
such demands as are not readily conceded. As an organization 
for collective bargaining, the trade-union improves the wage 
earners' position in these respects. But many unions seek to 
make wage contracts running for a considerable time and bind
ing the men not to ask for fresh advances until the contracts 
have expired. Most important of all, the individual working
man, the trade-union, and the employer are much more under 
the dominion of the idea of a just price than are the business
men dealing in commodities. This survival from the relatively 
stable economic life of the middle ages has almost ceased to 
influence the prices men offer or accept for cotton, wheat, or 
iron-such commodities are 'worth what they will bring.' But 
in the minds of all parties in the labor market certain notions · 
still persist of what is a proper wage for a day's labor. When 
the employer offers much less than the customary price, he 
arouses stubborn resistance which is reinforced by the whole 
community's common sense that the work is worth more, or 
that a man cannot support his family decently on such a sum: 
On the other hand, when laborers ask much more than the cus
tomary prices, their pretensions strike others as absurd. Of 
course, such feelings impede the free working of supply and 
demand in the labor market-or rather constitute an impor
tant feature of both supply price and demand price-and tend 
to keep wages more stable than are prices in markets where 
pecuniary motives have unrestricted sway. 

If these conditions obstruct the rapid rise of wages when 
business revives, they also facilitate the restoration of wages 
to the customary levels when a depression accompanied by 
wage reductions is passing away. Such is the explanation of the 
celerity with which wages rose after the hard times in the 
'nineties. Early in the movement toward increase of activity, 
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in the United States before a revival could fairly be spoken of, 
employers conceded a slight increase of pay. That English em
ployers did not follow the same course in the revival of 1 go4-o6 
may be because the unprecedentedly high rates the men had 
obtained before the crisis of 1900 had not been paid long 
enough to become fairly entrenched in the minds of masters 
and men as the fit and proper prices to be charged. Hence wage 
rates yielded with unaccustomed ease to the pressure of hard 
times after the crisis and were restored in the subsequent pe
riod of prosperity with unaccustomed difficulty. 

Furthermore, the economic pressure that drives L'le great 
mass of wage earners to sustain their arduous struggles fof 
higher wages relaxes just at the moment rapid increases might 
be wrung from employers. The relatively moderate rate at 
which retail prices rise in the earlier stages of revival prevents 
the cost of living from going up fast. On the other hand, the 
economic position of workingmen is being improved by the 
greater regularity of employment and the abolition of 'short 
time.' Even without any increase in their customary rates of 
pay the wage eaming class is better off. They hesitate to de
mand an increase of their customary wages until the feeling of 
this relative prosperity is dulled by familiarity, until the cost 
of living has advanced seriously, and until personal savings or 
trade-union accumulations have put them in position to fight 
withvigor. · 

3· PRICES OF LOANS 

Wage earners may not be thorough businessmen, but bankers 
most emphatically are. Nevertheless, discount rates usually 
average less in the first year of business revival than in the last 
year of business depression.• Invariably, however, these rates 
move. upward before the revival has been long in progress. 
Sometimes, as in the European money markets in the middle 
'nineties, the advance precedes the rise of wholesale prices; 
sometimes it follows, as in the same markets ten years later; 
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sometimes the two movements are nearly simultaneous, as in 
New York in r8g8 and again in 1905. 

The cause of this advance in discount rates is not far to seek.; 
what requires explanation is the slowness with which the rise 
starts. As has been said more than once, bank. loans, like trans
portation, are among the goods required by nearly every busi
ness enterprise. The volume of loans demanded, however, 
increases, not with the physical, but with the pecuniary vol
ume of business, and the latter type of expansion may be de
ferred by a continued fall of commodity prices for some time 
after conditions have bettered. Moreover, the banks have such 
liberal reserves at this stage of the business cycle that they are 
able to meet an increasing demand for some time without 
weakening their position unduly.• Still further, as shown in 
Part II, Chapter VII, during recovery from a depression that 
has been both long and severe, the ratio of capital liabilities to 
total liabilities among the banks is reduced by funds coming 
from depositors.• This inflow of money increases the lending 
power of the banks without increasing the investment upon
which profits are reckoned, and therefore retards the advance 
of discount rates. But, when banks have attained tolerably full 
employment for their resources available for lending, they ex
act higher prices for additional advances, in the same way that 
manufacturers raise their selling prices when they have ob
tained \lhstantial 'backbone' orders. 

Call-loan rates usually advance more promptly than discount 
rates,• partly because the demand, which comes almost wholly 
from the stock exchange, expands as soon as speculative in
terest revives, and partly because the supply of funds for lend
ing on call contracts as soon as favorable opportunities open 
for employing money in other ways. For "the call-loan market 
is really the storage place for the nation's surplus credit, and 
consequently has to take up all the stress resulting from 
changes of stress in other parts of the credit system:·• 

On the contrary, interest upon long loans as represented by 
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the net yields of investments in railway and government bonds 
at current prices lags decidedly behind discount rates upon 
the rise.• One cause is the increase of confidence among in
vestors, with its consequent reduction in the premium charged 
for the assumption of risks. Another cause may be an increase 
in the current rate of savings, with its consequent growth in 
the sums coming forward for investment. But our knowledge 
of savings is too indefinite to admit of assured statements.• 
A third cause will be revealed presently when we examine into 
the demand for long loans on the part of business enterprises 
(sec. v). 

IV. Increase in Profits 
1. WHY PROFITS INCREASE 

Since the quest of profits is the great driving force of the money 
economy, the significance of all the processes sketched culmi
nates in their bearing upon the amount of money business 
enterprises can make. 

The net resultant of these processes is to increase profits. Of 
chief importance is the fact that supplementary costs rise slowly 
in comparison with the physical volume of business. So long 
as this marked difference in the rate of increase is maintained, 
prime costs may keep up with or even outstrip the advance in 
selling prices, and still net profits will grow larger with each 
successive increment to the turnover. But in many instances 
prime costs also lag behind selling prices on the rise. Discount 
rates often and prices of raw materials regularly rise faster than 
prices of finished products. Rates of wages, however,lag. While 
the number of well-trained hands remains equal to require
ments, while dawdling can be prevented, and while 'overtime' 
can be avoided, the cost of labor to the employer increases no 
faster than the rates of money wages. Freight charges constitute 
another important item in prime costs that probably lags be
hind wholesale prices on the rise. 

Consequently, the rise in the profits made by different busi-
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ness enterprises must vary widely. Obviously, those enterprises 
are favored which get an early share of increasing business 
and in the subsequent rise in selling prices. In contrast, enter
prises that are late in being reached by the growing demand 
for goods, and early in being reached by the rise in the prices 
of raw materials and so forth, may find the revival of pros
perity a doubtful blessing for some time. Again; it is an ad
vantage at such seasons to have relatively heavy supplementary 
and relatively light prime costs. Similarly, it is an advantage 
to have prime costs consisting largely of wages and freight 
charges. Now, since these several factors-promptness in being 
reached by the increase in business and by the rise in prices, the 
proportion of supplementary to prime costs, and the propor
tion of prime costs that is made up of labor and transportation 
costs-are found in all their possible combinations, the diver
sity in the fluctuations of profits is amply accounted for. 

Meager as are the statistics concerning profits, they suffice 
to confirm the above conclusions. That, within large groups 
of enterprises or industries, the rate rises promptly with the
tide of prosperity there is no doubt. Indeed it is certain in par
ticular cases and probable on the average that profits begin to 
pick up before the depression is over. Wagon's statistics of the 
ratio borne by net profits to the share capital of joint-stock 
companies in 37 German industries even indicate that some 
years of deepest depression were the most lucrative of the 
whole business cycle a8ga-agoo. But these years are decided 
exceptions, and the years that brought maximum profits to the 
largest number of industries were the two following the revival 
of activity in a8g5, the year when prosperity culminated ( a8gg), 
and the year of the crisis (agoo). Dermietzel's figures, which 
reflect the general drift of affairs more clearly than 'Wagon's, 
indicate that profits were lowest in the third year of the depres
sion, that they rose a trifle in the last year, and then continued 
their rise without interruption through the revival of activity 
and the period of prosperity to a climax in a8gg.• 
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2. THE RISE IN STOCK PRICES 

Since the market price of a business enterprise rest.s primarily 
upon the capitalized value of it.s current and prospective 
profits, the prices of stocks vary roughly with the rate of profits. 
The degree of this correspondence can be determined for the 
one group of enterprises for which we possess data relating 
to both profits and stock prices-the American railways. On 
the whole, the prices of stocks do follow changes in net income, 
but at some distance, sometimes rising less than profits in 
periods of revival, for example in 18g8, sometimes rising more, 
for example in 1905 and 1gog.• The. explanation of the dis
crepancies that mar the parallelism is to be found in the facts 
that railway dividends have been kept more stable than net 
income, that the stock market looks forward to future profits 
in coming years as well as back to net earnings for recent 
months, that the interest rate at which expected future profits 
are capitalized is itself subject to variations, and that consid
erations other than those of an investor intent upon income 
and safety-such as speculation, manipulation, and contests 
for control-are frequently potent factors in the market.'" 

But even when stock prices lag furthest behind the gains in 
net income, they both precede and exceed the rise in whole
sale prices.• Two factors contribute toward this result. First, 
as just shown, profits recover some of their earlier losses before 
the revival sets in, and, as shown in sections ii, 4• and iii, 1, A, 
commodity prices often do not rise until the movement toward 
recuperation has continued for several months or even a year. 
Second, the stock market does not wait for an increase in 
profits, but discounts it as soon as its occurrence is expected. 

The advance in prices is even less uniform among stocks 
than among commodities.• In part these differences arise from 
dissimilar changes undergone by the profits and financial pros
pects of the various companies. But there are other differences 
that recur regularly among the prices of different types of 
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stocks. Low-priced stocks rise more rapidly than high-priced, 
common stocks rise more rapidly than preferred, and stocks 
that pay dividends irregularly rise more rapidly than stocks 
that are firmly established upon an income-yielding basis. The 
chief reasons for these differences are the greater attractiveness 
of low-priced stocks to speculators, the greater relative weight 
of investment demand for dividend-paying stocks, and the su
periority of preferred to common stocks in steadiness of yield. • 

V. Investments 

All the processes of a business revival heretofore described 
might run their course within the circle of business enterprises 
existing at the dose of depressions. But it is characteristic of 
the money economy that the prospect of good profits leads not 
only to greater activity among the old enterprises, but also to 
extensions of their size and to the creation of new enterprises. 
This expansion of business undertakings is the more impor
tant because for a time at least it imparts new energy to the 
very causes that produced it. 

While the investment of fresh capital in business enterprises 
never ceases altogether, it sinks during depression to a rela
tively lower ebb than does the rate of current production of 
such staples as agricultural produce, coal, or even iron. Recov
ery usually begins before depression has passed away; but not 
until business has distinctly entered upon the phase of revival 
do new investments of this character become large again. Some
times the first year of recuperation brings the maximum in
vestments of the cycle, more often the second or third year. 
This maximum is likely to be several times as great as the pre
ceding minimum. The growth of industrial equipment is 
thus very uneven. 

These statements, based upon the tables in Part II, Chap
ter VIII, concerning the applications for business loans, the 
capital of new joint-stock. companies, the increase in railway 
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mileage, the cost of buildings erected, the amount of income 
reinvested in their own business by banks and railways, etc., 
accord well with the preceding analysis. Not until work has 
been provided for the existing industrial equipment by the 
slow expansion in business during depressions, supplemented 
by its more rapid strides after revival begins, and not until the 
profits of existing business enterprises have been raised to a 
satisfactory level, are there many tempting opportunities for 
fresh investments. But as these conditions occur often at an 
early stage of business expansion, so with corresponding fre
quency the first year or two of revival brings a large aggregate 
of corporate borrowings on long time.• 

While our information with respect to savings from year to 
year is scanty, we have no reason to suppose that their growth 
is as uneven as that of investments. Hence after a year or two 
of heavy business borrowings the current supply of investment 
funds available for the purchase of corporate securities should 
show signs of being unequal to the demand. At least one such 
sign has already been found-the rise in interest rates upon 
long-time loans, which usually begins somewhat later than the 
rise in discount rates or even in commodity prices. While the 
return of confidence among investors helps materially to keep 
this rate from rising promptly with the demand for such loans, 
it presently has a contrary effect. Let confidence reach the point 
at which investors become ready to assume considerable risks 
and the demand for bonds at a fixed rate of interest will begin 
to shift into a demand for stocks promising a higher, but less 
certain, rate of dividend. Then corporations seeking to "place" 
bonds will be obliged to offer greater inducements by raising 
the nominal rate of interest or selling securities bearing the 
old rate at a lower price. Combined with the difference of pace 
at which the demand for long loans and the supply of current 
savings expand, this movement accounts for the rise in long
time interest rates that usually occurs when prosperity has 
fairly begun (see iii, 3). 
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So soon as investments have attained large proportions, an
other stimulus is imparted to the activity of business. For the 
establishment of new and the enlargement of old enterprises 
involve a heavy demand for new industrial equipment-build
ings, machinery, furnishings, etc. Then the industries con
cerned with the supply of the many kinds of goods included 
in these broad categories come in for their share of prosperity, 
and add their quota to the increasing demand for materials, 
equipment, labor, discounts, and long loans. The whole set of 
processes dtaracteristic of business expansion is thereby ren
dered still more intense. 

VI. The Business Equilibrium 

The preceding sections show how the endlessly complicated 
processes started by an increase in the physical volume of trade 
convert depression into prosperity. The salient feature of the 
whole development is that each successive effect reacts to 
strengthen the causes that produced it, so that the movement
toward prosperity gathers momentum as it proceeds. 

Every industry wakened to activity stinmlates other indus
tries, and when the latter are roused their activity creates a 
larger demand for the products of the industries from which the 
stimulus came. The swelling volume of trade presently sends 
up the prices of certain commodities; every such advance be
comes a reason for raising other prices; the latter advances pres
ently cause the first prices to be raised anew, thus starting the 
whole process over again on a higher level; and the rising of the 
price level promotes tl•e expansion in business out of which it 
grew. In combination, the expansions in trade and further ad
vances in prices make those who profit by them optimists; every 
convert to optimism makes new converts; the latter confirm tlte 
faith of the first; and tlte resulting prevalence of business confi
dence favors r urther expansions in the volume of trade and fur
ther advances of prices. These developments make workingmen 
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insistent to demand, and employers ·able to concede higher 
wages; the resulting increase of family incomes widens the 
market for the increasing output of consumers' goods and sus
tains the advances in their prices; meanwhile the higher cost 
of labor occasions further advances in the prices of commodi
ties at wholesale and retail. Interest rates and rents rise for 
similar reasons, and their advances have similar effects upon 
the demand for consumers' commodities, the costs of produc
tion, and the level of prices. Finally, every increase in profits re
sulting from expanding business and the rising level of prices 
encourages new investments in business enterprises; these new 
investments swell business still more, drive prices still higher, 
favor new advances in wages, interest, and rents, and augment 
afresh the profits of numerous trades. 

The more vividly this cumulative growth of prosperity is 
appreciated, the more difficult becomes the problem why pros
perity does not continue indefinitely instead of being but one 
passing phase of business cycles. 

Of course prosperity confers no immunity against disasters 
that interfere with the course of business; but over many rocks 
the accumulated momentum of good times may run with
out serious mishap. The great shortage of the American com 
crop in 1901 did not stop the 'boom' then in progress, though 
it came soon after a spectacular comer in the stock market; the 
failure of Mr. Walsh's banks in Chicago, the San Francisco 
fire, and the great coal strike did not stop the 'boom' of 1905-

o6, though they followed hard one on the other. For such mis
fortunes affecting a few sections of the business community 
the superabounding prosperity of the other sections is more 
than a match. On the other hand, many periods of intense 
prosperity have ended in years of peace, plenty, and good for
tune. The waning, like the waxing of prosperity, therefore, 
must be due, not to the influence of 'disturbing causes' from 
outside, but to processes that run regularly within the world 
of business itself. 
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The world of business is a system comprising numberless in
dependent enterprises, bound together by industrial, commer
cial, and financial ties. For the continuance of prosperity it is 
indispensable that a certain balance be maintained among the 
fundamental processes that constitute the activity of this sys
tem. The demand for goods of every kind must keep pace with 
the increasing supply, despite the steadily rising prices; the 
cost of raw materials must not increase too much in comparison 
with the selling prices of manufactured goods; mercantile col
lections must grow with mercantile credits; bank reserves must 
expand with demand liabilities; the cost of living must not 
rise much faster than money incomes; banks and investors 
must continue able to provide the ever-increasing loan funds 
required by business enterprises; and the like. If serious mal
adjustment occurs in the rate at which any of these factors are 
growing in relation to the others, some enterprises will lose 
profits. Then the bonds that unite different enterprises will 
become channels through which the in jury will spread to other 
enterprises, just as they were recently channels for the spread 
of prosperity. Unless the original injury is promptly healed, 
there is grave danger that the cumulation of prosperity will be 
converted into a cumulation of depression. 

It is some such maladjustment among the various factors in 
the system of business that brings all seasons of expansion to 
a dose and turns prosperity into crisis. The regularity with 
which this happens suggests that prosperity itself has other ef
fects than those which tend to sustain and intensify business 
activity. During the earlier stages of a business revival these 
effects pass unnoticed; but, though slow in developing, their 
later growth must be cumulative at a higher rate than the 
growth of the prosperity-producing factors. The next task is 
to investigate the sources and character of these stresses which 
accumulate within the system of business until they finally dis
rupt its equilibrium. 



CHAPTER2 

HOW PROSPERITY BREEDS CRISIS· 

I. Increasing Costs of Doing Business 

AMoNG THE threatening stresses that gradually accumulate 
within the system of business during seasons of high prosperity 
is the slow but sure increase in the costs of doing pusiness. 

I. SUPPLEMENTARY COSTS 

During the early stages of a business revival, the portion of the 
total cost of carrying on an enterprise that consists of supple-
mentary charges declines, because their sum remains nearly 
constant while the number of sales over which they are distrib
uted increases (see Ch. 1, iv, 1). This decline in supplementary 
costs per unit gradually ceases as the revival blossoms into 
prosperity. For when current business grows to a point that 
taxes the full capacity of existing mines and factories, railways 
and stores, it becomes necessary to enlarge the old or to found 
new enterprises to care for additional orders. Of course such 
extensions of the existing industrial equipment involve the en
terprises that undertake them in new supplementary charges
interest on the funds invested, rent for the use of new premises, 
depreciation on buildings, machinery, etc., insurance, salaries 
for general officials, and the like. 

Often these charges are less per unit of product turned out 
by the new equipment, because improved processes or machin
ery have been adopted. On the other hand, the initial cost of 

[29] 
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construction in the midst of prosperity is high, which saddles 
the new plants from the start with heavy interest charges. Fur
ther, when a new plant is founded by a new company, the lat
ter must usually invest considerable sums in building up a 
trade connection. In this process it is frequently compelled for 
a time to take customers who have made trouble in their 
dealings with the old established firms and whose business is 
likely to prove equally unsatisfactory to the new. These high 
interest charges, costs of getting established, and losses upon 
bad debts often overbalance the advantages from improved 
technical equipment. 

Another factor of some moment is the gradual increase in 
. the supplementary costs of the old enterprises themselves-an 
increase quite apart from that involved in extending plants. 
When leases expire or bonds fall due while business is expand
ing, the enterprises concerned must expect ordinarily to pay 
higher rents and higher interest for renewals. Permanent offi
cers, also, are more likely to claim and to receive an increase 
in the scale of their salaries when business is good and the cost 
of living is advancing. 

Often more important than this cessation of the decline in 
supplementary costs per unit is the positive increase that pros
perity brings in prime costs. 

2. PRIME COSTS OF WEAK ENTERPRISES 

When a revival of activity begins, the business enterprises that 
have been running with few intermissions during the depres
sion are surrounded by a fringe of other enterprises that have 
closed. Disadvantageous location, antiquated equipment, poor 
trade connections, weak financial backing, timid or unskillful 
management-any of these circumstances may have been re
sponsible for their inability to keep prime costs down to the 
low selling prices that depression brings. Rather than make 
goods that do not repay even the cost of labor and materials, 
they have shut their doors. 
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\\11en prosperity returns and prices rise, these enterprises 
begin to start up again, one by one. They waste more material, 
or more labor, or more capital, or more transportation in put
ting a given output upon the market than do their more for
tunate rivals, and at given prices their profits are narrower. 
But their resumption of business affects all the well-equipped, 
well-located, and well-managed enterprises in the field: it bids 
up the prices of materials, labor, etc., and it adds to the supply 
of goods sent to market, thus increasing the difficulty of ad
vancing selling prices sufficiently to offset the encroachments 
of costs upon profits. 

Many of the strongest enterprises have among their machines 
or plants some that £all below the current standard of effi
ciency. Like the weak enterprises, these sections of the indus
trial equipment are allowed to stand idle when business is 
dull, but are started again when business becomes brisk. Of 
course, the average of the prime costs per unit of the goods 
produced by such an enterprise mounts with every old ma
chine and every ill-located plant it sets at work. 

3· THE COST OF LABOR 

During the first year or two of a trade revival the average rise 
in the rate of wages is slow, becoming more rapid in the later 
stages when employers find it hard to get a sufficient number 
of hands to fill their orders. Encroachments would seldom be 
made upon profits, however, did fluctuations in the rate of 
wages represent the sole changes in labor costs; for wholesale 
prices usually keep rising faster than wages to the very climax 
of prosperity .• A more serious difficulty is that labor is a highly 
changeable commodity-its quality deteriorates as its price 
mounts. 

If humanitarian motives are not allowed to interfere with 
business policy, the less efficient employees are the first to be 
discharged after a crisis. Hence the relatively small working 
forces of depression are the picked troops of the industrial 
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army. When revival has ripened into full prosperity, on the 
contrary, employers are constrained to accept any help to be 
had. They must take on men who are too old, and boys who are 
too young, men of irregular habits, men prone to malinger, 
even the chronic 'trouble makers.' Raw recruits of all sorts 
must be enlisted and trained in a hurry at the employer's ex
pense. The average efficiency of the working forces is inevitably 
impaired. 

The fact of this deterioration admits of no doubt; but its 
weight in increasing costs is difficult to determine. Foreign 
statistics of unemployment show differences of not more than 
5 or 6 per cent of the membership of reporting trade-unions 
between the best and the worst years of a business cycle." 
Among the masses of unskilled laborers belonging to no trade
union the variations in employment may be greater; but that 
is a matter of conjecture." In New York State the reported 
fluctuations are much wider than in France or England. For 
example, there is a difference exceeding 20 per cent of the 
membership of the reporting unions between the number out 
of work in the exceedingly dull year 1908 and the exceedingly 
busy year 1906." Such differences leave a wide margin for the 
improvement of working forces during depression, and for a 
corresponding deterioration during prosperity. 

While the relatively inefficient reserve army of labor is thus 
called into active service, both the standing force and the re
serves are kept at work long hours. Now overtime labor is 
especially expensive to employers, not only because it often 
commands extra rates of wages, but also because it is tired 
labor. Few manual laborers possess sufficient strength and vi
tality to stretch out their working day from 8 or 9 to 10, 11, 
or 12 hours for weeks or even months at a time without loss of 
efficiency. At first, the closing hours of the long day, after a 
time, all the hours of every day find the men less alert and less 
energetic-unable to accomplish as much work per hour as in 
less busy seasons. Moreover, the quality of the output declines 
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as nerves become fatigued. 'Spoiled work' increases often at an 
alarming pace, and the resulting loss of materials and time 
threatens serious encroachments upon profits.• 

Quite apart from this difficulty of overtime, men cannot be 
induced to work at so fast a pace when employment is abun
dant as when it is scarce. Employers complain that in good 
times their men 'slow down'; employees complain that in 
dull times they are 'speeded up.' Whatever may be the merits 
of this chronic dispute about the fairness of the day's work 
given for a day's pay in either phase of the business cycle, there 
is abundant testimony from both sides as to the existence of 
a considerable difference in the energy exerted. Theoretical 
writers have strangely neglected this point, but the trade jour
nals make much of it. The most trustworthy body of evidence 
on the subject, however, is contained in the special report by the 
federal Commissioner of Labor in 1904 upon Regulation and 
Restriction of Output. This evidence is the more convincing. 
because the influence of business conditions upon the efficiency 
of labor was not a subject of inquiry. Nevertheless, manufac
turers and foremen, trade-union officials, and manual workers 
both within and without the ranks of organized labor called 
attention time after time to the fact that the pace of work was 
slower in the flush times of 19oo-o2 than it had been in the 
dull times of 1894-g6. In different phrases they all gave the 
same explanation-men are less afraid of discharge when busi
ness is good. A sample bit of testimony may be quoted. The 
superintendent of a company manufacturing electrical ma
chinery said: 

"The absorption of 'driftwood'-that is, the taking on of 
men who would not be given a job in ordinary times, the tem
porary employment of tramps, to make it perfectly plain-is 
the cause of but a small percentage of the decreased output in 
machine shops. Five years ago men did not restrict their out
put, union or non-union men, because they wanted to hold 
their jobs, and a man would do anything and all he was told 
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to do. Now a man knows that all he has to do is to walk across 
the street and get another job at the same rate of pay. During 
the hard times we took contracts at any price we could get, and 
in some places and cases men were driven at high speed to get 
this work out, so as to lose as little money on it as possible. Men 
will not keep up that speed rate in these days. We are notre
stricted in our right to hire and 'fire,' but we are mighty careful 
qowadays not to discharge a man unless we have the very best 
of cause, and would not discharge unless we had a case that 
would preclude a visit from a union committee. We are not 
looking for visits, nor trouble of any kind."' 

Among these various factors that cooperate to increase the 
cost of labor during prosperity-the rise in wages, the employ
ment of undesirables, the payment of extra rates for the tired 
labor of overtime, and the lessening energy put into their work 
by old hands and new-we can approximate a quantitative es
timate of the first alone. Unless employers grievously exagger
ate, however, the last is the most important, and neither of the 
other two factors is negligible. That this combination of ad
vancing prices for labor and declining efficiency produces a 
serious increase in the cost of getting work done is beyond 
question. 

Of course, the most serious inroads are made upon profits in 
those industries where wages constitute a large proportion of 
the total outlay. A rough index of the variations in this propor
tion from one industry to another is afforded by table 1, which 
reproduces the census classification of expenses in thirty-<>dd 
branches of manufacturing in 1900. Depreciation charges, in
surance against mercantile and trade risks, and cost of selling 
products are not included by the census, so that the total ex
penses are somewhat understated and the proportion of wages 
correspondingly exaggerated. But since on the average wages 
make over a fifth of the recorded expenses of manufacturing 
goods, an increase of 5 or 10 per cent in labor cost must cut 
deeply into profits unless someway of offsetting it can be found. 
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For other than manufacturing branches we have few data 
concerning the relations of wages to total expenses. On the 
interstate railways the proportion mounts nearly to 40 per 
cent.' Among mines, quarries, and I umber companies the aver
age proportion of labor cost must be nearer that of the railways 
than that of manufacturing companies. Among mercantile es
tablishments, both retail and wholesale, however, it is prob
ably below the proportion in most branches of manufacturing. 
But the increasing price and declining efficiency of labor dur
ing prosperity must become matters of grave concern to em
ployers in most lines of business. 

4· THE COST OF MATERIALS 

According to table 1 the cost of materials exceeds wages in 
every one of the leading branches of manufacture, and in a 
majority is over twice as large. Indeed, on the average it makes 
practically two-thirds of the total outlay. If wares for resale 
are substituted for materials, this proportion must run far 
higher in wholesale stores, while in retail shops it cannot be 
much lower than in factories on the average and may well be 
considerably higher. Even the transportation companies and 
enterprises in the extractive industries have to buy vast quanti
ties of current supplies. Hence an increase in the cost of ma
terials, wares, or supplies is often an increase in the largest 
single item of expense, and always an increase in an important 
item. The relative fluctuations in the prices of those commodi
ties that are bought and of those sold are therefore of great, 
often of decisive, importance in determining profits. 

Concerning these relative fluctuations, our definite infor
mation consists of index numbers for raw materials, partly 
manufactured products, and finished goods; also for the same 
commodities at wholesale and at retail.• Now this statistical evi
dence points to the conclusion that what must be taken as buy
ing prices creep up on selling prices during prosperity.• Of 
course this movement, like the others just traced, threatens a 
reduction in profits. 



TABLE 1 ~ 
CussiJ'ICATION or EXPIIINsmsiN MANtli'ACTUJIING lNDUITRIIDS HAVING PnonuCTs VALtJIIID AT Mou THAN 1100,000,000 IN 1900 
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Bakerie1 .............. 6 28 10 911 
Carpentering ....... , .. 2 71 49 142 
Carriage• and wagona .. 4 80 6 57 
Railway ahopa .....•.•. 6 96 6 110 
Car building ...... , ... 2 23 8 70 
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Liquors, malt .•••..... 13 26 109 
Lumber .•........•.•.. 11 105 18 
Planing mills .......... 5 33 7 
Masonry .............. 2 53 31 
Paper ................. 5 21 10 
Petroleum refining ..•.. 2 7 a 
Plumbing ............. a 32 5 
Printing ............... 86 84 56 
Silk ................... 3 21 . 10 
Slaughtering, etc ...... 10 84 24 
Sugar refining ....•.•.. 2 7 7 
Tin smithing .......... 8 22 5 
Tobacco-1:hewing, etc. 4 7 48 
Tobacco-1:igara ..•.... 5 41 81 
Woolen goods ..•...•.. 8 25 7 
Worsted goods ..•..... 2 20 7 

SOVIICII: f'wi/IA CmrvtO/Ib U.S., Manufaat111'81, Vol. I, table I. 
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While a difficulty of this character seems to be encountered 
in most branches of business it is likely to become peculiarly 
acute in those manufacturing industries which use animal and 
farm products as their leading raw materials. For, following 
up a suggestion of Sombart's, we have found that these classes 
of products are more erratic in their price fluctuations than 
the products of mines and forests.'" Hence an uncommonly 
large speculative risk must be borne, or insured against, in such 
branches of trade as meat packing, flour milling, cotton spin
ning, woolen weaving, and tanning. Of course this risk exists 
during all phases of the business cycle, but it is augmented in 
prosperity by the necessity of carrying larger stocks of raw 
materials. The census indicates that more than three-fourths 
of all the "ma~rials purchased in the raw state" by American 
factories in 1900 belonged to this class which is peculiarly un
stable in price.11 

5· THE COST OF BANK LOANS 

Interest upon short:time loans is a minor element of expense 
in manufacturing operations, according to the American cen
sus;'" but it must be a much more important matter to the 
mercantile classes. Certainly it is among the costs of doing busi
ness that trench upon profits in the later stages of prosperity; 
for the relative rates of discount rise much more rapidly than 
the index numbers of wholesale prices-to say nothing of re
tail prices.'" But this is a topic of many aspects, which will re
ceive more adequate treatment in section iii. 

6. DECLINING ECONOMY OF BUSINESS MANAGEMENT 

One final matter may be mentioned: prosperity is unfavorable 
to economy in business management. When mills are running 
overtime, when salesmen are sought out by importunate buy
ers, when premiums are being offered for quick deliveries, 
when the railways are congested with traffic, then neither the 
overrushed managers nor their subordinates have the time 
and the patience to keep waste down to the possible minimum. 
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The pressure that depression applies to attain the fullest utili
zation of all material and labor is relaxed, and in a hundred 
little ways the cost of doing business creeps upward. Still less 
can attention be given to the adoption of improved methods 
of organization; for changes in habitual routine are always 
the source of some confusion and delay when they are being 
introduced, and when an enterprise has all the business it can 
handle delay is the one thing to be avoided. Even when the 
feasibility of making an important improvement is demon
strated to the managers of an enterprise, they often defer its 
introduction to a less busy season. Progress in industrial tech
nique and in business methods would be slower if business 
communities were always prosperous. 

II. Industrial Equipment and the Investment 
Market 

1. CONSEQUENCES OF INCREASING INDUSTRIAL EQUIPMENT -

'While the increasing costs of doing business are threatening to 
encroach upon profits in almost every branch of trade, the 
rapid extension of industrial equipment is breeding other 
stresses. 

As shown in Chapter 1, v and tables 105-120 of Part II, the 
repairing of old and the building of new equipment for the 
handling of business is greatly accelerated by the return of 
prosperity after a depression. This movement gains momen
tum as prosperity becomes more intense. Now the laying of 
new railways, the erection of new office buildings, factories, 
and power plants, the opening of new mines, quarries, lumber 
camps. and the like, stimulates all the branches of business con
cerned with construction work. Not only contracting firms, 
but also cement mills, brickyards, structural steel works, ma
chine-building companies, lumberyards, etc., etc., become 
busy. Direct statistical evidence is meager; but there is little 
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doubt that the business done by such enterprises regularly 
shows a higher ratio of increase in prosperity than is common 
among establishments that deal either in staple consumers' 
goods or in the current supplies used by business enterprises ... 
Of course, the continual necessity for repairs and renewals pro
vides a good deal of work for these construction trades at all 
_times, and there is never a year when considerable extensions 
of old and construction of new plants are not undertaken. But 

· when to this regular work of maintaining the efficiency of the 
existing equipment and to these odd contracts for new con
struction is added the rush of orders from the many enterprises 
that see their own trade outrunning their facilities and from 
the numerous new projects launched on the rising tide of 
prosperity, then the construction trades have a season of ac· 
tivity that few of the industries for which they are working 
can match. · 

Consequently these trades add a sharply increasing demand 
to the market forces that are swelling business and lifting 
the level of prices. For a while their demand for commodities 
is not accompanied by a corresponding increase in the market 
supply. What they are making in the way of equipment has 
been sold in advance to business enterprises and does not come 
on the market as a factor opposing the advance of prices. While 
this condition lasts, the demand of construction trades has an 
especially stimulating effect upon the price level. But, at the 
same time, the bidding of these trades for labor and materiab 
aids in driving up the costs of doing business in all the various 
ways described in the preceding section. 

A second consequence of the situation is that the movement 
toward providing new industrial equipment is likely to become 
especially rapid in the very trades whose business it is to fur
nish such equipment. The productive capacity of the existing 
enterprises that at the time of business revival is not used at 
all or not used to the full is especially large in these lines. But 
when orders for construction work do begin to come in, they 
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come so fast and are so large and require such quick execution 
that this wide margin of reserve power is often exhausted in a 
year or less. Then the foundries, machine shops, cement mills, 
brickyards, and all the rest become the most eager of all enter
prises to install new equipment in the shortest possible time; 
for they cannot obtain contracts unless they can guarantee 
prompt deliveries, and the season when contracts are to be had 
may be briel Indeed, the PTOduktivmittelindustrien may.well 
show a more rapid expansion of equipment than any of the 
trades to which they cater.'" 

Further consequences appear as soon as sections of the new 
industrial equipment are finished and put into active service. 
Then the enterprises that own the new equipment begin on 
the one hand to hire operatives, buy raw materials, etc., etc., 
and on the other hand to pour their products upon the markeL 
This activity serves both to strengthen the forces that are al
ready raising the costs of doing business and to obstruct the 
advance of selling prices. But, since new construction is not 
undertaken on a grand scale until a business revival has made 
considerable headway, a.nd since the work of building and in
stalling the elaborate equipment of today lasts months if not 
years, prosperity lias neared its high tide before the new equip
ment begins to aggravate seriously the encroachments of costs 
upon profits. 

I. DEVELOPMENT OF STRINGENCY IN INVESTMENT MARKETS 

The extension of industrial equipment is financed in part by 
funds taken out of the current income of business enterprises 
and reinvested. • But most of the necessary funds are obtained 
by borrowing, by inducing those already interested in enter
prises to advance additional capital, or by bringing in new 
stockholders. As indices of how much money is raised for such 
purposes, we have the statistics of applications for loans, sales 
of bonds and z.tocks, and fluctuations in the interest rate upon 
long-term loans.• 
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After a year or two of the heavy borrowings of prosperity, 
this interest rate usually rises to what is regarded by the busi
ness community as a high level, .. and complaint begins to be 
heard of a 'scarcity of capital.' This is one of the most regularly 
recurring phenomena of the months that precede the outbreak 
of a crisis. 

The popular explanation of this alleged scarcity is that too 
much capital has recently been locked up in fixed investments, 
and that the remaining free capital is insufficient to meet the 
current needs of business. But all that the available data es
tablish is that the supply of funds forthcoming for long loans 
is no longer equal to the demand at the old rate of interest. It 
does not necessarily follow that saving has declined, or that 
the heavy investments of the preceding year or two were made 
out of past accumulations which are now approaching exhaus
tion. The stringency may quite as well be due to the diversion 
of an increasing proportion of the funds seeking investment 
into other channels than those provided by the loan market. 
Active businessmen are likely to cease looking elsewhere for 
investments for their savings when their own special enter
prises have in sight more business than can readily be carried 
with the available working funds. Others may be deterred from 
lending at the old rate because the advancing price level is 
reducing the purchasing power of fixed money incomes, or 
because they think it may reduce the purchasing power of the 
principal when it comes to be repaid. Still others who do not 
think their in.terests out so clearly may be impressed by the 
patent fact that bonds have been falling in price. The statistics 
and market reports show that the purchases of stocks increase 
while the purchases of bonds are falling off." 

But, whatever the cause-which cannot be determined until 
more definite knowledge is obtained concerning the fluctua
tions of savings and the promptness with which savings are in
vested-the effect is certain. The terms exacted for long loans 
become onerous. 
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3· DECLINE IN INVESTMENT BORROWING 

\Vhen the market rate of interest for long-term loans has risen 
one-quarter, one-half, or, on some classes of business, 1 per cent 
above the level that had prevailed during the preceding de
pression, the financial managers of large business corporations 
begin to restrict their borrowings to the narrowest possible 
limits. Two shifts, indeed, are open to them: they may en
deavor to follow the change in the appetite of investors by 
raising more capital on stocks and less on bonds, and they may 
take up money on one-, two-, or three-year notes at a high rate 
of discount instead of selling long-term bonds. That they adopt 
both these courses freely is proved by the evidence."' But it is 
also dear from the tables of Part II, Chapter VIII, that public 
applications for capital usually decline heavily in the year pre
ceding a crisis. 

Of course this decline means, not that the desire on the part 
of business enterprises to secure funds has shrunk, but that 
the men in control are unwilling to saddle their companies 
for a long series of years with the heavy fixed charges that 
would result from borrowing under the prevailing conditions. 
They prefer to defer the execution of their plans until funds 
can be procured on better terms. 

4· CHECK UPON ORDERS FOR NEW CONSTRUCTION 

High rates of interest, however, are not the sole, in many cases 
they are not even the most important, cause for deferring the 
execution of plans calling for new construction. The high 
prices demanded by contractors as the climax of prosperity 
approaches frequently count for more. 

Evidence is given in Chapter 1, v, that many contracts for 
permanent improvements are let in the early days of revival, 
or even in the late days of depression. Much of the work then 
undertaken requires a year, two years, three years, or even 
more to execute. To safeguard themselves against an advance 
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in prices, the firms that are contracting to construct houses, 
office buildings, factories, machinery, roadways, sewers, canals, 
docks, bridges, and the like enter into subcontracts with enter
prises that provide the necessary iron, steel, copper, lumber, 
cement, brick, tile, stone, etc. When feasible, the latter enter
prises in their turn often enter into contracts with still other 
houses from which they buy materials or supplies. Now most 
of these enterprises bind themselves without definitely know
ing how much business other enterprises in the same branch 
of trade are booking. It often happens, therefore, that con
tractors and their subcontractors sell to investors more con
struction than can readily be executed within the contract 
time. This condition of trade is discovered when the contrac
tors look about for labor and materials to perform the work 
they have undertaken. Then prices rise rapidly and large bo
nuses are often offered for quick deliveries. One result is that 
many building contractors and manufacturers find that what 
promised to be lucrative bargains turn out to be losing bar
gains. More important is the further result. When bids are 
invited for additional construction, contractors are forced to 
ask much higher prices than those they would have asked a 
year or so earlier."' 

Of the projects for permanent improvements some are so 
pressing that the contracts are let despite the onerous terms 
demanded. But other projects, many and large, can be and are 
postponed to a season when the initial outlay will be less. Thus 
the high costs of construction that characterize prosperity com
bine with the high interest charges upon long loans to reduce 
the number and the size of fresh contracts let. 

Activity does not slacken at once in the trades that do con
tract work and furnish materials. For the finishing of the con
tracts already in hand may keep everyone as busy as ever for 
several months to come. Indeed, the mills making structural 
steel, etc., may be under high pressure to get out work on which 
bonuses for quick delivery are expected at the very time their 
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order books for the coming quarters are scantily filled, and 
while their selling agents are having great difficulty in drum
ming up custom.• 

This change in the situation promises to relieve one of the 
stresses that are becoming acute. The provision of new equip
ment will decline, and therewith the increase both in competi
tion for an already scant supply of labor and materials and in 
the new products seeking sale. But at best only the pace at 
which the stress is accumulating is relieved. Moreover, there-

. lief lies in the future, and as a rule it is not felt until after the 
crisis has occurred. And worst of all, this problematical relief 
to the enterprises that would have to meet the competition of 
the new equipment is offset by the sudden apparition of acute 
strain approaching in the industries that provide equipmenL 
Particularly when they have extended their own plants to 
handle the recent Hood of contracts do they suffer when this 
tide recedes. How serious is the danger their threatened em
barrassment entails for the whole community of business en
terprises will appear in the sequel (sec. iv, 2, B, and sec. v). 

III. Tension in the Money Market 

I. DEMAND FOR SHORT-TERM LOANS 

The advance in interest rates during a period of high prosper
ity is relatively much greater in the money than in the invest
ment markeL • For, while certain of the factors that drive up 
interest rates operate in both markets, others are peculiar to 
the market for discounts. 

As pointed out in Chapter 1, iii, 3, the bank accommodation 
needed by the business community grows not only with the in
crease in the physical volume of business but also with the rise 
in prices. \Vere no other factor to be considered, it would 
therefore cumulate rapidly. But there are other factors. 

Expectation of large profits, combined with the prevalence 
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of an optimistic bias in judging business chances, disposes men 
of affairs to undertake as much business as possible upon their 
working capitals. Indeed, not a few venture beyond the line 
of safety, and failures ascribed to inadequacy of capital become 
numerous (cf. Ch. g, ii, 4). Of course, this effort to make one's 
own capital support as much business as possible involves bor
rowing a larger proportion of the funds required than is com
mon during depressions or revivals. That is to say, the demand 
for bank loans increases even more rapidly than the pecuniary 
volume of business. 

Among the factors that differentiate the demand for short
term loans from the demand for long-term loans is a smaller 
degree of elasticity. When interest rates rise, shon loans asked 
for do not contract so much as investment borrowings. Many 
investment projects require that everything to be used shall 
be bought new. Then the whole annual cost of the undertak
ing, apart from operating charges, may be treated from the 
accountant's viewpoint as the interest on the sums invested. 
But in the majority of short-term loans the practical business 
problem relates to the additional service that may be got by 
the use of additional funds from equipment already on hand 
and for which the cost has already been allowed. Then the in
terest on the projected loan cannot be treated as the entire ex
pense. On the contrary, it may be a minor item, and an advance 
in the rate of 1 or 2 per cent may make so small a fraction o( the 
whole cost as not to deter men from borrowing. 

Again, in borrowing for long periods, the businessman must 
consider probable selling prices in the years to come. Experi
ence teaches him that it is folly to expect an indefinite continu
ance of the active demand for his goods and the high prices that 
prevailed during the 'boom.' Hence his enterprise, which for 
the present might support heavy fixed charges without disaster, 
will face more serious difficulties in the next depression. But 
in borrowing for 6o to go days, or even for a year, the business
man is prone to count upon being able to tum over his goods 
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promptly at prices equal to or higher than those prevailing at 
the moment. Hence he has less reason to hesitate because of an 
increased cost of loans. 

Finally, the temporary shifting of a part of the investment 
demand for loans to the money market by the substitution of 
short-term notes for bonds increases the demand for bank ac
commodation (see sec. ii, 3). For these notes are 'peddled' not 
only among individual investors, savings banks, insurance com
panies, and others who might have bought bonds, but they 
are offered also to commercial banks and there added to the 
applications for discounts coming from the regular classes of 
local customers. 

2. SUPPLY OF SHORT-TERM LOANS 

Directly or indirectly the supply of short-term loans comes 
chiefly from banks."' Since the commodity loaned by a bank 
is usually some form of bank credit, an expansion of loans 
causes a corresponding expansion in demand liabilities.• And 
since these liabilities to pay on demand must be protected by 
an adequate stock of cash, the amount the banks of any coun
try can lend is ultimately limited by the money they hold. • 
How, then, does prosperity affect the amount of money held 
by the banks? 

For the United States alone do we have regular statistics con
cerning the stock of money in the country and its distribution 
between the banks and the public. The influence of prosperity 
upon the total stock of money available for use will be dis
cussed presently. For immediate purposes the pertinent fact is 
that even when the total stock is growing most rapidly, Amer
ican banks are unable to prevent their quota from being di
minished by the activity of business. Of the money withdrawn 
from the banks day by day and week by week for paying wages 
and the like, the greater part flows back in a few days through 
the deposits of shopkeepers, streetcar companies, restaurants, 
places of amusement, etc. But the entire amount does not flow 
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back. For when employment is full and wages are rising, mil
lions of men carry each a little more money than when times 
are dull. And when trade is active thousands of retail shops 
carry each a little more 'change' than when daily sales were 
smaller. Hence, as table 77 and charts 48 and 49 (Part II) show, 
the banks' proportion of the total declines gradually from the 
time depression begins to relax to the time prosperity reaches 
its zenith. 

This loss of money by the banks to the public is sometimes 
more than offset by an increase in the stock divided between 
these two claimants. For example, the actual amount of lawful 
money in the clearinghouse banks of New York and in the na
tional banks as a whole increased during the prosperous years 
1897--99· At other times the decline in the quota exceeds the 
gain from the total to be divided; for example, in 1905-o6, 
when both groups of banks lost cash."' But, whatever the net 
change in the actual amount of money in banks, prosperity 
checks the possible expansion of short-time loans so far as it 
increases the proportion of money suspended in active circu
lation at the expense of the proportion held by the banks as 
reserves. 

3• DEVELOPMENT OF STRINGENCY 

Since the demand for short-term loans expands at a peculiarly 
rapid rate, since their supply is limited by the amount of cash 
in banks, and since the banks lose cash to the public, prosperity 
ultimately produces a tense money market. 

The coming of this result is deferred by the elasticity of the 
limit set by cash reserves upon the expansion of bank loans. 
During depressions bank reserves become larger in proportion 
to demand liabilities than bank managers think needful, so 
that periods of prosperity open with a considerable excess of 
lending power above current demands.• But, owing to the proc
esses just traced, the excess is graduaiiy used up, and after 
a time bank managers are facing the difficult problem of pre
cisely how much farther it is prudent to go in lending addi-
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tiona! credit on the basis of their available cash. In America 
hard and fast rules concerning the minimum ratios of reserve 
to be held are imposed by law upon all national and many state 
banks. But, on the one hand, these rules are administered with 
much circumspection, and, on the other hand, business judg
ment affirms that the circumstances of the time, the character 
of a bank's clientele, its relations with other banks, and the 
liquidness of its assets other than cash ought always to be taken 
into account in determining whether it is really overstepping 
the limits of prudence. Hence there is in practice considerable 
leeway within which the responsible officials exercise their own 
judgment. 

The net resultant of this situation as shown by bank reports 
is that during prosperity the expansion of loans regularly pro
ceeds at such a pace as to reduce the ratio of reserves to demand 
liabilities by a considerable though variable margin. The na
tional banks of America, for example, have allowed their re
serve ratios to fall from 3 to 6 per cent below the high records 
of the years preceding the revival of activity. The clearing-~ 
house banks of New York have let their ratios drop below 26 
per cent, and frequently a trifle below the accepted minimum 
of 2 5 per cent.• Just where bankers will draw their line against 
further expansion of loans it is therefore impossible to say. 
But it is certain that they will draw such a line firmly some
where within fairly definite limits. As these limits are ap
proached the bankers put up their discount rates and become 
more exacting in their acceptance of new applications for 
loans. Business men then find that short-term loans are both 
more expensive and more difficult to obtain. 

That this development of stringency in the money market 
imposes a severe strain upon business prosperity cannot be 
doubted; but its precise bearings must be considered in con
nection with the other strains arising from the increasing costs 
of doing business, the tension of the market for bonds, and the 
difficulties faced by the enterprises producing industrial equip-
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ment. Before attacking this central problem it is necessary to 
dispose of a point recently mentioned only to be set aside-the 
interrelations between prosperity and the quantity of money 
in circulation. 

4· INTERllELATIONS BETWEEN PROSPERITY AND THE QUANTITY OF 

MONEY IN CIRCULATION 

With the quantity of gold that passes into monetary use pros
perity and its consequent developments have a highly complex 
set of interrelations: (1) The advance in the cost of supplies, 
the decline in the efficiency of labor, etc., cause costs to en
croach upon profits in gold mining more seriously than in most 
other lines of business. For the gold-mining company cannot 
increase the selling price of its product one jot. Hence the in
crease in the gold output is somewhat checked. Certain of the 
poorer mines may be closed, and in the better mines low-grade 
bodies of ore are temporarily passed over.• (2) Of the gold ex
tracted, a decidedly larger quota is diverted from coinage to 
industrial uses by the growing demand that prosperity begets 
for jewelry, etc." (3) Of the gold used as money in any country, 
a larger part is likely to be exported if prices have risen more 
rapidly there than in other commercial nations, because such 
a state of the markets stimulates imports of merchandise and 
checks exports ... All these influences act in the direction of re
ducing an increase or augmenting a decrease in the quantity of 
gold money. On the other hand, (4) prosperity stimulates the 
production of gold by spreading a taste among investors for 
speculative securities promising a high rate of return, thereby 
making it easier to raise capital for developing new mines. 
(5) Further, the adverse influence of prosperity upon the bal
ance of payments on merchandise account may be more than 
offset by its favorable influence upon the balance on invest
ment and banking account. For prosperity encourages the sale 
of securities to foreign capitalists, and by establishing high dis
count rates in the local money market encourages the intema-
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tional banking houses to keep large balances in the financial 
centers. Thus the net effect of prosperity upon the quantity of 
gold coin depends upon two opposing sets of factors of which 
the relative strength varies from time to time. But, whatever 
this net effect, in recent times it has certainly been overshad
owed by the influence of other factors not directly dependent 
upon the condition of business-the progress of mining and 
metallurgical technique, the discovery of new gold deposits, 
and the maintenance of order in the chief producing districts. 

The supply of paper money issued by the government is 
usually controlled by imperious necessities of public finance 
or by major public policies, with neither of which the chang
ing phases of business cycles have more than an indirect con
nection. As for the quantity of paper money issued by banks, 
the influence of prosperity depends largely upon the provisions 
of law concerning issue, security, and redemption. These pro
visions are too elaborate to be rehearsed here. The present 
purpose may be met, however, by recalling the conclusion es
tablished by the statistics of bank-note circulation in table 76,~ 
Part II. Only a slight degree of correspondence appears be
tween the average quantity of bank notes outstanding in each 
year and the fluctuations in business activity-a conclusion that 
holds for the elastic systems of France and Germany as well as 
for the inelastic systems of America and Great Britain." 

Not until we come to deposit currency do we find the in
fluence of prosperity upon the quantity of the circulating me
dium to be both clear in its bearing and decisive in its weight
By making businessmen more eager to borrow and banks more 
willing to lend, good times produce a rapid expansion of credit 
currency. In the United States, the one country where the 
quantities can be measured, this expansion has regularly shown 
a higher ratio than the concomitant expansion of bank reserves 
or even of the total monetary stock."' Prosperity also causes the 
credit currency, and in less measure money, to circulate more 
rapidly.•In these two ways business activity automatically pro-
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vides means by which the vastly increased payments required 
by the expanding pecuniary volume of trade are readily ef
fected. 

So much concerning the effect of prosperity upon the quan
tity of the currency. \Vhat of the counter effects of changes in 
the quantity of the currency upon prosperity? 

Here the one important factor to deal with is changes in the 
supply of gold money, since gold is nowadays the vital element 
in bank reserves, and since the supply of gold is dominated by 
factors not intimately related to business cycles. 

An abundant supply of gold favors a revival of business ac
tivity by giving the banks liberal reserves and thereby increu
ing their ability to lend credit at moderate rates of interesL 
This feature of the situation grows more important as the re
vival ripens into full prosperity. For the banks usually have a 
considerable reserve of lending power in the earlier stages of 
revival, even though the gold supply has been contracting; 
while, as the climax of prosperity approaches, the banks are 
usually straining every resource to meet the heavy demand for 
loans, even though the gold supply has been expanding. That 
is, an increasing supply of gold favors the continuance of pros
perity by retarding the accumulation of one of the stresses 
characteristic of its later stages-namely, tension in the money 
markeL 

IV. Decline in Prospective Profits 
I. DEFENDING PROFITS AGAINST ENCROACHMENTS OF COSTS 

The gist of the first part of this chapter is that prosperity leads 
to an increase in the cost of doing business-an increase that 
threatens to diminish profits. The decline in supplementary 
costs per unit ceases; equipment of less than standard efficiency 
is brought back into use; the price of labor rises while its effi
ciency falls; the cost of materials, supplies, and wares for resale 
advances faster than selling prices; discount rates go up at an 
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especially rapid pace, and all the little wastes incidental to the 
conduct of business enterprises grow steadily larger. 

So far all is clear. But it has not been shown that this rise of 
money costs necessarily entails a fall of money profits. For do 
not the higher cost prices paid by any person mean higher sell
ing prices for someone else? In that case, does not an increase 
in costs promise to augment the net incomes of sellers just as 
much as it threatens to reduce the net incomes of buyers? Is 
there, then, any real danger that the average rate of profits, tak
ing all business enterprises together, will be encroached upon? 

( 1) With reference to those items among the increasing costs 
which consist of higher prices paid by one set of business enter
prises for goods bought from other enterprises it is indeed true 
that the increase in expenditures is just balanced by the in
crease in receipts. But, though from the accountant's viewpoint 
the gains and losses are equal, this offsetting does not make 
them negligible. For the additions to cost and the additions 
to income are most unevenly distributed-a condition that 
threatens to disturb confidence by bringing serious loss upori -
certain enterprises. 

(2) Part of the additional costs consists of higher prices paid 
to persons not belonging to the business community proper, 
such as wage earners and farmers, and it is by no means certain 
that other enterprises will get back what any given enterprise 
pays out. For the additions to money income scattered among 
millions of men are not all spent promptly in ways that add to 
the profits of business. 

(!!) Against the other items of increasing cost-the use of old
fashioned equipment, the diminishing efficiency of labor, and 
the declining economy of business management-no compen
sating gains can be set. They represent a serious addition to 
the expense of accomplishing given results in most if not in all 
establishments-an addition that constitutes an immediate en
croachment upon profits whenever it occurs and benefits no 
other enterprise in anything like equivalent measure. Thus 
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there is no escaping the conclusion that the increase in costs 
makes grave difficulties for the whole community of business 
as well as for particular enterprises. 

But, granted so much, a problem still remains: Why cannot 
businessmen defend their profit margins against the threat
ened encroachments of costs by marking up their selling prices? 
That simple expedient would remove the difficulty at a stroke. 

Once squarely put, this question is not easy to answer 
squarely. It sounds well to say that the advance of selling prices 
cannot be continued indefinitely. But this plausible statement 
challenges the abrupt question: Why not? The only rejoinder 
that lies upon the surface is that the advance in the price level 
would ultimately be checked by the inadequacy of the quantity 
of money. Indefinitely high prices necessitate indefinitely large 
credits for merchants, manufacturers, etc., and these credits 
must be sustained by indefinitely large bank reserves. Except 
under an irredeemable paper standard, the quantity of money 
does not increase rapidly. Hence the time must come, soon or 
late, when bank reserves seem scanty in comparison with the 
demand liabilities reposing upon them. Then confidence in 
the solvency of the banks would become impaired, and the 
whole movement of expansion and advancing prices would 
end in a grand panic. As a sketch of what might happen, this 
analysis has a certain academic interest. But other causes check. 
the rise of prices before the banks have allowed themselves to 
be jeopardized in this fashion. And, what is more to the point, 

-this analysis does not really bear upon the problem in hand. 
For the problem is not, What prevents the general level of 
prices from rising indefinitely? but, What prevents business 
enterprises from maintaining a profitable adjustment between 
the advance in two sets of prices, those which constitute costs 
and those which constitute returns? To show why a rise in the 
general level of all prices must come to an end is not to explain 
the accumulation of stresses between these two parts of the 
system of prices. 
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Thus we come back to our problem. During the earlier stages 
of prosperity no insuperable obstacle is encountered in defend
ing profits by raising selling prices. What processes create such 
obstacles in the later stages? 

2. HINDRANCES TO THE CONTINUED ADVANCE IN SELLING PRICES 

A. Public Regulation, Contracts, and Custom 

In certain important and many unimportant lines of business 
the encroachments of costs upon profits cannot be prevented 
because governmental regulation, established custom, business 
policy, or long-term contracts impede the advance of prices. 

American street railways, for example, are usually pro
hibited by the conditions of their charters from charging more 
than a five-cent fare, and even when legally free to do as they 
like they seldom find it good policy to depart from the cus
tomary price. Such enterprises as gas, electric-lighting, and 
water companies usually have their basic rates fixed by agree
ments with the public authorities, and cannot raise their tariffs 
except by negotiation at considerable intervals. Enterprises in 
this position find their share in prosperity limited to the ad
vantage derived from an increase in the physical volume of 
their business. Often their fixed charges make so large a pro
portion of their total expenses that increasing sales suffice to 
keep their profits rising for some time after prime costs have 
begun to advance. But there is a limit upon the number of 
patrons they can serve with their existing plants, and as this 
limit is approached a further advance in the cost of materials, 
labor, etc., is bound to reduce their profits. 

State and federal legislation has recently brought most 
American railways into the class of enterprises whose charges 
are subject to public supervision. And experience has shown 
that public commissions are much less ready to permit than 
railway managers are to propose advances in freight and pas
senger rates. For a public commission is prone to consider, not 
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whether costs are encroaching upon profits, but whether cur
rent profits constitute a fair return upon the capital invested . 

. This attitude may be wholly justifiable upon broad grounds 
of public policy; but the continuation of business prosperity 
may be imperiled by allowing costs to encroach upon profits, 
even though the rate that remains to the companies would 
have seemed amply remunerative in the earlier days of revival. • 

As examples of enterprises that hesitate to raise prices be
cause they sell to a wide circle of individual consumers at prices 
stereotyped by business policy or by custom, we may cite the 
newspapers, the weekly and monthly periodicals, and the man
ufacturers of trade-marked goods which are advertised widely 
at fixed prices. The first group, however, may raise its advertis
ingrates, and perhaps the second may reduce the quality of its 
wares. 

Early in every period of prosperity many other enterprises 
sign contracts that bind them to deliver at fixed prices goods 
that conform to strict specifications. When these contracts 
make up the bulk of their business, and require many months 
to execute, the selling firms are nearly helpless if their profits 
are threatened by rising costs. 

All enterprises that have difficulty in protecting profits by 
raising prices have peculiarly strong motives for resisting the 
advance in the cost of materials, labor, etc. But, so far as they 
are buying staples or supplies made from staples that are used 
by many other industries, they must get their shares in com
petition with enterprises that are free to raise selling prices. 
The gas company must bid for coal against the neighboring 
foundry, the newspaper must pay enough for paper to keep 
lumbermen cutting logs for it instead of for the planing mill, 
etc. And neither the gas company nor the newspaper can pre
vent its employees from slackening the intensity of their effort. 
Inability to raise selling prices certainly does not confer im· 
munity against the rise in buying prices. 
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B. Increase in Capacity foT PTOducing Goods 

The obvious point has already been made that when new in
dustrial equipment is placed in active service both the demand 
for labor, materials, etc., and the current supply of products 
are enlarged. Hence the encroachments of costs and the diffi
culty of advancing selling prices are both aggravated (sec. ii, 1 ). 

The resulting strain grows progressively more severe so long as 
prosperity continues to stimulate investment in new equip
ment. Must not the day come when, in all the industries af
fected, selling prices can no longer be raised? 

It is conceivable that under a supremely systematic and far
sighted direction of economic activity the rate at which new 
industrial equipment was provided in every branch of indus
try might be adjusted to the rate at which the demand for its 
products increased with such nicety as to prevent the over
stocking of any market. Needless to say, such system and such 
foresight are not attained by the present business community. 
The provision of new equipment for business use is left to 
the initiative of any individual who will risk his own funds 
or who can persuade investors to risk theirs in the venture. 
Caution is enforced by the penalty of pecuniary loss if the en
terprise does not find a profitable market for its wares. But a 
year or more is usually required to carry such a project from 
the stage of inception to the stage when an elaborate plant 
stands ready to begin operations. With the crude criteria avail
able at present, no one can forecast accurately so far in advance 
the prices at which given quantities of a commodity can be 
sold. As a result, many of the forecasts that are made go wrong. 
The provision of industrial equipment proves inadequate 
to meet the demand that exists at profitable prices in some 
branches of trade, and more than adequate in other branches. 
Tite whole tenor of prosperity, however, is in the direction of 
augmenting errors of the latter kind. The optimistic temper 
that prevails disposes most men to underrate the risks and to 
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overrate the probable gains. Even active and experienced men 
of affairs do not escape this infection of overconfidence, and 
the mass of investors are especially subject to it. Indeed, the 
credulity of the latter class offers a tempting opportunity to 
enterprising promoters, who launch plausible schemes, sell 
them out to the general public, and abandon them to their 
fate ... 

The twist given by overconfidence to forecasts of future de
mand, always difficult to make with accuracy, thus leads in 
every period of prosperity to an overstocking of certain mar
kets. To check the prosperity out of which the movement 
grows it is not necessary that investments should return no 
profits or involve heavy losses. Difficulty arises whenever the 
increase in the capacity of certain kinds of mines or factories, 
or of the sawmills, railways, etc., in certain districts, proceeds 
fast enough to keep selling prices from rising as rapidly as costs. 
For a decline in orders from the industries first affected spreads 
trouble among other branches of business by a process analo
gous to that by which activity is propagated (see Ch. 1, ii, 1-2). 
And, what is more serious still, an actual or even a prospective 
decline of profits in a few important industries suffices to create 
financial difficulties of grave concern to all industries (see 
sec. v, 3). 

C. Advance in Interest Rates 

Rising rates of interest of course count among the increasing 
costs of doing business that threaten to reduce profits. But they 
have other effects that must be counted among the obstacles 
that prevent selling prices from being raised sufficiently to 
cancel increasing costs. 

As shown in section ii, 4, the discouragement of long-term 
borrowing, caused by the rise of interest rates, makes it difficult 
for the trades engaged in construction work of all kinds to 
obtain new contracts. Investors will not pay these high rates. 
Nor will they let contracts freely at the high prices that con
tracting firms are forced to charge in order to meet their own 
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high costs. And when contractors of various kinds begin to 
restrict their orders for materials and supplies, the decline of 
demand threatens to stop the rise of prices in other industries, 
if not to cause a fall. 

In the money market there is little evidence that the demand 
for short-time loans falls off when interest rates mount high; 
but it is clear that banks restrict their loans when the ratio of 
reserves falls dangerously low (see sec. iii, 3). Of course, in
ability to borrow means inability to buy-a check upon the 
expansion in the demand for a vast variety of goods and hence 
an added obstacle in the way of further price advances. 

High discount rates also impede the efforts, often made to
ward the end of a prosperous period, to maintain selling prices 
by keeping goods off the market and allowing the current out
put to pile up in huge stocks, which are held for sale at a more 
opportune moment. This policy interrupts the inflow of cash 
from sales, and makes it necessary to borrow money to pay run
ning expenses. A temporary relief from a threatened fall of 
prices may be obtained in this way, but the potential danger 
becomes more grave. The heavy interest cost of 'carrying' the 
unsold stocks saps the financial strength of even the largest en
terprises and makes long persistence in this course hazardous. 
If buyers get wind of the situation, they hold off for the drop 
in prices they expect will come when the stocks are finally 
'sacrificed.' In short, there can be but one end to snch a policy 
when initiated under the business conditions of waning pros
perity, and that disastrous end is hastened by high discount 
rates. 

D. Underconsumption 

If certain of the theories reviewed in the first chapter of Part I 
are sound, the greatest obstacle in the way of defending profits 
by advancing selling prices is the lagging of consumers' de
mand behind the supply of consumers' goods. May goes so far 
as to say that a glutting of the markets can be prevented only 
by combining an increase in wages with a decrease in prices-
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only by such double stimulation can demand be kept up to 
supply. Aftalion holds simply that the increasing supplies of 
consumers' goods cause marginal utilities to fall, and thus bring 
on a decline in the price level. • 

Such theories are speculative solutions of a quantitative 
problem, which is commonly formulated in the question, Does 
the increase in consumers' demand keep pace with the increase 
in consumers' supply? but which is more accurately stated 
by asking, Does consumers' demand grow fast enough to ab
sorb the forthcoming supplies at the continually rising prices 
that must be charged to prevent costs from encroaching upon 
profits? 

To answer this question categorically would require more 
refined and more extensive statistics of demand, supply, and 
prices than are to be had.• One significant fact, however, is es
tablished in Part II, Chapter IV. According to the monthly 
figures in table 4 of that chapter, producers' goods reached 
their highest point and began their decline earlier in 1907 than 
did consumers' goods. Likewise, according to the monthly fig
ures of tables 5 and 6 (Part II), raw materials began to fall in 
price before the products manufactured from them. Now, if 
the chief stress arose from the lagging of consumers' demand 
behind the supply of consumers' goods, one would expect the 
opposite result to be registered by the index numbers. Con
sumers' goods would be the first to fall in price, and this decline 
would extend to the prices of producers' goods and of raw ma
terials. This extension might take place promptly; but cer
tainly these other classes of commodities would not be the first 
to fall. What is known about the behavior of prices, then, favors 
the view that the impossibility of defending profits against the 
encroachments of costs is experienced earlier by enterprises 
that handle raw materials and producers' goods. This conclu
sion is confirmed by current reports concerning retail trade, 
jobbing, and manufacturing when crises are approaching. The 
technical journals usually report that the factories and whole-
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sale houses are restricting their orders some weeks, if not 
months, before they report that retail sales are flagging. 

Until the underconsumption theories have been shored up 
by more convincing evidence than has yet been adduced in 
their favor, therefore, the view must prevail that the difficulty 
of warding off encroachments upon profits by advancing costs 
comes to a head earlier in other lines of business than in those 
concerned with consumers' goods. The latter industries may 
well have troubles of their own, troubles that would presently 
become acute if left to themselves. These gradually accumulat
ing difficulties, however, usually cut but a small figure, because 
before they have reached a critical stage they are overshadowed 
by graver troubles arising in other quarters. 

3· THE CRITICAL POINT 

To sum up: The very conditions that make business profitable 
gradually evolve conditions that threaten a reduction of profits. 
When the increase in business, at first a cause and later both a 
cause and a consequence of rising profits, taxes the productive· 
capacity of the existing industrial equipment, the early decline 
of supplementary costs per unit of output comes gradually 
to a standstill. Meanwhile, the expectation of making satis
factory profits induces active bidding among business enter
prises for materials, labor, and loan funds, and sends up their 
prices. At the same time, the poorer parts of the industrial 
equipment are brought back into use, the efficiency of labor 
declines, and the incidental wastes of management rise. Thus 
the prime costs of doing business become heavier. After these 
processes have been running cumulatively for a while, it be
comes difficult to advance selling prices fast enough to avoid 
a reduction of profits by the encroachment of costs. In many 
industries the increase in industrial equipment has been so 
rapid that the full output can scarcely be marketed at the high 
prices that must be asked. In the trades engaged in construc
tion work new contracts decline when the rise in long-term 
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interest discourages borrowing, and when the cost of construc
tion becomes excessive in the eyes of investors. The decline 
in bank reserves ultimately makes the banks disinclined to 
expand loans further-which diminishes the ability of many 
enterprises to buy as freely as they had planned. The high dis
count rates also clog the effort to forestall a decline of prices 
by holding stocks of commodities off the market. In other 
trades prices are more or less stereotyped by public regulation, 
custom, contract, or business policy. It may also be that the 
purveyors of consumers' goods in general find difficulty in sell
ing their supplies at sufficiently high rates to maintain profits 
unimpaired, though index numbers and market reports in
dicate that these difficulties come to a head earlier in other 
branches of trade. 

Since these various stresses become more severe the longer 
prosperity lasts and the more intense it becomes, and since a 
setback suffered by any industry necessarily aggravates the 
stress among others by reducing the market for their products, 
a reduction in the rate of profits must inevitably occur. But 
both the analysis and the statistics of profits in Part II, Chap
ter IX, show that this reduction comes much later in some 
branches of business than in others, and varies widely in its 
severity. Even in the same industry different enterprises have 
exceedingly dissimilar fortunes, partly because of unlike ad
vantages of location and business connection, partly because 
each enterprise encounters its own peculiar set of unforeseen 
business conjunctures, partly because of unequal energy and 
skill among the managers. Indeed, what quantitative informa
tion we possess indicates that in the very last year preceding a 
crisis a large number, perhaps a majority, of enterprises are 
still making profits as high as or higher than in any preceding 
year. That is, if an average rate of profits could be computed 
for a whole country, it would not be surprising to find it reach
ing its climax just before the crisis breaks out. But this result 
would not mean that there had been no serious encroachment 
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upon profits. On the contrary, it would mean that the critical 
point is reached and a crisis precipitated as soon as a decline 
of present or prospective profits has occurred in a few leading 
branches of business and before that decline has become gen
eral. To understand why, it is necessary to examine the bear
ings of the rate of prospective profits upon outstanding credits. 

V. Undermining Business Credit 
I. RELATIONS BETWEEN CREDIT AND PROFITS 

Toward the end of an expansion virtually all business enter
prises have become enmeshed in the network of credit. Cus
tomers prefer to buy 'on time,' and in their turn sellers insist 
upon receiving similar terms from those from whom they buy. 
Numberless contracts are outstanding that require work to be 
done by one enterprise for another in advance of payment. And 
nearly all enterprises above the smallest size borrow from the 
banks. This seeking for credit, indeed, is not purely voluntary. 
Where the increase in business made possible by the use of bor
rowed funds adds more to profits than the interest adds to costs, 
borrowing becomes compulsory in sharply competitive trades. 
For a man who uses borrowed funds in addition to his own 
capital can make higher profits than a rival who refuses to 'run 
into debt,' if both sell at the same price. Then the borrowing 
competitor, if he is aggressive, can undersell his less daring 
rival and still make a fair rate of profit while driving the latter 
out of business. Thus even the reluctant among businessmen 
are constrained to ask as well as to grant credit ... 

To bring out the relation between these credits and profits 
it will now be necessary to recite a few familiar facts of business 
practice. The credit an enterprise can command depends pri
marily upon the estimate set by lenders upon its value as a 
going concern. Several elements are commonly considered in 
framing such estimates: the amount, nature, and condition of 
the physical property owned by the enterprise, including stocks 
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of materials and finished goods as well as real estate and equip
ment; the number and character of the contracts, patent rights, 
franchises, securities, etc., that it holds; its pecuniary obliga
tions already outstanding; the balance between its bills due 
and bills receivable; the good will it enjoys; the business pros
pects of the branch of trade in which it is engaged, etc. Now 
all the property owned by a business enterprise, both tangible 
and intangible, is valued primarily upon the basis of the money 
that can be made by its use. Good will, also, is valued according 
to its estimated contribution toward profits. Pecuniary obliga
tions of all sorts have to be considered because they represent 
deductions that must be made from gross receipts before net 
profits can be computed. And business prospects mean precisely 
the prospects of making money. That is, profits, present and 
prospective, are by far the most important single element in de
ciding how much a business enterprise is worth and how large 
a line of credit can safely be granted it. Indeed, if the avail
able data concerning present and prospective profits were suffi
ciently full and sufficiently trustworthy to be accepted without 
being checked by any other methods of estimate, a business en
terprise might be rated simply by capitalizing these profits at 
the current rate of interest ... 

Whatever form credit assumes, in fine, whether it is a bank 
loan, mercantile credit, or a contract requiring the perform
ance of services for future payment, whether it is supported by 
collateral security or not, the present and prospective pmfits 
of the applicant constitute an element, usually the crucial ele
ment, in determining how much may be granted. 

2. EFFECI" OF PROSPERITY ON CREDIT 

In its earlier stages, by broadening the basis upon which credit 
is granted, prosperity increases the amount prudent judges are 
willing to extend. All who deal in staple commodities by 
methods that enable them to pledge their stocks to lenders can 
obtain increasing advances as the prices of their goods rise. 
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The concomitant advance of stock-exchange securities per~ 
forms a like service for those with shares and bonds to offer as 
collateral. And the increasing profits of business enterprises, 
together with their brighter prospects in the immediate fu
ture, justify them, not only in their own opinion but also in 
the opinion of lenders, in requesting more liberal lines of 
credit. The effect of these definite changes in the business sit
uation is heightened by the prevailing spirit of confidence. 
On the same facts submitted by an applicant for discounts 
bankers will pass a more favorable verdict; the credit men of 
wholesale houses have less critical eyes for the orders sent in 
by retail dealers; and manufacturers are more easily induced 
to make up goods to be paid for after delivery. 

As prosperity grows more intense, a pyramiding of credits 
begins. The larger advances obtained in one form or another 
by most business houses help to swell their profits. In tum, the 
higher profits, present and prospective, give these enterprises 
both a business motive and a business justification for demand
ing larger credits. If their applications are granted and fol
lowed by further increases of profit, the enterprises make still 
larger demands, and so on. At the same time, the high rate of 
profits disposes businessmen to use their own funds to con
trol as many enterprises as possible; that is, to finance their 
ventures with borrowed money to the extreme limit permitted 
by lenders (cf. sec. iii, 1). Similarly with the other bases of 
credit. Prosperity leads to a rapid advance in the prices of com
modities; then higher prices force the dealers to borrow more 
funds to finance their purchases, and, on the other hand, en
able them to borrow more money on their warehouse receipts, 
etc So, too, with stock-exchange securities, when used as col
lateral for loans. Every rise in the quotations entitles holders 
to request larger advances, and if these advances are invested 
in further purchases on the exchange they aid in screwing up 
quotations, and the higher quotations increase the borrowing 
power of the owners once more. 
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This process does not run long without encountering-ob
stacles. The advance in interest rates is one, because it cuts 
down the capitalized value of given prospective profits. The 
fall of bond prices, which usually comes after a year or two of 

. prosperity, is another, because it reduces the borrowing power 
of men having this class of collateral. Stock prices are subject 
to frequent relapses, even in the best of times. The like is ttue 
of commodity prices, particularly for the great agricultural 
staples. And the credit based on the business rating of enter
prises has its ups and downs; for the prospective profits of dif
ferent enterprises vary endlessly, bankruptcies occur in every 
year to inculcate caution among lenders, and every year has its 
seasons of relative dullness and doubt. But, despite these minor 
checks, the grand total of credits rises year by year until the 
climax of prosperity is reached." 

Accordingly, that climax finds business enterprises trusting 
one another liberally for the payment of goods sold upon time, 
contracting freely to produce goods for future delivery, and 
also borrowing on the grand scale made possible by high profits 
and easy optimism. At this stage of the cycle the typical busi
ness enterprise has outstanding heavy financial obligations to 
creditors, but relies confidently on the still larger sums that 
will fall due from its debtors, plus the sums represented by its 
unsold goods and unfilled contracts, to bring in the necessary 
funds in good season. 

3· EFFECT UPON OUTSTANDING CREDITS OF A DECLINE IN 

PROSPECTIVE PROFITS 

Upon such a structure of interlocking credits, the encroach
ments of costs upon profits combine with the tension in the 
money and investment markets to impose an ever-increasing 
strain. 

The course can be followed most clearly with reference to 
credits granted upon stock-exchange collateral in New York 
while the 1907 panic was brewing. Table 2 gives the lowest 
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and highest points touched between January 1904 and Sep
tember 1907 by interest rates, and commodity and security 
prices, together with the level at which all these factors stood 
in the last-named month-just before the panic began.. • 

TABLE 2 
Ernaam Fl.'llCIVA'I'IDlllll llf llrn<BEsr RAn:s .um llf IImExBs cw Oo1010mrr 

.um 8Bculun l'lua!:s, NEW Yo-, J.uroABT 190f 
'1'0 8EPrmmEa 1907 

llllmcliao: -- ..__ ....... mc-...,;u ;--t.bepuUe. 
&p&..UIIl 

--~ 
A~ yields- invest-

lllellta ill 10 railway boods 3.80, Aug. 1905 '-27, 8ept.1907 f.Zl 
Diaeoomt- &IHIO-day com-

merc:ial paper .•••••••••••. 3.75, JUDe 1905 6.79, Sept. 1907 6.79 

-af~prime 

Raw materiala .••• _ ........ 117 .3, Oct. 190f 136.9, JUDe 1907 132.8 
Manufaeturecl &QOds •••••• -. 110.3, Sept. 190f 130.3, Sept. 1907 130.3 

-af......U,prime 

Tearailwayboods ..•..•. - •. 113.1, Mar. 190f 118.6, Aug. 1905 105.6 
Tea prefened atoeb .. _ ..... 143..5, JUDe 190f 188..5, Aug. 1905 123.0 
Tea COIIllllOil 11\oeb ...•.• -•. 183..5, JUDe l90f 311..5, Jaa. 1906 2ll5.0 
Forty COIIUDOil atoeb. _ ..... 165..5, May 190f 279..5, Jaa. 1906 197.0 

Bond prices began to rise before the depression of 1903-04 
"-as over. Two or three months later stock. prices moved up
"·ard, and, after another two or three months, commodity 
prices. Discount rates did not advance until eight or nine 
months after commodities, and two months more passed be
fore investment rates of interest turned the comer. The early 
advance of securities, the slightly later advance of commodi
ties, and the continued decline of interest rates, all helped to 
broaden the basis of crediL 
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Substantially the reverse order was observed on the fall. 
Bonds and preferred stocks touched their highest points in 
August 1905, common stocks in January 1906, and raw mate
rials in June 1907, while manufactured goods and interest rates 
on both long and short loans continued to advance until the 
panic broke out. Of course, the fall in security prices was partly 
a consequence of the rise in interest rates; for a bond or stock 
expected to l;>ring in interest or dividends at a specified rate is 
worth less ou an investment basis when 'money' brings 6 per 
cent than when it can be had for 4 per cent.'" But, whatever 
the cause, the fall in the prices of securities began to under
mine the credit of borrowers who depended upon this type of 
collateral considerably more than a year before the panic oc
curred. The strain was felt earlier in bonds, but it became 
much more severe in stocks-especially in common stocks. Bor
rowers whose credit depended upon the prices of raw materials 
they could use directly or indirectly as collateral did not suffer 
in the same way until the summer before the panic, and then 
the decline in the prices of their wares was much more mod
erate than the decline in stock prices. Finally, those who could 
make a similar use of manufactured goods had a nominally in
creasing security to offer until the panic actually began. 

Now, the money value of an enterprise as a going concern 
and the price of shares in business enterprises are matters of 
the same sort. No doubt, the listing of shares on a stock ex
change gives opportunity for the occurrence of many fluctua
tions in prices that find no parallel in a banker's rating of the 
business enterprises that apply for loans.• But, if the enterprise 
has difficulty in financing its plans for permanent improve
ments, the banker is less disposed to take its paper. A mere rise 
in interest rates will tend to depress its capitalized value in the 
banker's eyes, in the same way that a tight money market tends 
to depress the prices of stocks. Most of all, the moment that 
prospective profits decline, even though present profits con
tinue large, the banker revises his estimate of how much credit 
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the enterprise may reasonably be granted. In short, the busi
ness factors that cause stocks to fall in the later stages of pros
perity have a similar effect upon the credit ratings of business 
enterprises. The latter fact is less clear solely because these 
ratings are not made upon an open market, and are not quoted 
in the newspapers. 

Accepting the prices of shares in business enterprises, then, 
as the best available index of the current valuations set by men 
of affairs upon going concerns, we may inquire how general 
and how severe was the decline in market ratings before the 
panic of 1907. The Financial Review gives stock quotations 
for 63 manufacturing, mining, gas, electric, street railway, and 
miscellaneous companies in January 1906, January 1907, and 
September 1907. Adding our 40 transportation companies, we 
have a list of over one hundred business enterprises for which 
the changes in current valuation during the period preceding 
the crisis are recorded. Between January 1906 and 1907-the 
culminating year of prosperity-shares in 21 of these companies 
rose in price, while in 82 companies shares fell. That is, the
market value of four out of five of these enterprises had fallen 
nine months before the panic. But the average decline was 
rather moderate as stock-market fluctuations go-g per cent of 
the prices in January 1906. As the stresses gathering during 
prosperity became more intense, this decline grew greater in 
degree and became all but universal. The shares of only one 
enterprise-the American Cotton Oil Company-rose between 
January and September 1907; those of 102 fell. The average 
drop in these eight months was 28 percent.• 

While we cannot prove by direct evidence that this decline 
in the values set by the stock market on shares in large cor
porations fairly represented the change in the values set by 
credit men upon smaller business enterprises, still we can 
scarcely doubt that lenders of all classes were growing more 
and more conservative in their ratings of applicants for loans. 
Of course this change in mental attitude was no mere whim 
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or emotional aberration, but the mature conclusion of much 
thinking about the changes in business prospects that pros
perity itself was bringing. When this growing conservatism in 
judging what a business enterprise was worth had reached a 
certain point it became an independent force reacting power
fully upon the situation within which it had arisen. 

Let the estimated money values set upon business enter
prises decline seriously, then creditors become apprehensive 
that their margins of security will shrink to nothing. Certainly 
the overwhelming majority of enterprises are still solvent; 
probably a very large proportion are still making high profits; 
perhaps more than half are doing better than at any previous 
stage of the business cycle. But the creditors of those enter
prises which have suffered most severely from the encroach
ments of costs, from the decline in new orders, or from some 
unfortunate conjuncture; or maybe the creditors who happen 
to be most nervous-certainly numerous creditors of some sort 
become sufficiently alarmed to refuse to renew maturing loans. 
Then their debtors must pay up. 

When prosperity has evolved such a condition of business, 
the process of liquidation, once begun, spreads rapidly and 
promptly brings into its sweep even the creditors who are least 
nervous and the debtors who are most prosperous. For the ef
forts of the men called upon for settlement to raise money 
presently increase the uneasiness of other creditors and create 
new difficulties for the enterprises whose prospects of profits 
have not been dimmed hitherto. The analysis of the process by 
which liquidation spreads over the whole field of business, 
however, belongs in the next chapter; for when the demand 
for reduction of outstanding credits becomes general the cycle 
passes from the phase of prosperity into the phase of crisis. 



CHAPTER 3 

CRISES 

I. The Beginning of Liquidation 

WE HAVE seen that the very conditions of business prosperity 
ultimately beget a downward revision of credits. For prosper
ity produces a vast expansion of credits based primarily upon 
the capitalization of large expected profits. When profit mar
gins are threatened by the encroachments of costs, when these 
encroachments cannot be offset by further advances in selling 
prices, and when the rate at which profits are capitalized is re
duced by the rise in interest, then creditors press their claims. 

The beginning of this process of liquidation is sometimes 
prematurely brought on by the collapse of some conspicuous 
enterprise that has lost heavily in speculative ventures. Such 
failures, however, are more often signs that liquidation has 
already started than causes of its beginning. At other times 
crop failures, political disorders, uncertainties about the mone
tary standard, the outbreak of war or a drop in prices following 
upon peace, crises in foreign countries, or other events that do 
not aril>e from the domestic business situation give the impetus 
to liquidation before prosperity has run its full course. But 
the preceding description of the processes going forward in a 
period of business activity shows that, even in the absence of 
any disquieting event from the outside, prosperity itself grad
ually accumulates stresses that impel creditors to demand re
payment of a part of their advances. 
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There is no general rule concerning the spot in the business 
system at which this process of forcing debtors to pay up be
gins. If violent fluctuations in the prices of certain important 
materials threaten losses to manufacturers or merchants, the 
trades concerned may be the first to lose credit. Contractors or 
others engaged in providing industrial equipment are espe
cially likely to be early victims, because their orders fall off 
as soon as the bond market becomes stringent and the cost of 
construction becomes heavy. Or there may be some district of 
the country, rather than some line of business, where the great 
lenders of the financial centers think that the expansion of 
credits has proceeded faster than the expansion of security for 
repayment. Or it may be merely that certain individual cred
itors take the conservative tack before others, and put the 
screws on whatever enterprises happen to have borrowed from 
them. The spot where liquidation begins, however, is less im
portant than the manner in which it spreads from enterprise 
to enterprise, from trade to trade, and from town to town. 

Say, then, that some creditor more cautious than his fellows, 
or the creditor of some enterprise more heavily involved than 
most, gives notice that a maturing debt will not be renewed or 
extended. The debtor has various ways of raising funds. He 
may apply to some other lender, he may put pressure upon 
those who owe him money, he may offer liberal inducements 
to settle accounts not yet due, he may persuade other creditors 
to allow more time on sums due them, he may force cash sales 
of wares on haiJ.d, he may 'sacrifice' his securities or other prop
erty. If any of these shifts prove successful in getting the neces
sary funds, the debtor escapes bankruptcy himself. But his 
efforts increase the business difficulties of others. If he bor
rows from some bank, that institution is brought nearer the 
point where it must restrict its loans to other would-be bor
rowers. If he applies pressure to his own debtors he lands them 
in the same predicament he is facing. If he persuades other 
debtors to pay before their time or other creditors to defer their 
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claims, he at least diminishes the means at their disposaL 
Finally, if he sells commodities, securities, or other property 
at a sacrifice for cash he injures the market for others. Thus, 
though the earlier attempts to force a liquidation of outstand
ing credits may cause no failures, they increase the likelihood 
that further attempts will have more serious results. 

They also increase the likelihood that similar attempts will 
be made by other creditors. Both creditor and debtor have an 
interest in concealing such matters as the refusal to extend a 
loan; but the steps the debtor takes to raise money give an 
inkling of his plight to the businessmen he approaches on the 
subject. A suspicion that some creditor is becoming apprehen
sive and that some debtor is having trouble in meeting his 
obligations is all that is needed to decide other hesitating cred
itors to put on the screws. And each new effort to reduce out
standing credits spreads wider the knowledge of what is going 
on, and strengthens the movement toward liquidation. 

The more general such a movement becomes, the more diffi
cult it is to carry through without disaster. For the money 
and investment markets promptly become more tense than 
ever. The demand for loans that falls upon any bank is swelled 
not only by the men who are being pushed to settle by other 
banks and by mercantile or manufacturing concerns, but also 
by the men who seek to fortify their position by having funds 
in readiness to meet demands that may be made upon them. 
For, when a serious crisis is thought to be impending, it seems 
wiser to pay interest on money that may not be needed for some 
time than to risk inability to obtain it later. In addition, en
terprises that have bonds maturing or that must raise money 
to pay for contract work nearing completion fall back upon 
the banks because inve£tors will not take their long-time ob
ligations. This sudden increase in the demand for loans to 
meet outstanding obligations much more than makes up for 
the decrease in the demand for loans to finance fresh business 
ventures. On the other hand. banks are particularly loath to 
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increase loans at such seasons if they can help it. Their reserves 
were reduced to a low point by the preceding prosperity, and 
experience teaches that if the situation goes from bad to worse 
they may be subjected to heavy demands from depositors and 
require very large reserves to maintain their own prestige. 
Further, the risk of loss on bad debts increases with the demand 
for loans. Heavy failures are likely to occur, and no one can 
tell what enterprises will be crippled by them. The one cer
tainty is that the banks holding the paper of bankrupt firms 
will suffer delay and perhaps a serious loss on collection. Hence 
each bank is disposed to limit its efforts to 'taking care of its 
own customers.'' 

Such a restriction of loans, however prudent it may seem 
from the viewpoint of a single bank, aggravates the stress. On 
the one hand, it increases the likelihood that some of the en
terprises already trying to raise money will fail and be pushed 
to the wall; on the other hand, it increases the general uneasi
ness and makes the pressure for liquidation more general and 
more intense. Thus matters run along for some days or weeks, 
the strain becoming more severe until the bankruptcy of one 
or more conspicuous enterprises publishes abroad the gravity 
of the situation. 

What happens then depends primarily upon the leading 
banks. The crisis may degenerate into a panic, or its severity 
may be greatly mitigated by effective measures of relief. The 
best way of presenting these alternatives is to describe two in
stances in detail-a typical panic and a typical crisis. 

II. A Typical Panic-The United States, 1907 

Since 1890 the United States has had two great panics, while 
Great Britain, France, and Germany have had none. We are 
therefore confined to the study of American experience in 1893 
and 1907· The phenomena of these two panics are sufficiently 
alike to make a review of one suffice for present purposes. The 
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later is preferable, not only because it is closer to contempo
rary interests, but also because more material is available con
cerning it, and because it is not complicated by a monetary 
problem.• 

I. BEGINNING OF THE 1907 PANIC 

It was a series of bank failures in New York that turned the 
crisis of 1907 into a panic. 

Months before the panic broke out, tension in the invest
ment market had caused a slackening of new construction. Cop
per was among the commodities for which demand dropped. 
Its price fell from 26 cents a pound early in the year to 20 cents 
in July, 15~ cents in September, and 12 cents in October. 
Of course, the prices of stocks in copper mining companies also 
fell heavily. In turn this fall embarrassed the capitalists who 
were large owners of copper stocks and who presumably de
pended on these securities to serve as collateral for heavy loans. 
Among these capitalists, one, F. A Heinze, organized a pool 
to bolster up the prices of shares in the United Copper Com
pany. On October 14 the pool succeeded in running up the 
prices of this stock on the 'curb' from 37~ to 6o. But this suc
cess was brief. Next day the price declined again, and on the 
16th it tumbled to 10. Gross&: Kleeberg failed, alleging that 
the brokerage firm of Heinze's brother would not take stock, 
bought for their account. 1.ne next day the latter firm-Otto 
Heinze &: Company-suspended. 

This episode in copper stocks made trouble because F. A 
Heinze was president of the Mercantile National Bank. It was 
believed that he 'owned the control' of this institution, and it 
was suspected that he had taken advantage of that fact to ob
tain large loans upon the security of the stocks that had fallen 
so heavily in price. Naturally, the bank's depositors became 
alarmed and began to withdraw their accounts. The suspicion 
spread quickly to seven other banks controlled by Messrs. 
C. W. Morse, E. R. and 0. P. Thomas-men believed to have 
close business affiliations with the Heinzes. The names and 
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deposits of these banks, some of which were members of the 
Clearing House, were published (see tabulation on this page). 

Distrusting their ability to meet the demands of depositors, 
these institutions appealed to the Clearing House for help. 
After examination to determine their condition, the Clearing 
House pledged its aid on condition that the Heinze, Morse, 
and Thomas interests withdraw from control. These arrange-

. Cap;taliUld 
Bank ourpl .. 

Mercantile National Bank* ........ 1 8,043,600 
Consolidated National Bank....... 2, 114,700 
National Bank of North America*.. 4,407,600 
Mechanics and Traders Bank*..... 2,943,300 
New Amsterdam National Bank... 1,266,600 
Fourteenth Street Bank*.......... 1,416,200 
HamiltonBank................... 488,700 
Hudson Trust Company ...••...... 1,106,000 

° Kember of tbe C1eariDa H...
l!ouBcs: B-ed'o, Oooober IS, 11107. 

121,786,700 

Doo:,t'i,o• 
111,569,400 

3,913,300 
13,320,000 
19,001,000 
5,132,900 
7,392,300 
7,210,000 
3,828,000 

171,366,900 

ments were completed by Sunday, October 20, when it was gen
erally believed that danger of a panic had been averted. 

But next day confidence received a yet more serious shock.. 
The president of the Knickerbocker Trust Company was cred
ited with being interested in certain of the Morse enterprises. 
Distrust resulted in a succession of unfavorable dearing-house 
balances, and on Monday the National Bank of Commerce an
nounced that it would no longer act as dearing agent for the 
trust company. Tuesday, October 22, the Knickerbocker 
opened its doors to a run, and suspended after three hours, 
during which it claimed to have paid out some $8,ooo,ooo.• 

The Knickerbocker Trust Company, with deposits of about 
$62,ooo,ooo, was the third largest institution of its kind inN ew 
York. Its failure caused widespread alarm, and precipitated 
runs on the Trust Company of America (deposits $64,ooo,ooo) 
and the Lincoln Trust Company (deposits $22400,000). To 
add to the distrust, several of the Westinghouse companies 
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went into the hands of a receiver on October 23, and the Pitts
burgh Stock Exchange was closed. Next day several runs be
gan on banks and trust companies in New York, and the 
Hamilton and Twelfth Ward banks suspended payments as a 
safety measure. The day following several other suspensions 
were annowtced by banks and trust companies-one in Man
hattan, four in Brooklyn, and one in Providence. 

2. THE SCRAMBLE FOil MONEY 

The salient feature of the panic precipitated by this epidemic 
of bank troubles was a desperate scramble for money. To the 
New York banks actually subjected to runs, and to the banks 
that feared they might be, large supplies of currency were a 
matter of self-preservation. Out-<>f-town banks, knowing that 
panic in New York would spread to the rest of the country, 
and remembering that remittances had been scaled down or 
refused in 1893, ordered the return of their balances with re
serve agents and 'called' the loans they had outstanding with 
stockbrokers. Timid depositors sought to get their money into 
their own hands, and many large businessmen locked up such 
sums as they could get hold of in order to be fortified against 
emergencies and prepared to take advantage of favorable op
portuniti~uch as stock sales at bargain prices or a premium 
on currency. 

The first relief measures were directed toward enabling the 
Trust Company of America and the Lincoln Trust Company 
to meet the run by their depositors. On October 23 a commit
tee of trust<Ompany presidents was formed to aid them by 
advancing cW1 and securities to be used as the basis of loans. 
The Secretary of the Treasury deposited $3s.ooo,ooo in the 
national banks within four days, and much of the large share 
allotted to New York was transferred to the threatened trust 
companies. Meanwhile, to prevent the further collapse of 
prices on the Stock Exchange, a pool was formed to lend 
$zs.ooo.ooo on call on October 24, and $1o,ooo,ooo on the 
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25th. But not until the 26th, four days after the suspension 
of the Knickerbocker Trust Company, did the New York 
Clearing House begin to issue clearing-house loan certificates.• 

While this measure improved the situation by enabling the 
banks to lend more freely, it was combined with another meas
ure that intensified the scramble for money. Although the 
New York bank reserves had not declined seriously by Octo
ber 26-for most of the millions absorbed by the trust<ompany 
runs and shipped to out~f-town banks had been provided by 
the government deposits-the banks began to restrict their 
payments of cash as soon as the issue of clearing-house loan 
certificates was authorized. Then out~f-town banks, thinking 
themselves in desperate need of lawful money for reserves, and 
employers who could not get from their banks enough money 
to pay wages, were compelled to buy currency at a premium 
from brokers. A premium on currency was first reported by the 
press on October 30. Early in November it rose as high as 4 per 
cent, remained above 1 per cent until the second half of De
cember, and did not disappear until the last two or three days 
of the year.• 

Of course the existence of the premium gave depositors an 
additional incentive for drawing money out of the banks, and 
gave those who received money an additional incentive for 
refusing to deposit it. Moreover, mutual distrust among banks 
and distrust of banks by the general public was augmented by 
the refusal to honor in full checks and demands for remittances. 
On the othet hand, the premium may have induced some men 
who had locked up money in safety deposit boxes to sell their 
hoards. But the scramble for money was certainly rendered 
more rather than less intense by the restriction of payments on 
the part of the New York banks. 

The $35,000,000 transferred from the federal subtreasuries 
to the national banks was the first addition to the supply of 
money in circulation. But much more was needed, and the 
banks resorted to an increase of their notes and an importation 
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of gold. Neither measure, however, gave prompt relief. Not 
until after the first of November did bank notes begin to in
crease rapidly, and not until the week ending November 9 
were the first shipments of gold received.' 

Meanwhile the panic had spread rapidly from New York to 
the interior. In two-thirds of the cities having more than 25,000 

inhabitants the banks followed the example of the metropolis 
in suspending cash payments to a greater or less degree.' Since 
lawful money could not be provided quickly enough to meet 
the insistent demand, a variety of substitutes for cash came 
into use. An attempt by A. P. Andrew to ascertain the amount 
of this illegal and inconvertible paper money yielded an esti
mate of $334,ooo,ooo. 

Clearing-house loan certificates Oarge) ............ . 
Clearing-house loan certificates (small) ........... . 
Clearing-house checks ............................ . 
Cashiers' checks .................................• 
Manufacturers' pay checks ....................•••• 

Total. ....................................... . 

Jlillionll of 
dollano 

238 
23 
12 
14 
47 

334 

But this record was far from complete, and Dr. Andrew thought 
it safe to "place an estimate of the total substitutes for cash 
above 500 millions."' 

Developments in New York can best be followed by aid of 
table 3· Before the panic began, money was being shipped 
westward from New York for crop-moving purposes at about 
the usual rate; but the time was close at hand for this move
ment to decline.• The panic quadrupled the outflow in the last 
week in October and caused it to increase still further through
out the first half of November. Thereafter the shipments de
clined; but the current did not set in favor of New York until 
the first of the new year-three weeks later than usual. Of 
course these figures mean that the restriction of payments by 
the New York banks was far from total; on the contrary, they 
supplied the interior banks with nearly $u5,ooo,ooo between 
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the outbreak of the panic and the end of the year. Only a small 
part of these funds, however, came out of the reserves of the 
banks. At first the bulk was provided by the Treasury, and 

TABLE 3 
Rl:coBDBD MOVBJD:NTS 01' MoMBY INTO AND OUT 01' TB11 CI.Lumfo-Hourm 

BANXS Ol' Nzw YoBX CITY D'OBING TBII1907 PANic 
(In millioDS of dollars) 

Not pia l+l or._(-) bJ' Not pia 

Week oncfula Bank Shipments Im- Totalo of .:-u.. 
"""'""" to and Sub- and the t.bree (-) 

from t.....ury -- precedinl mbank 
interior operationa ot cold ooiiiJDDII 

,..._ 

October 5 ....•... 261.8 - 3.9 - 1.0 + .1 -4.8 -7.6 
12 ........ 261.2 - 4.9 + 1.0 + .2 - 3.7 - .6 
19 ........ 267.6 - 4.4 + 4.0 .... - .4 + 6.4 
26 ........ 254.7 -16.3 +21.0 - 1.3 + 3.4 -12.9 

November 2 ......•. 224.1 -17.0 + 9.5 - .5 - 8.0 -30.6 
9 ........ 219.8 -17.4 +15.0 + 7.3 + 4.9 - 4.3 

16 ........ 218.7 -22.6 - 6.1 +21.1 -7.6 - 1.1 
23 ........ 215.9 -17.3 + .6 +12.4 -4.3 -2.8 
30 ........ 217.8 -10.6 - .6 +16.5 + 5.3 + 1.9 

December 7 ........ 222.5 -9.0 + 3.5 +13.8 + 8.3 + 4.7 
14 ........ 226.6 -6.8 -2.8 + 9.5 - .1 + 4.1 
21. ....... 233.1 -5.2 + 1.4 + 5.7 + 1.9 + 6.5 
28 .•••.•.. 242.6 -2.2 + 2.4 + 4.1 + 4.3 + 9.5 

J&Duary 4 ........ 250.6 + 5.5 -4.3 + 5.3 + 6.5 + 8.0 
11 .....•.. 269.0 +13.4 - 4.6 + 3.6 +12.4 +18.4 

18. ······. 295.2 +12.3 + 3.5 + .5 +16.3 +26.2 
25 ..•..•.. 318.9 +20.6 + 1.5 + .4 +22.5 +23.7 

Compiled from the COWiftMIJ'e'ial oM FiftOJitial Ciroftie'-. The ir.terior movementa and eubf.reaa.. 
my operations are for weeks endin1 one day earlier than indicated by the table. For the weeki 
ending November 16 to January 10, the Cltrm&Uk &ives the net. reeult of subtreasury operat.Jonl 
and cold imports toget.hel'; but. u it also &ivee t.he gold importa eeparately it ill easy to aegrepl.e 
&.be t.wo movemeuta. 

when that source began to fail the gold that had been ordered 
from Europe began to arrive. Indeed, these receipts of money 
from the government and from abroad exceeded the western 
shipments during the first seven weeks of the panic. 
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If the data are trustworthy, then, the decline in New York. 
bank. reserves was caused mainly by a local drain-the runs on 
the trust companies for which the clearing-house banks found 
money, and hoarding.'" The heavy loss of cash, however, was 
confined to the first two weeks of the panic, and after the fifth 
week. the reserves began to rise steadily. At the lowest ebb the 
bank. statement showed not less than $215,851-,100 of specie 
and legal tenders on hand, equal to 1g.g8 per cent of the de
posits. It was therefore not actual lack. of money, but timidity 
in using bank reserves lhat explains the restriction of pay
ments and the resulting premium on currency.u 

Table 4 shows how the money in circulation was increased. 
Between the last days of September and of October only 14 
millions were added to the monetary stock; but the Treasury 
transferred 57 millions from its vaults to the banks, so that the 
amount in circulation increased about 70 millions. Thereafter 
the increase came chiefly from the importation of gold and the 
issue of new bank notes. Between the end of October and the 
end of December the circulation of gold coin and certificates 
rose 105 millions, bank notes 84, silver dollars and silver cer
tificates 6, subsidiary silver 8, and greenbacks 2 millions. In 
the hurry of the panic, banks did not stop to take out gold cer
tificates, but used gold coin with unaccustomed freedom. The 
very unpopularity of the latter medium rendered it more ac
ceptable to banks that were endeavoring to restrict withdrawals 
of deposits. In all $273,ooo,ooo were added to the money in 
circulation between September 30 and the end of the year. 
But even this huge sum was far from adequate; for, if Andrew's 
estimate is not exaggerated, twice as much unlawful currency 
was provided in the form of substitutes for cash. The monetary 
demands created by a panic seem to be insatiable, for a rela
tively small decrease in the use of credit instruments makes a 
large increase in the need for money. 

Still more striking results would appear had we for these 
months data concerning the distribution of the money in cir-



82 BUSINESS CYCLES AND THEIR CAUSES 

culation between the banks and the public. But Secretary Cor
telyou has prepared an interesting substitute in the shape of 
an estimate of the money absorbed by the public during the 
panic. According to his figures, the national banks of the whole 

TABLEt 
MoNEY IN TBE TREASURY AS AssETs AND TBB ESTIJ(ATED AMomrr llf 

CmcuLATION DURING TBE1907 PANIC 

Deacription September Oetober November December January 
30,1907 31,1907 30,1907 31,1907 31, 1008 

Money in the Treasury aa asseta (in milliou of dollan) 

Gold coin and bullion .... 200 167 174 189 177 
Gold certificates ........ 81 71 72 60 t1 
Silver dollars ........ ; ... 4 2 ... ... 9 
Silver certificates ....... 13 7 3 ' 11 
Subsidiary silver ........ 8 7 3 5 11 
U.S. notes ............... 4 3 2 1 8 
Treasury notes .......... ... ... . .. . .. . .. 
National-bank notes ..... 20 15 7 11 30 

-- -- -- -- --
Total ............... 329 272 261 270 286 

Estimated amount in circulation (in millions of dollan) 

Gold coin ............... 562 57t 640 649 641 
Gold certificates ........ 640 677 676 707 770 
Silver dollars ............ 85 89 91 91 90 
Silver certificates ........ 461 464 469 468 453 
Subsidiary silver ........ 125 127 133 135 131 
U.S. notes ............... 343 343 M5 M5 339 
Treasury notes .......... 6 6 6 5 5 
National-bank notes ..... 584 595 649 679 665 

-- -- -- -- --
Total. .............. 2806 2876 3008 3079 3094 

------
Estimated stock of money 3135 3149 3269 3349 3380 

Percentage in theTreas-
ury as assets ......... 10.5 8.6 8.0 8.1 8.5 

Percentage in circula-
tion ................. 89.5 91-' 92.0 91.9 91.5 

Compiled from the Bqoorla o/ 1U TF.......- o/ IU u,.;w -· 
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country lost less cash than those of New York City (see tabula
tion on this page). In other words, the banks outside the 
metropolis participated in the scramble for money and locked 
up what they laid hands on. This fact is brought out more 
dearly by table 5 (see p. 84). In Chicago, SL Louis, and the 

N-Took Uaitod 

City -(millioae al {milliooo al 
~ ~ 

Reduction in easb held by the oatiooal 
banks, August 22 &o December 3 ••••..• 42 fl 

Net imporiatiOIIB of &nld, November 1 &o 
December 31. .•••••••••••..•••••••.•.• M 106 

Ineresae in &nvemmeo\ deposi\8 in the na-
tiooal banks, August 22 &o December 3 .• 48 80 

Ineresae in bauk-noie einrulation, August 
22 &o December 3 .••.••..•••••••••..•• 16 so 

Reduction in eash held by the !Mie baDka 
IUid """'companies of New York Ci\y, 
AIJ&UBi 22 &o December 19 .•.•.•••..... 19 19 

ToW ...........•••.•........•••...• 218 296 
c-piled "-the..._.. ti/IM a--, ollie,..__.,,_- Baaltolioa Ne. II tl/ D. 
-1 .. 111111 ,_ c-,..--- s... Doc. Jill). pp.lt. ~ -

reserve cities the banks used their reserves, though timidly, to 
meet the demands for money; but in the smaller towns the very 
banks that were forong substitutes for cash upon depositors 
increased their own holdings of lawful money. 

3· DEMORALIZATION OF mE NAJlKETS FOR. LOANS AND 

INVE.STMENTS 

This desperate scramble for cash threw the money market into 
confusion. 

Business journals testify that oollections were seriously in
tedered with, so that many enterprises were temporarily de
prived of the regular remittances of funds on which they had 
been oounting to meet their current expenses and their finan
cial obligations. 

More precise information oonceming the oonfusion that 
reigned in all matters pertaining to payments between differ-
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ent places is given. by table 6. In ordinary times domestic rates 
of exchange fluctuate within limits set by the cost of shipping 
currency, including insurance and the loss of interest during 
transit. Even between San Francisco and New York 40 cents 
per thousand dollars is the usual shipping point, so long as 

TABLE 5 
CASK RF.I!EBVES AND NET DEPoSlTS W1TJI RI:SEBVB AOEliTII llm.D BT '1'1111 

NATIONAL BANKS or DDTEBENT CLASSEs oN AvovBT 
22 AND DECJJKBEB 3, 1907 

(In millions of dollars) 

Auaun 22 n-mberl a.;, (+) ... - (-) 

Cluoesof 
baDka Milliou Peroon~ JlillioDII p.....,~ JlillioM -'" of age of age of age 

dollano of"""'""" dollano ......... dollano --
Cuh,........ 

Central reserve cities: 
NewYork ......... 218.8 26.5 177.1 20.5 -41.7 -6.0 
Chicago ........... 66.1 25.2 M.O 23.1 -12.1 - 2.1 
St. Louis .......... 26.8 23.0 21.0 19.6 -5.8 -3.4 

Reserve cities ......•. 190.3 13.4 162.6 12.9 -27.7 - .5 
Country banks ....... 199.6 7.6 246.0 9.9 +46.4 + 2.3 

N~dopooite.mh.......,_te 

Reserve cities ....•... 166.5 . ~ .. 139.7 .... -26.8 . ... 
Country banks ....... 410.0 .... 356.0 .... -M.O . ... 

PromO. Jl. W. Sprague, Cri ... u,.,..IA. Nalit1MIBrlllrifll s.-CPubticatiouoftheNatioDal 
Monetary Commission), pp. 305, 308, 309, 310. A elis:h't mi.s\ake in Spracue'• ficunB for the pia 
in c:aoh by the couotry baDka has been- by .... ..._.. to the~"' ... c-,..._"' 
1M c-.,,1008, p. 195. 

paper money is available for remittance.• But in November 
1907 rates as high as $2 prevailed in places as close to New York 
as Boston and Philadelphia. In some towns the extraordinary 
rates were premiums and in other towns discounts. The whole 
machinery for making payments was thrown out of gear for a 
month or two, and the resulting embarrassment to business 
houses and banks must have been severe.• 
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TABLE 6 
Eica.uroa RATZs OH N~:w YoaJt nr EmRT CITIEs Duanro THE 1907 PAHJc 

Wook•dina JlooWa Pbilodelpbia Cincinnati K11111811City 

October 26 *1.25 discount Par *1.25 discount $0.25 premium 

November 2 0.25 discount .... 0.50 discount 0.25 premium 
II 0.30 premium $2.50 premium Pa~.25diS.: 1.00 premium 

count 
16 1.50premium 5.00 premium Pa~.60dis- l.OOpremium 

count 
23 2.00 premium 2.50-4.00 pre- P~.60dis- 1.00 premium 

mium count 
30 Par 2.1l0-3.00 pre- l.OOpremium 1.00 premium 

mium 
December 7 0.25 discount 1.~2.50 pre- 0.3<HI.50 dis- l.OOpremium 

mium count 
14 0.30 discount 2.50 premium 0.50 discount 1.00premium - .. Cbica&o St.Louis New Orleans San Francisco _.,, 

October 1 $0.25 discount *1.75 discount $0.75 discount $0.20 premium 
2 0.20 discount 0.45 discount 0.35 discount 0.60 discount 
3 0.20discount 0.60 discount 0.35 discount 0.70 discount 
4 0.25 discount 2.00 discount 0.75 discount 10.00 discount 

November I 0.25 disCount 0.30 discount 1.50 discount 7.50 discount 
2 Par 2.50 premium 2.00 discount Unsalable 
3 0.25 premium 4.00 premium 1.50 discount Unsalable 
4 1.00 premium 6.00 premium 1.00 discount Unsalable 

December 1 1.00 premium 2.00 premium 0.80discount 5.00 discount 
2 Par 2.00 premium 0.40 discount 3.50discount 
3 Par 4.00 premium 0.40 discount 4.00 discount 
4 0.50discount 3.00 premium 0.75 discount 4.00 discount 
li 0.50 discount 2.00 premium 0.85 discount 

Datafortholrotfourcitiool10m s,_... H~o!C"-•.W.IAe Notimull Boftli111 8.-, 
pp. 181, til; for tbe.aoa.d foW"atieafrom Kemmerer,~ VorioliDMi• eh RelGli..r DetnoU !:..!; -Ca....., ill de {},.i<M -· p. 171. All t.be quotatio1111..., lor IlOilO of New York 

Other anomalies were observed in the market for foreign 
exchange. It was fortunate for the country that few finance 
bills were outstanding when the panic broke out. In October 
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1906 the Bank of England had been forced to advance its rate 
of discount to 6 per cent in order to check an outflow of gold 
to America. It took advantage of the occasion to warn the other 
London banks that the accepting of more finance bills for New 
York account would menace the stability of the local market. 
The monetary stringency of the following months in America 
was partly caused by this step. New York financiers were forced 
to settle for their old bills as they matured and could get no 
further advances of moment. Moreover, an unusually small 
amount of anticipatory bills had been drawn in the summer of 
1907 against shipments of produce. Hence, when the export 
movement of wheat and cotton began in the autumn, the pro
ceeds of the bills of exchange were not required to settle old 
debts, but supplied credits against which gold could be de
manded."' The panic also caused a rapid decline in imports of 
commodities, so that the favorable balance of payments on 
merchandise account reached unprecedented proportions.'" 

All this was highly favorable to the banks, and, as we have 
seen, enormous amounts of gold were imported-63 millions 
in November, 43 in December, and 10 in January. The curious 
feature of the situation was that these importations were made 
in the face of quotations for sterling bills high above the im
port point. Under ordinary circumstances the import point for 
sight exchange, with discount at 6 per cent, is about $4.84~. 
and the export point about ~f4.88 ... Just before the panic, the 
actual rates for bankers.' sight bills were approximately $4.86. 
In the first turmoil they dropped as low as $4.82~ on October 
26-considerably below the import point. But a quick rally 
brought them up to $4.86%-$4.88 on November 2. During this 
whole month the lowest quotation was $4.85-$4.85~. while the 
highest quotation was $4.88V2-$4.88%." That is, tens of mil
lions of gold were engaged for import at prices for bills always 
well above the import point and sometimes exceeding the ex
port point. Of course, the explanation is that the importing 
banks could sell the gold 'to arrive' at a premium of perhaps 1 
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to 3 per cent. It does not follow that the premium on currency 
facilitated imports; but simply that this premium affected the 
nominal prices of bills of exchange, when the bills were paid 
for in checks upon banks that were restricting withdrawals 
of cash. 

TABLE 7 
PRICES AND VOLUKE OF BUSINESS ON THE NEW YoBB: 8TOc:B: EXCHANGE 

DURING THE 1907 PANIC 

September October November December January 

Relative prices of bonds and stocks 
(Average actual prices 1890-99 = 100) 

West Shore R. R. bonds .. 95.4 94.5 90.9 92.9 95.9 
Ten railway bonds ....... 105.6 103.3 99.5 101.6 105.8 
Ten preferred stocks ..... 123.0 126.0 . 117.5 123.5 124.5 
Ten common stocks ...... 205.0 169.5 152.5 161.5 166.5 
Forty common stocks: 

Grand averages ........ 197.0 171.5 159.0 167.0 174.5 
Averages of highest 

relative prices ....... 204.0 192.0 169.0 176.0 186.0 
Averages of lowest 

relative prices ....... 190.0 151.0 149.0 158.0 163.0 

Volume of busineas tra.nsaeUd 

Par value" of: 
bonds sold ............. 25.0 50.0 63.0 60.0 86.0 
stocks sold ............ 1088."0 1551.0 849.0 1072.0 1396.0 

Actual value of shares 
sold ................... 902.0 1127.0 617.0 779.0 1016.0 

Millions of shares sold .... 12.2 17.3 9.7 12.6 16.6 

• In millions of do11ars. 
Data oonoernin« priOEifl of 8C'<"urities from the tahles in Chap. 4 (N'IC8. iii and iv). Data concerninc 

=~u~ '1,.::::::::; JlZt:e ''Quotation Supplement'' of the Commercial 11M ft'i~ial CAron.ide, 

On the Stock Exchange the panic wrought havoc with prices. 
Common stocks were most seriously depressed, but preferred 
stocks also fell heavily (table 7). Even high-grade railway bonds 
sold off several points. The lowest prices in all classes of securi
ties were touched in November. December brought a distinct 
rally, and in January, the first month after the panic, prices for 
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bonds and preferred stocks were higher than in September, the 
last month before the panic. Common stocks, however, were 
slower in recovering. 

The one encouraging feature of the market was that sales at 
these low prices were not large. During the severe liquidation 
of March 1907 over 32 million shares of stock had changed 
hands in a single month. In October the sales were not much 
over half and in November less than a third of this volume. 
Doubtless the drastic decline of the spring and summer months 
had already forced most of the weaker holders to dispose of 
their stocks. In addition, the banks made considerable eflon to 
sustain the market, first by contributing to the money pools 
of October 24 and 25, and, after clearing-house loan certificates 
had been issued, by refraining from forcing repayment of call 
loans, and by taking over loans called by the trust companies 
and out-of-town banks. Indeed, this policy of forbearance was 
compulsory. Brokers and their customers could not have found 
the money to settle had all the banks stopped lending on the 
one hand, and on the other called in their outstanding loans. 
And had the banks endeavored to get back their money by sell
ing the stocks pledged with them as collateral, the resulting 
fall of prices in a market where no one could borrow would 
have wiped out their margins of security and left them with 
heavy losses. 

Judging from the comments of the press on the sudden in
crease in 'odd-lot' sales, the purchasers at this season were 
largely smaJ.l investors. The low prices offered tempting bar
gains to all who had funds available for payment. Bond sales 
were much heavier relatively than stock sales, both because 
purchasers faced smaller risks in taking bonds under panic 
conditions and because the slighter decline in price made the 
man who was forced to raise money by parting with his securi
ties prefer to let bonds go rather than stocks. 

The most violent manifestations of the panic appeared in 
the market for short-time loans. Unfortunately, we have statis-
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tics of discount rates for New York City alone.'" The best com
pilation of these figures, published in the Financial Review, 
is partly reproduced in table 8 for the weeks preceding, during, 
and following the panic. The exceedingly high rates for call 
loans are the most spectacular feature of this exhibit." But we 
have seen that these rates did not force such a ruinous liquida
tion as might have been expected. In any case, the eccentricities 
of the call-loan rate possess less significance for general busi
ness than the demoralization of the market for time loans and 
commercial paper. 

Rates of 12 per cent and over are bad enough, but far worse 
are the entries 'no business' and the footnotes explaining that 
the quotations in the table are purely nominal, because no 
loans were being made.• At a pinch, the merchant and the man
ufacturer may be able to pay 1o-15 per cent for loans during a 
month or two. Not to be able to get loans at all is a far worse 
plight. And many enterprises must have found themselves in 
this predicament for six or eight weeks. No doubt most of the 
strong banks 'took care or such regular customers as seemed -
to be really solvent. But the enterprises that relied largely for 
loans upon selling their commercial paper through note brok
ers had no such protection. 

Further light is thrown on the extreme stringency of the 
money market during the panic by table g. The New York 
banks increased their loans more than 10 per cent in the very 
height of the panic; in Boston and Philadelphia the changes 
were slight; but in the other cities the banks contracted loans, 
slightly in St. Louis, heavily in Chicago, New Orleans, and 
San Francisco. The exceptional action of the New York banks 
is accounted for by the need of the trust companies to liquidate 
loans, whenever possible, and by similar action on the part of 
outside banks. "These two groups of lenders more than ex
hausted the possibilities of contraction in New York, and a 
part of their loans had to be taken over by the clearing-house 
banks to prevent a general disaster."• Of course, the extreme 



TABLE 8 
INTEREST RATES IN NEw YoRK CITY DURING TBIII1907 PANio 

Callloana Timeloam1 Commercial paper 

Premium Double Sinalename 
on currency At banks name 

Weekendina At lltook eKchanae and truat 
companiea Bi•ty dayo Ninetydaye Four moe. Sis: m01. 'Choice Prime Good ------------

Sixty- Four-tix Four-eia 
Ranae Rana:e Averaae Min. ninety daya moe. moe. -------- --------

Oct. 4 ....... 3 - 10 5 
11 ....... 2~- 6 5 
18 ....... 2!4- 10 5 
25 ....... 5 -125 40 

Nov. 1 1 -3 3 -75 50 
8 1 -4 4 - 25 22 

15 2I4-4 5 - 15 10 
22 1~-3~ 3~- 15 10 
29 ~-1~ 3 - 12 7 

Dec. 6 ~-2 3 - 13 6 
13 J.i-1J.i 2 - 25 18 
20 J.i-1!4 6 - 17 12 
27 !4-1!4 6 - 25 20 
31• Ys-% ti -20 17 

1908 
Jan. a• ....... 5 - 20 10 

10 ....... 2 - 9 6 
17 ....... 2Ys- 6 4 
24 ....... 1)1- 3 2 
31 ....... 1).i- 2 1~ 

~ouac.:: Financial Rn1'ew, 1909, pp. 40, 41. 
• Covere buainoae for lut two day• of year, 

3 5~- 6 6 - 6~ 6 - 6~ 6 -6~ 7 7 ;.- . .:.?j.i· 3 6 - 6~ 6~-7 6~ 6 7• 7• 
3 6 6~ 6 6 7• 7 -7J.i. 7~·+ 
6 6~-74 6~-74 6~-74 6d 7 -7J.i• 7 -7-M• ....... 
• 12 -16 12 -16 No busi ness No busi ness 
• 12 -15 No busi ness 7 -7~· 7 -7~· ....... 
• 12 -15 12 -15 No busi ness 7 -7J.i• 7 -7~· ....... 
• 12 -15 12 -15 No busi ness No busi ness . ........ 12 -15 No busi ness 8 8 ....... 
• No regul ar rates: A II busines s by speci alagreem ent 
• 8 -10 8 -10 8 7 -8 8• 8• . ...... 
• 12 10 8 6 -7 8• 8• . ...... 
• 12 10 -12 ti'''''' 7).i-8 8• 8• . ...... . 10 10 ....... 8 8 . ...... 

10 10 7 6 8 8 ······· 4 6~ 6 6 6 6~-7Ys 6~HYs 7j.i" .. 3 5I~- 5~ 6!4-5~ 51{-liYs 5Ys-/i 6)1-7 6),2-7 
1)1 4 4~ 4)1 ti 5)1 6 -6)1 6)1-7 
1Ys 3 -3Ys 3 -3Ys 4Ys 4).i tiYs-6 5Ys-6 6 -6Ys 

b Covera bueineu for flrat three daye of year. d Nominal ratee: no offering•. 
• Ba.nkl and tru.~t oompani• out. of the market. • • Quotationa entire~¥ nowiwt.lt ILO buain111. 

10 
Q 
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TABLE 9 
LoANs, DEPosns, A.."'D lb:sEBVES or THE CI.&ABmo-HoUSB BANJ[s 

or SEVEN CITIES DUlliNG TID! 1907 P.unc 

Baien... 
Loans l>opco;lll 

WeekeDdinc (rnillione (millions Amo""' ol dollan) ol dollars) RaQo (milliooa (per-t) ol dollars) 

NewYod:City 

October 5 ............... 1089 1037 262 25.3 
12 ............... 1083 1026 261 25.5 
19 ............... 1077 1026 268 26.1 
26 ............... 1088 1024 255 24.9 

November 2 ............... 1148 1052 224 21.3 
9 ..•............ 1187 1087 220 20.2 

16 ......•........ 1192 1089 219 20.1 
23 ............... 1188 1080 216 20.0 
30 ............... 1198 1083 218 20.1 

O.,.,m ber 6 ............... 1186 1075 223 20.7 
13 ............... 1175 1067 227 21.2 
20 ............... 1165 1059 233 22.0 
27 ............... 1148 1051 243 23.1 

J&nuary 4 ................ 1133 1048 251 23.9 
11 ............... 1117 1052 269 25.6 
18 ............... 1127 1090 295 27.1 
25 ............... 1136 1127 319 28.3 

em-

October 5 ............... 279.7 405.2 62.7 15.5 
12 ............... 276.7 402.8 62.8 15.6 
19 ............... 277.1 398.9 59.0 14.8 
26 ............... 279.3 391.6 M.5 13.9 

November 2 ............... 276.0 3843 53.9 14.0 
9 ............... 2712 3768 55.7 14.8 

16 ............... 2708 372 4 55.8 15.0 
23 ............... 265.1 370.5 58.1 15.7 
30 ............... 2611 3711 63.8 17.2 



9-' BUSINESS CYCLES AND THEIR CAUSES 

TABLE 9-(Contin""d) -Loa no l>epooito 
WeekODdina (millions (millione Amount oi dollaro) oi dollaro) (million~~ Ratio 

oi dollaro) <--~> 

Chi_.-{C...m.-'l 

December 6 ...•........... 258.0 369.8 65.3 17.7 
13 ............... 255.0 363.4 65.6 18.1 
20 ..... · .......... 252.5 363.2 66.5 18.3 
'ZI ............... 250.2 358.9 69.0 19.2 

January 4 ............... 247.3 363.3 71.5 19.7 
11 ............... 244.0 371.8 74.8 20.1 
18 ............... 243.5 381.2 76.0 19.9 
25 ............... 246.3 389.5 77.4 19.9 

llootoD 

October 5 ............... 190.3 214.8 21.6 10.1 
12 ............... 190.8 213.3 21.6 10.1 
19 ............... 191.7 224.2 22.4 10.0 
26 ............... 191.2 222.1 22.8 10.3 

November 2 ............... 192.5 222.2 20.8 9.4 
9 ............... 191.5 214.7 19.9 9.3 

16 ............... 190.9 217.7 19.2 8.8 
23 ............... 190.4 213.7 18.6 8.7 
30 ............... 190.7 212.1 17.1 8.1 

December 6 ............... 191.9 214.7 17.4 8.1 
13 ............... 190.6 211.3 18.2 8.6 
20 ............... 189.5 209.4 19.3 9.2 
'ZI .... : .......... 190.1 210.0 20.5 9.8 

January 4 ............... 191.1 218.9 21.9 10.0 
11. .............. 188.9 216.3 23.8 11.0 
18 ............... 188.6 216.0 25.1 11.6 
25 ............... 188.1 210.3 25.8 12.3 

Pbiladelpma 

October 5 ............... 224.3 252.9 M.7 21.6 
12 ............... 223.0 251.3 53.6 21.3 
19 ............... 222.0 2M.8 55.6 21.8 
26 ............... 219.8 246.3 62.7 21.4 
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TABLE 9-(Ccmtmued) --L.mo Deposita 

Weokeodiua (milliollll (milliou Amount Ratio "'cloliMw) aldollan) (milli01111 (PK OOD') alcloliMw) 

Pbiladelphia-{C.,.,U.'*J 

November 2 .•.•.••..•••... 219.6 236.2 47.4 20.1 
9 ............... 221.2 233.8 45.9 19.6 

16 ............... 222.2 233.3 44.8 19.2 
23 ............... 223.0 230.7 44.8 19.4 
30 ............... 224.2 231.2 44.5 19.2 

December 6 ............... 224.4 230.2 44.8 19.5 
13 ............... 224.8 230.5 43.0 18.7 
20 ............... 224.8 229.5 43.1 18.8 
'Zl ............... 225.1 231.1 43.3 18.7 

Janll&l'J' 4 ............... 224.6 235.3 45.7 19.4 
11 ............... 223.1 233.9 46.5 19.9 
18 ............... 222.9 235.5 48.1 20.4 
25 ............... 221.4 234.1 50.0 21.4 

B&.x-io 

Oetober 5 ............... 171.7 203.4 24.9 12.1 
12 ...... : ........ 168.2 200.6 23.9 11.9 
19 ............... 168.4 198.4 22.0 11.0 
26 ............... 167.8 194.5 22.4 15.2 

November 2 ............... 167.3 189.0 21.3 11.3 
9 ............... 167.4 188.8 21.7 11.5 

16 ............... 168.1 188.6 23.9 11.5 
23 ............... 167.1 186.9 24.8 13.2 
30 ............... 166.4 187.0 25.6 13.6 

December ................ 166.7 186.7 25.7 13.8 
13 ............... 166.1 186.5 26.0 13.11 
20 ............... 165.3 185.1 26.2 14.2 
'Zl ............... 163.1 184.3 26.8 14.5 

Janll&l'J' ................ 162.t 182.6 26.0 14.3 
11 ............... 160.3 181.0 26.4 U.4 
18 ............... 157.5 180.4 26.7 U.2 
25 ............... 15&.1 176.6 'Z1.2 15.1 
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TABLE 9-(Continued) 

Reoorveo 
l.oaTUI J)epooit.o 

Weekendina (milliollll (million• Amount. of dollan) of dollan) (millions Ratio 
of dollaro) (par cant) 

N-OTI...,. 

October 5 ............... 65.9 54.8 5.4 9.9 
12 ....•.......... 66.2 54.3 4.8 8.8 
19 ......... ·····. 66.5 52.7 4.4 8.3 
26 .•.•.•.•..•.•.. 66.0 53.3 5.1 9.6 

November 2 ............... 65.8 52.8 4.6 8.7 
9 ............... 64.9 52.9 5.0 9.5 

16 ........ ······. 64.8 52.9 5.5 10.4 
23 ............... 62.5 53.1 5.6 10.5 
30 ............... 62.3 52.9 5.9 11.2 

December 6 ............... 62.0 52.1 5.8 11.0 
13 .... : .......... 61.3 52.0 5.6 10.8 
20 ..........•.... 60.3 51.5 6.1 11.8 
27 .....••........ 59.1 51.9 6.2 11.9 

January 4 ............... 60.3 51.5 6.1 11.8 
11 ............... 59.1 51.9 6.2 11.9 
18 ............... 58.2 51.6 6.3 12.2 
25 •••••••.••••... 57.3 51.5 6.0 11.7 

San Franeisoo 

October 5 ............... 93.0 108.2 13.8 12.8 
12 ............... 93.3 108.3 13.1 12.1 
19 ............... 94.6 111.0 13.7 12.3 
26 ................ 93.4 108.3 12.0 11.1 

November 2 ............... 90.1 99.5 12.0 12.1 
9 ............... 88.8 96.1 11.3 11.8 

16 ... ············ 89.1 94.3 12.5 13.2 
23 ............... 88.0 92.7 14.0 15.1 
30; .............. 87.1 91.4 15.3 16.7 

December & .......••...••. 86.3 90.3 15.7 17.4 
13 ............... 85.5 90.5 16.7 18.5 
20 .....•.....•... 85.0 90.1 17.9 19.9 
27 .•...•.•.••••.. 84.1 89.7 17.8 19.8 
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JUliW'J' f ............. :. 83.5 91.7 17.7 17.7 
ll ............... 82.1 92.0 18.6 l!D.ll 
18 ..••.••••.••••. 82.2 92.5 19.5 21.1 
25 .•••..•..••••.. 81.1 92.7 19.5 21.0 

reluctance of the banks to make new or even to extend old 
loans aggravated the panic among businessmen who needed 
to borrow. 

Deposits fell ofE faster than loans were contracted in Chicago, 
St. Louis, and San Francisco. One might expect the difference 
to be explained by a reduction in reserves. but it is noL Even 
"·here reserves declined, the loss of cash is not sufficient to 
sustain the theory that the banks were paying off depositors in 
cash tal.en from their vaults. If such withdrawals were per
mitted on a considerable scale, despite the restriction of pay
ments, they were more than offset by funds imported from 
Europe, obtained from New York. or raised by selling bonds. 
In New Orleans the decline in deposits was very slight, and in 
New York deposits increased some $6,3.000.000 in the first four 
weeks of the panic. because of the $ns.ooo,ooo expansion in 
loans. The difEerence between these two sums-$52,ooo,ooo
is nearly equaled by the concomitant drop of I.Jg,ooo,ooo in 
the reserve. 

Finally, table g sho"-s again how tenacionsly the banks held 
to their cash in the face of the most urgent demands from their 
customers. Though the New York banks displayed great ner
•ousness in resttictlng payments, their course was bolder than 



96 BUSINESS CYCLES AND THEIR CAUSES 

that pursued by the banks in these other cities, except Boston 
and Philadelphia. After losing a relatively small sum in the first 
or second week of the panic, the banks of Chicago, St. Louis, 

TABLE 10 

BusiNEss FAILUREs, WEEKLY, UNITED SrATEB, DUIIINGTBB 1907 P.unc, CoM

PARED WlTB Tm: NUJIBEB 1M TlDI CoBBESPOifDIMG WDIS 

OJ' Tm: Foua l'BECJ:DIMG Y&ABS 

Con-eopondiq- iD 

Wookendiq 
1907 111041 11105 111041 1UOI 

October 3 .•••••••... 177 136 189 195 197 
10 .••...•..•. 192 192 183 196 203 
17 .•.••.•..•. 194 170 178 227 216 
24 ••••....... 220 184 178 180 217 
31. ••.••.•... 223 163 160 200 216 

November 7 ..•..•..•.. 226 146 166 184 250 
14 ..••••.••.. 259 222 198 190 2M 
21. ••••••.•.. 265 212 224 193 167 
28 .••••••.•.. 258 174 188 184 239 

December 5 ........... 272 216 203 231 241 
12 .••••••.... 284 220 226 239 239 
19 .••...•.•.. 300 227 235 249 243 
26 ••••••••••. 248 161 212 218 209 

11108 1907 11108 11105 111041 

January 2 ••••.••.... 345 185 220 278 262 
9 •••••••.... 435 283 286 295 315 

16 •••..••.•.. 431 2M 279 304 266 
23 ••••....•.. 408 252 276 228 242 
30 •••••••..•. 359 211 228 239 216 

New Orleans, and San Francisco all began to gain once more. 
By the end of November their percentages of reserve were 
higher than in the weeks preceding the panic. Had the New 
York banks set the example of attempting to quiet the panic by 
meeting all demands in full, it is probable that the scramble 
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for cash would never have assumed great dimensions and that 
the banks in other towns would have been able to maintain the 
same policy. But with restriction begun in New York, a timid 
policy may have been compulsory upon the banks in smaller 
places. 

Concerning the policy pursued by banks in other towns, 
our information is slight. The last report of the national banks 
before the panic was made August 22, and the next report not 
until December g. The changes between these two dates can
not with confidence be ascribed to the effect of the panic. The 
drift of this evidence, however, indicates that a moderate con
traction of loans was practiced throughout the country, while 
deposits everywhere fell much more rapidly than loans. As 
already shown, reserves decreased a little in most of the reserve 
cities and increased in the country districts ... 

4· REACTION OF MONET AllY STRINGENCY UPON GENERAL BUSINESS 

On the one side, the panic intensified the process of liquida
tion-that is, the process of forcing the settlement of outstand- -
ing accounts. On the other side, it made the raising of money 
extremely difficult. The restriction of payments by the banks, 
the slowness of collections, the confusion of domestic ex
changes, the fall in the prices of securities, the demoralization 
of the discount market, and the contraction of bank loans, one 
and all added to the troubles of debtors who were being pressed 
for payment. 

Business failures increased, but as table 10 indicates, the in
crease was not very great during the weeks when the panic was 
at its worst. On the other hand, the number increased as the 
panic relaxed after the first of the year. The explanation is 
partly that banks and other lenders made special efforts to allay 
distrust so long as the danger was most threatening, and partly 
that January 1 settlements brought affairs to a head with many 
weakened firms. 

As brought out in Part II (Ch. IX, ii, 1 ), just before and dur-
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ing a crisis the increase in the liabilities of firms that fail is 
more rapid than the increase in their number. The difference 
during the 1907 panic is clear in Dun's figures by quarters 
(table 11). It would be .still more striking were bank suspen
sions included with these commercial and manufacturing 
bankruptcies. The reason for the greater average size of enter
prises dragged down by a panic than of those that fail during 

TABLE 11 
BusiNEss FAJLUBEs, NUKBER AND AVERAGE LIABlLll'IEs, UNl'I'I:D SrATEs, 

BY QUARTERS, 1907-1908 

1907 
1st quarter ............................ . 
2nd quarter ............................ . 
3rd quarter ............................ . 
4th quarter ............................ . 

1908 
1st quarter ............................ . 
2nd quarter ............................ . 
3rd quarter ............................ . 
4th quarter ............................ . 

Dom'• Raiew, January 8, 1910, p. 11. 

3,136 
2,471 
2,483 
3,635 

4,909 
3,800 
3,457 
3,524 

110,228 
15,173 
18,714 
22,379 

15,422 
12,805 
15,997 
12,099 

prosperity or after the panic has yielded to depression lies in 
the changes in the relative importance of the causes that bring 
about failure. For years Bradstreet's has endeavored to ascer
tain the leading cause for every failure it records. Lack of capi
tal and incompetence usually account for more than half the 
failures, while fraud, inexperience, etc., bring up the propor
tion 'due to the faults of those failing' to about four-fifths. In a 
panic, however, failures that are 'not due to the faults of those 
failing,' but to the failure of others, competition, or what Brad
street's calls "specific conditions" become, if not more nu
merous relatively, more important financially. Thus in the 
prosperous years 1905 and 1906 about a quarter of the defaulted 
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liabilities were ascribed to causes beyond the control of the 
failing firms, while in 1907 this proportion increased to more 
than one-half, and in 1908 remained above one-third.• During 
a panic a considerable number of large concerns, furnished 
with adequate capital and well managed, are among the vic
tims of these unfortunate conjunctures, and it is primarily 
their fall that swells the average liabilities. 

On commodity prices panic has a sharply depressing influ
ence. As stated in the closing section of Chapter 2, several 
groups of commodities had passed their maximum prices sev
eral months before the panic of 1907 began. Raw mineral prod
ucts began to decline after February, raw forest products after 
April, twenty miscellaneous raw materials after May, and 
goods manufactured from them after June. June also marked 
the turning point for all the producers' goods for which we 
have data. On the other hand, raw animal and farm products, 
especially subject to seasonal influences, rose after midsummer 
to maxima in October."' Consumers' goods also rose until Oc
tober and did not begin to decline until December, while the 
retail prices of foods rose slightly during the panic itself. These 
maxima are indicated by italics in table 12. 

Thus, upon most classes of wholesale prices the influence of 
the panic was limited to accelerating a fall already in progress, 
or to diminishing the effect of seasonal conditions that tended 
toward an advance. However, the recorded quotations from 
which the index numbers are computed probably fail to reflect 
the full severity of the reaction in commodity markets. For 
there are broad hints in the contemporary issues of the financial 
periodicals that heavy reductions from list prices were quietly 
made in private negotiations by overstocked houses, as one 
means of raising money .• 

Business as a whole continued to increase slowly for some 
time after wholesale prices began to decline. Such at least is 
the conclusion suggested by the statistics of bank clearings in 
tables 13-15. Owing to the influence of seasonal factors upon 



TABLE 12 
RELATIVB PRICES OF Cor.wODITIES, BY MoNTHS, 1907-1908, PRICES AT WHOLESALE IN THE UNITED 8TATE6 

!Wtail Con- Pro- Manu- Raw materiala Brad- England Row 145farm Allcorn-
Month prioee of eumers' ducers' materials factured products moditiea atreet'a (Sauer--

loodo aooda aooda articles Mineral Forest Animal indu: no. beck) 
(I) (2) (3) (4) (6) (6) (7) (8) (9) (10) (11) (12) ------------------------------

1907 
January ................... 120 116 140 144 130 146 170 145 124 127 8.9 80 
February .................. 120 117 142 147 131 148 171 145 127 129 9.0 81 
March ..................... 119 117 143 147 133 146 174 136 131 129 9.1 80 
April. ..................... 119 115 143 146 134 143 171 133 127 129 9.0 81 

r.!~::::::::::::::::::::::: 119 116 144 149 135 144 174 131 134 130 8.9 BB 
119 116 144 148 1S8 143 171 130 138 130 9.0 82 

July ....................... 120 117 142 146 135 141 170 131 134 130 9.0 81 
August .................... 120 120 141 144 132 137 170 135 131 130 8.9 79 
September ................. 122 122 141 148 134 134 168 137 135 131 8.8 79 
October ................... 123 125 138 148 134 131 164 142 141 1SB 8.9 79 
November ................. 123 116 134 139 133 128 162 136 135 129 8.7 77 
December ................. 114 123 130 135 129 122 153 130 135 126 8.5 76 

1908 
January .................... ... 120 128 136 129 120 151 125 136 124 8.3 76 
February .................. ... 118 128 131 128 119 153 120 134 123 8.1 75 
March ..................... ... 118 127 134 127 120 151 120 136 122 8.0 74 
April. ..................... ... 117 127 133 127 lUi 154 122 134 122 8.1 74 
May ....................... ... 115 123 132 125 118 153 119 136 121 80 74 
June ....................... ... 114 123 129 123 116 148 121 136 119 7.7 73 
July ....................... ... 115 124 131 122 116 148 128 137 120 7.8 73 
August .................... ... 114 124 135 121 118 146 131 135 120 79 72 
Sept.em ber ................. ... 113 123 135 122 117 146 136 129 119 7.9 73 
October ................... ... 113 124 133 121 118 151 140 130 120 8.0 72 
November ................. ... 113 125 134 121 120 153 144 128 120 8.1 72 
December ................. ... 115 126 136 123 121 157 147 129 121 8.2 72 

Column(!) il from the Bulletin o/Ote Bureau of Lo.bor, July 1908, r· 187-"aimpleaverage .. ; oolumlll (2) and (3) are from Part II, table 4; columna (4) and 
(5) are from Pert ll, table6; oolumna (G), (7), (8), and \9) from Part I , table 7; column (10) from t.be materlala U8tld ir• makin' Part II, table 7-"arand tota.Le'' 
of al! commoditi• raw and manufactured; oolumo (11 from Brud•tT""''• and oolumn (12) from the Jaurnal oJ lA. Bo11Gl &cdUiicel ~ •. I &&lie law. indica .. 
IDIWma. 
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the clearings, comparisons between corresponding periods in 
1907 and 1906 possess more significance than comparisons be
tween successive months or weeks of 1907. 

So far as New York is concerned, clearings in 1907 ran stead
ily behind the records of 1906 except in March and July. But 

TABLE 13 
BANK CuwmfGS m .urn OUT8IDB NEW YoB.Jt CITY, 1906-1907, 

.urn GAI!f OR Loss 
(In milliooa of dollars) 

New York Outside New York 1907 com_..t with 11101 
Gain(+) or 1oai (-) 

lloolth 

11101 1907 11101 11107 New York Outmde 
New York 

January .•.•.......•... 11,239 9,638 5,095 5,383 -1,601 + 288 
February ..........•... 8,324 7,332 4,153 4,461 - 992 + 308 
March ................. 8,377 9,562 4,630 5,063 +1,185 + f33 
April ................•. 8,543 7,668 4,359 4,969 - 875 + 610 
May ....•.•............ 8,793 7,335 4,4« 5,047 -1,f58 + 603 
June ......•.........•.. 7,816 6,369 4,433 4,767 -1,«7 + 33f 
July ........•.......... 7,256 7,312 4,392 5,037 + 56 + 645 
August ....•........... 8,8M 6,891 4,310 4,637 -1,943 + 327 
September ........•.... 8,314 6,030 4,199 4,522 -2,284, + 323 
October ..•......... : .. 9,3« 8,196 5,206 6,58{ -1,148 + 378 
November .••.......... 8,608 5,500 5,048 4,159 -3,108 - 889 
December ..•.••....... 9,227 5,350 5,058 4,057 -3,877 -1,001 

most of, if not the entire decline was due to dullness upon the 
Stock Exchange.• It is impossible, however, to segregate the 
clearings that originate in the sales of stocks and bonds from 
those which originate in other transactions, so that we cannot 
be certain that general business in New York was less before 
the 1907 panic than during the preceding year of high pros
perity.• Outside New York, it was certainly greater in every 
month of the year until November, if clearings may be trusted 
as an index. But after midsummer the gains were considerably 
smaller than they had been from April to July, and probably 



TABLE14 
BANK CLEARINGS IN AND OllTBIDE NEw YoRK CrrY AND IN SIXTEEN OrnER Crrms DURING TBIII1907 PANIC 

(In millions of dollars) 

Wnkendln1 New York Outlide ChiDIIO Boaton Philo- St. Louil Pittebur1h Ban 
New York delphia ll'ranoiaco 

October 8 ......... 1724 1176 259 159 149 64.5 155.6 45.0 
10 ......... 1580 1141 249 144 130 67.7 150.0 44.3 
17 ......... 1778 1257 271 172 152 76.2 152.3 47.3 
24 ......... 1948 1247 265 171 151 73.2 155.3 43.7 

81. ·.· ...... 1846 1176 244 178 152 61.5 62.7 40.6 

November 7 ......... 1357 1029 208 138 122 66.9 46.9 .... 
14 ......... 1373 994 200 138 125 65.6 61.9 30.9 
21 .•....... 1316 970 198 137 118 67.8 49.6 28.0 
28 ......... 981 749 153 94 95 45.1 44.8 20.6 

December 15 ......... 1455 1017 205 131 139 60.6 615.2 30.8 
12 ......... 1320 952 191 125 110 158.8 47.6 29.2 
19 ......... 1243 951 191 124 117 158.0 45.8 81.:1 
26 ......... 1031 792 166 100 95 150.2 42.0 24.5 

January 2 ......... 1062 844 168 131 103 153.1 43.5 26.0 
9 ......... 1545 1071 213 162 131 61i.5 48.4 82.6 

16 ......... 1674 1055 216 168 122 61.7 42.8 84.4 
23 ......... 1664 1054 229 161 123 6:U 44.0 35.1 
80 ......... 1345 942 214 132 104 67.1 44.8 83.8 

l!altlmoN 

31.2 
32.8 
29.6 
8:u 
81.7 

26.4 
29.0 
28.0 
20.6 

27.8 
26.8 
26.0 
20.0 

19.7 
28.8 
26.2 
25.5 
24.8 

.. 
0 
1<1 



TABLE 1f-(CcmtinUid) 

Wookoodlnc KaniM Clnolnnat.l "'"' Mlnnaapolil Cltnland J)ot.rolt Loullvlllt Lnt Omaha 
Clly Orlaant An1tloo 

October 8 ......... 87.'1 26.4 1'1.'1 29.9 19.S a.a 1U 10.4 11.8 
10 ......... 89.9 u.s 17 .'1 32.4 17.2 13.0 18.1 11.:11 12.9 
17 ......... 89.8 2'1.& 19.0 86.9 20.8 14.9 13.9 12.9 13.& 
:u ......... 4.0.9 2'1.& 20.4 86.0 17.7 14.8 13.4 11.2 12.'1 
81. ........ 89.& 24..8 19.8 29.2 17.4 1U 14.4 9.0 13.7 

November '1 ......... BU 28.& 18.4 :u.s 1&.9 14.0 11.& 9.7 10.2 
14 ......... 81.1 21.8 1S.7 22.& 18.7 13.2 10.2 u 10.4 
21. ........ 29.2 21.7 19.& 28.2 1&.9 14.2 9.1 8.7 10.& 
28 ......... 28.8 18.S 1&.& 19.4 12.2 10.7 7.1 8.1 8.8 

December 11 ......... 26.7 22.8 22.9 28.11 111.4 12.7 10.7 '1.8 10.8 
12 ......... 29.2 20.7 21.8 28.8 15.0 18.9 8.9 9.9 10.7 
19 ......... 81.1 21.9 28.2 24.2 1&.8 18.8 9.0 '1.2 10.& 
28 ......... 25.7 17.9 19.8 19.8 13.0 10.7 7.6 11.8 9.4 

January 2 ......... 211.11 19.9 20.7 19.11 12.7 11.1 8.1 6.4 8.& 
9 ......... 88.1 29.8 20.9 23.4 18.8 1U 11.6 8.9 11.8 

18 ......... 8U 27.0 22.2 22.9 16.1 18.2 11.8 9.8 12.9 
28 ......... au 25.2 22.'1 20.9 17.4 13.9 11.7 9.4 11.7 
80 ......... 82.'1 24.1 18.1 18.8 14.7 11.8 11.0 7.8 11.0 

Oompllod from Brllll'""'''· 
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BANK CLIIARINOB IN AND OtrTBIDII Nmw YoRK CITT AND IN 8IXTIIIIiN 0rBIIR CIT11111 PIIROIINTAOII OJ' INOIIL\811 OR DIIIOIILUII g 

D'O'RINO TBII 1907 PANIC 1'80111 CORRIIBPONDINO WlliiiKB OJ' PRIIOIIDINO YIIAB 

WHktndlnl New York Ou!Aido Chl0110 Boa ton Phil .. St. Loull Plt1Abur1h Sen Baltimore Now York delphia Franolloo 

October 8 ......... -24.8 +U +16.2 -6.11 -12.2 +1U + 1.3 -8.4 + 8.2 
10 .......... -21.8 + 8.6 +14.7 -17.4 - 4.6 +14.2 + 6.6 +1.4 +13.11 
17 ......... -17.8 + 11.6 +20.2 -11.0 - 8.6 +21.9 + 8.8 + 8.8 -2.11 
24 ......... - 7.7 +12.8 +20.1 - 8.0 + 1.9 +22.8 + 7.9 -2.2 +21.:1 
81 ......... + .7 +8.11 +18.8 +9.7 + 1.0 + 8.0 +2.2 -14.8 + 8.2 

November 7 ......... -24.9 - 8.1 - 8.0 -18.8 -14.7 + .1 +1.7 ...... . ..... 
14 ......... -811.1 -19.0 -111.8 -21.:1 -22.0 -18.0 -1.8 -s:u - 8.8 
21. ........ -42.8 -19.9 -18.8 -26.9 -211.8 -18.4 - 6.8 -48.1 -10.2 
28 ......... -89.7 -20.8 -18.9 -80.8 -27.7 -18.8 - .8 -48.7 -111.7 

December 6 ......... -87.6 -21.8 -22.7 -29.6 -28.2 -10.8 - 4.8 -46.8 -19.0 
12 ......... -88.9 -18.1 -14.4 -26.0 -27.7 -11.8 -12.0 -86.8 -14.7 
19 ......... -48.2 -20.0 -20.8 -80.9 -28.0 - 9.8 -11.2 -80.8 -19.8 
28 ......... -43.11 -20.:1 -17.9 -28.8 -29.1 - 8.6 -14.7 -811.4 -24.8 

J1111uary :1 ......... -48.1 -211.0 -211.8 ...... -88.2 -18.:1 -16.9 -41.7 -84.8 
9 ......... -81.1 -18.4 -10.7 -28.7 -17.0 - 8.9 -1:1.7 -28.0 -10.8 

18 ......... -23.7 -111.8 -9.:1 -29.7 -17.7 -10.9 -19.0 -26.4 -111.8 
28 ......... -211.:1 - 8.8 - .7 -17.7 -14.4 - 8.1 -18.1 -211.8 -11.4 
80 ......... -28.0 -18.1 -u -18.8 -28.11 - 1.8 -18.8 -26.4 -17.1 



Wool& ....SIAl J[on- Olaalall&ll Cl\7 

October 8 ......... -..au + 1.7 
10 ......... +87.9 +1.7 
17 ......... +28.C - c.a 
24 .... ; .... +86.7 +10.8 
81. ........ +88.8 -2.1 

November 7 ......... +20.7 -18.9 
1C ......... - 1.0 -18.7 
21. ........ + .8 -22.1 
28 ......... + 2.0 -18.8 

December a ......... -1U -19.8 
12 ......... -1.7 -19.8 
19 ......... + .c -17.7 
28 ......... - 8.1 -19.8 

.January I ......... -u -20.2 
D ......... - 1.1 - 8.9 

18 ......... +U -21.0 
28 ......... +10.8 - 7.8 
80 ......... +18.0 -10.8 

Oompllod from Brill-'•• 

TABLE 1&-(COflli111114) 

""' lllaaapoU. Clonlalld llnroi& Orl-

-18.7 +1lU + 9.8 +10.1 
-28.8 +19.8 + 1.1 + 8.8 
-17.8 +2U +2.9 +8.8 
-18.8 +48.1 +1U +28.C 
-8.0 +29.9 -7.2 +20.9 

-82.1 - 8.0 - ,,8 +18.8 
-ao.u -19.9 -18.9 -au 
-29.8 + .8 - 9.2 -co.a 
-au - 2.0 -7.8 -10.8 

-24.0 -u -1,.8 -1C.9 
-22.1 + 2.9 -u.a - 8.8 
-18.8 + 7.8 -20.8 - 9.2 
-10.7 - 4.8 -18.2 -11.a 

-11.9 +U -au -18.9 
-20.4 +11.9 - 7.2 -u 
-16.8 +27.4 -1,.2 -10.2 
- 4.0 +2U +10.4 + 2.6 
-20.6 +21.8 -10.7 - 8.8 

Louln111o too 
Aaploo 

+U -12.0 
+ 7.8 - 2.1 
+ 7.1 +10.1 
+ 8.8 + 1.0 
+11.2 -9.8 

-9.7 -17.1 
-28.8 -88.8 
-28.8 -80.9 
-25.0 -C4.9 

-22.2 -48.8 
-83.9 -22.2 
-8,.0 _,7.9 
-81.8 -co.o 

-a8.a -42.2 
-28.9 -82.9 
-22.8 -au 
- 8.8 -28.1 
-7.2 -86.7 

Olllaba 

+10.9 
+18.0 
+18.8 
+28.9 
+89.8 

+8.2 
+ 8.8 
+ .1 
+1.8 

- 8.0 
- 2.9 
-12.0 
+ .8 

-10.0 
+ 8.1 
+18.4 
+17.1 
+10.9 

n 

" .. 
Ill 
Ill 
Ill 
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would have turned presently into moderate losses, even had 
the crisis not become a panic. 

From the detailed figures by weeks (table 15) it is evident 
that, just before the -panic, Boston, Philadelphia, and New 
Orleans were running steadily behind their records of the 
preceding year, and that San Francisco and Los Angeles were 
barely keeping even. But the middle-western towns were still 
gaining sufficiently to keep the totals for the country outside 
New York above the totals of 1go6. 

The first effect of the panic in the great business centers of 
the East was to increase financial transactions, such as the sale 
of securities by embarrassed banks and individuals, and the 
shifting of loans. These transactions availed to put the clear
ings even of New York., Boston, and Philadelphia temporarily 
above the records of 1 go6. But business of more ordinary kinds 
was restricted so promptly that the special panic operations cut 
little figure in the totals after the end of October. The eastern 
cities, which had been running behind before the panic, now 
showed losses of a quarter, a third, or even a half in compari
son with the corresponding weeks of the preceding year. Still 
more notable is the speed with which the trouble spread from 
New York to the Gulf and to the Pacific. During the very first 
week of the panic a majority of the towns had smaller gains 
over 1go6 or actual losses. From the third week of the panic 
to the end of the year the restriction of business, measured 
from the level of 1go6, averaged about 20 per cent outside 
New York and about 40 per cent in New York. Anlong the 
leading towns, Kansas City, Minneapolis, and Omaha fared 
least badly-perhaps because their industries are so largely 
concerned with footstuffs. In general, the industrial sections 
of the East lost more heavily than the agricultural sections of 
the Middle West; for the harvests were on the whole profitable 
to Anlerican farmers. 

From notes in the business periodicals we can gather how 
this contraction of business came abouL At the first hint of 
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trouble from the banks, merchants began to limit their pur
chases. 'Hand-to-mouth' buying became the order of the day. 
Wholesale dealers and manufacturers received telegrams c:an
celing orders already placed or requesting deferred deliveries. 
Other concerns found they could not obtain the specifications 
necessary for making up goods ordered on contracts. On the 
other hand, sellers often hesitated to ship goods. fearing that 
the consignees would be unable to pay. Not a few houses with
drew commercial travelers already in the field, and stopped 
soliciting orders for a time. Here and there inability to get 
money for pay rolls caused a temporary stoppage of worL 

Such interruptions to the usual course of wholesale trade 
and manufacturing, with their reactions upon transportation, 
mining, and the like, became epidemic in the first fortnight of 
the panic. But retail trade continued to be reported 'fair' for 
several week.s, especially in the Middle WesL No doubt the ap
proach of the Christmas shopping season and of cold weather 
was largely responsible for sustaining the business of shop
leepers in •907· But the same phenomenon was remarled 
upon in 1893. when the panic occurred in summer. Retail 
trade, in fact, seems not to be curtailed seriously outside the 
largest cities until a panic has dosed many industrial enter
prises, put others on short time, and led to the widespread 
discharge of wage earners. Then, of course, the shopkeeper's 
sales fall olE, as had those of the wholesale merchant and manu
facturer several week.s earlier. 

III. A Typical Crisis-Great Britain, 1907 

Since our example of a panic is taken from Americ:an experi
ence in 1907, our example of a crisis had best be taken from 
the simultaneous experience of Great Britain. 
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I. BEGINNINGS OF aEACI'ION 

Definite signs that the business 'boom' had passed its zenith ap
peared in Great Britain as early as midsummer 1907, that is. 
several months before the American panic. 

Among the symptoms of reaction that called forth mntem
porary comment were the following. British railway stocb fell 
in the first half of 1907 without any apparent reason save that 
investors were holding alool • A series of hi~ loans 
failed to find subscribers. The Bristol Corporation, the Middle
sex County Council, the East Indian Railway, and finally the 
Manchurian Railways. supported by an unconditional guaran
tee from the Japanese government. tried one after another to 
raise money and were "more or less cold-shouldered by the 
public:• While the shipbuilding yards were kept busy most 
of the year executing orders received in ago6 or even in agos. 
their outlook for the future was dismal, since few new coo
ttacts were in sight. • The iron and steel trades were in a simi
lar position. Though the mills were working at high pitch for 
the moment. and though stocks of pig iron were YeiJ low, the 
price of 'Cleveland warrants' began falling in July, since both 
domestic and foreign demand for future delivery was declin
ing.• Indeed. manufacturers were not eager to take new busi
ness at the ruling quotations, because of high production costs. 
The Economist explained that the price of coal was "a crush
ing tax on present and prospective industry,- and that pro
ducers of iron were trading practically at a loss in executing 
orders booked at a time when materials and fuel were much 
cheaper.• The building trades also were dull in almost all sec
tions of the country.• Among the railways. gross receipts grew 
steadily, but operating expenses grew faster, so that the ratio 
of net to gross receipts declined. • Sauerbed.'s index number 
of prices at wholesale reached its summit in May, and fell in 
every subsequent month. After July town clearings in 1Dndon 
ran in most weeks below the records of agoG. Imports began to 
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gain less after ApriL Perhaps most significant of all signs of 
reaction was the rise in the percentage of unemployment, 
which since March 1go6 had been less than in the correspond
ing month of the preceding year. In July 1907 it began to run 
steadily higher than in 1906 (tables 1 6-u ). 

By midsummer 1907, then, the tide of British business be
gan to recede, because of the cumulation of stresses described 
in Chapter a. But only in the markets and industries most sen
sitive to coming events was the change noticed. Current busi
ness outside the financial markets did not slacken: railway 
receipts continued to rise, country clearings in London and 
clearings in most of the provincial towns continued to exceed 
the high records of 1906, and the rate of gain in exports was 
not retarded. • Nevertheless, the difficulties already present on 
the stock exchange and in the bond market, and definitely fore
shadowed in shipbuilding, the iron trade, and the labor market 
were certain to extend in a short time over the whole field of 
business. The more acute difficulties experienced in foreign 
countries, then, did not cause the British crisis of 1907-they 
did no more than hasten its development and make it more 
severe. 

ll. EFFECT OF FOREIGN ClliSES 

London's position as the world's free market for gold exposes 
British business in an exceptional degree to disturbance from 
financial troubles in other countries; and the exceptionally 
high ratio of foreign commerce to domestic trade in Britain 
makes her business exceptionally sensitive to depression among 
her customers. The year 1907 brought severe stresses from the 
6rst source, the year 1908 from the second. 

Egypt had a serious crisis in spring 1907, South Africa in 
late summer and early autumn, Holland in the first half of 
October, the United States and Hamburg in the second half, 
Portugal in November, and Chile in December.• Each disaster 
affected in some way the delicate mechanism of the London 
money market and later the demand for British products. In-
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comparably greatest. however, was the effect of the panic in 
New York. 

The first consequence of the crash in America was the bll 
of 'Yankee rails' on the London stock. market. No large failures 
followed; indeed, dealers were said to be pleased by what they 
described as the emancipation of the home and foreign mar
kets from 'American bondage.- The second consequence, 
withdrawals of gold from the Bank of England for export to 
New York, had more serious results. 

On October 16 the Banl of England had a reserve of 
$n6,ooo,ooo, equal to 49 per cent of its deposit liabilities to 
the banks and the public. Meanwhile its loans made 63.6 per 
cent of deposits (table 16). In both respects the Bank was 
stronger than usual; for the averages of these ratios in 1!)00-09 

were 46.8 and 70.0 per cent respectively.• Since the middle of 
August the Banl rate had stood at the moderately high level 
of 4~ per cent. and the market rate for 6o-day bills was 4-13 
per cent (table 17). In all respects the Bank had the situation 
well in hand. 

The first heavy withdrawals of gold were made in the week. 
ending November z-$13436,ooo.• During the next two 
months $97•700,000 in gold was exponed (table 18). Mean
while, since the holiday shopping season was approaching. the 
domestic withdrawals of currency from the Banl exceeded the 
deposits in most weeks. • To meet this enormous drain. the 
Bank of England advanced its discount rate from 4~ to 5~ 
per cent on October 31, to 6 per cent on November 4. and to 7 
per cent on the 7th. It also received some $15,000,000 in Amer
ican eagles from the Bank of France early in November.• and 
induced the India Council to release into its general fund 
about $7.5oo,ooo of gold that had been 'earmarked. .. These 
measures proved amply sufficienL Between October z 3 and No
vember 6 the reserve fell $31,000,000; the next week the gold 
from France was largely instrumental in raising it $17 ,ooo,ooo; 
another decline of $6,ooo,ooo followed; but thereafter gold 
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TABLE 16 

BANJt Ol' ENGLAND, BANKING DEPARTKENT, WnnY ll.ETuBNs, 
AUGUST 7 1907 TO JANUARY 29 1908 

Other RaW> of 
deJXIBiUI Govern- -~~ Capital Publi~ o.nd mont eeeuritiea ootea 

~z.-Weokendi.,. and rest. deposits aeven- -uri- inbank- and 
day t.ies anr de-- specie to to ''other 
billB '46i (6) 

depomtB depomts" 
(1) (2) (3) (4) (71 1 (8) 

llillioDO of dollanl p.,...._ 
11107 

August 7 88 31 214 78 140 115 47 65.4 
14 88 32 208 71 136 121 50 65.4 
21 88 37 226 71 153 127 48 67.7 
28 88 37 228 71 151 131 49 66.2 

September 4 89 31 233 70 151 132 50 64.8 
11 89 37 229 70 148 136 51 64.6 
18 89 42 229 70 150 140 52 65.5 
25 89 45 221 70 149 136 51 67.4 

October 2 89 42 213 70 150 125 49 70.4 
9 86 32 220 77 144 117 47 65.5 

16 86 26 209 72 133 116 49 63.6 
23 86 34 213 72 145 117 47 68.1 
30 67 35 219 70 170 101 40 77.6 

November 6 67 33 212 70 176 86 35 83.0 
13 67 34 220 70 168 103 40 76.4 
20 67 38 212 70 170 97 39 80.2 
27 67 38 210 70 159 106 43 75.7 

December 4 67 27 216 70 153 107 « 70.8 
11 67 26 219 70 147 115 47 67.1 
18 67 25 212 70 145 109 46 68.4 
25 67 27 212 70 161 96 40 75.9 

111011 
January 1 67 37 256 77 199 104 36 77.7 

8 67 26 220 79 135 118 48 61.4 
15 88 22 217 70 131 126 53 60.4 
22 88 33 211 70 128 134 55 60.7 
29 88 43 205 70 126 141 57 61.5 

. Compiled"""' -..;.. '"'- Bnt.n ... a ...... , . .,y F-. IBn-1111111 (Publicat.ioao of the 
l!i-....1 111..-.y Com.........,, pp. "*'· 121. 



I U BUSINESS CYCLES AND THEIR CAUSES 

TABLE 17 

LoNDON DlscoliNT RATBs, BY Wnu, AvovBT 1907 TO Jt.II"''ABY 1908 

Dioooua' rateo Depom ..now.n-
WeokendiD8 

Bank Sistf.-d~ Sis:·month Call Banb 1>'-un' ..... billa billa money ho-
r---

1U07 
August 2 ........ 4.00 3.56 4.19 2.75 2.50 2.75 

9 ........ 4.00 3.94 4.44 2.00 2.50 2.75 
16 ........ 4.50 4.50 5.00 3.00 3.00 3.25 
23 ........ 4.50 4.63 5.19 2.50 3.00 3.25 
30 ........ 4.50 4.19 4.88 2.50 3.00 3.25 

September 6 ........ 4.50 3.94 4.69 2.13 3.00 3.25 
13 ........ 4.50 3.81 4.38 2.25 3.00 3.25 
20 ........ 4.50 3.69 4.13 1.75 3.00 3.25 
27 ........ 4.50 3.69 4.25 3.63 3.00 3.25 

October 4 ........ 4.50 3.88 4.25 3.63 3.00 3.25 
11 ........ 4.50 3.94 4.44 2.25 3.00 3.25 
18 ........ 4.50 4.13 4.44 2.88 3.00 3.25 
25 ........ 4.50 4.50 4.75 3.38 3.00 3.25 

November 1 ........ 5.50 5.69 5.56 4.50 4.00 4.25 
8 ........ 7.00 6.75 6.44 5.00 4.00 5.25 

15 ........ 7.00 7.00 6.13 5.00 4.00 5.25 
22 ........ 7.00 6.94 6.13 6.50 4.00 5.25 
29 ........ 7.00 6.38 5.13 5.25 4.00 5.25 

December 6 ........ 7.00 5.88 4.75 3.50 4.00 5.25 

13. ······· 7.00 6.06 5.13 4.00 4.00 4.75 
20 ........ 7.00 6.06 4.94 4.50 4.00 4.75 
27 .... , ... 7.00 6.38 5.13 6.50 4.00 4.75 

1908 
January 3 ........ 6.00 5.00 4.63 4.88 4.00 4.25 

10 ........ 6.00 4.63 4.31 4.13 4.00 4.25 
17 ........ 5.00 4.31 4.06 3.63 3.50 3.75 
24 ........ 4.00 3.75 3.50 3.25 2.50 3.00 
31. ....... 4.00 3.63 3.31 3.75 2.50 3.00 

Compiled from &olidi<:a for Gr..U BrilaiR, O.......r, ou F.-,1881-1101 (Publi<a&iono ol ~ 
Nat.ioD&l KGDW~ey Colllllliaoion), pp. II, 113. 
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January ......••.•..... 
February .............. 
March ................ 
April .................. 
May .................. 
Juoe .................. 
July .................. 
August ................ 
September ............ 
October ............... 
November ............ 
December ............. 

Year .................. 

TABLE 18 
NIIIT GoLD lliii'OIITII AND EXPORTS, 0UAT BRIT.wr, BY MONTB81 1~1008 

(ID milliona of dollars) 

1008 1807 IDOl Net imports <+lor aports (-) 

Imports li:lqiOrta Imports E•porta Imports li:•porta 1908 ID07 IDOl 

11.6 . 16.1 22.8 18.2 15.7 14.3 - 4.5 + 4.1 + 1.4 
27.2 7.7 18.1 14.5 20.2 17.7 +19.5 + 3.6 + 2.5 
25.11 10.1 21.4 11.3 18.5 7.0 +15.8 +10.1 +11.5 
18.6 28.1 17.8 8.7 27.5 16.7 -14.5 + 9.1 +10.8 
22.2 20.4 23.11 14.1 15.8 21.6 + 1.8 + 9.8 -11.8 
11.6 8.1 10.6 18.6 15.5 23.6 + 8.5 - 8.0 - 8.1 
13.4 7.5 18.1 10.7 22.1 24.7 + 5.9 + 7.4 -2.6 
21.4 4.4 19.4 8.5 14.0 18.9 +17.0 +10.9 - 4.9 
14.3 40.6 12.7 17.0 24.1 24.7 -26.8 - 4.8 - 0.6 
15.7 43.1 20.6 28.2 14.9 24.7 -27.4 -7.6 -9.8 
26.7 10.8 55.1 74.0 13.8 25.9 +15.9 -18.9 -12.1 
20.4 1G.5 87.9 23.7 22.4 23.2 + 4.9 +14.2 -0.8 

224.0 207.4 277.8 247.5 224.5 243.1 +16.6 +30.3 -18.6 

Compllod from '"""""lor O.aal Bril<lln, o ..... onv, .... ,., ..... , 1861-11101 (Publloat!ODI of tbe National Monataey Commilaion), p. eo. 

.. .. 
1.>0 
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began to flow into England freely and by December 11 there
serve was again at $115,ooo,ooo, equal to 47 per cent of the 
deposits. The usual end-of-the-year settlements caused a new 
drop in the reserve after the middle of December, so that the 
ratio was 36 per cent on January 1; but the managers knew 
that the strain was over and reduced Bank rate to 6 per cent 
on the 2nd, and to 5 per cent on the 16th. Meanwhile the 
reserve had mounted to sums larger both absolutely and in 
proportion to deposits than before the American panic began. 

This increase in the reserve after the first fortnight of the 
heavy withdrawals, while due partly to the $22,500,000 of gold 
obtained from the Bank of France and the India Council, and 
partly to the inflow of funds from the interior after the holi
days, was also due in large measure to imports from other coun
tries. In fact, imports of gold in November and December 
amounted to $g3,ooo,ooo-only $4,7oo,ooo less than exports ... 
Never was the efficacy of an advance in Bank rate as a means of 
attracting gold more strikingly demonstrated. 

3· THE CRISIS IN INDUSTRY AND COMMERCE 

Though the Bank of England succeeded in meeting the double 
strain imposed by the approach of crisis at home and the call 
for help from New York, it was obliged to maintain the ex
traordinarily high discount rate of 7 per cent for nearly two 
months. During this time the market rate for 6o-day bills 
averaged nearly 6V2 per cent and for 6-months bills nearly 5~ 
per cent (table 17). While these rates were much lower than 
those reported in New York (table 8), they were much higher 
than English business was accustomed to paying. The tense 
condition of the money market, therefore, had a powerful ef
fect in hastening and aggravating the crisis that had been de
veloping slowly since midsummer. 

This crisis, however, proved mild and tame in comparison 
with the American panic. There was no hint of suspension or 
even of limitation of payments by the banks, and therefore no 
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scramble for money. There was no fear that solvent borrowers 
with acceptable security would be refused bank accommoda
tion, and therefore no needless failures and no wholesale de
struction of credit. In the very fortnight when the Bank of 
England lost $31,ooo,ooo in cash it increased its loans by the 
same amount. If the loans declined after November 6, it was 
not because the Bank was refusing to lend, but because busi
nessmen were refusing to borrow at 7 per cent. 

On the Stock Exchange the crisis had less effect than might 
have been expected, largely because of a fortunate coincidence. 
In September the Executive Council of the Amalgamated So· 
ciety of Railway Servants had decided to take a ballot upon 
the advisability of calling a general strike. But Mr. Uoyd 
George intervened, and news that the dispute would be ad
justed without a conflict was published on the day the Bank 
of England raised its rate to 7 per cent.'" While this good news 
did much to buoy up the market, stock prices sank to the year's 
lowest point in November. Recovery was prompt, however, 
and, if the 'index number of stock-exchange values' compiled 
by the London Bankers' Magazine may be trusted, the general 
level of prices was higher in January than it had been in 
September ... 

Another fortunate circumstance helped to mitigate the ef
fects of the crisis upon industry and commerce. The British 
farmers reaped exceptionally large harvests in 1907 and sold 
them for exceptionally high prices.• While agriculture em
ploys a much smaller proportion of the population in the 
United Kingdom than in the United States, still the ability of 
the (arming classes to buy freely was an important factor in 
counteracting the shrinkage in the demand for commodities 
from other sources. Nevertheless, the recession of activity, al
ready started, became more marked in the last three months 
of the year. 

In November, the Economist sought the opinions of repre
sentative firms in many branches of trade concerning the effect 



TABLE 10 
MIIROBANDIIII IUPORTI AND ExPORTI, GamAT BatTAilf1 81' MoNTal, JANUARY 1007 TO MAnca 1008, AND PmaomNTAOII or OADf : 

( +) oa Lo111 (-) rnou CoRRIIIIIPONDING MoNTDII or PnmcmDING YmAR ~ 

Jl'ood, drink, Row moiA!rlalto and ortlol• Artlot .. wholly or malo!¥ Mllooellonaouo and Orand tolal 
and tobaooo mainly unmanulaotured wanulaotured unolaeoi6od 

Month 
Amnun& Oaln or Amount Ooln or Amount Ooln or Amount Oaln or Amount Ooln or 

In mllllono lou In mllllono looo In mllllono 1 .... In mllllono looo In mllllooo I oM 
ol doll&,. (per oont) ol dullano (per oont) ol dull&,. (por oont) ol dull&.. (per oont) ol duUa,. (peroont) 

lmporto 

IUOf 
January, , , , 08.1 + O.lll 130.8 +31.8 8U + ,,2 1.2 - 0.0 204.11 +13.2 
February. , . 7U -u 116.0 +3:1.1 60.1 -1.7 1.1 +U 2ll7.8 +11.8 
March ... ,., 011.'1 + 0.6 1111.8 +li.O 68.11 - 0.8 .0 -tu 281.0 + •. , 
April..,, •. 011.11 +10.2 112.8 +30.8 87.11 +10.7 .o - 2.8 278.8 +:10.11 
May ......•. 00.1 + 0.1 01.8 +12.1 84.11 -11.8 .0 -1:1.8 256.0 +U 
June ........ 100.8 -2.'1 7U +9.7 116.8 -7.1 1.0 +11.11 23:1.11 - 0.2 
July' ' " " ' . 1011.0 +U 8:1.2 +lU 811.0 +11.11 1.0 -2.8 2M.l +U 
Augu1t .•••. 106.0 +18.4 71.7 +8.11 61.8 - ... .II -18.11 230.11 + 0.1 
Boptember .. 08.6 +1.7 78.11 + 0.11 66.1 - 1.8 1.0 +26.8 2:10.11 + 0.11 
October, , , . 1111.0 +1U 011.1 +U 64.11 - 1.8 .II -18., 280.11 +11.11 
November .. 108.11 +11.1 106.'1 - 1.6 81.11 -u .o -u 278.1 +U 
December,. 101.0 + 7.11 112.8 +1.1 67 .II - 8.11 .II + 0.8 27:1.11 +U 

IUOI 
January,,,. 117.1 + 1.0 121.11 - 7.0 114.11 -17.11 .I -3:1.0 27U -11.1 
February. , . 01.1 +1U 10:1.2 -1:1 .• 60.'1 +o.7 1.2 +11.11 258.1 -0.11 
March, , , , , . 107.3 +1:1.0 au -20.11 64.0 -8.8 ·! -u 2538 -u 



TABLE 19-(Ctmtinucd) 

Esporto 

1107 

laouary .••. 7.8 - 1.0 18.9 +18.9 141.8 +13.9 
February .•. 8.8 + 6.8 19.0 +26.2 128.8 + 9.7 
March ....•. 8.9 - 8.9 20.1 +13.7 139.7 +10.1 
April ....... 7.2 +12.1 21.1 +29.8 136.7 +28.2 
May~ ....... 7.8 + 2.4 22.6 +25.0 146.8 +17.7 
June ........ 8.4 +12.7 21.9 +38.6 128.6 + 8.7 
July ........ 11.2 +22.1 24.8 +30.6 108.8 +19.9 
August ..••. 11.4 +19.8 23.7 +28.9 143.5 + 8.9 
September .. 11.8 + 8.7 23.6 +33.3 133.9 +13.2 
October .... 11.6 + 0.8 25.7 +28.8 146.8 +14.3 
November .. 11.8 + 4.1 24.4 +35.2 135.8 + 5.5 
December •• 9.1 + 7.8 21.9 +27.1 125.8 + 1.0 

1801 

January ..•. 7.4 + 1.1 20.6 + 9.1 137.0 - 8.4 
February .•. 7.1 + 4.2 20.8 + 8.8 125.9 - 1.8 
March .••... 7.2 + 4.4 20.6 + 1.8 130.4 - 8.8 

Compiled !rom tho monthly tr&dooupplomon'- of tho B""'"'mill (London). 

2.T +35.6 
2.0 +19.2 
2.2 + 1.8 
2.4 + 9.1 
2.4 + 2.1 
2.8 +18.6 
2.6 - 3.7 
8.2 +40.9 
2.3 + 0.4 
2.9 +27.5 
8.0 + 2.8 
2.6 -7.5 

2.5 - 6.8 
2.2 + 9.2 
1.9 -13.5 

170.8 
158.1 
169.0 
167.6 
179.7 
161.1 
196.8 
181.8 
171.1 
186.5 
174.5 
159.3 

167.4 
155.5 
160.1 

+13.9 
+11.6 
+ 9.7 
+27.8 
+16.4 
+ 8.1 
+20.9 
+11.5 
+15.1 
+15.3 
+ 8.7 
+U 

- 1.8 
- 0.8 
-5.2 

.. ... 
""' 



TABLE 20 
~08 llf Lo!moJJ, BY Wou, 190&-190J, .&lf"D 1'&llcooT.&OII W GADf oa 

Loss J'BOK CoBliBIIPOJJDma Wuu or l'llloc:Ju>ma y..,.. 

T.,...._.... c-tQ'---
Waok....tiq - -vl.doiiMw Gaia• ·- Goilo. - -1!1111 IIIII 1!1111 - <--l - -<-~ 

July 3 July 4 1,400 1,483 - 1.11 105 98 + 7.1 
10 11 1,134 995 +14.0 123 113 + 8.8 
17 18 1,198 1,146 + 4.5 112 104 + 7.7 
24 25 913 908 + .II 95 88 + 8.0 
31 Aug. 1 1,151 1,ZJ7 -7.0 95 88 + 8.0 

Aug. 7 8 1,042 864 +20.6 911 86 +11.1 
14 15 899 1,126 -20.2 101 98 + 3.1 
21 22 1,111 931 +19.3 102 87 +17.2 
28 29 880 907 -3.0 84 75 +12.0 

Sept. 4 Sept. 5 1,102 1,321 -16.11 93 91 + 2.2 
11 12 878 836 + 5.0 102 86 +18.11 
18 19 1,007 1,244 -19.1 911 90 + 11.7 
25 26 905 864 + 4.7 89 82 + 8.5 

Oct. 2 Oct. 3 1,268 1,340 -5.4 94 94 0.0 
9 10 1,053 916 +15.0 124 112 +10.7 

16 17 1,154 1,197 -3.6 114 106 + 7.5 
23 24 935 965 - 3.1 102 93 + 9.7 
30 31 1,245 1,301 -4.3 98 92 + 11.5 

Nov. 6 Nov. 7 1,069 1,016 + 5.2 120 105 +14.3 
13 14 975 1,128 -13.6 104 93 +11.8 
20 21 1,138 997 +14.1 112 99 +13.1 
Z1 28 940 924 + 1.7 94 83 +13.2 

Dec. 4 Dec. 5 1,151 1,362 -15.5 99 100 - 1.0 
11 12 872 956 -8.8 106 92 +17.4 
18 19 1,151 1,252 - 8.1 106 99 + 7.1 
24 26 834 n7 +16.3 79 51 +38.11 

11108 1!1111 1108 111111 - -
Jan. 1 Jan. 2 1,096 1,518 -Zl.8 79 94 -16.0 

8 9 1,114 1,128 - 1.2 123 113 + 8.8 
15 16 1,025 1,347 -23.9 106 102 + 5.1 
22 23 1,105 1,070 + 3.3 107 !11 +10.3 
29 30 !116 967 + .9 95 86 +10.5 

Feb. 5 Feb. 6 1,287 1,430 -10.0 112 109 + 2.8 
12 13 949 1,002 -5.3 103 91 +13.2 
19 20 1,W 1,265 -6.4 90 90 0.0 
26 Z1 915 978 -10.9 104 911 + 8.3 



TABLE 21 
PaoVTNCIAL CLaARtlfOB m EKoLAND, BT WEEn, 1907-1908, AND PERCJ:NTAOII ol' GAm OR Lossi'ROII CoRRESPONDrNo WEBKB 

OP PR .. .cEDfNO YEAR " 

Manehellter Liverpool Birminaham Newcutle-on·Tyne Briat<>l 

w ... k Gain or 10M Gain or 1011 Gain or loa Gain or loa Gain or toea 
endinl Amount in Amonnt in Amount io Amount in Amnunt in 

In m1llinne oo~a~·r~n in millione ~~g·:~~n in million• ~rrrh·r~~" in millions ~it~a~~M" in million• ~itt·~~~n of dollano of dollare of dollars of dollare of dollan 
(per oent) (per oent) (per cent) (per oent) (per oont) 

IWI 
July 6 37.1 + 6.5 24.3 +26.6 9.3 +10.5 6.2 - 3.1 3.9 + 5.2 

13 30.4 + 5.4 20.7 +19.4 5.5 + 0.8 5.3 +22.3 2.9 + 0.4 
20 30.9 +17.5 18.7 +41.1 5.1 +11.0 4.6 - 1.7 2.7 + 6.5 
27 27.7 + 8.0 13.8 + .2 4.8 - 2.4 5.2 - 6.4 2.8 - 3.7 

Aug. 3 34.7 +14.1 19.8 +17.4 8.4 + 8.0 5.8 -11.6 3.5 + 3.6 
10 28.2 +12.6 13.8 +15.1 3.6 +19.8 4.6 - 2.4 2.1 + 2.5 
17 29.5 +10.8 16.6 + 2.0 5.0 + 8.4 6.5 + 6.7 2.7 - 7.1 
24 24.1 +13.8 14.5 + 3.7 3.8 -5.0 6.0 +13.8 2.5 0.0 
31 28.6 +12.9 16.3 +13.3 4.7 -11.1 5.1 + 5.2 2.5 - 4.4 

Sept. 7 81.4 +12.1 16.9 + 8.8 7.7 +27.2 5.6 + 2.6 2.9 +12.0 
14 26.6 + 5.9 16.4 - 0.01 4.4 + 5.1 5.1 - 4.7 2.6 + 5.8 
21 26.8 +12.1 20.2 +56.6 4.1 - 4.3 5.4 + 2.9 2.4 - 0.1 
28 27.4 - 0.5 17.2 - 5.7 4.2 -10.7 5.2 + 8.8 2.4 - 8.3 

Oct. 5 38.8 +13.1 20.4 - 3.3 8.2 +12.2 6.5 - 3.8 3.6 - 6.2 
12 30.4 +1.9 17.3 -15.2 4.8 -1.7 4.8 - 3.6 2.8 + 0.3 
19 30.2 +10.4 17.4 -17.3 5.2 - 6.5 4.5 -12.0 3.1 + 8.7 
26 27.2 + 1.8 17.4 + 2.4 4.3 - 8.7 4.7 - 9 8 3.2 +11.6 

... ... 
1.0 



TABLE 21-(0ontinu.d) 

Manohooter LIY11rpool Blrmloaham 

Wook Oalo or lou Oalo or lou Oaloorlou 
IDdlq Amount In Amount Ia Amount In 

In mllllone ':rTtt"r~;;,n In mllllone ~Ttc·:J~~~~ In mllllone ao..Ttc":J:" of doUaro ofdoUaro of doUaro 
(poroon~) (par oon~) (por oon~) 

1807 
Nov. 2 85.5 +12.1 22.4 +8.7 7.7 - 2.8 

9 8:u +19.7 16.5 +10.5 6.1 +29.2 
16 81.6 + 6.0 19.9 +1.8 11.4 - 0.8 
23 27.8 + 8.8 16.8 - 1.11 4.5 - 9.7 
80 29.9 +2.0 20.8 + 7.1 u -18.8 

Deo. 7 85.8 +8U 10.8 +18.1 7.9 + 1.9 
16 80.1 + 0.7 19.9 + 2.0 4.9 -7.9 
21 29.2 + 8.7 18.8 +1.11 11.8 -18.1 
28 36.8 -a.8 16.2 -0.8 5.8 - 1.8 

1808 
Jan. 4• 23.0 - 8.8 1U -11.0 8.8 - 9.0 

11 80.9 + 2.9 17.8 -11.1 u - 6.2 
18 81.9 + 2.0 21.1 -4.7 11.1 -10.9 
211 27.2 + 1.9 19.2 +12.2 4.4 -18.5 

Feb. 1 81.0 - 11.7 18.8 -1U 11.8 -26.1 
8 811.7 +17.1 19.2 +8.2 7.1 +9.2 

111 81.8 + 6.11 18.11 -11.1 11.8 -9.8 
22 26.11 - 8.1 17.8 - 2.5 4.9 -12.2 

• J:ovl• for Jaouarr 6 aovar oot, ~bo llro~ four da,yo ofiUOI. 

Nowoutlo-oo-17•• 

Oalo or !011 
Amount In 

In mllllone ~Ttc·:~~~~ of doUaro 
(poor ... ~, 

6.1 +18.9 
4.9 +2U 
8.0 +11.11 
6.1 +11.7 
11.2 +2.8 

11.9 -8.8 
11.7 + 8.9 
11.8 - 4.0 
8.7 +86.1 

8.7 -48.0 
11.2 +12.8 
11.1 - 8.8 
u -15.8 

4.4 -14.0 
4.5 -21.1 
4.2 -26.7 
4.2 -24.8 

Brlnol 

Oaloorto. 
Amount In 

In mllllone ~Ttc·:J:• of doUaro 
(poor oon6) 

8.8 +11.8 
2.9 +7.11 
8.1 -4.9 
2.8 +U 
u + 2.8 

8.2 -7.8 
2.8 -0.11 
4.0 +18.11 
2.9 -20.8 

2.8 -18.0 
8.0 0.0 
2.11 -11.2 
2.8 - 8.8 

8.0 -13.11 
8.11 + 4.11 
8.8 + 7.7 
2.11 - 4.0 

... .... 
0 
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of 'dear money' upon their business. The replies indicated that 
there had not as yet been any serious interruption of manu
facturing; but the passing of the 'boom' was generally ad
mitted. Not a few manufacturers who had been troubled by 
the heavy cost of production seemed to welcome the change. 
In particular, the high prices of raw materials had become a 

TABLE 22 
TBADIII-UNioN MEIIIBEBS, PERCENTAGE UNBIIIPLOTBD, UNITED Kmooo11, AT 

END OJ' EACH MONTH, 1904--1908 

Kootb 1110& 11105 1906 1907 1908 

J&nuary ................. 6.1 6.3 4.3 9.9 5.8 
February ................ 6.6 5.7 4.1 3.5 6.0 
March .................. 5.5 6.2 3.4 3.2 6.4 
April .................... 5.6 6.2 3.2 2.8 7.1 
May .................... 5.8 4.7 3.1 3.0 7.4 
June.··················· 5.5 4.8 3.2 3.1 7.9 
July .................... 5.6 4.7 3.1 3.2 7.9 
Augt111t .................. 5.9 4.9 3.3 3.6 8.5 
September ............•. 6.3 4.8 3.3 4.1 9.3 
October ................. 6.3 4.6 3.9 4.2 9.5 
November .............. 6.5 4.3 4.0 4.5 8.7 
December ............... 7.1 4.5 4.4 5.6 9.1 

Average ............. 6.0 5.0 3.6 3.7 7.8 

serious burden, and many firms had been "unable to recom
pense themselves by charging more to their customers." The 
most pessimistic opinions came from trades like jute and linen 
that depended largely upon the American market. But no 
serious disasters were expected, for manufacturers had re
ceived such a long warning of the crisis that speculation had 
been kept within narrow limits.• 

These views are amply confirmed by the statistical record. 
The dwindling gains of imports and exports over twelve 
months before turned after the first of the year into positive 
losses (table ag)."Country clearings in London held out longer, 
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but town clearings and clearings in the provincial centers of 
trade showed losses or diminished gairu (tables to and u). 
Finally, unemployment, instead of declining after the end of 
the year as usual, continued to rise until the percentage was 
more than twice that of the preceding year (table u). 

Thus British business, like American business, passed from 
a state of high prosperity in the summer of 1907 into a state of 
marked depression in the summer of 1go8; but the transition 
was acxomplished without a serious epidemic of bankruptcies 
and without violent interruption of the usual processes of pro
ducing and distributing goods. 

IV. The Close of Crises 

No certain dates can be assigned for the beginning or end of 
crises. For the strains that force liquidation of credits aa:umu
late slowly and the demand for settlement of outstanding 
credits may become widespread before the public is aware of 
what is going on and before the pace of activity bas sensibly 
abated. Further, in a large country this process of liquidation 
may begin at some business center, while the tide of prosperity 
is still rising elsewhere, and spread rather gradually. On the 
other hand, the strains relax as gradually as they gather and 
the crisis merges into depression in the same unobtrusive 
fashion that it emerges from prosperity. 

For example, it is impossible to say precisely when the crisis 
of 1907 began in the United States. Stringency in the money 
and investment markets became severe in 1go6; the stock mar
ket was in difficulties at least as early as January 1907, and a 
crash occurred in Marcll; the prices of raw mineral products 
began to decline after February; complaints of the encroach
ment of operating expenses on profits became common in the 
spring; bond issues began to find few takers about the same 
time; several large industrial plants went into the hands of 
receivers in the summer because they could not obtain loam. 
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and a crisis was brewing toward the end of 1 go6 and in the 
early part of 1907· Nonetheless, general business continued to 
rise month after month. To say precisely when the crisis began 
is therefore to select some arbitrary criterion and apply it ir
respective of other conditions. 

Panics, on the other hand, may be dated with more assur
ance. The suspension of the Knickerbocker Trust Company 
on October 22 marks the beginning of the panic of 1907, and 
with less definiteness the crash of industrial stocks and the 
bank failures of May mark. the beginning of the panic of 1893. 

The ending of a crisis, whether accompanied by panic or 
not, is the cessation of intense demand for prompt liquidation. 
When the banks have been able to satisfy the needs for both 
currency and deposit credits, solvent debtors gradually meet 
their obligations as they mature, and insolvent debtors fail 
and pass from the management of business enterprises. There 
are losses to be written off, but confidence in the safety of the 
remaining credits is restored. Meanwhile little is borrowed 
to finance new business ventures, and that little upon a broad 
margin of security to the lender and on exceedingly conserva
tive estimates of profit to the borrower. Interest rates relax, and 
money accumulates in the banks. In short, the crisis ends be
cause the members of the business comniunity have withstood, 
on the whole successfully, the test of ability to meet their finan
cial obligations. 

When a panic has occurred. with a restriction of payments, 
a scramble for money, contraction of loans, heavy failures, and 
so forth, the process of recuperation is slower but possesses the 
same general character. Despite the intense stress of the de
mand for money, the percentage of firms that fail is very small. 
According to Bradstreers it was 1.46 in 1893, .70 in 1907, and 
·94 in tgoS. Dun's Review gives 1.28 per cent in 1893, .81 per 
cent in 1907, and 1.08 percent in tgo8. The great majority of 
enterprises reassure their skeptical creditors by actually pay
ing. or proving their ability presently to pay, what they owe. 
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Meanwhile the importation of gold, the increase in bank notes, 
and the issue of substitutes for money gradually relieve the 
worst of the monetary stringency. Just as soon as banb become 
able and willing to pay in cash, hoarding ceases, and money 
locked up in deposit boxes comes back into circulation. Pres
ently the banb find themselves with a superfluity of cash and 
reduce interest rates. The contraction of business brings with 
it a meager demand for credit, while borrowing to meet matur
ing debts declines. Anxiety concerning the collection of old 
accounts may still be great, failures may remain numerous or 
even increase, but the inability to borrow on good security is 
a thing of the pasL The acute stage of the liquidation-the 
crisis-is over, and depression-the dragging stage of the liqui
dation-begins. 

V. Prevention of Panics 

Experience supports the current belief that occasional crises 
are inevitable in a full-blown money economy, the workings o( 
which are still imperfectly understood. Just as definitely, ex
perience supports the belief that panics can be avoided. The 
difference between crisis and panic is a matter of degree, but 
in this case matters of degree have grave importance. To save 
solvent firms from failing for lack of loans they can repay, to 
save capable managers from being forced to part with the con
trol of properties they are developing effectively, to save em
ployers from having to discharge men because banks will not 
furnish money for pay rolls-in short, to prevent the more vio
lent manifestations of business confusion from occurring-is a 
service of great value to a country. 

The American panics of 1893 and 1907 were ushered in by 
a series of heavy failures. But the downfall of the Comptoir 
d'Escompte in 1889 in France, of Barings in 18go in England, 
and of the Bank of Leipzig in 1901 in Germany were no less 
alarming than the failure of the Knickerbocker Trust Com-
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pany in 1907 in America. Had the former failures occurred in 
the United States, panics would have followed; had the latter 
failure occurred in England, France, or Germany, there would 
have been no panic. For in any of these European countries 
the shock to confidence would have been allayed by the prompt 
intervention of the other banks. A syndicate of the strongest 
financial institutions in the country would have· taken charge 
of the embarrassed concern and guaranteed payment to its 
depositors. More important still, the central bank would have 
taken the lead in a policy of lending freely to all necessitous 
businessmen who could provide adequate security for repay
menL Most important of all, a restriction of payments on the 
part of the leading banks would not have been made-it would 
not even have been feared. Failures would not have been 
avoided. for enterprises that had become insolvent through 
mismanagement or misfonune would have gone into the hands 
of receivers; but the bankruptcies would not have been swelled 
by the inability of solvent concerns to get bank accommoda
tion. Interest rates would have risen. but not to 10 and 12-

per cent. and commercial paper would not have become un
salable. The process of liquidation would have proceeded with 
its concomitant decline in prices and trade; but the transition 
from prosperity to depression would have been far less violenL 

The difference in efficiency for purposes of withstanding 
strain between the American and the English banking organi
zation and banking practice stands out with startling dearness 
from the accompanying figures concerning bank reserves. 

lluak<6~

- p_. ~ 

Before the puic ...•••.. Oc&. t 
LoweetpoinL ....•..... Nov. 6 
Alter the puic .....•..•. J81l. 8 

---117 100 

86 " 
118 101 

Jlub<6N-Yark.__ - .... ~ <6 clollooe -
Oc&. 12 261 100 
Nov. 23 216 83 
J81l. 11 269 103 

American importations of gold from London actually caused 
a greater relative fall in the Bank of England reserve than oc
curred in the combined reserves of the New York clearing-
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house banks. Yet no one feared for a moment that the great 
British bank would hesitate to honor in full all legitimate de
mands made upon it from home or abroad, while the New 
York banks advertised their weakness by restricting payments 
almost at the outset of the strain. 

The crucial importance of the policy followed by the lead
ing banks in determining whether a crisis shall become a panic 
arises because the banks are the chief source of short-time loans 
and the chief organs for increasing the currency on short no
tice. Since a crisis occasions a liquidation of outstanding 
credits, the imperative need of the moment is for sufficient 
bank accommodation to enable solvent debtors to meet the 
demands made upon them for payment. If the banks can in
spire the community with confidence in their ability to satisfy 
this need, the process of liquidation can be carried through 
with a minimum of loss and confusion. 

Defects of both banking law and practice, therefore, may 
fairly be held responsible for the recurrence of panics in the 
United States. Legislation that prohibits any except national 
banks from issuing notes and requires them to deposit govern
ment bonds as security prevents a rapid increase in the cur
rency when it would be most effective in checking an incipient 
panic.• But the need would not be fully met even by the most 
elastic system of bank-note issue. For the majority of business 
enterprises require deposit credits rather than money to meet 
their accruing obligations. Elasticity of lending power is 
needed mote than elasticity of currency. At present American 
banks in the country districts, and still more in the reserve and 
central-reserve cities, make a practice in good times of keeping 
reserves little above the minimum required by law. Indeed, 
the end of a prosperous period commonly finds the great ma
jority of city banks with reserves barely above or just under 
the limit. • These reserves are not small; indeed, they are larger 
in proportion to deposits than the reserves carried in other 
countries that avoid panics.• But there is no adequate ma-
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chinery in the American system of thousands of small, inde
pendent banks for putting the available funds where they are 
most needed. Each institution in country districts must fend 
for itself, and many banks not threatened keep idle in their 
vaults money that under a higher type of organization might be 
used effectively to calm uneasiness and avert disaster in other 
places. In the towns, the issue of clearing-house loan certificates 
does something toward enabling the banks to c:oOperate with 
one another. In recent panics, however, this measure has been 
shorn of one of its original elements-the equalization of re
serves among the banks by assessments levied upon institutions 
that have more money than they require and the distribution 
of the proceeds among the institutions whose reserves are run
ning low.• As matters stand now, by means of the clearing
house loan certificate city banks can keep all their cash for the 
use of their depositors and correspondents, instead of having 
to use a large proportion for the payment of clearing-house 
balances. But it does not enable the bank that has heavy de
mands for currency from country banks or from local cus
tomers to obtain funds from its neighbors. Thus, even in the 
reserve and central-reserve cities, the available money is pre
vented from flowing to the places where it is most needed. Of 
course the avoidance of restrictions upon payments is thereby 
rendered more difficult. The banks most exposed to demands 
for money-that is, the city banks that make a specialty of solic
iting deposits from country institutions-are tempted to restrict 
their remittances early in any season of strain, because they 
cannot count definitely upon support from their neighbors.• 

Granting that much of the difficulty of meeting the strains 
imposed upon banks by crises arises from the lack of organic 
interrelations among the institutions, we still have to admit 
that the American banks have made a fetish of the reserve 
requirements of the national-bank act. Just at the moments 
of hesitation when timidity on the part of the banks spreads 
fear among businessmen and when boldness inspires confi-
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dence. the banls have been timid. Instead of using their re
serves promptly and liberally. they have sought to keep them 
intact or even to increase them by withdrawing money from 
other banls in which they have placed deposiu. Willingnca 
to 'go below the legal reserves' on ocxasions when alarm is 
spreading would probably do more to check pania in the 
United States than the practice of holding larger reserves in 
ordinary times. Certainly. the latter measure would give little 
relief unless it were oombined with the former policy. 



CHAPTER 4 

BUSINESS DEPRESSION 

I. How Crisis Breeds Depression 

I. ABORTIVE REVIVALS OF ACTIVITY 

IN Born 1893 and 1907 the passing of the panic in America was 
promptly followed by an increase in business activity. News
papers and technical journals reported the reopening of mills 
and factories that had been closed during the panic, the return 
to the road of commercial travelers who had been recalled, the 
freer buying of goods, and so forth. Optimists, encouraged by 
such reports, began to predict a speedy revival of prosperity. 
The t.Tisis, they argued, had arisen from impaired confidence. 
If confidence could be restored, no real reason would remain 
why business should not be resumed on the scale prevailing 
before the panic. The supply of labor, the stock of raw mate
rials, the equipment for transponing and manufacturing 
goods had not been reduced in quantity or quality by tuns 
upon the banks or by insolvencies. Everyone was eager to be 
at work. Let business men 'look on the bright side; combat 
skeptics by talking prosperity instead of hard times, prove their 
faith by their works, and all would be well once more.• 

After both panics a few weeks sufficed to prove the falsity of 
such predictions and the futility of such a policy. The little 
burst of activity that followed the panic subsided and hope 
gave place to renewed discouragemenL The acute strain that 
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had marked the panics did not recur, but a slow liquidation 
dragged on through many months. 

The failure of these 'sunshine movements' lends point to the 
question, Why are crises followed by depressions? Why do so 
many mills that reopen their gates aher the season of severe 
stress is over presently close again? Is the reason solely that the 
majority of businessmen will not or cannot shake off their 
gloomy forebodings? Or are there elements in the business 
situation as left by the crises that make a period of depression 
inevitable-elements beyond the control of sentiment? 

While a decline in current new orders and contracts for fu
ture performance begins some months before the crisis (d. Ch. 
2, ii, 4), yet the close of the crisis finds many factories, mines, 
contracting firms, and the like with a considerable amount of 
work still to be performed. A temporary stoppage of opera
tions during a panic may be caused by inability to obtain 
money for pay rolls, or by doubts concerning the ability of 
consignees to pay for goods when delivered. But when the 
banks have ceased to limit payments, and when indiscriminate 
distrust of the solvency of business enterprises has disappeared, 
then work. is promptly resumed upon these leftover orders and 
contracts. Other concerns find themselves caught with stocks 
of raw materials, already on hand or contracted for, far larger 
than are required by current consumption when orders are 
light. Their best way of raising money to meet maturing ob
ligations is often to work. up and sell these materials, even 
though very low prices have to be quoted to force a market. 
Such conditions account for the reopening of many business 
enterprises in the weeks immediately following a panic. 

But, unless large new orders and contracts are obtained 
speedily, these business enterprises soon reach the end of their 
order books or surplus stocks. Then they reduce their working 
forces, put their plants on part time, or close altogether. As a 
matter of fact, in neither 1894 nor 19o8 did the new business 
prove sufficient to support the mills that had reopened. Hence 
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the reports of the second, third, and fourth months after the 
panics told a disappointing tale of new suspensions of indus
trial operations.• 

It is the paucity of new orders, then, that blights the hope 
of a quick restoration of prosperity after a severe crisis. Busi
nessmen may be ready to talk prosperity in the hope that others 
may be induced to buy; but in their own purchases they prac
tice extreme conservatism. Confidence may be restored in the 
sense that no one longer doubts the solvency of the banks, or 
the ability of anyone fairly entitled to credit to borrow. But 
confidence in the sense of sanguine expectations of profitable 
prices and a large volume of business is not restored, and can
not be restored by cheerful conversation. Experience enforces 
the contrary belief that prices will fall and business shrink for 
some time to come. The processes that work out these results 
must now be described. 

2. THE CUMULATION OF DEPRESSION 

A. The Volume of Business 
The wholesale discharges of workingmen, which occur during 
a crisis and again when the leftover contracts and accumulated 
stocks of materials have been worked off, cause a decline in 
consumers' demand. Many business and professional men like
wise are compelled to retrench their family expenditures. Few 
people may starve; but tens and hundreds of thousands are 
forced to put up with a less varied or a less abundant diet. 
Other lines of expenditure are reduced more sharply than the 
purchases of food. Clothing and furniture are used longer be
fore being discarded and are replaced at urgent need by cheap 
articles. Fuel and light are economized to an uncomfortable 
degree; amusements, travel, and all the dispensable adjuncts 
to comfort are pared down. Accumulated savings, personal 
credit at retail shops, and personal property that can be pawned 
are gradually eaten up by those hardest pressed. As these re
sources are exhausted, the straits of many families become 
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worse and their purchases of commodities are progressively 
reduced. Hence the calls upon private and public charity usu
ally increase and consumers' demand usually decreases as the 
period of hard times drags on.• 

In general, the current business demand for the raw mate
rials and partly finished products from which consumers' goods 
are made shrinks with the shrinkage of family expenditure. 
Indeed, for a time this business demand shrinkJ even faster 
than consumers' demand; for either merchants or manufactur
ers may fill their orders for a while after the crisis from their 
leftover stocks, which are likely to be larger than they care to 
carry in a dull markeL On the other hand, in order to keep at 
least a skeleton organization together, manufacturers some
times make goods for which they have no present sale. But 
operations of this last kind must necessarily be small. 

Information concerning the current demand for such pro
ducers' goods as are used in repairs and renewals of existing 
plants is scanty. Every period of intense activity brings out all 
the weak points of the active establishments, and leaves many 
of them in a somewhat run-down condition. The first lull in 
activity affords a favorable opportunity for overhauling plants 
and bringing their equipment up to the highest standard of 
efficiency. But what has been proved to be technically desir
able may not be financially expedienL Many alterations are 
planned as soon as the reduction in orders gives the managing 
staffs leisure; but their execution is often deferred until a re
sumption of active demand for products is in sighL On the 
whole, a leisurely course is probably taken by the majority of 
enterprises, so that the demand for repairs and renewals is 
light during at least the first quarter or two of depression. 

Concerning the demand for all the variety of goods that en
ter into new construction work it is possible to speak with more 
confidence. While many of the existing factories are standing 
idle, while many buildings lack tenants, while the railways 
have light ttaffic, etc., there is little inducement to enter upon 
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the provision of new equipment. While investors have the re
cent decline in the price of securities fresh in mind, there is 
little use in issuing any but the best accredited grade of bonds. 
Finally, while a further fall of prices is in prospect, it is vain 
to expect the larger capitalists to take up new projects which 
can probably be executed more cheaply after the lapse of a year 
or two. Engineers, architects, and the like may be kept busy pre
paring plans for future use; but in the early stages of depres
sion few contracts for new construction are actually started. 
Hence the demand for this kind of work continues the decline 
that began in the latter days of prosperity. 

The processes that cause this shrinking in trade, like the 
processes that cause an increase in times of revival, are cumu
lative in their effects. The more workmen discharged, the 
smaller becomes consumers' demand. Every reduction in con
sumers' demand causes a further decline in the business de
mand for the materials from which consumers' goods are made. 
On the one hand, the latter decline causes more workmen to 
be discharged, and on the other hand it discourages managers 
from making the repairs and renewals they have in mind, and 
discourages capitalists from putting their new projects under 
contract. The longer these plans for improving and extending 
the industrial equipment are deferred, the less grows employ
ment in the enterprises that provide materials. And the longer 
men remain wholly or partly idle, the more are their families 
forced to scrimp expenditures, so that consumers' demand 
shrinks still further, and this shrinkage further intensifies the 
influences that are constricting business. 

Nevertheless, the lowest ebb in the physical volume of in
dustrial production usually comes in either the first or second 
year after a severe crisis. The statistics presented in Part II, 
Chapter V, and the index numbers of trade compiled by Kem
merer and Irving Fisher, all point to this conclusion.' Agricul
tural production, of course, is more erratic, increasing during 
depression quite as often as it decreases. What forces counter-
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act the cumulative shrinkage in the physical volume of trade 
within two or three yean after a crisis is a question that must 
be deferred to the concluding section of this chapter. (See pp. 
139-147, especially pp. 142-146, below.) 

B. The Fall in Prices 

As a crisis subsides, the confusion that reigns in the markets 
for commodities (Ch. 3· ii, 4) gradually disappears. But, while 
the extremely low prices made in a few forced sales may not 
be matched again, the trend of fluctuations continues down
ward for a considerable period. Thus the fall in wholesale 
prices after the crisis of 1890 lasted at least four yean in Ger
many and at least six yean in England and France; that after 
the crisis of 1893 lasted four years in America; that after the 
crisis of 1900 lasted three yean in England and four yean in 
Germany and France; that after the crisis of 1907lasted from 
one to two years in different places! So far as the evidence of 
recorded quotations goes, then, the lowest level of commodity 
prices is reached, not during the crisis, but toward the close of 
the subsequent depression, or even early in the final revival of 
business activity (d. Ch. 1, ii, 4). 

The chief cause of this fall is the shrinkage in the demand 
for consumers' goods, raw materials, producers' supplies, and 
construction work analyzed in the preceding section. On the 
other side of the market stands a reserve army of capital and 
labor capable of producing the much larger supplies of com
modities for which there was call during the recent expansion. 
The eagerness of these enterprises now standing idle or work
ing below their capacity to get more business intensifies com
petition in those branches of trade where it already exists, and 
often extends competition into branches of trade whence it 
had been banished by agreements to sustain prices. Pools, 
working agreements, and combinations of other kinds become 
far more difficult to sustain in the face of a buyen' market, and 
many of them go to pieces because their memben begin to 
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suspect one another of secret undercutting of rates. Moreover, 
enterprises verging on bankruptcy and enterprises in the hands 
of receivers are peculiarly dangerous competitors for sol
vent firms. They often disregard supplementary charges alto
gether and seek to defray their operating costs by taking work 
at prices that rivals who are keeping up interest on their bonds 
find it hard to match. Finally, the fall in prices is cumulative. 
It spreads from one part of the system of prices to other parts 
along the various lines of interconnection traced in the sketch 
of economic organization in Part I, and then spreads back 
again from the parts that are slow to be affected to the parts in 
which the decline began. 

As on the rise, so on the fall, there are marked differences 
in the promptness with which different classes of commodity 
prices begin to change and in the degree to which the change 
extends. Retail prices lag behind wholesale prices of the same 
goods; consumers' goods lag behind producers' goods; manu
factured commodities lag behind the raw materials from which 
they are made; farm and forest products are less regular in 
their fiuctuations than mineral products. These differences 
arise partly from the differences in the shrinkage of demand 
pointed out above, partly from technical circumstances affect
ing the possibility of adjusting current production to current 
consumption, and partly from the effort to ad just selling prices 
to the total costs incurred by business enterprises rather than 
to the buying prices of particular wares.• 

For reasons sufficiendy explained, the prices of labor fall less 
rapidly than the prices of commodities at wholesale.• Interest 
rates on long-time loans behave like wage rates in that they 
decline at a slow pace, but unlike wage rates in that they fall 
for a longer time.• Short-time interest rates, on the contrary, 
fall faster and further than commodity prices.• There is less 
hesitation to lend funds freely at low rates for three months 
than for ten years, and large sums which the owners will later 
invest in more permanent ways are transferred during depres-
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sions from the bond to the money market, checking the fall 
of rates in the first and accelerating the fall in the second. 

& for the prices of securities, high-grade bonds rise because 
of the decline in long-time interest rates, while, at the other 
end of the scale, common stocb fall under the combined in
fluence of diminished earnings and dull prospects. Securities 
that stand between these exttemes, Iile speculative bonds, 
stocb with a good dividend-paying record, and preferred 
stocks, rise or fall according as they partake more of the char
acter of gild-edged bonds or of common stocks. Usually, their 
relation to common stocks is closer and prices decline, though 
less than the prices of ordinary shares.• 

C. Savings and Investments 

What is known concerning changes in money incomes during 
depressions suggests that the amount saved declines heavily
a conclusion that receives at least a measure of statistical sup
port from data on deposits in savings banks.n That the funds 
required for current investments in the extension of old or 
the construction of new concerns also shrink seriously is at
tested by abundant evidence.• Finally, the often noted change 
in the preference of investors-their neglect of speculative 
shares which were the favorites of Oush days and their taste for 
ultraconservative bonds-is also demonstrated.• 

All this corresponds to expectations. But the investment 
market presents one peculiar feature. The first year of depres
sion often brings an exceedingly heavy issue of securities by 
large corporations. .. The apparent anomaly, however, has a 
simple explanation. During the high tide of prosperity pre
ceding a crisis, many great enterprises provide for their most 
pressing financial needs by selling short-time notes or by bor
rowing directly from banks (see Ch. 2, ii, 3· and iii, 1). Aher 
the crisis when interest rates have begun to relax, they seek the 
first opportunity to fund these Boating debts into long-time 
bonds. Of course, large issues of securities made for such pur-
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poses represent neither extensions of new equipment nor in
vestments of fresh capital, but at most a shifting from one 
form of obligation to another, and from one set of lenders to 
another. 

D. The Currency and the Banks 

Upon the production of gold, the proportion of the output ap
plied to monetary uses, and the international movements of 
the existing monetary stock, depression exercises a complicated 
set of influences which need not be described in detail because 
they are the precise opposites of the influence exercised by 
prosperity {see Ch. 2, iii. 4). The net outcome of all the factors 
involved differs from one depression to the next. In the United 
States, the one country for which we have adequate data, the 
stock of gold currency declined in the dull months January 
to July 1891, February to November 1894, July to September 
1895, April to July 1896, March to May 1go8, and July 1909 
to April1910; but it rose during the dull months January to 
May 1897, May to November 1go8, April 1910 to May 1911, 
and during the dull years 1903-o4.• Thus the belief that the 
quantity of gold currency contracts regularly with the pe
cuniary volume of bwiness is not supported by the available 
evidence. 

As for other kinds of money, bank notes alone possess pre
tensions to elasticity that merit serious consideration. But a 
survey of the records for England, France, and Germany, as 
well as for the United States, shows that the amount outstand
ing has seldom shrunk in years of business depression. • 

Much more decided than its influence upon the volume of 
the currency is the inftuence of depression upon the distribu
tion of the money in circulation between the banks and the 
public. As soon as the strain of a severe crisis relaxes, current 
deposits of cash in the banks begin to exceed current with
drawals, so that presently the banks hold a decidedly larger 
proportion of the monetary stock than in seasons of active 
trade.• 
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Of course, this process increases the deposits of the banks 
so far as deposits represent actual cash. In addition, the large 
reserves increase the ability of the banks to lend their own 
credit, and therefore to extend the deposits that result from 
discounts. Nevertheless, deposit currency usually shrinks when 
prosperity merges into depression. The elasticity of this ele
ment in the circulating medium, indeed, is decidedly greater 
than that of money. As a result, the ratio between deposits sub
ject to check and money in circulation falls in dull years.• 

One other fact concerning the effect of depression on the 
currency is brought out in Part II, Chapter VI. The velocity 
of the circulation of money, and in higher degree the velocity 
of the circulation of checks, declines with the activity of trade.• 

By these changes in the quantity of money and of deposit 
currency and in the velocities at which both money and checks 
circulate, the volume of payments is reduced in harmony with 
the fall of prices and the shrinkage in the physical volume of 
trade. In this complicated series of readjustments the causative 
influences, however, are not all on the side of the business 
situation. The failure of the quantity of money to contract 
promptly when a crisis turns into depression results in mone
tary redundancy, of which the visible sign is the accumulation 
of idle cash in the banks. This accumulation, we have seen, 
does not produce the expansion in loans and deposits that 
would occur if the prospects of profits were bright.• But it does 
increase the competition among banks for such business as is 
to be had, and aids in producing that fall in the discount rates 
which we have seen to be more rapid than the fall of prices at 
wholesale (sec. B). In so far, the quantity of money is a factor 
in accelerating the readjustment of costs to selling prices that 
ultimately restores the prospects of profits and ushers in a 
period of expanding trade and rising prices (sec. ii). Hence 
such an increase in the world's production of gold as has been 
going on in recent years tends to cut short and to mitigate de
pressions as well as to prolong and to intensify prosperity. By 
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thus altering somewhat both the intensity and the relative du
ration of these two phases of business cycles, it tends to give an 
upward direction to those long-period movements of the price 
curve in which the years of depression and of prosperity are 
averaged. 

II. How Depression Breeds Prosperity 

1. READJUSTMENT OF PRIME COSTS 

The shrinkage in orders that depression brings and the ac
companying decline in selling prices put severe pressure upon 
the managers of business enterprises to reduce their expenses 
within the narrowest feasible limits. Certain of the price phe
nomena mentioned in section i, 2, B indicate that the result
ing efforts are successful at least in part. 

That wholesale prices fall faster than retail prices, that the 
prices of producers' goods fall faster than those of consumers' 
goods, and that the prices of raw materials fall faster than the 
prices of manufactured products means, of course, that in these 
cases buying prices are reduced more than the corresponding 
selling prices." Further, since short-time interest rates fall 
much faster than wholesale prices, the cost of loans declines in 
proportion to the prices of products.'" Wages also are reduced 
in seasons of severe depression, but in this case the reduction 
is less than that in commodity prices."' It does not necessarily 
follow, however, that the cost of labor increases in proportion 
to the selling prices of what labor produces. For there is strong 
evidence that the efficiency of labor becomes much greater in 
dull years than it is in brisk years. Overtime ceases, and with 
it ceases not only the payment of extra rates but also the weari
ness of long hours. When working forces are reduced in size 
they are raised in quality by weeding out the less desirable 
hands. Most important of all, the fear of being discharged at a 
time when thousands of men are already looking in vain for 
work disposes every man who is kept to do his best-to keep 



140 BUSINESS CYCLES AND THEIR CAUSES 

any pace that may be set, even at grave danger of overtaxing 
his strength (cf. Ch. 2, i, 3). The heightening of the physical 
productivity of labor that results from these changes does more 
than the fall of wages to diminish the ratio between money 
cost of labor and money value of products. 

When selling prices have been materially reduced, enter
prises that are poorly equipped, disadvantageously located, or 
inefficiently managed are often compelled to close altogether, 
because they cannot get back even their prime costs on an out
put sold at current rates. Within the stronger enterprises the 
poorer portions of the equipment are allowed to stand idle for 
the same reason. Consequently producers who remain in the 
race during depressions can 'figure' on the basis of prime costs 
considerably lower than the average that prevails during pros
perity. 

Finally, depression checks the numerous small wastes that 
grow up within most business enterprises during years of in
tense activity. There is not only a strong incentive but also 
sufficient leisure to economize materials, to make the most of 
by-products, to supervise the work of every employee, to adjust 
each successive step of each process accurately to the other 
steps, and to change the organization in any ways that promise 
a saving of cost without entailing a heavy investment of fresh 
capital. 

2. R.EADJUSTMENT OF SUPPLEMENTARY COSTS 

Reductions in prime costs begin promptly upon the passing of 
prosperity. But, for a while at least, they are accompanied by 
an increase of supplementary costs per unit of product, arising 
from the distribution of the existing fixed charges over a de
clining volume of sales. To determine the average net effect of 
these opposing changes upon total cost per unit is impossible 
for lack of information, detailed in character and extensive in 
scope, regarding the quantitative importance of the numerous 
factors involved. But, whatever these net effects, it is certain 
that the policy of making selling prices cover total costs is per-
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force abandoned by many enterprises when business enters 
upon the phase of depression. Competition for what business 
is to be had often results in a temporary disregard of supple
mentary costs and the basing <>f quotations upon estimates that 
include little beyond the prices of materials, freight, and labor. 

Obviously such a disregard of supplementary costs in fixing 
selling prices cannot continue long without threatening in
solvency. Unless the coupons of bondholders and the rents of 
lessors are met, the creditors will insist on the appointment of 
a receiver to manage the property in their interest. But, under 
the modern form of business organization, insolvency does not 
necessarily involve suspension of operations. When a consid
erable sum has been invested in real estate, plant, machinery, 
or good will, so specialized in form that it cannot be diverted 
to other uses without serious loss, then an insolvent concern 
is usually kept running as long as it can pay even a slight mar
gin above the indispensable current expenses. The financial 
obligations of the enterprise, however, are so reorganized as 
to turn the temporary disregard of supplementary costs into 
a permanent reduction of fixed charges. The bondholders may 
be forced to concede a reduction in the rate of interest or in 
the nominal value of their principal, lessors may be compelled 
to scale down their rents, preferred shares may be turned into 
common, outsiders may buy the whole company under fore
closure at a price that leaves little for the common stock
holders, or some other plan of reorganization may be arranged 
among the various parties at interest that enables the enter
prise to continue its business with some prospect of meeting 
all its obligations.• 

Such forced reductions of supplementary costs are a com
mon feature not only of the months succeeding a crisis but also 
of the years of depression that follow. For many enterprises 
that weather the violent storm are so weakened that they can
not withstand the prolonged strain of low prices and meager 
business. And both the weak enterprises still struggling des-
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perately to avoid receiverships and the enterprises that have 
been reorganized are especially dangerous competitors for sol
vent concerns, and make it difficult for the latter to avoid a 
similar compromise with their creditors. But just as fast as the 
process of reorganization is carried through, the prospects of 
profits are improved by the scaling down of costs. 

A somewhat similar, but less drastic, reduction of supple
mentary costs is gradually effected in many enterprises that 
never pass through the hands of receivers. Reluctantly man
agers write down the book value of plants and equipment that 
are not paying their way. New men buy into old enterprises 
and estimate the selling prices they must charge on the basis 
of the moderate sums they have invested. As old leases run out 
they may well be renewed at lower rents, and as old bonds ma
ture they may well be replaced at lower rates of interest. More 
in general, businessmen are constrained to admit to themselves 
and to their bankers that the capitalized values of their enter
prises have suffered somewhat the same decline that the stock 
exchange records for listed securities. While these reduced 
capitalizations arise primarily from the reduction of profits, 
they also become the basis for reduced expectations of return, 
and justify a smaller capital charge in fixing selling prices. 

Finally, such new enterprises as may be set on foot during 
depression have the advantage not only of low prime costs, 
conferred by improved processes and machinery, but also of 
low supplementary costs, conferred by the low prices for con
struction work and the low interest on bonds. 

3· INCREASE IN THE PHYSICAL VOLUME OF BUSINESS 

In section i, 2, A, evidence is cited that the physical volume of 
business reaches its lowest ebb within the first or second year 
after a crisis. In other words, the second or third year of de
pression usually ushers in an expansion in the quantity of 
goods turned out by factories, transported by railways, and 
handled by merchants. What are the processes that bring about 
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this result in the face of the many discouraging circumstances 
of dull times? 

First, the accumulated stocks ·of goods carried over from the 
preceding period of prosperity are gradually disposed of. Even 
when current consumption is small, manufacturers and mer
chants can reduce their stocks of raw materials and finished 
wares by filling orders chiefly from what is on hand and con
fining purchases to the small quantities needed to keep full 
assortments. But when these stocks have once been reduced to 
the smallest dimensions allowed by the regular filling of or
ders, then current purchases and current production are per
force increased, even though current consumption does not 
grow larger. 

In somewhat similar fashion, families can get on for a time 
with the clothing and furnishings purchased in the later days 
of prosperity, and business enterprises with their old equip
ment-not, however, indefinitely. As these articles are gradu
ally worn out and discarded, it becomes necessary to buy new 
ones, if money can be found for the purpose. Then the demand 
for both consumers' and producers' goods begins to pick up. 

Third, aggregate consumers' demand depends in large part 
upon the population, and the number has been shown to in
crease at almost the same rate in depression as in good times.• 
This factor counts for nothing in France, but for much in Ger
many, and for something in England. Its importance in the 
United States is uncertain, because we have no adequate statis
tics comparing the excess of births over deaths with the excess 
of emigrants over immigrants. 

Once more, the development of new tastes among consum
ers, the appearance of new materials, and the introduction of 
new processes do not come to a standstill even during depres
sions. \\1tile changes in demand may restrict the market for 
commodities that are being superseded, the losses of their pro
ducers are gradually \\Titten off and the stimulating effect of 
activity among producers of the novelties remains_ 
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Finally, and most important of all, demand for new con· 
struction increases markedly during the later stages of depres
sion. While the amount saved each year by the people of any 
country probably declines in hard times, certainly saving never 
ceases.• For a time, however, the fresh accumulations of capi· 
tal are not accompanied by a corresponding volume of fresh 
investments in business ventures. Refunding operations con· 
stitute a large proportion of the business done in the invest· 
ment market, ~or governments and business enterprises alike 
are keen to take advantage of the low interest rates that then 
prevail."' Of the money seeking fresh investments, whether it 
is the product of current savings or of refunding, much goes 
into the purchase of property that embarrassed holders are 
forced to sell. That is, certainly a considerable and probably an 
extremely large share of the liquid capital provided by certain 
individuals during depressions is used merely to cancel part 
of the losses incurred by other individuals. Such investments 
represent a redistribution of ownership, but no new creations 
of industrial equipment.• Finally, a part of the funds that in 
the prosperous phase of the business cycle seek the investment 
market are left during the earlier stages of depression on de
posit in the banks, and used, so far as a use can be found, in 
making short-time loans (see sec. i, 2, B). 

Changes in the business situation that in the later stages of 
depression direct investment funds once more to the construc
tion of new equipment are numerous. (1) When most of the 
weaker owners of business enterprises have once been squeezed 
out and forced to sell their holdings, and when the necessary 
corporate reorganizations have been largely completed, the 
opportunities to buy into old enterprises on favorable terms 
become less numerous. Thereafter more of the men seeking 
business openings build for themselves. (2) The timidity in
spired among investors by the crisis gradually wears off, and 
capitalists large and small become more ready to risk their 
funds in business ventures. (3) The low rate of interest at 
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which money can be borrowed on long time, provided good 
security is offered, means that the more enterprising spirits can 
borrow whatever funds they require in addition to their own 
means on terms that will keep the fixed charges moderate for 
years to oome. (4) Even more important in most cases in its 
bearing on fixed charges is the low initial oost at which ron
tracts for oonstruction can be let when labor is efficient and 
materials are cheap. (5) Under the infiuence of systematic re
search in recent times the progress of industrial technique has 
beoome fairly steady and oontinuous. Hence, the longer the 
period during which new oonstruction is checked by business 
depression the greater beoomes the accumulation of technical 
improvements of which new plants can take advantage, and 
therefore the greater becomes the inducement to invest in new· 
equipmenL (6) The gradual growth of the current demand for 
oonsumers· and producers" goods, brought about in the man
ner already explained, stimulates the investment dem;md with 
which we are now dealing. \Vhen current orders begin to in
crease, the managers of existing enterprises are enoouraged to 
~n the improvements in their facilities that perhaps have 
been planned for several years, and the organizers of new ven
tures are enoouraged to let their oontracts. Both seo..s of inves
tors are eager to make their. bargains for oonstruction before 
the oost of building advances and to have their new plants 
ready for operation by the time a revival of activity beoomes 
pronounced. 

Under the oombined pressure of these various business 
forces, then, a marked increase in demand for all the innumer
able kinds of oommodities and labor required for oonstruction 
occurs in the later stages of depression. Of oourse this increase 
in the volume of demand from investors causes fuller employ
ment of labor and assures more orders to the existing producers 
of producers" goods. A new expansion in oonsumers• and pro
ducers" demand follows, which reacts in the way &uggested to 
enhance investment demand.. Thus the increase in business is 
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cumulative. Unless the processes we have traced are checked 
by some untoward event such as a seriow failure of crops, 
within a year or two they carry the physical volume of business 
to higher levels than those reached at the close of the preceding 
period of prosperity.• 

4· THE END OF LIQUIDATION 

The various processes just described combine reductions in 
both prime costs and fixed charges with an expansion in the 
physical volume of business. In this fashion depression ulti
mately brings about revival. For of course these changes in
crease prospective profits, and in the money economy prospec
tive profits are the great incentive to activity. 

But for many months the processes by which depression 
works its own ending are kept down to a slow pace by the con
tinued fall of prices. For the data in Part II, Chapters IV and 
V, indicate that the price level and even the pecuniary volume 
of business usually continue to fall for some time after the 
physical volume of business has begun to rise. The rate at 
which prices fall, however, is slower in the later than in the 
earlier stages of depression. And the effect of the fall in reduc
ing profits is mitigated, if not wholly offset, by increasing sales. 
For to the various factors already mentioned as reducing sup
plementary costs per unit another factor is added when fixed 
charges begin to be distributed over an increasing output. 

The business situation into which depression evolves, then, 
differs radically from the situation in which it began. Most of 
the heavy stocks of goods that hung menacingly over the mar
ket at the close of the crisis have been disposed of, so that every 
increase of consumption leads to an equivalent increase of 
production. The boating debts and the heavy fixed charges 
that threatened widespread insolvency have been paid off, writ
ten down, or otherwise readjusted, so that the enterprises can 
once more live within their incomes. Even the great mass of 
business enterprises that did not change hands and that did not 
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compromise with their creditors are now assigned a lower capi
talized value corresponding to their moderate expectations of 
profit. Outstanding credits are well within the limits mercan
tile houses and banks can support. Investors have ceased to be 
foolishly timid, and they have not yet become recklessly bold. 
Prices are still declining, but at a slackening pace. Costs of 
doing business have been so reduced as to leave a narrow mar
gin of profit despite the low scale of selling prices. The demand 
for goods of many kinds-though not such as to tax the existing 
equipment to its utmost-is already large and growing steadily 
larger.• 

In fine, this business situation is that described in the first 
section of Chapter 1-the situation out of which a revival of 
activity presently develops. Having thus come round again to 
its point of departure, after tracing the processes of cumulative 
change by which prosperity breeds crisis, crisis evolves into de
pression, and depression paves the way for a return of pros
perity, the present theory of business cycles has reached its 
appointed end. 



CHAPTER 5 

WIDER ASPECTS'{)F BUSINESS CYCLES 

I. Summary of the Preceding Theory of Business 
Cycles 

THE THEORY of business cycles presented in Chapters 1~4 is a 
descriptive analysis of the processes of cumulative change by 
which a revival of activity develops into intense prosperity, by 
which this prosperity engenders a crisis, by which crisis turns 
into depression, and by which depression, after growing more 
severe for a time, finally leads to such a revival of activity as 
that with which the cycle began. 

This analysis rests primarily upon an elaborate statistical 
inquiry into the phenomena of recent cycles in the United 
States, Great Britain, France, and Germany. The statistical 
line of attack was chosen because the problem is essentially 
quantitative, involving the relative importance of divers forces 
that are themselves the net resultants of innumerable business 
decisions. The selection of statistical data, the methods of pres
entation, and the coOrdination of the results were determined 
in large part by ideas borrowed from theoretical writers or 
from financial journals. But all the tables and all the borrowed 
ideas were fitted into a framework provided by a study of the 
economic organization of today, which showed that the indus
trial process of making and the commercial process of distrib
uting goods are both thoroughly subordinated to the business 
process of ~naking money. 
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The theory derived from these materials has filled so many 
pages that a summary may prove serviceable. There is always 
danger, however, that a plausible summary may carry too 
much weight. Readers who are familiar with theories of busi
ness cycles will appreciate how easy it is to make many dis
similar explanations of crises sound convincing when attention 
is confined to a restricted range of phenomena. Only by put
ting any theory to the practical test of accounting for actual 
business experience can its value be determined. The case for 
the present theory, therefore, and also the case against it, is 
to be found not in the easy summary that follows, but in the 
difficult chapters that precede, including Parts I and II, or 
better still in an independent effort to use it in interpreting 
the ceaseless ebb and flow of economic activity. 

I. CUMULATION OF PROSPERITY 

With whatever phase of the business cycle analysis begins, it 
must take for granted the conditions brought about by the 
preceding phase, postponing explanation of these assumptions 
until it has worked around the cycle and come again to its 
starting point. 

A revival of activity, then, starts with this legacy from de
pression: a level of prices low in comparison with the prices of 
prosperity, drastic reductions in the costs of doing business, 
narrow margins of profit, liberal bank reserves, a conservative 
policy in capitalizing business enterprises and in granting 
credits, moderate stocks of goods, and cautious buying. 

For reasons that will appear in the sequel, such conditions 
are accompanied by an expansion in the physical volume of 
trade. Though slow at first, this expansion is cumulative. Now 
it is only a question of time when an increase in the amount 
of business transacted that grows more rapid as it proceeds 
will turn dullness into activity. Left to itself, this transforma
tion is effected by slow degrees; but it is often hastened by 
some propitious event arising from other than domestic busi-
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ness sources. such as exceptionally profitable harvests, heavy 
purchases of supplies by government, or a marked increase in 
the export demand for the products of home industry. 

Even when a revival of activity is confined at first within a 
narrow range of industries or within some single section of 
the country, it soon spreads to other parts of the business field. 
For the active enterprises must buy more materials, wares, and 
current supplies from other enterprises, the latter from still 
others, and so on t~~tithout assignable limits. Meanwhile all en
terprises that become busier employ more labor, use more 
borrowed money, and make higher profits. Family incomes in
crease and consumers' demand expands, likewise in ever wid
ening circles. Shopkeepers pass on larger orders for consumers' 
goods to "·holesale merchants, manufacturers, importers, and 
producers of raw materials. All these enterprises require more 
supplies of various kinds for handling their growing ttade, and 
increase the sums they pay out to employees, lenders, and pro
prietors-thus stimulating afresh the demand for both pro
ducers' and consumers' goods. Soon or late this expansion of
orders reaches bad to the enterprises from which the impetus 
to greater activity was first received, and then this whole com
plicated series of racuons begins afresh at a higher pitch of 
intensity. All this while, the revival of activity is instilling a 
feeling of optimism among businessmen, and this feeling both 
justifies itself and heightens the forces that engendered it by 
making everyone readier to buy freely. 

While the price levd is often sagging slowly when a revival 
begins, the cumulative expansion in the physical volume of 
trade presently stops the bll and starts a rise. For, when enter
prises have in sight as much business as they can handle with 
their existing bcilities of standard efficiency, they stand out 
for higher prices on additional orders. This policy prevails 
n·en in the most keenly competitive trades, because additional 
orders can be executed only by breaking in new bands, starting 
old machinery, buying new equipment, or some other change 
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that entails increased expense. The expectation of its com
ing accelerates the advance. Buyers are eager to obtain or to 
contract for large supplies while the low level of quotations 
continues, and the first definite signs of an upward trend of 
quotations bring a sudden rush of orders. 

Like the increase in the physical volume of business, the rise 
in prices spreads rapidly; for every advance of quotations puts 
pressure upon someone to recoup himself by making a com
pensatory advance in the prices of what he has to sell. The 
resulting changes in prices are far from even, not only as among 
different commodities, but also as among different parts of 
the system of prices. Retail prices lag behind wholesale, the 
prices of staple consumers' behind the prices of staple pro
ducers' goods, and the prices of finished products behind the 
prices of their raw materials. Among raw materials, the prices 
of mineral products reflect the changed business conditions 
more regularly than do the prices of raw animal, farm, or forest 
products. Wages rise often more promptly, but always less than 
wholesale prices; discount rates rise sometimes more slowly 
than commodities and sometimes more rapidly; interest rates 
on long loans always move sluggishly in the early stages of 
revival, while the prices of stocks-particularly of common 
stocks-both precede and exceed commodity prices on the rise. 
The causes of these differences in the promptness and the en
ergy with which various classes of prices respond to the stim
ulus of business activity are found partly in differences of 
organization in the markets for commodities, labor, loans, and 
securities; partly in the technical circumstances affecting the 
relative demand for and supply of these several classes of goods; 
and partly in the adjusting of selling prices to changes in the 
aggregate of buying prices a business enterprise pays, rather 
than to changes in the prices of the particular goods bought 
for resale. 

In the great majority of enterprises, larger profits result 
from these divergent price O.uctuations combined with larger 
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sales. For. while the prias of raw materials and of wares 
bought for resale wually. and the prias of bank. loans often. 
rise: faster than selling prices, the prias of labor lag far behind. 
and the prias that make up supplementary msts are mainly 
stereotyped for a time by old agreements conreming salaries. 
lases, and bonds. 

This increase in profits. combined with the prevalence of 
bwiness optimism. leads to a marked expansion of invest
ments. Of course the heavy orders for machinery. the large 
contracts for new construction. and so forth. that result swell 
still further the physical volume of bwiness. and render yet 
stronger the forces that are driving prias upward. 

Indeed. the salient characteristic of this phase of the bwi
ness cycle is the cumulative working of the variow pi'Oa5Se5 
that are converting a revival of trade into intense prosperity. 
Not only does every increase in trade cawe other increases. 
every convert to optimism make new converts. and every ad
vana in prias furnish an incentive for fresh advances; but the 
growth of trade also helps to spread optimism and to raise · 
prices. while optimism and rising prias both support each 
other and stimulate the gro""t.h of trade. Finally. as just said. 
the c::hanges going forward in these three facton swell profits 
and encourage investments, "·hile high profits and heavy in
vestments react by augmenting trade. justifying optimism. and 
raising prices. 

a. HOW ftOSI'DUTY BRDDS CIUSlS 

While the processes K.etched work cumulatively for a time to 
enhance prosperity. they also cawe a dow aa::u.mulation of 
~tresses within the balaoccd system of bwiness-sttesscs that 
ultimately undermine the conditiona upon which prosperity 
ruu. Among them is the gradual increase in the costs of doing 
business. 'lbe decline in supplementary costs per unit of out
put ceases "·hen enterprises have ona: booked all the bwiness 
th~ can handle with their standard equipment. and a slow in
crease in these costs begim "-hen the expiration of old con-
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tracts forces renewals at the high rates of interest, rent, and sala
ries that prevail in prosperity. Meanwhile prime costs rise at a 
relatively rapid rate. Antiquated equipment and plants that 
are ill-located or otherwise work at some disadvantage are 
brought again into operation. The price of labor rises, not only 
because standard rates of wages go up, but also because pay for 
overtime is higher. More serious still is the decline in the effi
ciency of labor, because overtime brings weariness, because of 
the employment of 'undesirables,' and because crews cannot be 
driven at top speed when jobs are more numerous than men 
to fill them. The prices of raw materials continue to rise faster 
on the average than the selling prices of products. Finally, the 
numerous small wastes, incident to the conduct of business en
terprises, creep up when managers are hurried by a press of 
orders demanding prompt delivery. 

A second stress is the accumulating tension in the invest
ment and money markets. The supply of funds available at 
the former rates of interest for the purchase of bonds, for lend
ing on mortgages, and the like fails to keep pace with the rap
idly swelling demand. It becomes difficult to negotiate new 
issues of securities except on onerous terms, and men of affairs 
complain of the 'scarcity of capital.' Nor does the supply of 
bank loans grow fast enough to keep up with the demand. For 
the supply is limited by the reserves that bankers hold against 
their expanding demand liabilities. Full employment and ac
tive retail trade cause so much money to remain suspended in 
active circulation that the cash left in the banks increases 
rather slowly, even when the gold output is rising most rap
idly. On the other hand, the demand for bank loans grows not 
only with the physical volume of trade, but also with the rise 
of prices, and with the desire of men of affairs to use their own 
funds for controlling as many business ventures as possible. 
Moreover, this demand is relatively inelastic, since many bor
rowers think they can pay high rates of discount for a few 
months and still make profits on their turnover, and since the 
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corporations that are unwilling to sell long-time bonds at the 
hard terms that have come to prevail try to raise part of the 
funds they require by discounting one- or two-year notes. 

Tension in the bond and money markets is unfavorable to 
the continuance of prosperity, not only because high rates of 
interest reduce the prospective margins of profit, but also be
cause they check the expansion in trade out of which pros
perity developed. Many projected ventures are relinquished 
or postponed, either because borrowers conclude that the in
terest would absorb too much of their profits or because lend
ers refuse to extend their commitments farther. 

One important group of enterprises suffers an especially se
vere check from this cause in conjunction with high prices
the group that depends primarily upon the demand for indus
trial equipment. In the earlier stages of prosperity, this group 
usually enjoys a season of exceptionally intense activity. But 
when the market for bonds becomes stringent, and-what is 
often more important-when the cost of construction has be
come high, business enterprises and individual capitalists alike 
defer the execution of many plans for extending old and erect
ing new plants. As a result, contracts for this kind of work 
become less numerous as the climax of prosperity approaches. 
Then the steel mills, foundries, machine factories, copper 
smelters, quarries, lumber mills, cement plants, construction 
companies, general contractors, and the like find their orders 
for future delivery falling off. While for the time being they 
may be working at high pressure to complete old contracts 
within the stipulated period, they face a serious restriction of 
trade in the near future. 

The imposing fabric of prosperity is built with a liberal fac
tor of safety; but the larger grows the structure the more se
vere become these internal stresses. The only effective means 
of preventing disaster while continuing to build is to raise sell
ing prices time after time high enough to offset the encroach
ments of costs upon profits, to cancel the advancing rates of 
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interest, and to keep investors willing to contract for fresh in
dustrial equipment. 

But it is impossible to keep selling prices rising indefinitely. 
In default of other checks, the inadequacy of cash reserves 
would ultimately compel the banks to refuse a further expan
sion of loans upon any terms. But before this stage has been 
reached, the rise of prices is stopped by the consequences of its 
own inevitable inequalities. These inequalities become more 
glaring the higher the general level is forced; after a time they 
threaten serious reduction of profits to certain business en
terprises, and the troubles of these victims dissolve that confi
dence in the security of credits with which the whole towering 
structure of prosperity has been cemented. 

What, then, are the lines of business in which selling prices 
cannot be raised sufficiently to prevent a reduction of profits? 
In certain lines selling prices are stereotyped by law, by public 
commissions, by contracts of long term, by custom, or by busi
ness policy, and in these no advance, or but meager advances 
can be made. In other lines prices are always subject to the in
calculable chances of the harvests; in these the market value 
of all accumulated stocks of materials and finished goods wav
ers with the crop reports. In some lines recent construction 
of new equipment has increased the capacity for production 
faster than the demand for their wares has expanded under 
the repressing influence of the high prices that must be charged 
to prevent a reduction in profits. The unwillingness of inves
tors to let fresh contracts threatens loss not only to contracting 
firms of all sorts, but also to all the enterprises from whom 
they buy materials and supplies. The high rates of interest not 
only check the current demand for wares of various kinds, but 
also clog the effort to maintain prices by keeping large stocks 
of goods off the market until they can be sold to better advan
tage. Finally, the very success of other enterprises in raising 
selling prices fast enough to defend their profits aggravates the 
difficulties of the men who are in trouble. For to the latter 
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every further rise in the prices of the products they buy means 
a further strain upon their already stretched resources. 

AJ prosperity approaches its height, then, a sharp contrast 
develops among the business prospects of different enterprises. 
Many, probably the majority, are making more money than 
at any previous stage of the business cycle. But an impor
tant minority, at least, face the prospect of declining profits. 
The more intense prosperity becomes, the larger grows this 
threatened group. It is only a question of time when these 
conditions, begotten by prosperity, will force some radical re
adjustment. 

Now such a decline in profits threatens graver consequences 
than the failure to realize expected dividends. For it arouses 
doubt concerning the security of outstanding credits. Business 
credit is based primarily upon the capitalized value of pres
ent and prospective profits, and the credit outstanding at the 
zenith of prosperity is adjusted to the great expectations that 
prevail when trade is enormous, prices are high, and men of 
affairs optimistic. The rise in interest rates has already nar~ 
rowed the margins of security behind credits by reducing the 
capitalized value of given profits. When profits themselves be
gin to waver the outlook becomes worse. Cautious creditors 
fear that the shrinkage in the market rating of the business 
enterprises that owe them money will leave no adequate se
curity for repayment. Hence they begin to refuse renewals of 
old loans to the enterprises that cannot stave off a decline in 
profits, and to press for a settlement of outstanding accounts. 

Thus prosperity ultimately brings on conditions that start 
a liquidation of the huge credits it has piled up. And in the 
course of this liquidation prosperity merges into crisis. 

lJ.CUSES 

Once begun, the process of liquidation extends rapidly, partly 
because most enterprises that are called upon to settle their 
maturing obligations in tum put similar pressure upon their 
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own debtors, and partly because, despite all efforts to keep 
secret what is going forward, news presently leaks out and 
other creditors take alarm. 

While this financial readjustment is in progress the problem 
of making profits on current transactions is subordinated to 
the more vital problem of maintaining solvency. Business 
managers concentrate their energies upon providing for their 
outstanding liabilities and upon nursing their financial re
sources, instead of upon pushing their sales. In consequence, 
the volume of new orders falls off rapidly. That is, the factors 
that were already dimming the prospects of profits in certain 
lines of business are reinforced and extended. Even though the 
overwhelming majority of enterprises succeed in meeting the 
demand for payment, the tenor of business changes. Expansion 
gives place to contraction, though without a violent wrench. 
Discount rates rise higher than usual, securities and commodi
ties fall in price, and as old orders are completed working forces 
are reduced; but there is no epidemic of bankruptcies, no run 
upon banks, and no spasmodic interruption of the ordinary 
business processes. 

At the opposite extreme from crises of this mild order stand 
the crises that degenerate into panics. When the process of 
liquidation reaches a weak link in the chain of interlocking 
credits and the bankruptcy of some conspicuous enterprise 
spreads unreasoning alarm among the business public, then 
the banks are suddenly forced to meet a double strain-a sharp 
increase in the demand for loans and in the demand for repay
ment of deposits. If the banks prove able to honor both de
mands without flinching, the alarm quickly subsides. But if, 
as has happened twice in America since 18go, many solvent 
businessmen are refused accommodation at any price, and if 
depositors are refused payment in full, the alarm turns into 
panic. A restriction of payments by the banks gives rise to a pre
mium upon currency, to hoarding of cash, and to the use of 
various unlawful substitutes for money. A refusal by the banks 



WIDER. ASPECTS OF BUSINESS CYCLES 159 

to expand their loans, still more a policy of contraction, sends 
interest rates up to three or four times their usual figures, and 
causes forced suspensions and bankruptcies. The government 
is appealed to for extraordinary aid, frantic efforts are made to 
import gold, clearing-house loan certificates are issued, and 
bank-note circulation increases as rapidly as is possible under 
the existing system. Collections fall into arrears, domestic ex
change rates are dislocated, workmen are discharged because 
employers cannot get money for pay rolls or fear they will not 
be paid for goods when delivered, stocks fall to extremely low 
levels, even the best bonds decline somewhat in price, commod
ity markets are disorganized by sacrifice sales, and business is 
violently contracted. 

That occasionally crises still degenerate into panics in Amer
ica, but not in Great Britain, France, or Germany, arises pri
marily from differences in ba~king organization and practice. 
In each of the three European countries the prevalence of 
branch banking and the existence of a central bank so organ-_ 
izes the banking system as a whole that reserves can be applied 
when and where needed although they constitute only a small 
percentage of aggregate demand liabilities of all the branches. 
In marked contrast to the policy of American banks, the cen· 
tral bank not only carries a reserve far in excess of immediate 
requirements in ordinary times, but also uses it boldly in times 
of stress. As a result, European businessmen need fear neither 
a refusal to lend nor a restriction of payments by the banks on ' 
which they depend. And when the depositor can get his money 
at need and tlte solvent businessman can borrow, there is small 
chance of panic. 

4· DEPRESSION 

The dose of a panic is usually followed by the reopening of 
numerous enterprises that have been shut during the weeks of 
severest pressure. But based, as it is, chiefly upon the finishing 
of orders received but not completely executed during the pre
ceding prosperity, or upon the effort to work up and market 
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large stocks of materials already on hand or contracted for, this 
prompt revival of activity is partial and shortlived. It comes to 
an end as this work is gradually finished, because new orders 
are not forthcoming in sufficient number to keep the mills and 
factories busy. 

A period follows during which depression spreads over the 
whole field of business and grows more severe. Consumers' de
mand declines in consequence of wholesale discharges of wage 
earners, the gradual exhaustion of savings, and reductions in 
other classes of family incomes. With consumers' demand falls 
business demand for raw materials, current supplies, and equip
ment used in making consumers' goods. Still more severe is the 
shrinkage in investors' demand for construction work of all 
kinds, since few individuals or enterprises care to sink money 
in new business ventures as long as trade remains depressed 
and the price level is declining. The contraction of business 
that results from these several shrinkages in demand is cumu
lative, since every reduction in employment causes a reduction 
in consumers' demand, and every decline in consumers' de
mand depresses current business demand and discourages in
vestment, thereby causing further discharges of employees and 
reducing consumers' demand once more. 

With the contraction of trade goes a fall in prices. For, when 
current orders are insufficient to employ the existing equip
ment, competition for what business is to be had becomes 
keener. This decline spreads through the regular commercial 
channels that connect one enterprise with another, and is cu
mulative, since every reduction in price facilitates, if it does not 
force, reductions in other prices, and the latter reductions react 
in their turn to cause fresh reductions at the starting point. 

As the rise in prices that accompanied revival, so the fall that 
accompanies depression is characterized by certain regularly 
recurring differences in degree. Wholesale prices fall. faster 
than retail, the prices of producers' goods faster than those of 
consumers' goods, and the prices of raw materials faster than 
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those of manufactured products. The prices of raw mineral 
products follow a more regular course than those of raw forest, 
farm, or animal products. As compared with general index 
numbers of commodity prices at wholesale, index numbers of 
wages and interest on long-time loans decline less, while index 
numbers of discount rates and of stocks decline more. The only 
important group of prices to rise in the face of depression is 
that of high-grade bonds. 

Of course the contraction of trade and the fall in prices re
duce the margin of present and prospective profits, spread dis
couragement among businessmen, and check enterprise. But 
they also set in motion certain processes of readjustment by 
which depression is gradually overcome. 

The prime costs of doing business are reduced by the rapid 
fall in the prices of raw materials and of bank loans, by the 
marked increase in the efficiency of labor that comes when em
ployment is scarce and men are anxious to hold their jobs, and 
by closer economy on the part of managers. Supplementary 
costs also are reduced by reorganizing enterprises that have 
actually become or that threaten to become insolvent, by the 
sale of other enterprises at low figures, by reduction in rentals 
and refunding of loans, by charging off bad debts and writing 
down depreciated properties, and by admitting that a recap
italization of business enterpris~rresponding to the lower 
prices of stocks-has been effected on the basis of lower profits. 

While costs are thus still being reduced, demand for goods 
ceases to shrink and then begins slowly to expand-a change 
that usually comes in the second or third year of depression. 
Accumulated stocks left over from prosperity are gradually ex
hausted, and current consumption requires current produc
tion. Clothing, furniture, machinery and other moderately 
durable articles that have been used as long as possible are 
finally discarded and replaced. Population continues to in
crease at a fairly uniform rate: the new mouths must be fed and 
the new bad.a clothed. New tastes appear among consumers 
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and new methods among producers, giving rise to demand for 
novel products. Most important of all, investment demand for 
industrial equipment revives; for though saving may slacken it 
does not cease, with the cessation of foreclosure sales and cor
porate reorganizations the opportunities to buy into old enter
prises at bargain prices become fewer, capitalists become less 
timid as the crisis recedes into the past, the low rates of interest 
on long-term bonds encourage borrowing, the accumulated 
technical improvements of several years may be utilized, and 
contracts can be let on highly favorable conditions as to cost 
and prompt execution. 

Once these various forces have set trade to expanding again, 
the increase proves cumulative, though for a time the pace of 
growth is kept slow by the continued sagging of prices. But 
while the latter maintains the pressure upon businessmen and 
prevents the increase in orders from producing a rapid rise in 
profits, still business prospects become gradually brighter. Old 
debts have been paid, accumulated stocks of commodities ab
sorbed, weak enterprises reorganized, the banks are strong
all the douds upon the financial horizon have disappeared. 
Everything is ready for a revival of activity, which will begin 
whenever some fortunate circumstance gives a sudden fillip to 
demand, or, in the absence of such an event, when the slow 
growth of business has filled order books and paved the way for 
a new rise in prices. Such is the stage of the business cycle with 
which the analysis began, and, having accounted for its own 
beginning, the analysis ends. 

NOTE 
RELATION OF THE PRECEDING THEORY OF BUSINESS CYCLES TO 

OTHER THEORIES CURRENT IN 1913 

When considered in relation to the preceding analysis, none 
of the theories of business cycles summarized in Part I, Chapter 
I, seems to be demonstrably wrong, but neither does any one 
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seem to be wholly adequate. Perhaps an effort to suggest the 
limitations of each theory may throw additional light upon a 
problem that is dark. at best-certainly such an effort will reveal 
how much the present discussion has borrowed from its prede
cessors. 

Beveridge's theory, that the competitive effort of each pro
ducer to engross as much of the market as possible for his own 
wares necessarily leads to gluts, puts all the emphasis upon a 
single feature in a set of processes that have been shown to be 
exceedingly complex. But to do Beveridge justice, he is far 
from professing to advance an adequate theory of crises. And 
the one factor he does emphasize certainly counts in the sense 
that the whole course of business cycles would be profoundly 
altered were competition among producers suppressed. But the 
claims freely made some decades ago, in both America and Ger
many, that the development of trusts and cartels would put an 
end to crises, have not been sustained by business history. The 
industries in which combination has made greatest strides to

ward regulating competition still feel the stress caused by the 
increasing cost of labor and by tension in the investment and 
money markets. Nor have the managers of these great combi
nations been able to avoid the reduction in profits caused by 
"'aning demand for their products when prosperity has passed 
its zenith. 

The various forms of the underconsumption theory have 
already been criticized. Their value lies in bringing out one of 
the possible obstacles to preventing encroachments of costs 
upon profits. But it has never been demonstrated that con
lmmers' demand falls behind supply before a crisis has begun. 
And "'hatever the facts, there is evidence that the strains that 
have actually precipitated the crises of recent years have ap
peared earlier in other branches of trade than those which cater 
to the wants of consumers (see Ch. 1, iv, 1, D). 

Spiethofrs theory of the ill-balanced production of industrial 
equipment and of complementary goods supplies two elements 
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in the preceding discussion. But here these elements have been 
given a somewhat different setting. The underproduction of 
complementary goods appears in the guise of an increase in 
the costs of materials, labor, and the like, so rapid that it 
threatens to reduce prospective profits. The overproduction of 
industrial equipment is presented as one of the reasons why it 
is difficult to advance selling prices sufficiently to offset this in
crease in costs. If this setting helps to make the bearing of Spiet
hoffs analysis dearer, it also serves to indicate that elements 
besides those upon which he enlarges must be taken into ac
counL 

Hull's theory that the high cost of construction work in 
periods of intense prosperity causes a severe decline in invest
ment demand and hence a crisis, which spreads from such in
dustries as steel to all branches of business, has been incor
porated into the preceding analysis. But there it is combined 
with numerous other ideas Mr. Hull has neglected. 

Lescure's theory of variations in prospective profits com
hiDed with Veblen's theory of the discrepancy between pros
pective profits and current capitalization affords the general 
framework of Chapter 2. But the analysis of these two writers 
has been developed by the aid of suggestions drawn from other 
sources, and an attempt has been made to test certain of their 
assumptions by the use of statistical materials. 

Among the suggestions thus utilized are those of Sombart, 
Carver, and Irving Fisher. While all three suggestions belong 
in an analysis of how prosperity brings about a decline in pros
pective profits and thus undermines the basis of credit, no one 
of them can properly stand alone. 

Stresses within the system of prices may well arise, as Sam
bart holds, because the supply of organic goods does not keep 
the same pace as the supply of minerals and the like:; but, unless 
the preceding analysis is sheer imagination, other facton are at 
work, more regular in their operation than the uncertainties of 
the harvests, and not less potent in encroaching upon profits. 
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Carver's theory of the dissimilar price fluctuations of pro
ducen' and consumen' goods is another way of explaining that 
prosperity brings on a rapid increase of industrial equipment 
and a crisis oa:un when the increasing supply of goods cannot 
be sold at a profit. Of course this feature has been considered; 
but it is far from standing alone-a conclusion Mr. Carver 
would be prompt to recognize were he dealing with the prob
lem on a more extended scale. 

Likewise, the lagging adjustment of interest rates to fluctua
tions in the price level, utilized by Mr. Fisher to explain the 
occurrence of crises, is only one among several £acton that 
widen the margins of profit in the early stages of prosperity 
and narrow them at a later stage. 

Finally, Mr. Johannsen's theory of 'impair savings' has been 
used incidentally: that is, in Chapter 4 it is recognized that 
investments in refunding bonds, in the securities of companies 
being reorganized, and in properties sold under foreclosure, 
have no such stimulating effect upon business as investments 
in new industrial equipmenL It is in part-but only in part
because investments of the former type predominate in the 
months succeeding a crisis that current production falls oiL 

While the proofs of this chapter were in my hands. Mn. 
Minnie Throop England's preliminary sketch of her projected 
theory of crises appeared ("Economic Crises," Journal of Po
litical Economy, April1913). Mn. England seems to have for
mulated the problem in much the same way as I have done. 
to have employed like methods, and to have reached broadly 
aimilar conclusions. 

II. Diversities among Business Cycles and Their 
Causes 

Any analysis that traces the general course of the processes 
bringing about prosperity. crisis, and depression inevitably 
leaves a misleading impression of uniformity among business 
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cycles. As a matter of fact these cycles differ widely in duration, 
in intensity, in the relative prominence of their various phe
nomena, and in the sequence of their phases. 

1. THE DrvERSITIES 

If the years between one crisis and the next are taken as the 
length of a business cycle, the British, French, and German 
cycles beginning in 1890 lasted ten years, and those beginning 
in 1900 lasted seven years. The contemporaneous American 
cycles have wider variations: three years from 1890 to 1893; ten 
years from 1893 to 1903; and four years from 1903 to 1907. In 
view of these diversities, the notion that crises have a regular 
period of recurrence is plainly mistaken. 

American experience in 1893-1903 refutes the idea that 
business cycles always consist of unruffied prosperity, followed 
by a well-defined crisis, and uninterrupted depression. De
pression was broken by the revival in 1895, and then aggra
vated by the extreme monetary stringency of 1896. The revival 
that began in 1897 was checked for a brief time by the outbreak 
of war with Spain in spring 1898. The succeeding prosperous 
period was marred by the stock-exchange troubles of 1899 and 
1901 and the temporary slackening of general business in 1900. 

Of examples of differences in intensity, the contrast between 
French and American cycles is the most striking. But even 
within the limits of one country, successive cycles bring rela
tively mild crises like those of 18go and 1903 in America and 
severe panics like those of 1893 and 1907; relatively brief and 
moderate periods of depression like those of 1891 and 1904, 
and relatively long and drastic ones like that of 1894-96; rela
tively transient periods of prosperity like those of 1892 and 
1909, and relatively long periods of intense prosperity like 
those of 1898-1902, and 1905-o7. 

Finally, no two periods of prosperity, crisis, or depression 
have just the same combination of elements. Speculation is 
sometimes rampant during prosperity, as in America in 1901, 
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and sometimes held firmly in check, as in Great Britain in 
1go6--o7. A contraction of credit is often the most conspicuous 
feature of crises, as in the American panics of 1893 and '1907; 
while at other times it plays a minor role in comparison with 
the declining volume of new business, as in the British crisis 
of 1907. Different branches of trade and different sections of 
the country are found to be the chief seats of activity, the chief 
sources of stress, and the chief sufferers from depression in suc
cessive cycles. Indeed, dissimilarities of this type are so numer
ous and so obvious that it is not worth while to cite more than 
the few examples given in the foregoing discussion. 

2. THEIR CAUSES 

Many of these divergences among business cycles are due to 
events that arise from other than business sources. For the 
mechanism of the money economy is so delicate that someone's 
prospects of profits are affected by every day's news. Most im
portant of all these extraneous factors in the long run are the 
chances of the weather which make crops good or bad, and so 
affect the prices of farm products, the purchasing power of 
agricultural communities, the earnings of "granger" railways, 
etc., etc. The making of war or of peace, disturbances of domes
tic order, earthquakes, conflagrations, epidemics, changes in 
monetary standards, tariff revisions, governmental policies con
cerning corporations, alterations in the gold output, improve
ments in industrial technique, the opening of new lands to 
settlement, the depletion of natural resources, the shifting of 
trade routes-these and a thousand other things can scarcely 
fail to help or hamper some business venture. If the circle they 
reach is large and their effects pronounced, they doubtless give 
a peculiar twist to the business cycle within which they fall. 
Particularly in times of transition from one phase of the cycle 
to anotl1er, when the set of the current is uncertain, the in
fluence of sudt events is often marked. But in the midst of 
prosperity, crisis, or depression, it often seems as though the 
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business community pays no heed to news that does not accord 
with the tenor of the time. 

Less obvious but more persisting in their effect upon the 
course and character of business cycles are the changes con
tinually occurring in business organization and practice, and 
in the relative importance of different industries. For example, 
both the extravagance of 'booms' and the violence of panics 
have been tempered by closer organization, wider knowledge, 
and firmer policies among banks. Again, the rapid develop
ment of manufacturing and the decline of railway building in 
rank among American industries have helped to make the busi
ness cycles of 1goo-1o different from those of 188o-go. Once 
more, the increasing dominance of large corporations that rely 
upon the investing public for their funds gives greater influ
ence to the markets for bonds and stocks than these markets 
exercised in the days of family enterprises. The broad contrast 
between French and American cycles shows how powerfully 
the relative development of thrift or of enterprise affects the 
intensity of both prosperity and depression. Other changes that 
react upon business cycles are the extension of monopoly con
ttol, the integration of industry, the organization of labor with 
its standardization of wage rates, and in general the readjust
ment of business to meet changes in the material, political, or 
social environment. 

The reaction of such contemporary changes in economic 
organization upon the character of successive business cycles 
may be difficult to trace. But each new change accomplished 
becomes the basis upon which further change proceeds. That 
is, the broad changes of economic organization are cumulative, 
like the lesser changes that cause each phase of every business 
cycle to evolve into its successor. And, being cumulative, their 
dominating influence upon the phenomena of business cycles 
stands out clearly in the lapse of years. Hence economists of 
each generation will probably see reason to recast the theory 
of business cycles they learned in their youth. 
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III. Business Cycles in Economic History 
l. GENESIS OF BUSINESS CYCLES 

If the term economic crisis is made to cover any serious dis
turbance of the usual processes of producing and distributing 
goods, then such crises are at least as old as economic records. 
Destructive 'acts of God' and the wasteful wrath of man often 
brought acute distress upon communities of industrious people 
long before economic organization assumed its present form 
and business cycles began to run a regular course. 

More modem in their character were the disturbances that 
followed the organization of crediL By the sixteenth century, 
for example, the public debts of France, Spain, Austria, and 
other countries had grown so important that royal repudi
ations became a prolific source of financial crises in centers like 
Antwerp and Lyons.• The rise of banking exposed mercantile 
circles to still other dangers. The goldsmith bankers in Lon
don. to cite specific instances, were subjected to runs and their 
patrons to panics when the Dutch burned the English fleet at 
Chatham on the Thames in 1667, and again in 1672 when 
Charles II stopped payments from the Exchequer. But, though 
such episodes may fairly be called financial crises, they differ 
from their recent counterparts both in affecting only a few 
trades and in depending directly upon war or the fiscal em
barrassments of govemmenL 

Even in the eighteenth century most English crises arose 
from other than business sour~though by this time Eng
land had definitely assumed the leadership in economic organi
z.ation.ln 17o8 the goldsmith bankers took advantage of reports 
of Jacobite plots and of preparations in France for a descent 
upon Scotland to attack the credit of the Bank of England. In 
1720 the South Sea Bubble burst, ending an almost incredible 
man~ of speculation in stocks. The next crisis occurred in 
1745, when the Pretender with his Highlanders penetrated 
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within 120 miles of London. The end of the Seven Years' War 
was followed in 1763 by lively speculation and collapse upon 
the Stock Exchange. Again in 1771-13 the making of peace 
led to speculation and a crash. Five or six years later losses 
brought on by the war with the American Colonies caused 
serious business difficulties. When this war ended, in 1783, 
peace once more gave rise to a sudden expansion of business 
and the expansion ended in a crisis. Finally. in 1793. came what 
the historian of these events calls the first of England's great 
industrial crises, fol1owed by depression in general business. • 

This brief recital indicates that business cycles are much later 
in appearing than economic, or even strictly financial crises. 
In England itself they seem not to have begun before the close 
of the eighteenth century. But when they did appear, it was in 
the form of an extension over all brand1es of industry of diffi
culties not unlike those which had been suffered for more than 
a hundred years by large capitalists, bankers, and speculators 
in stocks. \Vith this extension in scope came a shift in the rela
tive importance of the causes. In the past, the undermining of 
credit had usually been caused by war, by the making of peace, 
or by some violation of financial obligations on the part of gov
ernment. In the future, it was to be caused more frequently by 
stresses engendered within the world of business itself. 

The reason for both changes lay in the gradual extension of 
the highly organized business enterprise from its earlier centers 
of foreign commerce, mining, finance, and banking over the 
wide field of manufacturing and domestic trade-an extension 
that accompanied the Industrial Revolution. As handicraft 
gave place to factories managed on business principles, cater
ing to a wide and uncertain market, entering freely into long
term contracts, requiring a heavy investment of fixed capital, 
and using borrowed money on a liberal scale, the circle of 
enterprises affected by financial difficulties grew steadily larger, 
and the danger that financial difficulties would arise from the 
conduct of business affairs grew steadily greater. 
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Moreover, as manufacturing and domestic trade became de
pendent upon the money and investment markets, crises began 
regularly to be followed by periods of liquidation in manufac
turing and mercantile circles. But since the financial difficulties 
now arose largely from the embarrassment of manufacturers 
and merchants, a thoroughgoing liquidation on the part of the 
latter ended the conditions that had caused the crisis and paved 
the way for a resumption of business activity. And since both 
the accumulation and the relaxing of these stresses came about 
regularly as a byproduct of business processes, the irregular, 
unpredictable crises of the past turned gradually into the cycles 
of prosperity, crisis, and depression upon which men have come 
to count and which they are beginning to forecast. 

In proportion as the Industrial Revolution and its concomi
tant changes in the organization of commerce and transporta
tion spread to other countries, the latter began to develop the 
phenomena of business cycles already familiar in England. And 
in proportion as the business enterprise completed its domi
nation of manufacturing, wholesale trade, finance, transporta
tion, mining, and lumbering, and began to invade retail trade, 
the professions, and agriculture, the cyclical oscillations of ex
pansion and contraction brought more and more men under 
their immediate sway. 

2. MAN'S MASTERY OVER THE WORKINGS OF THE MONEY ECONOMY 

Business cycles, then, appear at that stage of economic history 
when the process of making and distributing goods is organized 
chiefly in the form of business enterprises conducted for profit. 

This form of economic organization has been gradually de
veloped out of earlier forms by successive generations of men 
who have thought to gain some advantage from each successive 
step. But the complicated machinery and the working of the 
system are not fully mastered even by the present generation of 
businessmen, and recurrently the financial machinery inflicts 
grave suffering up(>n us who use it. Because we have not learned 
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how to prevent costs from encroaching upon profits and strin
gency from accumulating in the money markets, how to keep 
steady the construction of new industrial equipment, how to 
control the market capitalization of business enterprises, and 
how to avoid spasmodic expansions and contractions of cred
its-because our theoretical knowledge and our practical skill 
are deficient concerning these technical matters, we cannot 
maintain prosperity for more than a few yean at a time. 

Nevertheless, within the past century, we have progressed 
toward mastery over the processes of the money economy. The 
Tulip Mania in Holland, the South Sea Scheme in England, 
and the Mississippi Bubble in France have no worthy rivals in 
recent decades. Even the speculative excitement that preceded 
the crisis of 1873 in the German states and in America has 
scarcely been equaled since 18go. By a combination of various 
agencies such as public regulation of the prospectuses of new 
companies, legislation supported by efficient administration 
against fraudulent promotion, more rigid requirements on the 
part of stock exchanges concerning the securities admitted to 
official lists, more efficient agencies for giving investors in
formation, and more conservative policy on the part of the 
banks toward speculative booms, we have learned to avoid cer
tain of the rashest errors committed by earlier generations. 
Again, from hard experience, European banks at least have 
learned methods of controlling a crisis and preventing it from 
turning into a panic. The 'integration of industry' has also 
done something, though less than is often claimed, toward 
steadying the course of business both by concentrating power 
in the hands of experienced officials and by moderating the 
extreme fluctuations of prices. 

3· PROPOSALS FOR CONTil.OLLING BUSINESS CYCLES 

What has already been accomplished in these directions to
ward controlling our business machinery may well be the earn
est of greater achievements. Three promising lines of effort are 
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suggested by the proposals to reorganize the American banking 
system, to use governmental and railway purchases as a business 
balance wheel, and to 'stabilize the dollar.' 

The first proposal aims primarily at preventing crises from 
becoming panics. Its feasibility has been demonstrated by 
European and Canadian experience, and practical plans have 
been worked out in detail by the Monetary Commission, con
gressional committees, bankers' associations, and private in
vestigators. Indeed, banking reform is both the most needed 
and the easiest among all the changes that promise to increase 
our control over the workings of the money economy. But the 
literature upon this subject is so large and so accessible that 
there is no need to go into detail in this book. 

The second proposal, to use governmental and railway pur
chases as a balance wheel to steady the business mechanism, 
aims primarily at mitigating the severity of depressions. It has 
been formulated most definitely in France and in England. In 
1907 the French Minister of Public Works directed that in
quiry be made concerning the effect of crises upon railways. 
The report argued that it is feasible for the great railway sys
tems to distribute their orders for rolling stock, and so forth, 
systematically over the full period of a business cycle in such 
fashion as to reduce the orders now placed in busy years and to 
increase the volume in dull years. This change would be to the 
financial advantage of the railways in that equipment is cheaper 
to build in years of depression, to the advantage of shippers in 
that a more timely provision of rolling stock would diminish 
the frequency of freight blockades and car famines, and to the 
advantage of the public in that employment would be steadied 
in an important industry. By way of applying these ideas the 
Minister of Public Works in May 1907 invited the railways to 
submit a definite program for the purchase of rolling stock cov
ering the years 1907-10." 

More ambitious in scope and different in emphasis is the 
scheme worked out by Mr. and Mrs. Sidney Webb. As part of 
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a comprehensive plan for the prevention of destitution, they 
propose that a portion of government contracts be held back 
in years of intense activity and let out in slack years. Dr. A. L. 
Bowley's figures, on which they rely, indicate that if only 3 or 
4 per cent of the government's orders were treated in this 
fashion, a very large part of the unemployment now caused by 
cyclical depressions might be counterbalanced. Among the 
items that could be relegated to a ten-year program, and put 
to contract only when trade gave signs of falling off, they men
tion: " ..• one-half of the yearly appropriation for rebuilding 
and multiplying ... government buildings ..• ; one-half of the 
normal annual provision for such stores as blankets, canvas, and 
khaki cloth, of which there is always a large stock; the whole (or 
one-half) of the sum allocated annually to the gradual placing 
of telegraph wires underground, and the gradual extension of 
the telephone into every little village; the whole of such print
ing as the reports of the Historical Manuscripts Commission, 
and the official history of the South African War; at least one
half of the annual expenditure on developing the Government 
forests ... ; a considerable proportion of the Board of Educa
tion grants for the building of new training colleges and sec
ondary schools; some part of the year's normal shipbuilding 
•.• ; at least one-half of the annual appropriation for new rifle 
ranges and drill halls for the Territorial Force; most of the 
capital expenditure of the Congested Districts Board in Ire
land, and so on. And to this should be added the whole of the 
sums, amounting to more than a million a year, already placed 
at the disposal of the Development Commissioners and the 
Road Board. It is very clear [they conclude] that there is, in the 
aggregate, a very large amount-out of which the total of four 
millions a year could easily be selected-and a very considerable 
variety of expenditure which could, without any appreciable 
inconvenience, be rearranged within the decade."• 

Finally, if Professor Irving Fisher's ingenious plan of 'stabil
izing the dollar' were adopted, and if it succeeded in keeping 
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fluctuations of the price level within narrow limits, the course 
of business cycles would doubtless become more even than at 
presenL For if every rise or fall in commodity prices were 
checked promptly, one of the chief factors now causing changes 
in the prospects of profits would be virtually removed. Of 
course there might still occur unequal changes in the relative 
prices of raw materials and finished products, of consumers' 
goods at wholesale and retail, or of labor and loans, which 
would affect profit margins without disturbing in equivalent 
degree the general index number used as a basis for compensat
ing the dollar. Profits would also be subject to changes arising 
from variations in the volume of business, in the efficiency of 
labor, and so forth. But since the magnitude of the effects now 
produced by these factors results from their cumulative action 
in heightening one another's intensity, the paralyzing of one 
potent factor would render the others also less potenL 

The feasibility of carrying out these proposals, aside from 
banking reform, has not been demonstrated on a large scale.
Certainly all three plans merit careful consideration. They are 
brought forward here, however, merely to suggest possible ways 
in which man's control over the workings of the money econ
omy may be increased. 

Apart from such specific reforms in economic organization, 
progress lies in the direction of bettering our forecasts of busi
ness conditions. For when coming troubles are foreseen they 
may often be mitigated, and sometimes averted. 

IV. Forecasting Business Conditions 

The uncertainty attending forecasts arises chiefly from the im
perfections of our knowledge concerning business conditions 
in the immediate past and in the presenL For, since business 
cycles result from processes of cumulative change, the main 
factors in shaping tomorrow are the factors that were at work 
yesterday and are at work today. 
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Now the money economy affords most unequal insight into 
its own workings to dilferent classes of businessmen. These in
equalities open a rich source of profit to the favored class, and 
their efforts to make the most of their chances may increase the 
violence of crises. One way of increasing social control over 
economic activity is therefore to democratize the knowledge of 
current business conditions already possessed by a few. But the 
ways and means to this end can be discussed better after the 
present inequalities of knowledge and their consequences have 
been set forth. 

I. EXCEPTIONAL OPPOR.TUNI'IIES OF CDI.TAIN FINANCIER.S 

Concerning the business condition of crucial importance
fluctuations in profits-it is especially difficult to obtain prompt. 
reliable, and wide information. Certain men are so placed in 
the business world. however. that they have a wide outlook 
over profits, and so ttained that they can draw fairly safe con
clusions concerning the trend of the changes going forward. 
The greater capitalists who are actively participating in many 
enterprises and who have intimate personal relations with 
other captains of industry are in this position of vantage. as are 
also the managers of the largest banks. Doubtless the informa
tion at the disposal of even these men at the center of the finan
cial system leaves much to be desired in scope and accuracy. 
Doubtless the inferences they draw are warped by their per
sonal equations and their forecasts diverge appreciably. But 
could these gentlemen be induced to publish frankly what they 
know concerning the present and what they really expect in the 
near future, it is probable that the consensus of their opinions 
would seldom prove far wrong. 

However. this superior foresight is a business asset of too 
much value to be given away. The man of large means who can 
forecast the coming of a crisis is able to shift his holdings in 
such fashion as to avoid losses that will fall upon the unwary 
and to profit by having funds in hand for buying property 
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at bargain prices. Not until his own affairs have been thus ar
ranged is he likely to take the public into his confidence. When 
he does speak it may well be with a view toward influencing the 
trend of sentiment among lesser businessmen and investors to 
his own advantage. The public, therefore, has good reason to 
read in a highly critical spirit the interviews prominent finan
ciers occasionally give out. 

The advantage enjoyed by this small group of major finan
ciers is not limited to superior opportunities for foreseeing 
approaching changes. In a measure they can control the events 
they forecast. This ability arises chiefly from the increasing 
centralization of power to grant or withhold credits. On the 
one hand, the rise of the great corporation has made the busi
ness enterprises of strategic importance dependent upon the 
metropolitan markets for loans and securities, rather than upon 
local banks and investors. On the other hand, the great banks, 
insurance companies, and investment houses that dominate the 
financial markets of New York, London, Paris, and Berlin have_ 
developed intimate relations and can be controlled by a few 
small coteries of financiers. To these men is therefore given a 
large measure of power over the granting of bank loans, the 
floating of new securities, and the prices of outstanding stocks 
and bonds. This power they can use, if they choose, to increase 
the stresses prosperity breeds. If they lock up large sums, for 
example, they reduce the reserves of banks and precipitate the 
downward revision of credits with which a crisis begins. If they 
block corporations from raising loans needed to meet matur
ing obligations, they force the appointment of receivers, beat 
down the price of stocks, and create a sentiment of distrust that 
produces further consequences of its own. 

What little is known of the "inside workings of high finance" 
indicates that this power has not yet been exercised with ruth
less efficiency. Doubtless many businessmen would recoil from 
the idea of deliberately aggravating a crisis for tlteir own gain. 
Moreover, the financiers who have most power over credit are 
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often heavily interested in industrial enterprises, and fear to 
lose dividends in the depression that would follow a crisis. 
A third deterrent is the obsession that the dollar is a stable 
measure of value. So accustomed do businessmen become to 
treating the dollar as constant, and imputing all changes in 
prices to fluctuations in the value of the goods quoted, that 
they do not readily grasp the money profit to be made out of 
changes in the general level of prices. Finally, even in the high
est circles of finance, centralization of power has not yet gone 
far enough to guarantee unanimity of action.• 

Among these deterrents from the eflon to aggravate the fluc
tuations of business conditions, two at least seem to be losing 
their force. The increasing mobility of investments is making 
it easier for financiers to extricate their funds from industrial 
entanglements and put them into such form that a depression 
can bring no serious loss. And the continual fluctuations in the 
price level are ever demonstrating that dollars are shifting 
units, out of whose fluctuations profits might be realized. It is 
therefore quite possible that financiers may exploit their oppor
tunities of aggravating crises with greater energy in the imme
diate future than they have in the recent past. • 

If their efforts in this direction become more energetic, it 
may be expected that the old-fashioned capitalists who are in
terested primarily in the uninterrupted conduct of industrial 
operations will join with the great number of smaller business
men to safeguard themselves from raids upon credit. Probably 
the demand for government regulation, which is directed at 
present chiefly toward regulation of railway and industrial cor
porations, would then be extended to regulation of all the fi
nancial operations concerned with the granting of loans. But 
it is not yet clear precisely how government could intervene to 
prevent powerful groups of financiers from locking up money 
when they saw lit, from refusing banking accommodation when 
they chose, or from declining to underwrite new issues of secu
rities for corporations out of favor. 
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Indeed, the increase of governmental regulation in industry 
may make the most aggressive capitalists more eager to interest 
themselves primarily in finance and to exploit to the utmost 
their opportunities of manipulating credit. In that case a sec
ond line of defense may be followed by many whose business 
prospects are jeopardized. If reliable information concerning 
profits and credits, such as now exists in partial form and in 
few hands, were collected and published, the strategic advan
tage of the great financiers in forecasting crises would be mate
rially reduced. For then everyone interested could take such 
precautions when prosperity was seen to be breeding a crisis as 
his affairs required and his judgment suggested. Indeed, every
one within the measure allowed by his pecuniary resources 
might endeavor to turn the coming crisis to his own profit
a condition that would result in few being caught at a dis
advantage. The field left open for predatory exploitation by 
financiers would be reduced to the production of sudden con
tractions of credit of which the statistics of profits and credits 
had given no warning. That is to say, these campaigns would 
run counter to the general trend of business developments and 
would therefore be far less destructive than campaigns rein
forced by the stresses accumulated by prosperity. 

But all this concerns a problematical future. How do matters 
stand with the business public at present? 

2. BUSINESS BAROMETERS AVAILABLE TO THE PUBLIC 

The American man of affairs who seeks to keep informed about 
the trend of business conditions at large relies upon the finan
cial columns of his daily paper, supplemented perhaps by one 
or two financial weeklies and a special trade journal. The data 
he can compile from these sources cover a considerable range. 

Commodity prices at wholesale are represented both by ac
tual quotations for the great staples of commerce and by index 
numbers like Bradstreet's. The prices of loans on call and on 
time for thirty days to six months are reported for New York, 
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together with the market and bank. rates in London, Paris, and 
Berlin. The prices of securities dealt in on the New York. ex
change are published in detail, and for the general trend of the 
market there are convenient records such as the Wall Street 
Journal's average actual prices of twenty railway and twelve 
industrial stocks. 

Fluctuations in business must be estimated from various 
sources: bank clearings, railway gross earnings, number of idle 
cars, imports and exports, coal, copper, pig iron, and steel out
put, shipments of grain, cotton, livestock., etc. Government 
crop reports help to forecast the probable state of trade in 
various agricultural sections. Less systematic but often helpful 
are the numerous reviews of business conditions in different 
trades and cities published at regular intervals by several 
weekly papers. 

Information about the currency is supplied by the official 
estimates of the monetary stock., by reports of gold imports and 
exports, by the recorded movements of money into and out 
of the New York. banks, and by the figures concerning produc
tion and industrial consumption of gold, and the distribution 
of money between the banks and the public-though these last 
three statements come but once a year. Regarding the banks 
there are telegraphic statements from the central institutions 
of Europe, weekly reports from the clearing-houses of New 
York., Boston, and Philadelphia, five reports a year from the 
national banks, and a variety of official and private reports of 
banks organized under state laws. 

Some idea of the amount of investment and speculation go
ing on may be obtained from the transactions of the New York. 
Stock. Exchange, the number of building permits granted, the 
lnileage of railway under construction, and from the less sys
tematic news items concerning fresh contracts let, security 
issues offered to the public, and the like. 

Last and most important are the prospects of profits for the 
railways, whose gross and net earnings are published and com-
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mented upon with unfailing interest. The earnings of the 
United States Steel Corporation probably stand second in gen
eral esteem. Then comes a miscellaneous mass of information 
supplied by such reports as the large corporations engaged 
in various branches of mining, manufacturing, and banking 
choose to make public. The other side of the shield is reflected 
by the statistics of bankruptcy compiled weekly by two great 
mercantile agencies. 

Though far from complete, this list of materials for gauging 
the trend of business conditions is long. In fact, it is all too 

long for the average businessman. To compile and to analyze 
the available data requires more time, more effort, more statis
tical skill, or more analytic ability than most men have to spend 
on the task. Hence the typical man of affairs skips tlie bewilder
ing evidence and reads only the summary conclusions drawn by 
the editor of his financial paper or by the forecasting agency to 
which he subscribes. That the studying of business barometers 
and the forecasting of business weather has itself become a 
profitable business affords convincing proof at once of the need 
and the difficulty of using effectively materials published to all. 
It is from such specialists, rather than from the average mer
chant and manufacturer, that we may expect the improving 
and disseminating of the information required as a basis for 
perfecting social control over the workings of the money econ
omy. 

Now, these professional forecasters attached to the staffs of 
financial papers, investment houses, and the like do not find 
the data already at hand too elaborate. They have the time and 
the patience, they will acquire whatever they now lack of statis
tical technique and analytical skill to extract the essence from 
large masses of data. 'What they most need to improve their 
forecasts is more extensive and more reliable materials to work 
upon. But it is also quite possible to better the use they make 
of data already available. 

In the next section certain suggestions are offered for coo-
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structing new and improving old business barometers. Since 
they have grown out of an effort to understand recent cycles, 
these suggestions may be of service to professional business fore
casters if not to the business public. 

3· SUGGESTIONS FOR. BETTEIUNG BUSINESS BAROMETERS 

A. New Barometers Needed 

Among the mast needed additions to the list of American busi
ness barometers are the following: 

A general index number of the physical volume of trade 
could be made from data on the production of certain staples, 
the shipments or receipts of others, the records of foreign com
merce, and similar sources. In the Appendix of his Purchasing 
Power of Money Irving Fisher has shown that much material 
for this purpose is already incidentally provided in official 
documents, and doubtless much more could be had for an in
quiry that did not go back of 1900 or 1905. Separate averages 
should be struck for the great departments of industry, since 
the differences between the relative activity in different lines 
would often be not less significant than rhe computed changes 
in the total. So far as feasible these subdivisions of the index 
number of the physical volume of trade should be made to 
correspond with those of the wholesale price index. 

Mr. Hull's plan for obtaining reports on contracts let for 
construction work and the percentage of work performed upon 
old contracts merits careful consideration.' Since it comes from 
a man intimately acquainted with the business, the feasibility 
of the plan cannot be lightly denied. Few sets of figures would 
give more insight into business conditions when prosperity 
was verging toward a crisis or when depression was paving the 
way for prosperity. 

An index number of the relative prices of bonds, and corre
sponding figures giving changes in interest rates upon long
term loans, would not be difficult to prepare.• Even if standing 
alone, these two series would possess great value as reflecting 
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the attitude of investors; but they would be still more useful 
if aa:ompanied by data on the amount of bonds and short-term 
notes put on the market by business enterprises and by govern
ments, whether central or locaL 

Certain states-notably New York and Massachuset~have 
begun to compile statistics of unemployment on a modest scale. 
But we have no comprehensive data of this kind comparable 
with those for Great Britain. France, and Germany. Their 
value. as an index not only of welfare among wage earners, but 
also of changes in activity within important industries and 
changes in the demand for consumers' goods is such as to make 
this deficiency of American statistics of grave concern. 

Most to be desired of all are statistics depicting the relative 
Huctuations of costs and profits. Unhappily, the difficulties both 
theoretical and practical in the way of obtaining such figures 
are especially greaL But certainly every extension of public 
authority over corporate activity should be utilized to require 
such uniform methods of aa:ounting as have been imposed 
upon the interstate railways, and the reports obtained by the 
government should be made available in some significant form 
for the information of the business public. 

Finally, the information practically available in forecasting 
business conditions could be materially increased by prompter 
publication of many of the data supplied by the govemmenL 
In numerous cases extremely valuable figures are not given to 
the press until they have become matters of historical interest 
rather than current news. 

B.Improwment of Old Barometers 

The index numbers of commodity prices at wholesale would 
be more useful were separate series computed for raw mate
rials and for the articles manufactured from them, and were 
raw materials subdivided into farm, animal, forest, and min
eral products. Differences in the Huctuations of these sev
eral groups would be of great assistance in determining the 
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causes, and therefore the significance, of changes in the grand 
total. Further, an index number of identical commodities in 
the United States, Great Britain, France, and Germany would 
facilitate the effort to follow the concomitant courses of busi
ness cycles in different countries and to anticipate the reaction 
of foreign upon domestic conditions. 

Stock prices should be computed upon the index-number 
plan instead of in the current form of average actual prices of 
shares in a selected list of corporations or the aggregate market 
values of certain issues of securities. To facilitate comparisons 
the basis chosen for the index number of stocks should agree 
with that chosen for commodity prices. The distinctively in
vestment stocks should be separated from the speculative fa
vorites, and averages should be struck for railways, industrials, 
and public utilities. By proper selection of data fluctuations in 
the average relative prices of the industrial stocks might be 
made to reflect the fortunes of enterprises especially concerned 
with the providing of industrial equipment. In contrast, the 
public-utility stocks would be affected by a relatively steady 
consumers' demand, and railway stocks by the activity of gen
eral business. 

The weekly and monthly reports of clearings also would be 
more useful were they accompanied by index numbers that 
reflected the relative magnitude of the changes in actual 
amounts. Separate averages of these relative figures should be 
provided for the centers in which financial operations, indus
trial activity, and agricultural conditions are the dominant 
factors. 

Banking statistics would be more instructive were the actual 
amounts of the leading items supplemented by ratios not only 
of reserves to deposits, but also of loans to deposits. Another 
set of relative figures should be made to reflect the amplitude of 
the fluctuations in the leading items. If the clearing-house asso
ciations would require from their members and make public 
accurate returns of the receipts and shipments of currency the 



WIDER ASPECTS OF BUSINESS CYCLES 185 

activity of business in various sections could be followed with 
greater certainty. Finally, one of the darkest points of current 
business conditions in America could be cleared up if the rates 
of discount upon first-class commercial paper in these various 
centers could be regularly ascertained. But perhaps no thor
oughly comparable statistics of discount rates can be compiled 
until the varying qualities of commercial paper now in circu
lation have been st.andardized by permitting the national banks 
to accept drafts after the European fashion. 

To extend this list of suggestions for bettering figures of the 
sorts already published would be easy; but enough has been 
said to make clear the character of the desirable changes. In 
general, the need is for more careful discrimination between 
dissimilar data now often lumped together in a single total, the 
collecting from new centers of data already published for New 
York, more uniform methods of compilation to guarantee the 
comparability of what purport to be similar figures, and the 
computing of relative fluctuations upon a common basis. In 
many if not all cases a double set of relative figures is highly 
desirable-one set referring to average actual amounts in some 
fixed decade, the other set making comparisons with the corre
sponding period of the preceding year. 

C. Difficulties 

\Vhen the discussion of how to improve our control over the 
workings of the money economy is thus brought down to prac
tical det.ails, the complexity of the task becomes patent. Scarcely 
one of the suggestions for bettering or extending the indices 
of business conditions but calls to mind various obstacles that 
hinder the getting of trustworthy data-the reluctance of pri
\'ate interests to divulge information, the diversity of business 
practices in various trades and sections of the country, the con
tinual changes in business organization, modifications in the 
relati\'e importance of different raw materials and still more in 
the kinds and qualities of manufactured products, the tech-
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nical puzzles of statistical classification and averaging, etc. In 
view of these difficulties, the prospect of rapid improvement in 
the data for business forecasting is not so bright as might be 
desired. 

The vigor of the efforts to overcome the difficulties will de
pend largely upon the demands of businessmen for better serv
ice. Today the one class that evinces the clearest sense of the 
usefulness of a comprehensive statistical survey of the business 
present as a basis for forecasting the business future is the 
speculator in stocks. But many men who prefer to call them
selves investors, and an increasing number of brokers, bankers, 
merchants, manufacturers, contractors, and the like are be
coming active consumers of such reports. Since these classes 
can be counted upon to subscribe to those papers and confiden
tial agencies which give them the most satisfactory service, busi
ness forecasting will doubtless become a more extensive pro
fession, and make such progress as is possible under private 
initiative spurred on by competition. 

Concerning many lines of business, however, information 
that is both reliable and comprehensive cannot be obtained by 
private enterprise. Whether the government will extend the 
scope of its present activities in this field will probably be de
termined chiefly by large issues of public policy. For most of 
the figures compiled by the government are byproducts of 
measures taken with other ends in view than to increase the 
knowledge· concerning the workings of the money economy. As 
the railway statistics are an incidental result of the interstate 
commerce law, the banking statistics of the National Banking 
Act, etc., so future additions to the government's statistical out
put will be made or not as public control over business affairs 
is extended or restricted. 

Certainly the community as a whole has a deep interest in 
developing this branch of the government's work. The busi
nessmen who study financial journals are chiefly concerned to 
make profits or to avoid losses arising from the ups and downs 
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of the markets. The community, on the contrary, is interested 
in reducing the disturbances that these market ups and downs 
cause in the process of producing and distributing useful goods. 
But so long as this process of producing and distributing useful 
goods is subordinated to the process of making money, the com
munity's interest in steadying the pace of economic activity 
can be promoted by giving all businessmen alike the best pos
sible opportunities for knowing the present and forecasting the 
future. However, a vivid realization of what might be accom
plished along this line for the general welfare is not common. 
More direct efforts to apply governmental agencies to the cor
rection of what are deemed to be ill results of business enter
prise appeal more strongly to the majority of voters. Hence it 
is those who desire to see the present form of economic organi
zation perfected rather than fundamentally changed who are 
most concerned with pressing the demand for better govern
mental reporting of business conditions. 

V. The ·Money Surface of Things• and What 
Goes on Beneath 

The preceding theory of business cycles is concerned mainly 
with the pecuniary phases of economic activity. The processes 
described relate to changes in prices, investments, margins of 
profit, market capitalization of business enterprises, credits, the 
maintt:nancc of solvency, and the lik.e-all relating to the mak
ing of money, rather than to the making of goods or to the satis
faction of wants. Only two nonpecuniary factors command 
much attt:ntion-<hanges in the physical volume of trade and 
in the efficiency of labor-and even these two are treated with 
reference to their bearing upon present and prospective profits. 

The reason for thus staying upon the 'money surface of 
things' in analyzing business cycles, rather than attempting to 

penetrate beneath to the motives that actuate economic con
duct. is the reason set forth in Part II, Chapter IL Modem eco-
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nomic activity is immediately animated and guided, not by the 
quest of satisfactions, but by the quest of profits. Therefore 
business cycles are distinctly phenomena of a pecuniary as 
opposed to an industrial character. To dip beneath the busi
ness considerations relating to profit and loss, to deal with 
'psychic income' and 'psychic cost,' even to deal with physical 
production and consumption in other than their pecuniary 
bearings, is to distort the problem. For the processes actually 
involved in bringing about prosperity, crises, and depression 
are the processes performed by businessmen in endeavoring 
to make money. Businessmen refuse to complicate their prob
leiDS by going back of the dollar to that for which the dollar 
stands, and he who would understand what they are doing must 
treat their action as it is. 

But if the causes of business cycles that are important to trace 
lie almost wholly within the pecuniary order, the consequences 
of moment are matters of human well-being. The ways in 
which business prosperity, crisis, and depression react upon the 
bodily and mental welfare of the community are so numerous, 
however, that it is feasible to mention only a few of the most 
significant. 

First, the provision made for satisfying the community's 
needs-the physical volume of current production-grows more 
abundant when business is prosperous and more scanty in the 
earlier stages of business depression. But neither the expansion 
nor the shrinkage in this supply of useful goods is as great as the 
expansion and the shrinkage in the corresponding pecuniary 
values. And the alteration that does occur in the output of in
dustry is distinctly greater with reference to producers' than to 
stable consumers' goods. That is, the amount of food, clothing, 
and the like produced by the community for its own current 
use is steadier than the business barometers suggest. 

Upon the distribution of this current supply of useful goods 
business cycles exert a strong infiuence, since they produce 
widespread changes in both money incomes and the purchasing 
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power of dollars. The precarious plight of the wage earner's 
family in the money economy consists largely in the shrinkage 
of employment caused by business depression. The physical 
privations, the anxieties, and the humiliations forced upon this 
class by inability to find work are not only themselves a griev
ous evil but also prolific sources of further evils-intemperance, 
prostitution, chronic idleness, the desertion of families, and the 
stunting of children. Profits doubtless shrink in larger propor
tion than wages, and many families that draw their income 
from this source are forced to adopt painful economies and to 
endure much anxiety, though they seldom suffer such extreme 
hardships as those of wage earners out of work. On the other 
hand. the relatively small class of persons whose incomes really 
do remain fixed during depression profit by the reduced cost of 
living; for this material advantage, however, they pay a heavy 
price in uncertainty and in sympathetic participation in the 
sufferings of others. 

Business cycles also affect material well-being by influencing
the selection of business leaders, the centralization of economic 
power, and the progress of industrial kchnique. 

Prosperity stimulates enterprise and encourages business
men to set up for themselves. But by making it easier for the 
unfit managers to survive for a time, it reduces somewhat the 
community's economic efficiency. Even the abler businessmen, 
under the press of burry, relax somewhat their precautions 
against waste. Meanwhile investors become more inclined to

ward rash ventures, and an increasing proportion of society's 
energy is thrown away in unprofitable undertakings. Crisis and 
depression, on the contrary, serve at least to weed out the less 
competent managers, to enforce vigilant attention to detail 
upon all, and to make investors cautious. 

The foreclosure sales and reorganizations to which depres
sion gives rise afford the best opportunity for the increase of 
fortunes already large, and for the rise of business magnates 
already powerful" In this way depression promotes the central-
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ization of control in the world of business. But, on the contrary, 
it often weakens or destroys loosely cemented alliances or pot>ls 
for the regulation of competition. And the promotion of great 
combinations among business enterprises formerly independ
ent is usually undertaken in the middle stages of prosperity, 
when investors are optimistically inclined and before the 
money and bond markets have become stringent. 

For the progress of industrial technique, in the sense of the 
practical application of improvements already invented, the 
most favorable phase of the business cycle is the revival. De
pression forces men to cast about for any feasible method of 
reducing cost; but it offers little inducement for the immediate 
expenditure of large sums upon improvements. It is the season 
when alterations are planned; revival is the season when they 
are executed on the largest scale. Prosperity is less favorable, 
not for lack of funds, but for lack of time and attention. 

In general, prosperity is a season of strenuous activity, rec
ompensed by material comfort and enlivened by high hopes. 
Its chief social drawbacks are the waste incidental to hurry, the 
extravagance bred by affluence and optimism, the obsession of 
attention by business interests, and the anxieties that cloud its 
later days. A crisis intensifies these anxieties, particularly for 
businessmen and investors. The turmoil subsides in depres
sion; but the subsidence brings despondency upon those whose 
fears have been realized, and leaves others with a dull outlook 
at best. To.workingmen it is the season of most suffering-of 
overdriving when at work and of privation when on the street. 
For these disadvantages its repression of waste, stimulation of 
plans for technical improvements, and enforcement of caution 
concerning investments are but partial compensation. 

Brief as it is, this statement of how business cycles react upon 
social well-being suffices to suggest the double personality ac
quired by citizens of the money economy. Money making for 
the individual, business prosperity for the nation, are artificial 
ends of endeavor imposed by pecuniary institutions. Beneath 
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one lie the individual's impulsive activities-his maze of in
stinctive reactions partly systematized into conscious wants, 
definite knowledge, and purposeful efforts. Beneath the other 
lie the vague and conflicting ideals of social welfare that mem
bers of each generation refashion after their own images. In 
this dim inner world lie the ultimate motives and meanings of 
action, and from it emerge the wavering standards by which 
men judge what is for them worth while. 

The money economy has not supplanted, but it has harnessed 
these forces. Upon human activity and human ideals it has 
stamped its own pattern. How it has facilitated the division of 
labor, how it has given a pecuniary twist to the desire for dis
tinction, how it has shifted the basis of political power and 
given rise to new social classes-these results of the money 
economy are widely recognized. How it has taught men to think 
in terms of its own formal logic, efficient within certain l~mits 
but arid when pushed to extremes, has been partly worked out 
by writers like Simmel, Sombart, and Veblen. How its technical
exigencies subject economic activity to continual alternations 
of expansion and contraction this book has aimed to describe 
in detail. 

Subject as men are to the sway of pecuniary concepts and 
ideals, they can still judge the workings of the money economy 
by more intimate and more vital standards. To make these lat
ter standards clear, to show in what definite ways the quest of 
profits transgresses them, and to devise feasible methods of 
remedying these ill results, is a large part of the task of social 
reform. Economic theory will not prove of much use in this 
work unless it grasps the relations among the pecuniary in
stitutions civilized man is perfet.-ting, the human nature he in
herits from savage ancestors, and the new forces science lends 
him. To treat money as an empty symbol that 'makes no differ
ence save one of convenience' is a habit exceeded in superficial
ity only by the habit- against which it protests-that of treating 
money-making as the ultimate goal of effort. 



NOTES 

Chapter 1. The Cumulation of Prosperity 
• The quickening of activity in the autumn of 1900 hardly deserves to he 

included in this lilt, because the preceding slackening of activity had been so 
mild, so restricted, and so brief. 

1 See the relevant sections of Part II, Chapter III, in my Bwiness Cycles, Vol. 5 
of Memoirs of the University of California, 1915. 

1 Again see the relevant sections of Part II, Chapter III. 
• See Part I, Chapter Ill, section iii, 1 and 5· 
• Compare Part II, Chapter V, section vi. 
• Compare Part II, Chapter II, ii, 1. 

• Thi1 statement il based upon a comparison between the leading indices of 
the volume of business presented in Part II, Chapter V, and the revivall in busi
ness activity pointed out in Part l, Chapter Ill. For further discussion of the 
increase in business during depressions see Chapter 4• ii, ll· 

1 Though the recovery of business from the depression that followed the crisil 
of 18go il dated from the year 1895 in England and France, the English and 
French index numbers in Part II, table 11, indicate not only that prices failed 
to rise in 18g5 but that they continued to decline in 1896, and advanced merely 
a trifte in 18g7. On the contrary, English index numbers show a slight rise in 
1904, though the revival of business can scarcely be said to have begun before 
1905. Therefore the failure of index numbers to rise does not justify the infer
ence that business has not improved, and the occurrence of a rise does not justify 
the inference that depression is past. 

1 See the tab!es in Part II relating to these various subjects and note the ftuc
tuationa in the years of revival and the years immediately preceding • 

.. See section i, and for a more thorough analysis, Chapter 4• ii, 1 and 2 • 

.. Certainly the advance of prices in this country was more rapid than in 
foreign countries where the revival was sustained. See the index numbers for 
identical lists of commodities in the United States and other countries, Part II, 
table 11, and the confirmatory evidence borne by table 11. 

A. D. Noyes, Forty Ye11rs of American Finance (New York, agog), pp. 245, 246, 
e><presses the opinion that an overrapid advance of prices contributed also to 
checking the revival of 18g5. While the above mentioned tables do not show a 
marked difference between the course of prices in America, where the revival 
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waa short lived, and in Europe, where it developed Into full-blown prosperity, 
the accompanying detailed comparisons by months lend a rather equivocal sup
port to Noyes's opinion. 

UnitA!d Bt.&teo England Germany 
Month 

Fallmer 

1891-April. ................. 84.7 
July ................... 85.1 
October ............... 85.3 

1~anuacy ............... 86.1 

'"See Part II, Chapter .IV, i, 7· 
,. See Part II, Chapter IV, i, 8. 

Bradat.reot Sauer beck Bchmit.o 

6.97 61.7 83.47 
6.42 52.8 suo 
6.62 63.3 84.70 
6.31 6U 83.82 

"See Part II, tables 9 and 10, and the discussion appended to each-Chapter 
IV,i,8. 

,. See Part II, Chapter IV, i, ~-
,.Of course rent, wages, and interest charges are themselves aggregates of 

prices paid for certain business adjuncts. What happens, then, is that certain 
prices that enter into the cost of retailing rise less rapidly than wholesale prices 
of wares. Hence the lagging of retail behind wholesale prices may be described 
as an adjustment of retail prices to the aggregate of the prices the shopkeeper · 
must pay. . 

"After this chapter was written, Professor E. S. Meade published an index 
number of the prices of 18 commodities produced by trusts and of 18 commodi
ties produced under competitive conditimis. Hi' data were obtained from the 
Bureau of Labor and his relative prices were computed on the basis of actual 
prices in January 18g7. The articles selected and the results obtained are as 
follows: 

Non-trust 

Manila rope 
Bituminous aoal (Y ougbioghony) 
New Orleana molaMel 
Pig-iron (B..,..mer, PitU.bur1b) 
Bleached eheeti:ngs 
Cornmeal 
Yellow pine 
Plain white oak 
Print elotb 
G!aatumblen 
Vici kid eboee 
SheetJdne 
Flour (New York) 
Cotton 
Bare copper wire 
Wilton carpet 
Earthenware platoo 
Bleacbed obirt.iDp 

Truat 
Anthracite aoal' 
American cement 
Refined petroleum 
Cotton .... doil 
Glucooe 
Newsprint 
Proofapiri::e 
Leather 
Wiro neile 
Steel rails 
&wlinoeedoil 
Pig lead 
American fine IRlt 
Plu1 tobacco 
Bulphurio acid 
GnmulatA!d • .._ 
Cotton thread 
Domeeti<> parlor metoheo 
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"--················-··· Ull 1241 WI Ulil UZI 01.1 
J..!y Ull USI lUi UZI m.8 1:!1.8 A.....;i·---·-····---·····-

Ull USJ WI ll31 Ulli ULI --...::::::::::::::: Ul.l U51 146 i 1331 UO.I Ult 
'- U11 ""I 1481 133 I UIJ m.e .. ~ __ :::::::::::::: ••• I 121il 146. ... U!.l ... a:-a-........ ________ 1411 .... 141.1 Ull Ul.l WJ 
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Non-Truot Trua\ Non·Truot Truot 

11100 mo 

t~::::::::::::::::: 
133.1 129.1 144.4 138.7 
133.1 130.8 143.8 135.1 
133.1 130.8 143.8 137.1 

April ..................... 133.0 128.0 141.8 135.8 

ru-:·.·:::::::::::::::::::: 134.0 118.1 139.1 133.8 
135.4 118.6 138.8 134.0 

July ••••••••••••••••••••.. 137.3 129.0 138.8 131.4 
August ..•.•.•.••••••••••• 138.9 118.6 138.8 l38.t 
September . ........•..... 138.8 l30.t 137.t 141.t 
October .•••••••• : •••••••. 138.8 130.8 137.t 133.7 
November ..•...•........ 142.1 135.t 136.1 133.1 
December •••••••••••••••• 1t1.4 133.7 136.1 138.1 

From these figures Meade concludes (1) that in the yean 1897""1900, while the 
trusts were in process of (ormation, the two series of relative prices ran nearly 
parallel; (2) that since 1goo the trust-made products have had lower relative 
prices than those made under conditions of competition; and (3) that the trust
made products have been decidedly more stable in price than the othen, so far • 
as concerns large fluctuations.-"The Economies of Combination," ]oumal of 
Political Economy, April, 1912. Professor Meade has kindly provided me with a 
revised version of his table, in which an error or two has been corrected. 

,. See Part II, Chapter V, i. 
,. Compare Part II, Chapter IV, i, 6. 
"'Table 28 (Part II) shows, for example, that in London and Paris both the 

market and the bank rates were lower in 18g5 than in 1894, and that in these 
markets and in Berlin also the rates were lower in 1905 than in 1904. The more 
detailed data for New York, when averaged by phases of the business cycle, give 
similar results (Part II, table 26). Almost every time business conditions have 
improved discount rates have dropped. If the examination is pushed back into 
the monthly figures of table 22 (Part II), the situation·is found to be complicated 
by the regularly recurring seasonal fluctuations in rates. But, when this factor 
has been allowed for, the conclusion remains that in their earlier stages business 
revivals are characterized by low and often by declining discount rates. 

11 Compare the ratios of cash on hand to demand liabilities in Part II, tables 
82, 83, 89, 97• 100, and 104. 

• Compare Part II, table go, and the context. 
• See Part II, tables 18-28. 
• T. F. Woodlock, "The Stock Exchange and the Money Market," in The Cur

rency Problem and the Present l.'ina71cial Situation, a Series of Lectures Delivered 
at Columbia University, I!J0']-011 (New York, •go8),p.37; d. Partii,ChapterVII,i. 

• See Part II, Chapter IV, iii. 
• See Part II, Chapter VIII, i. 
"'See Part II, Chapter IX, i. 
• See Part II, chart 25. 
10 Compare Part II, Chapter IV, iv, 6 • 
., The accompanying figures compare the index number for 40 common stocks 

with the index numbers of prices at wholesale that are available by months for 
each period of revival in America since 18go. 
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Juuary April July October Juuary 

1891-412: 
FeJicner'e inds .......... 97.7 97.9 98.5 
Rail,.._yltocluo ........... 

189&-418: 
102.6 126.0 128.0 

FaUmer'e indez, ..... ,, .. 8U 84.7 86.1 86.1 86.1 
Rail,.._y ltocluo ........... 

1897: 
7t.O 80.0 93.0 91.0 77.0 

Fa.lknet'l inda: .......... 82.0 80.9 79.9 88.8 
RaHway etocka ... , .. , ... 

11100-011: 
78.6 72.0 113.0 96.6 

Burau of Labor iD.da: ... 111.4 112.9 109.1 108.7 108.1 
Rail,.._yltocluo ........... 

1804-06: 
128.0 ltO.O 128 0 131.6 169.0 

Bureau of Labor inde& ... 118.2 IU.O 112.0 111.8 114.0 
Rail,.._yltocluo ........... 
1~: 

184.0 172.6 177.5 217.6 236.6 

Bureau of Labor inda ... 125.7 12t.O 121.7 122.1 124.0 
Railway ltocluo ........... 174.6 181.0 206.0 117.0 258.0 

It would be a mistake to oonclude from these figures that whenever stock prices 
rioe commodity prices will presently follow. Table 44 (Part II) shows several in· 
stances in which the stock market turned upward and then relapsed again while 
commodity prices were falling. 

"'The decilo for the relative prices of 40 common stocks oover a wider range 
than the decils for 145 commodities; see Part II, tables 88 and 8 • 

., See Part II, tables u. S7• and 41, together with the accompanying text. 
• An anomaly in the tables of applications for loans that may trouble readers 

at this point is eKplained in Chapter 4• i, 1, C. 

Chapter 2. How Prosperity Breeds Crisis 
1 The acoompanying figures from Part II, tables g, 11, 15, and 17, compare the 

index of wages in manufacturing enterprises with the index of prices at whole
sale in the United States and England during two cyclical expansions. The minus 
aign indicates a fall. 

United Stat. Enaland 

y .. Ad vane. durina Advance duriD& 

w- Pri-
they- they.. 

w- Pn-

w- Pricee w- Pri-
1897 .. llfl -1 0 100 88 ~ l 
11198 100 81 l • 102 97 I c 
1801 101 101 I 10 106 lot I 7 
1800 IOi Ill I 8 111 116 • • 
1904 Ill JIC I 0 101 108 0 I 
11106 118 Ill I I 101 111 0 I 
1901 121 121 I 8 108 118 I 8 
1887 1211 180 • 8 Ill 128 6 ' 
In each of these four expansions the margin by which the rise in prices exceeds 

the rise in wages declines toward the end of the prosperous period; but in only 
one docs the rise in prices in the culminating year fail to exceed the rise in wages. 



NOTES 

1 See Part II,table 68; compare A. de Lavergne and L Paul Henry,IA ChOffUJge 
(Paris, 1910), pp. 61Hi8. 

• Compare W. H. Beveridge, Unempluymenl (London, 1gog), pp. 11, aa. 
' See Part II, p. 271. 
•Compare Josephine Goldmark, Fatigu4 and E.flidm£1 (New York, 1gu), 

Chapter VI. 
• P. 113. Similar statemenll from many sources may be found on pp. 11, 11, 

146, 14S, 159, 16o, 1~, 165, 168, Ill, 173• 1S5, 327, 38o, 3St, 441, 711, 711, 8to, 
Bst, 884, and gto. 

• The following figures relate to the 'operating roads' in the year ending June 
so,tgog: . 

Salariee .... : . ...........................•...... 
Wageo ..••.......•.•..•.•••••..•.•••••••••••••.• 
Other operatina 8Zp8D!Iel •••••••••• ••••••• - •• - . • 
Tum ......................................... . 
Rents for leoaeo olothar roodo .••••••••••••••••• 
ln-....................................... . 
Kiacellao.eous . .•••.••.••..•......•••.•........• 

Total ...................•................... 

Actual amou.Dtll 
in milltona 
ol dollan 

88 
102 
862 
85 

120 
:154 

76 

J.ll8t 

Penen
of 

tboco..a 
I 8 

391 
1110 
1.7 
II 

15 5 
1.1 

100.0 

Compiled from Statistics of RaiiUJGy• in the United Stales for the Year End
ing june JO, 1909· 

• Part II, Chapter IV, i.s. 5· 6, and g. 
• The evidence, based on Part II, tables ll· s. 6, 7• and 'll· may be summarized 

as follows. Minus signs indicate that prices fell. 

NUIIBBB OJ' Ponna B1' Wmca Raw:rrn Pau:• Roe• 

·ss foodeat wholeaale in the United State. ......... . 
J6 foods ai retail in tho United s-.a ................. . 
za foods at wboleoale in England ••••••••••••••••••. 
19 foods at retail in Eoaland ••••..•.••.•••••.••••... 

23 fooda at wholesale in France . ................... . 
38 foods ai "'tail in FI"ODco •..•••••.•...••••••••••.. 

to raw materiala... . . . . . .......................... . 
:tO manufactured produeta •••••••.•••••••••••.•••••. 

I raw mat.eriala ... ................................ . 
6 partly manufactured produeta •..•••••...•••••••. 
'iniahed com.moditiee . .......................... . 

:::.::t::.:'::;t'...;.;;,;"ici0d8:::::::::::::::::: 
18 raw mineral produeta ............ ............... . 
23 III.OII.ufaetured- produeta .•••.•....••••••. 

10 raw fcm!llt products ..•........•••••..••••••.•.•.. 
8 IIWlufactured fcm!llt products ..••.....••.•....... 

I raw animal producta . ........................... . 
18 IIWlufactured animal produeta ..•••••..•.••..... 

18 raw farm producta . ............................. . 
fO maaufa.c\ured farm. produN .. ................ . 

,. Part II, Chapter IV, i, 6. 

181111-11100 

17 • 
10 
8 

11 
-J 

31 
23 

30 
20 
II 

30 
H 

J7 
JO 

17 
16 

Ill 
JO 

liS 
18 

1110t-07 

• II 

u 
7 

II 
JO 

10 
6 

1J 

II 
13 

H 
8 

J7 
18 

II 
1J 

• 15 

1-

I 
0 

0 
-i 

• • 
II 
10 
I 

• -I 

I • 
13 
-I 

JO 
8 

T 
-J 
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a The .. uras of raw materials are given as follows: 

...................... ····· ...•.......•..........•..•......... 11,1141.000.000. 
From'""""'·............................................ 119.000,000 

=:::: :~n:;.:::::::::::::::::::::: ::::::::::::::::::::::: a~::u:: 
......... oil .............................................. 12,390.000,000 

199 

Twt:l(tla Census of the United Sillies, Manufactures, Pari I, p. cxxxv. The 
"farm" products of this classification include both the animal and vegetable 
producu of the tables in Part II, Chapter IV. 

• "Rent of offices, insurance, interest, etc." all put together made only 6-4 per 
a:nt of the total manufacturing cost in agoo.-lbid., compare the data in Tables 
XLIXandl. . 

• A conspectus of the evidence obtained by comparing figures from Pari II, 
tables 11 and 18, follows. To avoid the effect of crises in raising interest rates, the 
levels in the last year of depression and in the last year before the crisis are com· 
parrd. The minus sign indimtes a fall. 

MUIIBD or Pourm BY WIIICB RSLA'I'n'& Pucu A1fD Rm.A'l"'VB 
DIBCOUJn' B.A. 'I'D Roe• 

Wboleaale priOB& in America ... ........... . 
Dieaoual rata iD. New York ..•........... 

~ pri.,.. in Encland ............. . 
ilbrke& cliaoount ...._in London ........ . 

WhoJasale pria~~~ in Pranaa . .... , . , ....... . 
ilbrke& cliaoount ...._ in Pario ........... . 

~)J!'iaal in Gennany ............. . 
llbrke& diooount ...._in lledin .......... . 

14 
-38 

II 
86 

15 
5I 

14 
47 

8 
31 

11 
68 

11 
17 

16 
30 

The onr exception to the rule that discount rates rise faster than prices can
not be wholly explained away by the trnsion in the New York money market 
causrd by the frrr-silver campaign of 18g6. If 18g7 is compared with 18gg whole
aale prices are found to have risen 14 points and discount rates only 10 points. 

• The production of pig iron, for example, undergoes much wider Ductuations 
brtwrrn oe:a.,ns of prosperity and depression than the production of coal, as the 
following figures from Part II, tables 50 and 51, show • 

........... ~a.,. Pta I..,. .umCo.u.urftD UIII"''BD 9r.&.T•, Ulll'I'D KmoDOK, FB..urc., 
...... a .......... IB91H9to 

A- ootual produetioD in IBiiHI!I•IOO 

UDited- UDited Kin&dom Franco Germany 
... 

v- ....... eo.! PicU.. eo.! PicU.. eo.! Pic irou Coal 

IIIII Ill 81 99 95 88 93 79 83 

""' II 88 Ill 97 88 93 78 88 
I IIIli 118 Ill 84 95 93 93 84 86 
I IIIII 71 95 88 1!6 Ill 89 84 II 
I liM , II Ill 118 Ill 118 81 92 
I !lOS 100 100 97 99 Ill 100 Ill 97 
IIIII Ill 100 100 101 107 101 1011 IOi 

(2'abl•-- ....,...,., 



J!OO NOTES 

ll-..'!IYW PaODUCI'Imra. PtalaCM AJID CoB m 'l'lral UJI1'RD 9P.A'I'B, UJII'I'D KJ:aaaGI. J'~ ...., c...._.,J __ Jeto-<c-..~~MJ 
A-80\...a ...--.,.;.. ~--1011 

United Bt.W United XiD&dom .._ Goraaoa7 
Yeor 

Pi&inm eo.J Pillin>D eo.J Piorin>D eo.J Piairoo eo.J 
1897 104 105 Ill 105 Ill la7 117 Ill 
1898 128 114 108 105 Ill 114 IH Ill 
1891 146 133 118 115 Ill 114 138 127 
1900 147 141 Ill 118 1M 117 146 131 
1901 170 151 fi 115 Ill 114 134 141 
1902 190 157 lot Itt Ill la7 146 148 
1903 IH 188 Ill 120 130 121 1n 151 
1904 171 183 lot 121 136 121 1n 158 
1905 :141 :106 121 124 148 125 188 lOll 
1906 :170 211 m 131 151 l2l lot I !Ill 
1907 :178 151 m 148 Jill 128 Ill Ill 
1908 170 217 114 131 158 122 liOO 101 
1909 278 240 Ul 138 1611 131 114 ... mo an au 1M U8 181 Ui Ill -

A-

1890-911 lOll I 1011 I lOll I lOll I lOll I 1011 I 1011 I 1011 
1900-GII Ill 115 115 Ul IJII Ul 171 117 

u They may, but they are far from doing 10 alwaya. In the inlcrcSb of sym
metry, certain writers like Spietboff bave tried to show that this group of trades 
is regularly the chief seat of overinvestment during p""'f>"rlty and the chief leal 
of weakness in the subsequent crises. But less partial examination of the ftrJ' 
evidence on whicb Spietboff mainly relies indicatos that the lead in the German 
"boom' of •¥-99 and in the collapse of agoo-oa was not held by industrits tbat 
are most largely devoted to the production of meana of production.. See. for a
ample, W. Sombart, Schriften des Yerriru fw Soci4lf>olitill., CXIII, 130; J. Let
cure, Des Crises gt!nbales et f>hiodiques de nnproductioa (Paris. 1907), p. 516. 

• See Part n, Chapter VIII, ii, s-
.. Part II, Chapter VIII, ii, a and!; Chapter IV, iii. 1, a. and 4-
,. An interesting exception is afforded by the experience of the United Slata 

in t1!97-1go2; see Pan II, Chapter IV, iv, 7· 
• Compare Pan II, Chapter VIII, ii, 2, and footnote 20, below. 
• Tbe following figur<s, compiled from Part II, table ll!o lbow the total 

amount of securities newly listed eacb year on the New York Stod ~and 
the proportiona borne to the total by bonds and by ltOCks. 

Amoua\iD. 
milliooa 
.. dollad 

1890. .... . ..... ... ..... ........ ...... ...... . •• 151 
1811. ... . . ..... •• . ... .... .... ...... ...... ..... 288 
1892... ..... ..... .. . .......................... 275 
1893.......................................... 233 
1814... .................. ........ ............. 122 
1815..... .... ........ .... .... ................. 144 
1896. ......................................... 124 
1887. ...... ........ ........................... 141 

__ .. 
Bloob -44.1 16.1 
31.7 .... 
11.4 IS.I 
40.1 11.7 
11.7 a.a 
11.1 18.4 
14.4 16.1 
17.1 IU 
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111111 .••••••••••••••••••••••••••••••••••••••••• 
111111 .••••••••••••••••••••••••••••••••••••••••• 
111011 •••••••••••••••••••••••••••••••••••••••••• 
1001 .••••••••••••••••••••••••••••••••••••••••• 
IOOJ .••••••••••••••••••••••••••••••••••••••••• 
1101 .••••••••••••••••••••••••••••••••••••••••• 
1001 .•••••••••••••••••••••••••••.••••••••••••• 
ltiOi .••••••••••••••••••••••••••••••.••••••••.• 
1001 .••••••••••••••••••••••••••••••••••••••••• 
1007 .••••••••••••••••••••••••••••.•••••••••••. 
1008 .••.•••••••••••••••••••••••••••••••••••.•• 
1001 .•••••••••••••••••••••••••••.••••••••••••. 
018 .•••••••.•••••••••••••••••••.•.••••••.•••. 

115 
467 
445 
1511 
44t 
J66 
161 
eM 
6tO 
401 
m 

1,010 
m 

11.1 
86.6 
86.7 
86.1 
16.1 
47.4 
11.8 
18.1 
43.1 
111.1 
11.0 
11.4 
14.1 

.1101 

77.1 
11.4 
aa.a 
aa.1 
44.1 
u.e 
78.8 
82.0 
86.1 
110.1 .. .. 
701 
15.1 

It will be notioed that the proponion of bonds ris1S in the years of depression 
and decline~ rapidly in the years of full proop<rity. 

The oubotitution of abort-term notes for bonds- p:anicularly prominent in 
the tigbtlllOUrf marua of 1905 and I!J07. See the mrrent issues of the financial 
joumab. and for llliiiJilalies the FiriiiiiCW Revieal, 1904- P·ll7; 1go8, p. 52. 

• Compare Mr. Hull'1 theory of industrial depressi001, IUIIliDllriD:d in Part I. 
Olapta' .. ii, 8. 

• See, for eumple, the weekly reports of lror~ A~ during the summer of I!J07. 
The rollcnring liguns of uufilled orderl ou the boob of the United Slate. Steel 
Corpuntiou at the eud of the month ate significant of the general trend: 

-- ~bor ....................................... . 
.................................................... 
.IIIIDe .•..••••••••••••••••••••••••••••••••••••••••• 
llopoombor ...................................... . - ....................................... . 

8,500.000 
8.000.000 
7,1100.000 
1.400.000 
1,600,000 

• Compare the rdatift nte1 of disrouut in Part II. table :rB, with the rdatift 
r:o.lel of bond yidda in Jable ll'l· 

• Dilmtmt ....._ and bill broken do a banking business themselftS, depeud 
largdy upou banb for their fuuds, ar iKl merely • middlemeo between the bor· 
....-rand a knding bank. E..,.. the aeditl ""tcudcd to their cmtomer~ by AIDer
ian JDCrCaDtile ....._ are 8CU'Clr!ly au c:xuption; because the leader~ usually 
baft- to banb for aid in carrying IUC:b aa:ountL 

• Compare the Jablel in Part II. Olapta' VU.Ibowing the mnoomilaUl 8uc
tuatioul of bank loalll and deJ-iiS, ar bank loalll aud total demaud liabilitiel. 

• The walidity of lhilllataualt il DOt aJ&:cted by IUCb long-stauding differ. 
eoas in banking organization aud practi<le-. for eumple, enable British banb 
to IUIIain a far ~ wul~~~~~e of demaud liabilitiel with a giftll ll'elerft thau 
AID<ricaJL 

• See Pan II. Jablel B:t, Bs, lis- aud 86. 
• See Pan ... Olapta VI, iY, and Cbapta .. i, .. D, below. 
•c-..rniac theN"" Yod baub,- Pan 11. Cbapta' VU. L The re.ene 

ratiol&- Pan II. table 8g, are for all Datioaa1 banb (- p. -·top). 
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lfon\h ~ l'rooJ>ority lfOD\h 
(J>O"''D ..... ) (I>O"''n ..... ) 

February 1894 18.9 11.8 Se,Mmber 1895 
March 1897 14.7 18.7 September 1891 
June 1904 18.1 14.8 November 1901 
lla,y IQ08 18.1 15.1 lfarch 1910 

The tables for national hanb in country and city districts show that a similar 
policy is followed in all paru of the United States. The foreign statistia, though 
scanty, yield similar resulu. See the various sections of Para U, Chapter VU. 

• See Para U, Chapter VI, i. 
Dfbid.,ii. 
• See Para II, Chapter V, v. 
• See Para II, Chapter VI, iii. 
•rbid., v. 
•rbid.,vi. 
• How a decline of prospective profiu puu a dose to prosperity is explained 

in the dosing section of this chapter • 
., See Part I, Chapter II, iv, a and 3· 
• See Para I, Chapter I, ii, 3 and S· 
• Some light is shed upon the theory of underronsumption by figures that 

represent the purchasing power of wage earners' incomes. The federal Bureau 
of Labor has computed the average changes in the purchasing power of factory 
hands by combining iu index numbers of wages per hour, houn per week, and 
retail prices of food. The resulu, reprodueed herewith, indicate a slight decline 
between the early and the late stages of prosperity in the amount of food a wage 
earner can buy. Thus the statistia seem to bear out the contention that con· 
somers' demand does not expand rapidly. But several facton of moment have 
been omit!ed from the computation. (1) The number of employees in the estab· 
Iishmenu investigated by the Bureau increases rapidly during prosperity. To 
show the effect of this factor upon market demand for food, a final column has 
been added to the table as published by the Bureau. It is made by multiplying 
the relative purchasing power of full-time weekly earnings by the relative num· 
be, of employees. A rapid expansion in purchasing power appean in the resulu, 
though the rate of growth becomes somewhat slower as the climax of prosperity 
is approached. (2) The increase of money incomes arising both from the greater 
steadiness of employment and the greater frequency of 'overtime' in active 
periods is unrepresented. (5) The proportion of money income spent on con
sumers' goods may change. If extravagance does become as widespread as popular 
moralisu assert, the rate of savings may shrink somewhat in comparison with the 
early days of prosperity-shrink to the detriment of would-be borrowers, but 
to the advantage of purveyors of consumers' goods. 



NOTES 

RBLATJV8 NmrBJCB OP EvPLOTE118, HouBB PIIB WEEK, WAoiiB PER HouR, FuLt.-Tnu:: WzEnY 
EAB.NlNoe PER EMPLOYES, RETAIL Patcze or Fooo, AND PuacBABINO Pow~:a or 

HouBLY WAoB8 AND or FuLL-Ttw:a WEEitLY E.uunHoe PER EMPLOYE:&, 
MBABORJCD ar RETAIL Pwcse OP Fooo, 1890-1907 

(Relative numbers computed on buis of averages for 1890-99=100) 

Retail 

Purcbaeing power measured by 
retail prices of food of 

Full-time prices 
Number HoUI'II w .... wee~ly of food, Full time Weel~:ly 

Year of per per earmnp weighted earnmga 
employeee week hour per according multi· 

employee to family Weekly plied by 
consump- Hourly earnings number 

tion w .... per of em-
employee ployeea 

---------------------------
1~90 94.8 100.7 100.3 101.0 102.4 97.9 98.6 93.5 
1891 97 3 100.5 100.3 100.8 103.8 96.6 97.1 94.5 
1892 99.2 100 5 100.8 101.8 101.9 98.9 99 4 98.6 
1893 99.4 100 3 100.9 101.2 104.4 96.6 96.9 96.3 
1894 94 I 99 8 97.9 97.7 99.7 98.2 98.0 92.2 
1895 96.4 100.1 98.3 98.4 97.8 100.5 100 6 97.0 
IR96 98 6 99 8 99.7 99 5 95.5 104.4 104.2 102.8 
1897 100 9 99 6 99.6 99 2 96.3 103.4 103 0 103.9 
1~8 106 4 99 7 100.2 99 9 98.7 101 5 101.2 107.7 
1899 112.1 99 2 102.0 101.2 99 5 102.5 101.7 1140 
1900 1156 98.7 105.5 104.1 tot I 104.4 103 0 119.1 
HIOI 119.1 98.1 108.0 105 9 105 2 102.7 100 7 119.9 
1902 123 6 97.8 1122 109.2 110 9 101.2 98 5 121.7 
1903 126 5 96 6 116.3 1123 110.3 105.4 101.8 128.8 
11104 125 7 95 9 117.0 112.2 1117 104 7 100 4 126.2 
1905 133 6 95 9 1189 114 0 112 4 105 8 101.4 135.5 
1906 1429 95 4 124.2 1185 115.7 107.3 102 4 146.3 
1907 144., 95.0 128.8 122.4 120.6 106.8 101.5 146.6 

Mr. George H. Wood's British figures ("Real Wages and the Standard of Com
fort since •Sso," Journal of the Royal Statistical Society, March •gog, Vol. 72, 
p. 105) seek to cover some of thes<! omitted items. His series for retail prices in
cludes other articles than food. He has estimated the variations in working-class 
rents, and combined the data for unemployment with the data for wages. Fur
ther, Mr. Wood points out that in England there has been a steady shifting 
away from the ill-paid toward the well-paid occupations. Hence the "average 
workman" has improved his position more rapidly than the "workman of un
changed grade." The final results of his investigation, converted from English 
into American money and shifted from the basis actual amounts in •Sso=Joo 
to the basis average actual .amounts in t8go-gg = 100, are summed up in the 
accompanying table. 



1890 1891 1891 1893 l89t 1895 ---------------B.elative money waae~ ... ............... , .. 99 99 99 99 99 99 

&lative retail pri ......................... lot 105 105 101 99 98 

Peraanto~~o unemployed., ................. 1.1 8.1 0.8 7.8 6.8 8.8 

Money aoet of: 

~~(fs'W1:"~~-~-~~>:::::::::::::::: 18.58 13.88 18.88 18.t8 18.88 18.28 
1.21 I.U 1.2t 1.2t I.U 1.27 

&nt and Commoditi• (1880 • 208) .•••.. t.77 t.8ll •. 82 t.70 •. 82 t.aa 

~~~~r :a~:~~ ~-i·~.~-~.= ........ 7.91 7.91 7.88 8.10 7.88 7.88 
Allo..U.. for unemployment., ........... 7.7t 7.6t 7.37 7.28 7.12 uo 

&lative rool ,.. .... , 

t~~k~~s::!;lo~~i.ii::::::::::::: 97 98 98 98 00 199 
00 07 " 06 07 100 

&lativo fiauno for workmen of unohanpd 
arad.e: 

~~~if:o~: ........................... 100 100 100 99 99 98 

~~;~~~-~~~~.~~~~~~~::::::::::: 108 101 98 08 07 98 
08 07 08 08 100 100 

1898 1897 1898 1899 ------------
99 101 199 105 

98 98 99 88 

u 8.1 1.0 u 

18.2t 13.11 18.tl 13.81 
1.27 1.37 1.37 1.29 
•. 80 uo •. 87 •. u 

7.91 8.08 8.11 1.18 
7.8t 7.79 7.88 8.16 

108 101 102 105 
lot 103 103 108 

09 100 102 lot 
100 101 108 108 
199 102 102 lot 

1900 1901 ------
199 199 

101 101 ... 1.8 

IU8 18.80 
1.29 1.29 
U6 ..79 

8.89 8.89 
8.d 8.31 

107 108 
108 108 

108 107 
109 108 
108 lot 

1901 ---
107 

lot 

u 

18.81 
1.29 
Ut 

8.87 
8.18 

lot 
103 

105 
108 
102 

z 
0 
'"'I 
tot 

"' 



NOTES 

They show a definite increase in the purchasing power of money wages up to 
the very end of the prosperous period 1896-1goo. If these figures could be multi
plied by the relative number of employees, the total purchasing power repre
sented would doubtleiS increase much more rapidly. 

Walter T. Layton (lntrodtu:tiotl to the Study of Prices, London, 1911, p. 150) 
baa extended to 1910 Mr. Wood's relative figures for money wages, retail pricea, 
unemployment. and real wages of men in full work, allowing for unemployment. 
Tbe last-mentioned !Oefies, shifted to the basis 1890""99"' 100, runs as follows: 

11!90 ••••••••••••••••.•.• 09 
1891. ................... 97 
1892.................... 94 
1891.... .... .. .. .. • .. . .. 95 
189C.. .................. 97 

1897 .................... 104 
1898 .................... lOS 
1899 .................... 108 
1900 .................... 109 
1901 .................... 107 

1904.. .................. 08 

~:::~:::::::::::::::::: ~:: 
1907 .................... 104 
1908.................... 97 

1895 .................... 100 1902 .................... 104 1909.................... 96 
18110 .................... 104 1908.. .................. 100 1UO .................... 88 

These figures, like the others, indicate a gain in the purchasing power of wage 
earners' incomes up to the years of the aises-even without counting the gain in 
the number of persons at work. The rate of gain, however, becomes slower in the 
aiaia years. It ia notewonby that real wages did not attain as high a level in 
1907 as in 18gg-1goo. 

Interesting as are these estimates, they leave much to be desired. Even if the 
figures are aa:epted at their face value, they show merely that, despite the rise 
of retail pricea, one large class of people is able to buy an increasing volume of 
consumers' goods in periods of prosperity. How matters stand with other classes 
remains conjectural. The incomes of bondholders must increase rather slowly; 
indeed, they do not increase at all except so far as these persons have fresh sav
ings to invest at the high rates that become prevalent in prosperity or venture 
to shift their funds to securities that yield higher returns. If tables 11ht8 in 
Pan II and the analysis of Chapter 1 above may be trusted, stockholders and 
other recipients of profits enjoy a more rapid increase of money Income than 
wage earners. It may also be said with some assurance that the incomes of the 
landlord and salaried classes grow more alowly on the average than do wages. 
Bul concerning the nonsalaried profe~Sional men, farmers, and wage earners 
outside manufacturing induSiries, there is no substantial basis for even a guess 
at the average increase of money incomes. And, if the rates of increase were 
known. there would be no satisfactory data to confirm or disprove Hobson's 
assertion that the proportion of income saved gains upon the proportion spent. 
Finally, if we did know at what average rate expenditure upon consumers' goods 
increases, we would still be unable to complete the demonstration; for we have 
no satisfactory statistics of tbe increase in tbe volume of consumers' goods pro
duced and sent to market. 

• Compare Thorstein Veblen. Theory of Business Enterprise, pp. 91-97· 
• Additional elements are considered when an enterprise offers the lender of 

credit some guarantee in support of ita promise to pay. If the security consists of 
endorsements by other busineiS enterprises, or of promissory notes, bills of el<· 

change, etc., owned by tbe applicant. then the lender estimates the financial 
standing of the other enterprises on tbe basis just described. If the security is 
stocks o~red u collateral, their pecuniary value is estimated, and again the 
factor of chief importance is tbe present and prospective profits of the business 
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enterprise concerned. 1£ the security is bonds, it is still necessary to know what 
profits the issuing corporation makes in order to determine the chances that the 
interest will be paid promptly. In case the security consists of warehouse receipts, 
bills of lading, bills of exchange, or similar documents that carry with them the 
legal title to certain commodities, the prices the latter will command become the 
matter of prime importance. But even then the business standing of the appli· 
cant for credit is taken into account, since lenders do not want the trouble, delay, 
and uncertainty involved in having to sell the commodities to get their money 
back. 

'"Compare the rapid increase in bank loans shown by tables 82-104, Part II. 
'"The commodity prices are from the Bulletin of the Bureau of Labor, March 

1910, p. 398. The other data are all compiled from Part II, tables 11, 15, 31, 
and 44· 

" Indeed, the relative prices of bonds can be computed only on the basis of 
their net yields; see Part II, Chapter IV, iv, 6 . 

..., Compare Part II, Chapter IV, iv, 1 • 

.. Among the seven industrial groups into which the 103 companies fall, two 
show a slight average rise between January 1go6 and January 1!)07-the mining 
and smelting companies and the great iron and steel companies that mine much 
of their own coal and ore. On the other hand, these two groups suffered a heavier 
average fall in market valuation between January and September 1907 than did 
any of the five other groups. These facts accord well with the preceding analysis. 
The rapid rise in the prices of raw mineral products during prosperity enables 
the mining company to offset the encroachments of costs upon profits until the 
falling off in new contracts for construction work begins. But when the cycle has 
reached that point these same companies experience a peculiarly violent con· 
striction in demand, and their prospective profits drop suddenly. 

Among the other groups, which differ widely in the character of their prod
ucts, the fall of stock prices from January 1go6 to January 1!)07, and again from 
the latter date to September 1907, presents surprisingly uniform averages. 

The data upon which these statements rest are given in the following table. 
The actual prices are means between the highest and lowest quotations reported 
by the Financial Review. 



Pare• OJ' C011110W SaAR• Df 103 Buentma EKT&RPIU8U 1M JAJnJ.lBY 1906, J.uroARY 1007, .AKD 8~PrmtBIIIl1907 

EoterpriN 

Mininfl antllifml!/ting 
AmahrRmated Copper Co ..... , ... , ... ,, 
Amenoan Mmellina and Refininr Co ... . 
ColumbUI and Hockin& Coal and Iron 

Co .................................. . 
FPdert~.l Minina and Smeltinc Co ...... . 
Homeetake M mm1 C~ ................. . 
NR.t10nal LeAd Co ............. , ........ . 
OnUmo 8i1V(IIf Minintr Co ...... , ....... . 

t~~~~:c~~~~ ~0R~~~~~ ~~~.':::: : 
A veraae, 8 eoterprl8el, , , ..... , ..... 

Iron anti Stt'N 
ColorRrlo Fuel and Iron Co ..• , ....•.... 
RepuhliC' Iron and Nteel Co •. , ... , ... , .. 
fti011111-Sheffiolrl Steel o.nd Iron Co •.•..... 
1'PnnPM~ Coal and Iron Co.,,,,,,., . , , 

~i~Ki:i~i~~~,C~!i.t~~'!i ·~·ke co::::::: 
A verqe, 6 enterpriael .. , , ..•..•.... 

• Februruv 1 Q07, 
b Auauot 1907. 

Mean actual pricee 

Jan, 
1008 

(doUare) 

109.69 
167.76 

22 06 
168 110 

81 110 
87.09 
a 44 

18.08 
32.00 

69 38 
8660 
91.110 

147 00 
44 13 
26.67 

Jan. 
1907 

(dollaro) ----
116 18 
148.31 

26 06 
161.110 
86 OO• 
71.13 
6 66 

16.13 
28.88 

62.t9 
37 44 
73.63 

t68 00 
46.56 
43.60 

81'pt, 
1007 

(dollaro) ----
66.38 
98.9f 

22 4f 
96.110 
71.26 
49 88 
3.110 
9.76 

13.76 

21.88 
22 38 
46 110 

t36.00b 
29 76 
26.26 

Mean relative pricM 
(Actual priC815 in Jan. 1906 • 100) 

Jan. 
1008 ----
100 
100 

100 
too 
100 
100 
too 
too 
too 
100 

100 
100 
too 
100 
too 
tOO 
too 

Jan. 
1007 ----
106 
88 

118 
96 

104 
81 

t91 
too 
90 

108 

76 
106 
80 

t07 
t06 
t6f 
100 

Sept. 
1007 ----
60 
66 

102 
67 
87 
67 

t02 
6t 
43 
69 

82 
63 
6t 
92 
67 
99 
67 

Ril!e (+)or fall(-) in 
relative pricee between 

Jan. 11108 Jan. 1008 Jan. 1907 
Jan. 1007 Sept. 1007 Sept. 1007 ------------

+6 -40 -46 
-12 -44 -32 

+18 +2 -16 
-4 -43 -39 
+4 -13 -17 
-t9 -43 -24 
+91 +2 -8• 

:..:io -39 -39 
-67 -47 

+8 -8t -39 

-26 -68 -43 
+6 -37 -42 
-20 -49 -29 
+7 -8 -16 

:J:o: -33 -39 
-t -66 

+6 -83 -39 

z 
0 
-1 
lot 

"' 

... 
0 

-...l 



Pa1c111 or Coan<OJ< Suau m 108 BuiiiB ... EMTIIRPRIIU "'JANUARY 1906, JANUARY 1907, AIID SIIPI'IIIIBIIB 1907-(ConlinuN) 

Mean aotual priCN Mean relative priooe Rioe <+>or fall(-) in 
(Actual pricee in Jan. 1908 • 100) relative pricee between 

Entorpriao 
Jan. Jan. Sept. 
1908 1907 1907 Jan. Jan. Sept. Jan.1906 Jan.1906 Jan.1907 

(dollara) (dollara) (dol lara) 1008 1907 1907 Jan.1907 Sept.1907 8ept.1007 --------------------------------
Atr~tt:c~:.:~~~:.~~ -~~-~~ ... · ..... 24.89 15.19 U6 100 62 81 -88 -69 -n 

American Car and Foundry Co .... ..... 43.&0 43.19 89.06 100 99 90 -I -10 -9 
American Looomotive Co ..... ,,, ....... 74.62 72.38 62.88 100 97 70 -a -30 -27 
American Steel Foundriel .............. 16.46 9.76 6.68 100 68 46 -32 -64 -12 
General Electric Co ..................... 176.68 159.13 126.60 100 90 72 -10 -28 -18 
International Power Co .... ......... , ... 76.60 49.88 40.88 100 66 63 -36 -47 -12 
International Steam Pump Co .. , .... , .. 82.60 87.63 22.60 100 116 69 +16 -at -t7 
New York Air Brake Co .......... , ..... 169.26 137.26 109.00 100 86 68 -It -82 -18 
p,_.d Steel Car Co ................... 69.06 62.00 28.18 100 88 t8 -12 -62 -to 
Railway Steel Sprina Co ................ 60.76 U.26 86.18 100 89 69 -II -tl -3o 
U.S. Cut Iron P1po and Foundry Co .... 49.66 47.88 80.18 100 96 61 -· -n -86 
WeatinahoUM Eleotrio ManufaoturiDJ 

Co .................................... 171.00 1&1.88 188.00 100 89 81 -11 -18 -a 
A ver&~e, 11 enterpriHI . ............ ...... ...... .. .... 100 87 62 -18 -38 -26 

.AfonufacCurinQ, worioul 
American Aaricultural Chemical Co .... 29.81 2U9 18.88 100 88 88 -17 -tl -26 

!::~~= ~~~u~if ~.'.".'::::::::::::: 80.60 21.60 111.60 100 70 tl -30 -69 -:It 
t0.68 80.88 811.60 100 78 80 -It -:10 +t 

American GraM Twine Co .. , ... , . , , . , .. 10.76 7.88 4.63 100 69 t3 -31 -67 -28 
American Hide and Leather Co .. ,,. , , , . 9.81 8.88 8.9t 100 68 til -37 -68 -Ill 
American Joe Seouritiee Co .. .. , , . , ..... t0.88 86.60 t2.88 100 1112 106 +1111 +8 -107 
American Linaaed Co •...... , , , , ••• , .••. 2t.63 17.63 8.60 100 72 86 -28 -66 -37 
American Sugar Refinioc Co ............ 160.69 182.81 112.38 100 88 78 -Ill -:15 -13 
American Woolen Co ...... , ............ tt.31 83.68 112.4t 100 76 81 -at -tD -26 
Butteriok Co •......•••..••• , ••••••••.•. 67.tt tD.06 81.26 100 86 M -16 -t6 -31 
Central Leather Co ..................... 47.06 86.38 17.88 100 77 88 -28 -62 -39 

8!!t~~={ct:o.::r!\eo~~~::::::::::::::: 82.66 72.28 8U8 100 137 108 +37 +8 -at 
79.60 76.13 68.00• 100 98 79 - 8 -Ill -18 

International Paper Co .. .... , .. , , ..... , 24.18 16.88 uoo 100 70 68 -ao -u -111 
Knickerbocker Joe Co. (Chioaco) .. ..... M.88 64.76 60.76 100 Sf 78 -16 -n -8 
Nation&l Biaouit Co •.•.•.... , ....•..... 89.00 81.63 73.60 100 118 107 +18 +7 -11 
National Enamelina and Stampina Co. 17.26 lt.26 I0.9t 100 83 63 -17 -87 -:10 
U.S. Rubber Co ........................ 84.76 60.18 80.26 100 92 56 -a -u -37 

~~~~!~!:~n~·ch~~~·co::.·.:::::: lUI 7.66 6.88 100 83 88 -t7 -611 -16 
61.00 aut 19.76 100 70 au -30 -61 -81 

A veraae, 10 enterpriaee . ............ ······ ...... ...... 100 89 62 -II -88 -27 

)0 

0 
00 



PRICES OJ' CoMMON SHARES IN 103 BuBINlCSB ENTERPRISES IN JANUARY 1906, JANUARY 1907, AND SEP'I'EMBER 1907-(Continued) 

Mean actual prices Mean relative prices Rise(+) or fall(-) in 
(Actual prices in Jan. 1906 - 100) relative prices between 

Enterprise·· 
Jan. Jan. Sept. 
1906 1907 1907 Jan. Jan. Sept. Jan. 1906 Jan. 1906 Jan. 1907 

(dollars) (dollars) (dollars) 1906 1907 1907 Jan. 1907 Sept. 1907 Sept. 1907 
--------

Public Utilitiu 
American Telephone and Telegraph Co. 141.H 130.50 109.75• 100 92 78 - 8 -22 -u 
Brooklyn Rapid Transit Co .. .......... 89.69 77.75 45.81 100 87 51 -13 ,. -36 
Brooklyn Union Gas Co .. .............. 171.50 110.50 102.31 100 64 50 -36 - 4 

g~~:;yrd~~a;;~~~~-~- .. ::: ::::::: : 11.38 5.31 3.00 100 47 26 -53 -21 
174.88 136.00 101.63 100 78 58 -22 -20 

Detroit United Railways ............... 97.06 79.56 63.00 100 82 65 -18 -17 
Metropolitan Street Railways . ........ 123.50 105.50 40.81 100 85 33 -15 -67 -63 
N.Y. and N.J. Telephone Co .......... 154.75 113.00 105.00 100 73 68 -27 -32 - 6 
North American Co. (new stock) . ...... 102.50 85.00 59.88 100 83 58 -17 -42 -25 
Peoplee Gao, Light, and Coke Co. 

(Chicago) ............................. 100.50 96.U 86.88 100 96 86 - 4 -14 -10 
Third Avenue Railway Co ....... 137.25 120.25 50.50 100 88 37 -12 -63 -·61 :,..: Toledo Railways and Light Co .. 34.13 28.50 21.50 100 84 63 -16 -37 -21 
Twin City Rapid Transit Co .. ... 119.63 105.31 93.31 100 88 78 -12 -22 -10 0 

Average, 13 enterprises .... 100 81 59 -I~ -41 -22 ..; 

Miscellaneous 
M 

"' Brunswick Dock and City Improve-
ment Co ..... 19.00 14.00 10.00 100 74 53 -26 -47 -21 

Pullman Co ............................ 244.88 175.56 156.75 100 72 64 -28 -36 - R 
U.S. Realty and Improvement Co ..... 91.25 83.75 50.00 100 92 55 - 8 -45 -37 

Average, 3 enterprises .............. 100 79 57 -21 -43 -22 

Average, 63 indU1Jtri&l enterprises ... 100 91 63 - 9 -37 -28 

Tranaportation Co-mpaniea 
New York, New Haven, and Hartford .. 200.94 186.63 150.25 100 93 75 - 7 -25 -18 
New York, Ontario, and Western ....... 54.25 45.44 33.31 100 84 61 -16 -39 -23 
New York Central. ...... 152.06 129.88 104.25 100 85 69 -15 -31 -16 
Pennsylvania ... 144.25 135.44 119.88 100 94 83 - 6 -17 -II 
Erie .................................... 48.75 38.94 20.81 100 80 43 -20 -57 -37 
Central of New Jersey ... .......... 226.75 215.00 173.00 100 95 76 - 5 -24 -19 
Delaware and Hudson . ................ 223.63 217.75 158.50 100 97 71 - 3 -29 -26 
Delaware, Lackawanna, and Western ... 465.75 495.00 469.00 100 106 101 +6 +I - 5 

~f~~'!:f!~~ici:tn~jcgi~·. ·and··· 149.13 129.19 94.44 100 87 63 -13 -37 -24 
kl 

St. Louis .. ........................... 107.44 90.00 62.25 100 84 58 -16 -42 -26 0 
1.0 

• July 1907. 



Pmcm o• CoiiiiOif SHARD llf 103 Bu&llf- ENTIIBOBIBBRIIf .T.urnABY 1906, .T.urnABY 1907, AKD SIIPI'IIIIBIIB 1907-(Conclu4ccl) )0 .. 
0 

Moon actual prioeo Mean relative priCUJ Rise (+lor fall(-) in 

Enterprise 
(Actual pricea in Jan. 1906 - 100) relative priCEB between 

Jan. .Tan. Sept • 
1006 1007 1907 .Tan. Jan. Sept. .Tan.1006 .Tan. 1906 .Tan. 1907 

(dollara) (dollara) (dollars) 1906 1907 1007 Jan.1007 Sept.1007 Sept.I007 

Troneportalion CompanW.-(ConhnuM) -
Wheeling and Lake Erie ......... ....... 19.19 14.76 9.69 100 11 60 -23 -60 -21 
New York, Chicago, and St. Louia ...... 69.60 60.76 36.88 100 87 62 -13 -48 -36 
Wab .. h ..............................•. 23.38 17.31 11.69 100 14 60 -26 -60 -24 
Pittaburgh, Cincinnati, Chicago, and 

St. Louia ............................. 86.26 76.69 66.60 100 89 78 -II -22 -II 
Canada Southern ...................... 69.94 64.63 60.88 100 92 87 -8 -13 -6 
Lake Erie and Western ................. 41.44 27.76 16.66• 100 67 40 -33 -60 -27 
lllinoill Central., .. ......... , .......... , 178.00 166.00 138.00 100 93 78 -7 -23 -16 
Chicago, Milwaukee, and St. Paul ...••. 186.38 161.31 120.19 100 81 64 -19 -36 -17 
Chicago and Northwestern . ......... , . , 230.00 192.38 145.60 100 64 63 -16 -37 -21 
Chicago, St. Paul, Minneapolia, and 

Omaha ............................... 194.00 166.00 127.00 100 86 66 -15 -35 -20 
Duluth, South Shore, and Atlantic ...•. 21.00 18.00 9.60 100 86 46 -14 -55 -41 
Iowa Central . .......................... 82.19 26.44 16.94 100 82 60 -18 -50 -32 
Minneapolia and St. Louis .............. 82.13 67.88 89.63 100 70 48 -30 -52 -22 
Wiaoonein Central. .. ...... , ............ 30.50 24.19 15.13 100 79 60 -21 -50 -29 
Cheoapoake and Ohio .................. 68.66 62.60 33.69 100 90 68 -10 -42 -32 
Norfolk and Weetern ................... 89.13 88.88 70.88 100 99 80 - I -20 -19 
Louisville and Nashville ..... , ... , ...... 152.60 139.60 107.81 100 91 71 -9 -29 -20 
M iuouri Pacifio . ....................... 103.13 89.38 69.44 100 87 87 -13 -33 -20 
Miuouri, Kana&~, and Teua ............ 38.31 88.63 85.00 100 101 91 +t -u -10 
Te~ and Pacific ...................... 36.06 84.19 21.38 100 95 76 -6 -24 -19 

t~:!~n~n~0lti:O::a~~~-~-~·. ·. ·.:::: 92.94 103.31 86.88 100 Ill 93 +II -7 -18 
44.94 39.19 23.69 100 87 63 -13 -47 -34 

.Southern Pacific . ...................... 69.26 93.26 85.44 100 136 123 +35 +23 -12 
Union Pacific ........................... 154.25 176.94 129.69 100 114 84 +14 -16 -30 
Can ad i.an Pacific . ...................... 173.38 187.60 154.00 100 108 96 +8 -6 -13 
American E:~tpreu Co .... ............... 236.76 241.00 202.00 100 102 86 +2 -14 -18 
United Statee Expreee Co ............... 131.26 113.60 89 .47• 100 86 68 -14 -32 -18 
Wella-Fargo Ezpreea Co ... ,.,, .......... 244.00 285.00 280.00• 100 117 115 +17 +15 -2 
Pacific Mail Steamship Co ........... , .. 48.76 37.76 24.38 100 77 60 -23 -50 -27 
Western Union Telegraph Co .. ......... 93.63 83.63 76.60 100 89 81 -II -19 -8 

A veraae, ~ enterpriaee . ............ ...... ...... ...... 100 91 70 -9 -30 -21 

Grand averaa:a, 103 entarprilee ...... ...... ······ . ..... 100 91 8e -8 -34 -26 

• Interpolated. 



NOTES 2ll 

Chapter 3· Crises 
'Especially when the banking system has such a rudimentary organization as 

in the United States at present; compare section v. below. 
• On the panic of 1893 see Part I, Chapter Ill, iii, 6; A. C. Stevens, "Analysis of 

the Phenomena of the Panic in the United States in 1893," QUllrterly ]ourm1l of 
Eronomics, January 1894; 0. M. W. Sprague, History of Crises under the Na
tional Banking System (Publications of the National Monetary Commis.•ion), 
Chapter IV; W. J. Lauck, The Causes of the Panic of 189] (Boston and New York, 
1907). The panic of 1907 is described very brieOy in Part I, Chapter Ill, viii, 4· 

• Compare Sprague, History of Crises under the National Banking System 
(Publications of the National Monetary Commission), pp. 251, 252. Mr. Edmond 
Kelly says that the Knickerbocker Trust Company had become "an independent 
financial power" of which the ""Wall Street Group" was jealous, and that this 
group took adnntage of the institution's temporary financial embarrassment 
to get rid of its efficient president, Mr. Charles J. Barney. Subsequent events 
proved that the company was solvent; and might have been saved from passing 
into the hands of receivers (Twmtidh Century Socialism, New York, pp. 182-S4). 
Interesting personal details concerning this incident and its consequences are 
J:i'·en hy Carl Hovey, The Life Story of ]. Pierpont Morgan (New York, 1919), 
Ch.XIV. 

• Sprague regards this delay as "the most serious error made" in managing the 
panic of 1907; op. cit., p. 257· 

• A. P. Andrew, "Hoarding in the Panic of 19"7·" QUllrterly journal of Eco
nomics, February 1go8. 

• For the importation of gold see table 3· The volume of national-bank notes 
outstanding was as fo11ows: 

OM.oher I .......... . 
0f't..oher 16 ......... . 
l'ovf'Jmber I .. . 
l\overnber 15 .. 

Dollan! 

603 900.000 
607.100.000 
611.800 000 
631,300,000 

Date 

December t . .. . 
December 15 .... .......... . 
~ber3t .......•....... 
Ja.nll&C)' 18 ................ . 

Dollanl 

656.200.000 
676.900.000 
690.100.000 
69$,900,000 

RrsJwrose of th~ Secut<Jry• of the Tr~asury to Senate Resolution No. JJ of De
Ct>mhf"r 12, 1907 (6oth CotJg., rst Sess., St'n. Doc. 2o8), pp. u. 126. 

To prO\ide lawlul security for this increase of notes and for further govern
ment deposits, on lliovember 17 the Secretary of the Treasury offered to receive 
subscriptions for Sso.ooo,ooo in Panama Canal bonds and $100.000.000 in 3 per 
rent certificates ol indebtedness, and to permit go per cent of the proceeds of the 
bonds and 75 per cent of the proceeds of the certificates to remain in the national 
banls as gO\ernment deposirs. But only $24,631,98o of the bonds and $15436,500 
o! the certificates were acu:ally sold. (Report of the Secret<Jry of the Treasury, 
lgoll, pp. 21, 22.) 

'A. P. Andrew, "Substitutes for Cash in the Panic of 1907," QWlrter/y journal 
of Economics, August Igo8, pp. SOl, so•. 

'lbod., p. s15. As an additional aid to the banl<s in restriaing payments, the 
governors of Oklahoma, llie\'3da, Washington, Oregon, and California declared 
a su<USSion ollegal holidays; Sprague, op. cit., pp. 286, 287. 



21.2 NOTES 

• The average gain (+) or loss (-) to the New York bankt by interior movemen~ 
of cash from October to January during the decade 18gg-1go8 was, in thousandt 
ofdollan: 
Oetobe.--tot ..... It........... . . . . . . . -1. 881 
Oetober-2nd ..,.k .......•...•••.•• -1.641 
Oeto~rd week .•••••••••••••••• -1.014 
Oetobe.--4tb ..... k .•.•..........•.. -1.681 
NoV1!1Dbor-lot week ••.•••.•••••••• -1.700 
Nonmbe.--2nd week .•...........• -l,e&e 
November--ard week ....... , ....... -1,&30 
November--4th week ............... - &63 
n-mbor-lot week ••••••••••••••• - 213 

n-mbor--lnd ..................... - 11M 
n-m~rd -...k ...••••••.••••. + 616 
n-mbe.--4tb -k ....••••..••••• + 110 
n-mber--6tbweek ..••..........• +1.188 
Januuy-1ot -...k .............•.•• +0.684 
Januuy-2nd ...,.k ...........•...• +1.821 
Januuy-lrd ...,.k ................. +7. 771 
Jaauary-4tb week ...•.•.•••••••••• +O.IUI 

E. W. Kemmerer, SetJSMIIJ/ Yoriotimu in the Demand for Money and Cof1ilill 
in the United Statu (Publications of the National Monetary Commission), p. us. 

,. Tbe Trust Company of America is said to have paid out some $34.000.000 
in two weekt; Sprague, of1. cit., p. 154-

11 Compare Sprague, of1. cit., pp. lflo-17· 
u Kemmerer, Of1. cit., p. 118. 
u Compare Sprague, Of1. cit., pp. 291--$. 
"Ibid., pp. 241 and 246. 
,. The imporu and exports of merchandise were as follows: 

Kontb 

September ••••••••••.•••.••••••. 
Oetober ........................ . 
November ...................... . 
n-mber ...................... . 
January ................... , ••• ,. 

1m porto 

IIM,400.000 
111.800.000 
110.900,000 
02.300.000 
86,000,000 

1136,400.000 
lBO. 400.000 
204,600,000 
207.100.000 
ll08,ll00,000 

Compiled from the Jl...Wr s...,.....,., of c ......... fllll Fi-

+I n.ooo.ooo 
+ 88.600.000 + 01.600.000 + 114.800.000 + Ul,liOO,OOO 

,. A. Strauss, "Gold Movements and the Foreign Exchanges," in The CuJTntey 
Problem oad the Present Finonciol Situation, a series of addresses delivered at 
Columbia University 1!)07-08, pp. 65-67· 

.. Finonciol Review, 1go8, p. 59· 
'"Bradstreet's, indeed, publishes the nominal rates of discount in several cities; 

but table 8 shows that notninal rates are not trustworthy indices of money
market c:onditions during a panic. For that reason it would be vain to c:ompile 
the figures for other towns.. 

'"The statement in the table that the bankt and trust c:ompanies were out of 
the call-loan market from the last week of October to the end of the year does 
not mean that they lent no money on call. They did lend perfora: at the "money 
pool" on the Stock Exchange, though not over their own c:ounten. Compare Mr. 
T. F. Woodlock's exa:llent paper on "The Stock Exchange and the Money Mar
ket,'' in The Cu~ Problem and the Present Finonciol Situation, a series of 
addresses delivered at Columbia University, 1!)07-08. 

• Probably the 6o- and go-day loans made at u per a:nt and over in November 
went largely to stockbrokers, who wually carry half or more of their loans on 
time, and depend on call money for the balance. Some of these time loans to 
brokers had to be renewed during the panic. as part of the plan to forestall worse 
things on the Stock Exchange. 

• Sprague, Of1. cit., p. soo; c:ompare Part D, Chapter VII, i. 
• See table 5, and c:ompare Sprague, Of1· cit., pp. 505-15. 



NOTES 

• Though it is difficult to disclover and classify the causes of all bankruptcies, 
Brrulstreet'1 figures possess great interest as a pioneering effort in an important 
field or enquiry. Rearranged for convenience, the data for 1904-oS are: 

Penlen'-o!Dumberoffailureo P-.o-ofli&bilitieo 

11108 11107 111011 11108 II!Ot 1908 1907 11106 11108 II!Ot 
- -- - --

Paul .. ol tb ... lo.ilina: 
14.1 1'1.1 35.1 33.4 au 27.1 1U 10.0 33.0 32.0 lAck of capital . ........... 

(nGI)mpe\eD.• .. ........... ll.fl ll.fl 21.1 M.t 21.1 Ill 0 8 0 16.6 21.6 14.1 
Fraud ........•.•....•..... 11.6 10.1 10.0 8.1 8.6 8.0 1.1 16.1 8.1 8.4 
ln•perieooe ............... 4.0 4.8 4.0 &.8 1.1 1.8 1.1 1.1 1.1 1.1 
UnWJae aredita ............. 1.0 1.1 1.8 1.6 l.t 1.7 1.1 1.1 4.1 t.8 
N..,loo& .......•••.•••...... 1.1 1.6 1.2 1.0 1.1 .8 .6 1.6 1.1 1.6 
EEt.r&YacaD•·············· 1.0 .0 1.0 1.1 .8 .0 .6 .8 1.1 .7 
8-ul&t.loD ................ 1.0 .r .8 .7 .8 &.7 &.8 1.6 7.7 6.1 

Total .................... 77.6 81.1 78.7 ~ 77.1 82.0 U.8 72.8 78.1 88.1 

Not fault.o ol th ... lo.ilina: 
11.1 61.7 17.0 15.5 21.7 Specific oondat.iou ......... 18.1 tfl.l 17.1 IU 18.1 

Fail UN or other. ... ........ 1.8 I.& 1.0 1.1 1.6 6.0 ••• 8.8 4.6 8.1 
Compot.it.ioD ............... 1.8 1.1 1.0 1.6 1.1 1.7 .4 .. .0 1.0 

Tot.ol .................... 21.6 18.1 Ill. I 20.0 11.1 18.0 6U 27.1 20.1 II. I 

• For animal products, however, this maximum was les1 than that of the pre
ceding February. 

• The changes in the general index numbers which include many commodities 
of dilferent cluses are les1 illuminating than these detailed figures. For the 
pointa of time such series as those published by the Bureau of Labor, Brad
ltreet'•, and Sauerbeck mark as the beginning or recession clearly depend upon 
the proportionate representation allowed to consumers' and producers' goodl. 
to manufactured articles and raw materials, and to the raw products of the mines, 
foresta, and fartn1. Thus the Bureau of Labor's index number puts the maximum 
price in October '907• and Brrulstreet'• index number in March, primarily be
cause the former includes relatively more manufactured goodl than the latter. 

• The e<ceptional gain or clearings in March enforces this opinion; for this 
was the only month in the year when the number of shares sold in 1907 was 
greater than in ago6. See the table in the Finsnci4l Revitw, ago8, p. 55· 

• Tbe slight excess or the July clearings in 1907 occurred in the face or a de
dine in the number or shares sold from 16.5 to u.S millions. 

• See tbe London Economist, Vol. 65, pp. 1144- 1192, •s•B. 
•ibid~ p. nSt. The failure or the Manchurian railway loan attracted especial 

at~ention because or the attraCtiveness or the terms offered-interest 5 per cent, 
aubacription pri<Je 97. amount of issue £4/JOO/JOO. The underwriters included 
some or the strongest British banks, and the guarantee or principal and interest 
by the Japaneor government ""'med to alford good security. 

•ibid., p. aa6a. 
•Ibid~ pp. IISa-,9-
•ibid~ p. ass5. 
a I bid~ p. I SOl· 
"'The .Econo...Ut'r'"Commercial History and lleview o{ 1907," p. 1. 

• Economist, Vol. 6!;. p. 1499-
• In Creaa Britain as in the United States metropolitan clearings are a !esl 



NOTES 

faithful guide to the volume of busineos than a>untry clearings. Even the town 
clearings in London ahow no decline if the figures for atock-achange pay days 
and a>nsola settling days be excluded; aee the Economist's .. Commercial History 
and Review of 1907," p. s; for statinia of clearings and exports aee tables ·~·· 

• Economist, Vol. 65, pp. ••sB, 1583, '755--s&. •8•4-15, ''177•ll08,_a4, and ••7•· 
•Ibid., pp. 1840, 1886. 
• See Part II, tables 101 and 104. 
• See the money article of the Economist, October 16 and November •· 
41 See the weekly money article of the Economist in November and December. 
a This institution received in return long dated billa at 4~ per cent disa>unt, 

charged 1 per cent premium for the gold, and stipulated that the reimbursement 
should be in aovereigm. See the Frendl oorrespondeoce of the Economist, No
vember g. 

• See the money articles of the Economist, November !JO, December 14 and n • 
.. Doublleos the gold received from the Bank of France is oounted among the 

imports. 
• Economist, Vol. 65, pp. r86s. •945· 
• This so-called index number gives the aggregate 'values' of 587 representa· 

live issues of securities, including both stocka and bonds. For •9074 they are, 
in millions of dollars: 

1907-January....... • • • • . • • • • 18. '1M 
February •••••••..•••••. 18.571 
March........ • • • • . . • • • • 17.962 

1907-A-.....•••••••..•.• 17.023 
Septemw ............. 17.188 
October ....•.•.•.•••••. 17.062 

April •••.••..••••••...•• 17.972 
May ••••••••••••••..•••• 17.792 
June ................... 17,461 
Jul,y •••••••••••••••••••• 17,685 

November .............. 16,823 
Deeemw .............. 17.033 

1!108-Janua.-y .•..•..•.•...•.. 17.334 
.i'ehruary •••••••••••.•.• 17.320 

., Economist, Vol. &s. p. 20JII, and .. Commercial History and Review of 1907," 
PP·!I•4-

'"Ibid., pp. 2022, 2071-'72. 
• Whether the provisions for the issue of emergency currency made by the 

Aldrich-Vreeland Act, passed after the panic of 1907, alford an adequate remedy 
for this long-standing defect in the American currency system cannot be told 
until the new machinery has been tested in practice. And this law seems likely 
to expire by limitation before occasion bas arisen for its application. 

• Part II, Chapter VII, i and ii. 
"'Compare F. S. Mead, .. Banlr. Reserves in the United States, Canada, and Eng

land,• QtuJrterl)l ]oumlll of Economia, May •907· 
• Sprague, History of Crises under the NIJliOR4l Ban/Ung SJIIIem (Publica

tions of the National Monetary Commission), especially the chapters dealing 
with the crises of r88f, r8g!J, and •907-

• Sprague's suggestion that institutions that make a business of holding 
banker's deposits should be required by law to lr.eep larger reserves than institu
tions that do a purely local business merits careful a>nsideratioo. See his Banking 
Reform in the United States (Cambridge, Mass., 1911), pp. 9411. 

Chapter 4· Business Depression 
1 In rgo8 aevera1 businessmen in St. Louis, inspired by sentiments of this 

son. organized a .. National Prosperiry Association," which sought to establish 
brandies in all parts of the oountry. The chief effort of the association was 
directed toward inducing producen and manufacturers to agree upon a general 
resumption of operations on June •· FiR11n<i4l Reuiew, rgog, p. u. 



NOTES 

• These ~ports of fresh suspensions a~ seldom given as much prominence 
u the more cheerful news of earlier weeks. Indeed, the newspapers sometimes 
~port the opening of a mnspicuous establishment several times within a few 
months, without ~(erring to its intermittent suspensions. Such cases usually 
mean that the managers let their small current orders accumulate for a few 
weeks until enough work is on hand to justify starting the machinery, execute 
the work rapidly, and then dose once more. Compare Iron A.ge, July so, 1go8, 
Vol. 81, p. 514. 

• This ~triction of demand and the patent misery from which it arises are 
ordinarily more severe in large cities and industrial towns than in muntry 
districts. Farmers may have abundant crops and remunerative prices at the 
very time mills are idle and their hands are walking the streets. Even when, as 
in a8g4-g6, the agricultural interest also suffers from had seasons or low prices, 
there is less acute privation in the rountry than in the towns. Agricultural de
pression, however, renders the depression in the industrial centers still more 
intense; for the slackening of the farmers' demand for goods ruins the market 
for many manufacturing and mercantile enterprises. 

• Part ll, Chapter V, iii; E. W. Kemmerer, Money and Credit Instruments in 
their Relation to General Prices (ed. 2, New York, agog), p. 131; Irving Fisher, 
The Purchasing Power 'of Money (New York, 1911), pp. 47H6. 

• Part ll, tables g, n, and 12. 

• For index numbers of the various classes of prices referred to see Part ll, 
Chapter IV, i. 1, s. 4• s. 6, and g; for a fuller analysis of the causes of the differ
enoeo in range of fluctuation see Chapter 1, iii, 1, D, above. 

'For index numbers see Part ll, Chapter IV, ii; for analysis see Chapter 1, iii, 
a, above. 

• For index numbers see Part ll, Chapter IV, iii; for analysis see the next sec
tion in the text. 

• For index numbers see Part ll, Chapter IV, iii, 1, ll• and 4· 
.. See Part ll, Chapter IV, iv. As the tables in that section show, there is 

usually a ~ction from the lowest prices touched during a crisis, particularly 
if the crisis has degenerated into a panic; but when the subsequent depression 
is eevere and prolonged prices begin to sag again. and sometimes ~ch a lower 
point than that recorded in the time of most intense strain. 

" See Part ll, Chapter VIII, i, and ii, 1. 
"Ibid., ii, S~· 
UJbid.,e. 
"Ibid., 5. 
16 See the monthly figures for the stock of gold money in the appendices to 

the annual R'ports of the Treasurer of the Vniled States, 
" Part ll, Chapter VI, iii . 
.. lbid..,iv. 
Ufbid.,v. 
••tbid.,vi. 
• New York often presents an apparent exoeption. In ago8, for example, bank 

loa~ were larger in ~his city than in 1go7, chiefly because rountry banks were 
~ndang to New York adle fu~ds they rould not use at home, and were depositing 
an the banks at I per cent mterest funds they had former! y lent on their own 
acrount at call on the Stock .Exchange. The demand that absorbed the increased 
oupply of loan.• arooe largely because money could be had for a per cent or even 
less at call and anvested in _oecurities that yielded interest or dividends of 4 per 



NOTES 

cent or more. The national banks as a whole, and the great foreign banks [01' 
which we have atatistia, usually show a decline in Joana when prosperity i.l 
succeeded by depression. See Part II, tables B>t-104. 

• The statistical evidence given in Part 11, tables >t-13, is summarized here. 

1893-91 1-.ot 

26 foodo at wholeoalo in tho United Stateo ....................... at 7 
26 foodo at retail in tho United Stateo ........................... 10 0 

1891-etl 11100-03 1807~ 

~~=::~~;;~,~~::::::::::::::::::::::::::::::: II • 0 
12 +4 +I 

1881-etl IIIOIHM 1807~ 

23 foodo at wbnleoalo in France ................................. 26 I 8 
86 foodo at retail in Fran.oo •••.••••...•..•••••••••••.••••..••••. 8 +I +2 

189CHIO 1-.ot 1807~ 

20 raw materiale in the United Statee .. ......................... '¥1 12 
20 manufactwed product.o in tho United Stateo ................. 22 I 

Iii raw materiale in the United Statea ............................ 41 +7 7 
IIi p&.rtly manufaetwed l'rodueb!o in the United Stat.ee ........... 23 +II • 6 finished commoditieo m tho United Stateo .••••.•••.•••••.••.. 14 +6 I 

45 raw producers' aoods in the United Statee .................... 18 0 II 
18 manufaotwed produ0018' 1oodo in tho United Stateo .••••••.. 22 0 14 

18 raw mineral productl in the United States ................... '¥1 • liO 
23 manufaotwed mineral product.o in tho United Stateo ......... 22 I 10 

IOraw forest product.o in tho United Stateo ..................... IS +tt 18 
V manufaotwed foreot produota in tho United Stateo ............ liO +• II 

Draw animal producta in the United Statee ..................... 23 II 7 
18 manufactured animal product.o in tbo United Stateo ••..••••. 18 1 I 

18 raw farm produete in the United Statee .. .................... 43 +I 
40 manufactwed farm product.o in tbo United Stateo ............ '¥1 +I 

'"A similar summary follows of the evidence from Part II, Chapter IV, i and 
iii, relating to wholesale prices and discount rates during depressions. 

Number of pointe by which 
relative pricee and relative 

rata ol i.Dtere.l. feU 

1893-97 lllOIHN 1807~ 

II 0 I 
72 26 41 

Wholesale prioee in America ................................... . 
Discount ratee iD New York. 60-80 d&)'B .... ..... o. o o o. o. o. o o. o. 

1890-86 IIIOIHM 1807~ 

16 7 II 
Ilia 41 107 ~~~~"uo:!l!.nrn~ndon::::::::::::::::::::::::::::::: 
16 8 14 
47 41 68 

Wholesale pricee in France ......... , ................... o •••••••• 

Market diacount ratee in Paria .. o • •••••••••• ; ••••••••••••••••••• 

21 8 8 
68 41 64 

Wholeeale prioee in Germany . ................................. . 
Market diooount rateo in Berlin ................................ . 



NOTES 

• The mdencr of Pan 0, tables 1t-t7, is as follows: 

Number rJI pointe by whieb 
nlat.ive pricea a~~d rei&Uve 

-fell 

'IIVbol_.. po;.. in Amerieo.. . . . • • • . • • • • • • • • • • . • • • • • • • • . • • • • • • . . IJ 0 
lle&Mift- in America •••.••....••.•...••.•.••••••.•.••••• ·~--·-+_+.;_•-1---

18111-116 IIIOIHM 11107-88 

""""-'o .,.;.. in Enalond.. . . . . . . . • • . . . . . . . . . . . • . . . . . . . . • . • . . II T 
lle&Mift- in EnaJ-d. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . I . I 

• Compare, for example, Stuart Daggett's detailed study of Rt.lilrtNJd Reor-
gamzatiOft (Harvard Eronomic Studies, Vol. IV, Boston, tgo8). 

• See Pan II, Chapt~ V, i. 
• See Pan II, Chapter VIII, i. 
• Compare Pan II. tables •o8--•S· 
• Compare the digest of Johannsen'• theory of 'impair avings' in Pan I, 

Chapt~ I, ii. '4-
• Compare the varioU& indica of the volume of business presented in Pan II, 

ChapterV. 
• Alone among the writers reviewed in Pan I, Chapter I, Veblen held that 

the buainea condition& of depression tend to become chronic ratoo than to 
breed prosperity (sec. ii, to). The basis for this view is that the continual im
p1011m1enta in indU&trial technique give new plants ouch an advantage in cost 
over their ol~ competiton as 10 keep the majority of aisting enterprises 
al-fl in dillicultieo. The one tanedy Veblen saw for this oondition, apart from 
the favorable aaidenta that oa:asionally interrupt the downward trend of -~ 
prica. is an ew:r more thorough coalition or combination among businessmen 
10 restrain competition. 

The reason buaine. biiiOry bas not yet an&w~ this expectation is that other 
price-making facton have proved more potent than technical intprovementa in 
metbodo of production. Among these other facton. the one on which Veblen laid 
ot.--a:tenlion of combinations in restraint of competition-c:ertainly requires 
auentiOD. But the facton mentioned above-panicularly the reduction in the 
operating and aupplementary com of the old enterprises themselves, and the 
increase of dentand for oon&truction work-have so far exercised a powerful 
inftuenee in reoiOring condition& that promise a fair margin of profiL 

To forecut the future rdative fonz of the numeroU& facton involved is far 
from easy. Of ooune depreooionl bred prosperity in the dayo before competition 
bad been IO'verdy obackled by combination; but in those dafl the progress of 
technique was -.ningly 1- eteady than it is now. Should the further progress 
of combination be checked. bowever, it is lllill probable that the changes de
presioa brings about in the dliciency of labor, in the policy of inves!On, in the 
capitalilatioa of mrporationo. in the relative prica of finiobed producto and 
nw material~. eu... -uld continue 10 overbalat>a the depressing in8uencr 
uerc:iaed by the introduaioa of improved procaseo and machinery. 



uS NOTES 

Chapter 5· Wider Aspects of Business Cycles 
1 See the second volume of R. Ehrenberg's Du Zeitaltw der Fuggw Qena, 

t8g6). 
1 Mentor Bouniatian, Studien zur Theorie und Geschichte dw Wimchafts· 

lr.risen, Vel. II; Geschithte dcr Hande/sllrisen in England, 16-1,_184o (Munich, 
tgo8), chapten s-6. 

• Notice sur Ia pbiodicitl des crises lconnmiques et ses rafJPOTis tJVec /'ex· 
ploitation des chemins de fer (1-anrais; Ministere des Travaux Publics (Paris, 
December 1907). Quite independently, Mr. Carl Snyder has suggested the &nan
cia! advisability of much the same policy for the American railways; New York 
Globe and Financial Advertisw, January ll• 1915. 

'The Prevention of Destitution (London, 1912), pp. 118, 119, and the refer
ences given on p. 157; compare B. S. Rowntree and B. Lasker, Unempluyment 
(London, 1911), pp. so6-o8. 

• In New York, for example, there seem to be several groups of powerful 
6nancien, each group more or less firmly cemented together by family ties and 
business interests, but changing from time to time in penonnel, in relative 
prestige, and especially in their relations with other similar groups. Ordinarily 
each group acts more or less independently, and frequently one group engages 
in a bitter contest with some rival. Sometimes such contests bring about grave 
disturbances in the business world, as when the fight between the Hill and Har
riman interests for the control of the Burlington railroad led to the Northern 
Pacific corner of May 1go1. But at other times the lack of concerted action is 
a factor of safety in that it lessens the control any single power can exercise over 
the financial markets. 

• Compare Veblen, Theory of Business Enterprise, pp. 206-<Jg; Edmond Kelly, 
Twentieth Century Socialism (New York, 1910), Book II, Chapter VI. 

'George N. Hull, Industrial Depressions (New York, 1911). 
• Compare Part II, Chapter IV, iii, 1, and iv, 6. Since this chapter was written 

the New Yorll Times Annalist has started such compilations. 
•see Anna Youngman, The Economic Causes of Great FOTtunes (New York, 

•gog). 



INDEX 

·• Abnormal" events and business crises, 
167-•68 

Abortive rrvivals of business, 129-131 
Aftalion, A., theory of business cycles 

of, 6o 
Agriculture, oonnection of, with busi· 

ness cycles, 2, 6-7, 146, •67 
Aldrich· Vreeland Act, 214, n. 49 
Andrew, A. P., 79• 81, 211, n. 5 
Applications for investment loans, 58, 

4'· 43· •31>-137· 144-146 
Associated Banks of New York. See 

New York Clearing House 

Balance of trade. See Imports 
Bank checks. See Deposit currency 
Bank circulation. See Bank notes; De-

posit currency 
Bank clearings, tot-105, 118-120 
Bank deposits. See Deposit currency 
Bank failures, 75-?7• 124-125 
Bank notes: in panic of '907• 78-85; in 

depression, 157 
Bank of England: disoounts in 1go6, 

86; action of. in crisis of 1907, uo-
115, 125-126; run on, in 17o8, 16g 

Bank of France, loan of, to Bank of 
England in 1907, 110, 114 

Bank rates. See Disoount rates 
Bank reserves, 4?-j;2.1kH!4. 9''"97· 110, 

Ill, 125-128, 157-159 
Banltn-s' Magax.ine (London), 115 
Banking reform, 124-128, 172-175 
Bankruptcies: in panic of 1907, 97'"99· 

111, u,-124; in depression, 140-142 
Banks, money hdd by, 4M2, 157-159 

Baring Brothers and Company, failure 
of, 124 

Barney, C. J .. 211, n. 2 
Barometers of business oonditions, 7-8, 

17!)-187 
Beginnings of business cycles, 16g-171 
Beveridge, W. H., theory of business 

cycles of, 163, 198, n. 3 
Bills of exchange. See Domestic ex

change; Foreign exchange 
Birmingham clearings in 1907• 119-120 
Bonds: sales of, in prosperity, 42, 2oo, 

n. 20; yields and prices of, before 
crisis of 1907, 61>-68; prices of, dur- _ 
ing panic, 87-88, and during de
pression, 155-156 

"Booms." See Prosperity of business 
Boston banks in panic of •907• Sg, 92, 

96 
Bouniatian, M ., theory of business 

cycles of, 218, n. 2 
Bowley, A. L., 174 
Bradstreet's: statistics of bankruptcies, 

g6. 98, 123; index number, 100, 179 
Bristol: loan in 1907, 1o8; clearings in 

1907, 11!)-120 
Bureau of Labor (U. S.): purchasing 

power of wage earners, 202, n. 59; 
wholesale prices, 213, n. 25 

Business activity: revivals of, 1-2; charw 
acteristics of, 5-1!7 

Business barometers, 7-8, •79-187 
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121, 151, 18g; means of reducing. 
17!1-175 

Enaoacllment of CDSIS upon prolill, 
~B.sH! 

England. Mrs. M. T., 165 
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BUSINESS CYCLES AND THEIR CAUSES 

This is a realistic account of what goes on 
within a business cycle. 

The recurrent phases of economic activity
prosperity, crisis, depression, and revival
grow into and out of each other. They are 
here examined in terms of the characteristics 
and observed behavior of the economic sys
tem. 

Originally published m 1913, Mitchell's 
germinal and familiar work marked the be
ginning of a distinctly new approach to the 
analysis of business cycles. The present vol
ume, which is Part Ill of the larger work, has 
since become the classic statement of a 
theory of their causes. O ne of the reasons for 
its durability i~ not far to seek: it was woven 
out of observed phenomena of the money 
economy, not spun out of airy postulates. 

Original contributions to economic theory 
ouJiast the individual and temporal variations 
which the annals of business and the tables 
of statistics show. This is such a contribution. 

Wesley Clair Mitchell was for many yeprs-
Professor of Economics at Columbia Unive r
sity and Director of the National BureaJ of 
Economic Research, Inc. 
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