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Chapter 1 

It Can't Happen Again 

Credit Is Sound, Reynolds Says 

That forced seUing is pretty weU otIer is the belief of Arthur Reyrwlds, Chainnan 
of the Board of the Continental lUirwis Bank and Trust Company. Mr. Reyrwlds 
said that he has been advised that seUing orders have been cleaned up and that 
there is now substantial buying power. 

"Current stock prices have attracted purchasing from many different 
quarteTs," Mr. Reyrwlds said, "particularly from concerns that could invest for a 
period, such as insurance companies and others of this nature." 

-Arthur Reyrwlds 
Chainnan, Continental lUirwis Bank 
and Trust Company, October 1929 

While Jack Kerouac was hitting the road and Bob Hope was flashing his 
toothy smile on the road to Bali, the roots of a new economic order were 
threading their way through the subsoil of America. Still fresh from 
triumphs of World War II, America was now free to dedicate its 
resources and energies to domestic growth, as it had done on four 
previous occasions, each following a war. The 1950s found America 
abundant in many of the ingredients necessary for substantial and 
sustained economic growth. Interest rates were bottoming, and corn, 
modity prices were low. Land and real estate prices were comparatively 
low; government was pro, business and expansive. Social attitudes were 
liberal but not radically so, and the business climate was positive 
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2 Chapter 1 

because of pent-up consumer demand following the war. The stock 
market was still only several years into the upswing of its nine-year 
cycle. Yes, memories of the Great Depression were still reasonably 
fresh, but they were overshadowed by the greater horrors of war. A new 
age beckoned with its promise of "unlimited" atomic power, peace, and 
scientific progress. 

The U.S. economy was about to embark on a twenty-five-year 
upswing that would bring with it the inescapable yin and yang of 
economic cycles. But the ride would not be without its rough spots. The 
period just ahead would usher in the best of times as well as the worst of 
times. Today, more than thirty-five years after the fact, we can examine 
history with the aid of 20:20 hindsight. We can look back with scien­
tific detachment, formulate conclusions, carefully retrace the sequence 
of events, and confidently explain to high school history classes what 
brought about the greatest era of growth known to humankind. Yet, in 
the 1950s there were few who could forecast with confidence either the 
magnitude or extent of the coming trend. To do so would have taken 
considerable foresight, a keen knowledge of economic history, and the 
emotional fortitude necessary to withstand the almost certain storm of 
ridicule that would have followed. 

Yet the lessons of history were all too clear. American and Euro­
pean economies had experienced numerous periods of cyclical growth 
and contraction since the 1600s. Though not carbon copies of one 
another, each period of growth was characterized by essentially similar 
social, political, economic, and religious themes. Each cycle or period 
followed a generally repetitive pattern of growth, crest, downturn, and 
decay. Most of the "long-wave" economic cycles measured approx­
imately fifty to sixty years in length from their start to their finish. 

In spite of the seemingly obvious similarities shared by each cycle, 
the common threads could not be discerned by those in the heat of 
economic battle. An understanding of long-wave cycles could be ac­
quired only by taking a distant stance. The myopia that afflicts many of 
us after the age of forty clouded the view of economists and politicians 
who looked at economics from close up. Even the so-called "macro 
economists" were too entrenched in their theories to see the facts from 
afar. Save but a few brave souls whose work is still looked upon askance 
today, the eyes of the world were too closely riveted on events to see 
trends. Each cycle tum took many of the "experts" by surprise. Eco­
nomic trends, like the work of the great impressionist painters, must 
first be studied from a distance. The blobs of color are interesting but 
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unintegrated from close up; yet from several yards away they take on 
rich and flowing meaning. They transmit information to the senses and 
energy to the human brain. Once the total picture has been experi, 
enced, the viewer can step closer, closer, and closer still without losing 
the meaning of the whole. Then the parts take on new life. What on 
first glance was meaningless acquires new and subtle definition upon 
each successive examination. The whole is greater than the sum of its 
parts, and the parts are greater than the sum of the whole. The cyclical 
view of socioeconomic life is, in many respects, like the work of the 
impressionist painters. 

Although the lessons of economic history were clear, there were 
those who were either standing too close to see, who were standing too 
far away to see, who were too biased to see, or who were altogether 
blind. When the U. S. economy embarked upon its long,term cyclical 
upswing of the 1950s, it was the general impression that new challenges 
were soon to be encountered. And the impression was correct! What 
many failed to realize was that the coming years would bring a replay of 
previous issues and trends. The story would be the same; "only the 
names" would change. 

At first on an unsteady footing, the U. S. economy began to regain 
its strength. The uncertain 1950s brought with them recession, the 
threat of nuclear destruction, fallout shelters, seeds of the race for 
space, and the promise of better times to come. The 1950s set the tone 
for trends in virtually every facet of life for the next three decades. From 
the abortive struggles of the French in Vietnam grew a war that carved a 
deep and irreparable rift within America, and between the "superpow, 
ers." Prompted by the civil rights movement, the 1960s, '70s, and '80s 
brought women's rights, gay rights, and student rights. From Chuck 
Berry grew the Beatles, and from the Beatles, "acid rock" and "heavy 
metal." The beatniks of the 1950s became the hippies of the 1970s. The 
mescaline experiments of Huxley gave us Timothy Leary, pot, magic 
mushrooms, and LSD. LSD spawned STP, DMT, and a host ofhalluci, 
nogens. Those who "tripped" in the 1960s graduated to "snorting" in 
the 198Os. The quest for spiritual enlightenment, self,development, 
social improvement, and sexual freedom grew from its childhood in the 
1950s to full adulthood in the 1970s. By the late 1970s, liberalism had 
reached its pinnacle, the Vietnam War was over, the dead and MIAs 
were still being counted, and the "mind expanding" drugs, as they were 
called, had been abandoned for "recreational" drugs. 

By the 1970s, it was clear that every aspect of life in America and 
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the "free world" was slowly changing. The process that had begun in the 
1950s had grown to maturity by the early to mid,1970s. By 1979, the 
growth cycle had become geriatric. It was turning gray, losing its hair, 
and losing its strength. 

Those who had earlier theorized and researched the long,wave 
economic cycles were about to have their ideas tested. Juglar, Kitchin, 
Kondratieff, Schumpeter, Van Dujin, Forrester, and Dewey, all econo, 
mists or students of cyclic theories, had written extensively on the 
repetitive nature of economic phenomena. Those who discounted the 
long,wave economic theories, such as the proponents of Keynesian 
economics, were also about to see their systems and theories challenged 
as never before. By 1980 it was clear, even to the most optimistic 
observers, that there were serious problems in the U.S. economy. 
Would the cycle run its course, bringing the economic downwave 
forecast by the cyclical theorists, or could we "spend" our way out of 
disinflation as suggested by the Keynesians? 

Following a steady decline from 1980 through mid,1982, prompt, 
ed by sharply rising interest rates and a variety of international inci, 
dents, stock prices began an upward move that was to become the most 
significant rise in all economic history. Prices on Wall Street pushed 
higher and higher, eclipsing one record after another. The market rose 
on good news, and it rose on bad news. Every selloff was a buying 
opportunity. Forecasts became more and more bullish. Stock index 
futures soared. Speculation in futures options, OEX options, and in, 
terest rate futures set new volume records. Respected market techni, 
cians dissected their price charts, figuring the next levels of resistance, 
estimating how high stock prices could go, determining how much of a 
price correction was reasonable, knowing that the madness had to reach 
its end but doubting that the correction would be a major one. Mutual 
fund managers and pension fund managers who knew the lessons of 
history advanced reasons for having some funds on the sidelines, but 
they were in the minority. Although the U.S. dollar plunged on 
overseas markets and the federal deficit soared, stocks remained in a 
world of their own, oblivious to the news. Seeing only the obvious 
plethora of chronic economic symptoms, most analysts were confused 
about the etiology of the persistent stock market uptrend. The cycles, 
however, which did not deal in causes, had clearly and unmistakably 
predicted the bull market as well as its imminent collapse. 
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In the 19OOs, Edwin LeFevbre, alias Jesse Livennore, anticipated a 
crash in stock prices: 

Finally there came the awful day of reckoning for the bulls and the 
optimists and the wishful thinkers and those vast hordes that, dreading 
the pain of a small loss at the beginning, were now about to suffer total 
amputation-without anesthetics. [Reminiscences of a Stock Operator, 
American Research Council, Larchmont, NY, 1965, p. 1101 

And then, almost 58 years later, there came yet another "day of 
reckoning." On October 16, 1987, stock prices lost more than one 
hundred points. Following a weekend during which traders and inves, 
tors had time to ponder the market's recent losses, Standard and Poors 
futures opened sharply lower on Monday, October 19. The decline 
seemed, at first, to be a reasonable follow, through for a Monday after a 
weak Friday. Within several hours there were bargains galore. A market 
maker at the Chicago Board Options Exchange told me "when the Dow 
was down 100 points we thought prices were cheap; we started buying. 
When the Dow was down 200 points we bought more. When it was 
down 300 we got worried. At 400 points lower we sold out our positions 
and took the losses. We watched the last 100,plus points totally mes, 
merized, anesthetized by the avalanche of sellers, the lack of liquidity, 
and the worst selling panic in stock market history." 

Yes, in spite of the litany that "it can't happen again," it did. 
Ignoring the charts, the buyers, the speculators, the government, and 
the bargain hunters, the beast of Wall Street unleashed a market purge, 
the implications of which are still not fully known. Those of us who had 
been preaching and warning about the coming decline were vindicated, 
but not happy. Those who took maximum advantage of leverage, 
options, stock index futures, and their various combinations either 
gained handsomely or, failing to act quickly enough, were caught in the 
mass exodus, price skids, illiquidity, trading halts, margin calls, margin 
selling, or frozen assets. Donald J. Hoppe, publisher of The Kondratieff 
Wave Analyst,l had been warning of an imminent crash in stocks for 
several years, based on his cyclical studies. After the "Crash of '87," he 
observed: 

IHoppe, Donald j., The KondratieffWaIJe Analyst, Box 977, Crystal Lake, IL 60014. 
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