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October 1929: The Month that Shook Wall Street


The roaring twenties saw a great deal of prosperity in the United States economy.  Everything seemed to be going well as stock prices continued to rise at incredible rates and everyone in the market was becoming rich.  Two new industries: the automotive industry, and the radio industry were the driving forces of this economic boom.  These industries were helping to create a new type of market that no one had ever seen in history.  With the market continuously increasing and with no foreseeable end, many individuals were entering the market because they saw the market as a sure fire way to get rich quickly.  The rising prices of stocks and the large increases in trading created the speculative market that would eventually crash.  On Monday, October 28, 1929, New York seemed to be the primary focus of the entire world.  During that week in October, the bottom of the New York stock market fell out, an event that would lead the world into the greatest depression it has ever seen to date.  Many individuals including those in the Federal Reserve Board saw the crash as a healthy thing that would bring all speculative trading to an end, and bring stock prices down to “realistic” levels.  Following the crash the Fed followed a contractionary policy, which does not encourage expansion.  Although that type of policy did need to be implemented prior to the crash, the decision to implement contractionary policy after the crash at best can be considered a questionable decision.  The unstable financial situation of the United States that lead to the great crash can be attributed to the lack of leadership and action of the Federal Reserve in the financial world during the roaring twenties.


After the end of the First World War, the United States saw its shares of declines in the market but the overall trend after 1923 was an upward trend until 1929.  Most industries in the United States saw vast improvements in manufacturing technologies and prospered because of them.  The Automotive industry best illustrates the economic boom that was occurring during this time.  During this era the automotive industry saw a large increase in revenues as cars became the must have leisure good of the time.  The automotive industry not only increased its’ sales but also the sales of a lot of other industries that were involved in making the products used in building cars for example the steel, glass, and rubber industries to name a few.  Another important aspect that would later play a great part in the creation of the speculative market was the concept of credit and installment payments, which were commonly used in the purchasing of an automobile.  Although credit now days is a commonplace thing in the market, the amount of credit that was being used at the time was substantial.  During the times the wealth of the nation was very unbalanced for the wealthiest people of the country took home a large percentage of the income.  Due to this unbalanced distribution, most of the country was forced to buy most products on installment plans, because their wages did not increase at the rate of increase of their production.  Thus most of the profits from the increase in production went right into the pockets of the corporation.  Despite this increasing amount of credit, the people of the country saw no foreseeable end to the continued growth of the economy.  Even in 1929 there was great confidence in the continuous growth, for on Jan 1, 1929 in the New York Times Charles E. Mitchell, President of National City Bank, was quoted in saying the following: “Business is entering the new year upon a high level of activity and with confidence in the continuance of prosperity. “3  Despite his positive forecast of the economy CE Mitchell saw one possible downfall of the economy and also stated the following; “So long as the responsibility for credit distribution is held by the banks who obviously feel that responsibility, business should not suffer, but the public must realizes that business stability loses when the condition is otherwise. 3” The large increases in production, the increasing credit market, and the increasing gap of the wealthy and poor would all contribute to the crash of 1929, but instead of looking at all the factors, the Federal Reserve Board developed a serious case of tunnel vision by looking only at speculators as a problem in the economy.


At that time many people began to see the market as the quickest possible way to get rich.  The individuals who look to make quick large gains in the market are known as speculators.  As the market prices of certain stocks kept increasing then more and more speculators would enter the market hoping to make a quick buck.  At the time the stock market was relatively unregulated by the United States government mainly because it was a time of Laissez-faire economic policy.  Business individuals thought that the government should not play a part in the market or other business transactions.  This ideology would help speculators, for brokers would be responsible for the deposit needed to buy stocks and banks decided on their own how much they could lend out.  Speculators would for example buy a thousand shares at ten dollars per share, but the brokerage house might only require a deposit of twenty-five percent of the total value, thus the speculator only needed to come up with only two thousand dollars instead of the full ten thousand dollars.  In this type of situation speculators could buy large amounts of shares with a relatively small amount of money.  That posed itself as a problem considering many times the speculators could not afford a loss of only a couple points in the market, but with the added fact that most speculators borrowed money to make the deposit the impact of a loss was multiplied.  Banks at the time were not regulated by the Federal Reserve to only loan out a regulated percentage of their reserves like they are today.  The banking industry, therefore could lend as much money as they wished to lend.  If a bank involved itself in speculative lending and lost a lot of money the bank could go bankrupt, and this practice commonly occurred from1923-1929.  Speculation could have an influence on how a stock is performing, thus the stock could be overvalued or undervalued dependent on if speculators were buying or dumping.  How an investor feels about a stock could be and was enough for him to invest in it, therefore when speculators jumped on a certain stock individuals would see increasing prices and also jump on the ride in hope of making a quick buck.  A great example of speculation would have to be the pool formed by M.J. Meehan and company to buy and sell shares of the Radio Corporation of America5. The pool with the help of some good press about RCA in the New York Times saw the stock prices fluctuate from a low of around eighty dollars per share to a high of around one-hundred nine dollars and seventy-five cents during its’ existence from March 9, 1929 to March 30, 1929.6  After the pool’s termination on March 30, 1929, the group had roughly earned five million dollars.7  These types of large gains in a short period of time is exactly what attracted many speculators during the time preceding the crash in 1929.  Although excessive speculation was not beneficial for the economy, the amount of emphasizes that the Federal Reserve Board placed on speculation would end up being their downfall in enacting faulty economic policies.


Black Tuesday occurred on October 29, 1929, but drops in the market had occurred prior to that day.  The first significant drop that occurred in October took place on Thursday October 24, 1929 when the market moved 12,894,650 shares setting a new record.8  The drop however did not raise any serious flags about the economy, for the market rallied in the afternoon and continued to rally on Friday.  Those in the financial sector thought that the market dropped a bit due to speculation and that stock prices were in the process of readjusting themselves.9 

“In fact, the market appears to have stabilized itself quickly and to a remarkable degree.  The calmness of the trading on Friday and again on Saturday indicated that normal conditions had once again been restored and that the hysteria of last Thursday had passed as quickly as it developed.”10
Although everyone involved with the market was eager to see how trading and prices would fair on Monday, it would be hard to imagine that anyone would have known what occurred that day.  The amount that the market dropped on Monday March 28, 1929 was actually higher than the figures for the infamous Black Tuesday.  On that Monday the New York Stock Exchange lost an estimated ten billion dollars in securities, and that if all the exchanges were added up the total losses they totaled around fourteen billion dollars.11 The rate at which the stocks were traded indicated that the slide was not done yet.  The volume of selling that occurred throughout the day was relatively high on that day, but before the exchange closed there came an onslaught of trading indicating that the market was not done yet:

	Time of day
	Total sales on the Exchange
	Average volume dealt every ten minutes

	10:00am-10:30am
	815,600
	271,866.66

	10:30-12pm
	3,135,200
	257,733.33

	12:00pm-1:30pm
	5,547,900
	268,078.77

	1:30pm-2:10pm
	6,328,500
	195,150.00

	2:10pm-3:00pm
	9,212,800
	576,860.00

	
	Compiled using “Stock Prices Slump

 $14,000,000,000 in Nation-Wide Stampede 

to Unload; Bankers to Support Market Today.” 

The New York Times 29 Oct. 1929
	


Sure enough another large loss hit the market the following day on what forever in history be known as “Black Tuesday”.  That Tuesday the securities on the New York Stock Exchange lost an estimated eight to nine billion dollars and sixteen and half million shares dealt.12  Stocks continued to be dealt throughout the day until there was a small rally at the end of the day caused by buyers who thought that prices had sunk too low.13  This rally at the end of the day extended into.  Wednesday as large investors such as John D. Rockefeller jumped into the market and invested in what they believed to be sound investments.14 

Due to the record-breaking number of trades that had occurs in the last couple of days, the Exchange decided to shorten the trading period from five to three hours, and close the Exchange on Friday and Saturday.15 On Thursday, stocks rallied once again and many concluded that there would not be any more falls like the ones that had occurred Monday and Tuesday.16  In a letter sent out to all its’ customers the brokerage house of E. F. Hutton & Co. stated the following: 

“It is hard to imagine any reason for selling high-grade securities at these levels and there seems to be every fundamental and technical justification for buying.”17
It is evident that the brokerage firms thought that the prices in the market had stabilized for the most part.   Brokerage firms after the drastic falls that occurred in October lowered their margin requirements, due to this optimism in that the market would gradually rebound.  The financial world surely thought that the worst had ended, but in fact the worse was yet to come.


The main cause of the events that occurred in those weeks in October, and continuing drops in the market in the subsequent years would have to be the shaky money policy that was being carried out in the Federal Reserve.  The composition of the Federal Reserve Board happened to be a group that did not have a strong background in the financial world.   The Board’s three most qualified members were: Roy A. Young, former governor of the Minneapolis Reserve Bank; Adolph C. Miller, former professor of economics at Harvard, Chicago, and Cornell; and Charles S. Hamlin, a former Bostonian lawyer and assistant secretary of the treasury.  There were also weaker members of the board in: George R. James, a Memphis merchant; Edmund Platt, former newspaper editor, and New York Congressman; and Edward H. Cunningham, an Iowa farmer.  Although the Federal Reserve Board contained some who had weak qualifications for dealing with the US economy, the three others had enough experience to carry out wise financial policies.  With the election of Herbert Hoover who A. Miller shared economic views with18, the latter began to take a leadership role on the board.  Miller’s recommendations for the Federal Reserve Board would end up contributing strongly to the crash of 1929.  


Prior to the Crash of 1929, there had existed some conflict between the Federal Reserve Board, and the Federal Reserve Bank of New York   At the time, Benjamin Strong was the governor of the Federal Reserve Bank of NY, and one of the most internationally respected bankers of his time.19 Strong and especially A. Miller would over the years develop conflicting monetary especially when it came on dealing with speculators.  Strong believed that credit could and should not be restricted when it came to stock speculation, while A. Miller believed that speculation should be stopped, and throughout his time at the Fed he declared a personal war against speculators.  A. Miller stated the following in a speech to the Boston Commercial Club in 1925: “It is clear therefore that no bank has a proper status as an applicant for reserve-bank accommodation which is supplying for speculative purposes.”21  When the crash would hit in 1929, A. Miller would blame the fall on the easy money policies of 1927 enacted by Strong as the cause.  Miller overlooks that Strong’s policies provided a positive stimulation to kick start the economy, and thus preventing the economy from possibly going into a recession.  The policy that Strong took, in today’s economic studies would be considered as the right decision in fighting a recession  Miller’s obsession with speculators and the method for which to deal with them would end up playing a large role in causing the crash of 1929.


After the death of Benjamin Strong in October 1928, the Federal Reserve System would be in void a strong competent leader.  The Federal Reserve Bank of New York appointed George Harrison as its’ new governor to replace Strong. Although Harrison was qualified for the job, he lacked the leadership skills that it took Strong to fight the A. Miller and the board in Washington.  With the election of Hoover, a personal friend who agreed with A. Miller’s policies, in 1928, Washington was ready to begin the war against speculation, and start moving New York out of the way.  The first encounter between Washington and the New York Bank would occur on January 3, 1929 over the raising of the minimum buying rate for banker’s bills.24  Harrison called Governor Roy A. Young of the Federal Reserve Board to inform him that the New York bank had voted for the increase and it would be in effect tomorrow morning.25  Governor Young would later send a telegraph telling him that the board was not ready to approve the increase, mainly because A. Miller did not agree with the increase.26  This of course came as a shock to Harrison and confused him a bit since the policy at least while Strong was in office was one of the member banks making decision and reporting them to the Board.  Harrison did not need the approval of the Board to carry out the action, but he called Young to ask him about what the misunderstanding was instead of strongly asserting his position.  The action of acknowledging any legitimacy in the Board’s response seemingly gave credibility to what they had done, when in fact they did not have the power to approve or disapprove Harrison’s decision. This situation would seem to foreshadow the events prior to the crash of 1929.  Harrison in conflict with the Board, more specifically A. Miller, but not being a strong enough of a leader to stick to his policies and fight the Fed.  


Over time it would become obvious that speculation had to be curtailed somewhat, but the debate at hand was over the method of attempting to do this.  A. Miller believed that speculation should be controlled through direct action by telling banks that the Fed did not support banks that were making speculative loans.  On February 2, 1929, A. Miller would lead the Fed in approving the publishing of a letter to banks that stated the Fed’s position against speculative loans. 

“A member bank is not within its reasonable claims for rediscount facilities at its Federal Reserve bank when it borrows either for the purpose of making speculative loans or for the purpose of maintaining speculative loans.”27
The only member on the board who opposed the publishing of the letter happened to be Governor Young, who was in agreement of the policy that the New York Bank approved.28  This policy involved indirect action through increasing the discount rates, and thus letting the market adjust itself.  As early as February 5, 1929, Harrison and the New York Bank believed that the discount rate should be increased to control speculation because direct pressure had failed.29  The Federal Reserve Board led by A. Miller did not agree in increasing the rate and would not approve it, until August 9, 1929 when it was far too late.30  


The delay in changing the discount rate to curtail speculation was not the only mistake the Federal Reserve Board made in 1929 that would help lead to the crash.  On March 26, 1929, the financial institutions of the United States would have a trial run for the crash in October.  On that day, stock prices fell drastically and the exchange was becoming very edgy.  In response to the fall in the market, Harrison and the New York Bank provided liquidity to stop the decline.  Also C.E. Mitchell (a director of the New York Fed and president of the First National Bank) made loans to brokers to curtail the stock prices from falling.31  The actions of the New York Fed and the First National Bank helped prevent a crash from occurring on March 26, 1929.  After the actions of the day, Harrison called Governor Young in Washington, and Young told Harrison that his actions were exactly correct in dealing with the situation32, however there were others who did not agree with Young.  In the March 29 issue of The New York Times in 1929, Senator Carter Glass makes a statement which in summary articulates his opinion that Mitchell’s actions on that day were in direct defiance of the Fed, and that he should be asked to resign.33  Many people felt that the speculators deserved that stock prices had fallen, and that a fall was a good thing.  This attitude of speculators getting what they deserve would prove to be costly in October.  It became apparent that the Federal Reserve Board even in the events of a crash was not prepared to increase liquidity for they feared speculation way too much.  Their failure to act during the crash that would occur in October helped the crash become historic instead of a panic.   

 
There were many things that in one way or another helped contribute to the crash of 1929.  Some events that helped the crash were the Hatry affair in England, overpriced Public utilities such as Boston Edison, and the Bank of England increasing their rediscount rate causing investment to flow out of New York back to London.  Despite these events one thing that cannot be overlooked is the Federal Reserve Board’s lack of leadership to create stability in a growing economy.  The Federal Reserve Board’s creation was intended to prevent or at least soften such events as the crash that occurred in October of 1929.  The Fed would continue to lead the US into a depression that would last until Franklin D. Roosevelt came into office.  Ever since the crash of 1929, the Federal Reserve Board has been able to prevent a similar crash, almost as if they learned from their mistakes in 1929.

Works Cited:


1.  “C. E. Mitchell Sees Business As Sound.” The New York Times 1 Jan. 1929.

2. Jones, FW and AD Lowe. “Manipulation.” In The Security Markets. New York: Twentieth Century Fund, 1935. 

3. “Loses Recovered In Part.” The New York Times 25 Oct. 1929

4. “Wall Street Hums on the Day of Rest to Catch Up on Work.” The New York Times 28 Oct. 1929
5. “Stock Prices Slump $14,000,000,000 in Nation-Wide Stampede to Unload; Bankers to support Market Today.” The New York Times 29 Oct. 1929

6. “Stocks Collapse in 16,410,030-Share Day, but Rally at Close Cheers Brokers; Bankers Optimistic, to Continue Aid.” The New York Times 30 Oct. 1929

7. “Stocks Mount in Strong All-Day Rally; Rockefeller Buying Heartens Market; 2-Day Closing Ordered to Erase Strain.” The New York Times 31 Oct. 1929

8. “Exchange to Close for 2 Days of Rest.” The New York Times 31 Oct. 1929

9. “Stocks Up Again on Flood of Buying; Discount Rate Cut Here and in London; Back to Normal, Reserve Board Finds.” The New York Times 1 Nov. 1929

10. “Brokers See End of Stock Hysteria.” The New York Times 1 Nov. 1929
11. Herbert Hoover, The Memoirs of Herbert Hoover (New York: Macmillan, 1952)

12. L. V. Chandler, Benjamin Strong, Central Banker (Washington DC: Brookings Institute, 1958)

13. “Behind the scenes with the Federal Reserve Board,” World’s Work (June 1929)
14. Excerpts from the Hamlin Diary - http://memory.loc.gov/cgi-bin/ampage?collId=amrlm&fileName=mn02page.db&recNum=0&itemLink=r?ammem/cool:@field(DOCID+@lit(mn023))%23mn02003&linkText=1
15. Appendix 1: can be found at www.duke.edu/~wem3/ click on work stuff then under HST104
16. Appendix 2: can be found at www.duke.edu/~wem3/ click on work stuff then under HST104
3 “C. E. Mitchell Sees Business As Sound.” The New York Times 1 Jan. 1929.


5 Jones, FW and AD Lowe. “Manipulation.” In The Security Markets. New York: Twentieth Century Fund, 1935. p. 447


6 RCA stock prices from The New York Times. 9 Mar. 1929 to 30 Mar. 1929


7 Jones and Lowe, “Manipulation,” p. 479


8 “Loses Recovered In Part.” The New York Times 25 Oct. 1929


9 “Wall Street Hums on the Day of Rest to Catch Up on Work.” The New York Times 28 Oct. 1929


10 “Wall Street Hums on the Day of Rest to Catch Up on Work.” The New York Times 28 Oct. 1929


11 “Stock Prices Slump $14,000,000,000 in Nation-Wide Stampede to Unload; Bankers to support Market Today.” The New York Times 29 Oct. 1929


12 “Stocks Collapse in 16,410,030-Share Day, but Rally at Close Cheers Brokers; Bankers Optimistic, to Continue Aid.” The New York Times 30 Oct. 1929


13 Ibid.


14 “Stocks Mount in Strong All-Day Rally; Rockefeller Buying Heartens Market; 2-Day Closing Ordered to Erase Strain.” The New York Times 31 Oct. 1929


15 “Exchange to Close for 2 Days of Rest.” The New York Times 31 Oct. 1929


16 “Stocks Up Again on Flood of Buying; Discount Rate Cut Here and in London; Back to Normal, Reserve Board Finds.” The New York Times 1 Nov. 1929


17 “Brokers See End of Stock Hysteria.” The New York Times 1 Nov. 1929


18 Herbert Hoover, The Memoirs of Herbert Hoover (New York: Macmillan, 1952), pp. 10-14


19 L. V. Chandler, Benjamin Strong, Central Banker (Washington DC: Brookings Institute, 1958)


21 Quoted in “Behind the scenes with the Federal Reserve Board,” World’s Work (June 1929): 49


24 CS Hamlin’s Diary


25 Ibid.


26 Ibid.


27 Appendix 1


28 CS Hamlin’s Diary


29 Ibid.


30 Ibid.


31 Appendix 2


32 CS Hamlin’s Diary


33Hoover, Memoirs, pp. 18-19 





PAGE  
13

