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 It is now three years since I did the main work on this small book. As I told in the Foreword to the earlier edition, it concerns matters that have interested me for a third of a century and more. I first dealt with them in The Great
 
 Crash, 1929, published a little after the twenty-fifth anniversary of the 1929 debacle. That book has been continuously available ever since. Whenever it was about to pass out of print, some new speculative episode or disaster would bring it back to public attention. Over a lifetime I have been, in a modest way, a steady beneficiary of the speculative aberration in its association with more than occasional insanity. Only a stalwart character keeps me from welcoming these events
 
 vii
 
 dohn
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 as proof of personal prescience and as a source of small financial reward.
 
 I
 
 n the first Foreword to this volume, I told of my hope that business executives, the in-
 
 habitants of the financial world and the citizens of speculative mood, tendency or temptation might be reminded of the way that not only fools but quite a lot of other people are recurrently separated from their money in the moment of speculative euphoria. I am less certain than when I then wrote of the social and personal value of such a warning. Recurrent speculative insanity and the associated financial deprivation and larger devastation are, I am persuaded, inherent in the system. Perhaps it is better that this be recognized and accepted.
 
 I
 
 n the years since I wrote this short disquisi-
 
 tion, the main players in the most recent
 
 speculative episode, that of the extravagant eighties, have met their all but inevitable fate, and the larger economic consequences have been made strongly and sadly evident. The list v II i
 
 of those who have descended abruptly from
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 the heights is long, and only a few need be mentioned. Mr. Michael Milken, perhaps the most spectacular figure of the last boom and certainly the best paid, is a recent resident in a minimum-security gaol, which, if not wholly uncomfortable, could not have seemed personally rewarding. One supposes that he met each new day without enthusiasm. Mr. Donald Trump is said not to be broke; he was, however, described in recent news accounts as having a negative net worth. These distinctions are no doubt important in the world of finance. The Reichman brothers, with Robert Campeau the Canadian gift to financial excess, are indubitably broke with depressive effect on the banks that were captured by their euphoric mood. Perhaps it is to their credit that, like Donald Trump, they erected monuments that will long commemorate their adventure. In London, tourists going down the Thames to the Tower will extend their journey to encompass the Canary Wharf development, perhaps the most awesome recent example of speculative dementia. To a marked extent, the speculative orgy of the eighties was in real estate, including that financed through the S & L's by the guaranteeing American taxpayer. Salomon Brothers
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 of Wall Street recently estimated that it will be an average of twelve years before presently empty commercial real estate will be absorbed. Alas for averages. They think it will be an estimated twenty-six years in Boston, forty-six years in New York and fifty-six years down in San Antonio, Texas (the leader, so to speak), in this provision for the future. However, the effects of the splurge extend far beyond real estate and range from the serious to the sad. New Yorkers can hardly escape a tear when they see the efforts of R. H. Macy, one of their great civic symbols, to stay alive and pay for the goods it sells and the pressing charges of those who supervise it in bankruptcy. The cause of the difficulties of this great institution are not in doubt: it was the heavy load of debt incurred in the effort to obtain and retain control during the years of financial pillage and devastation. Across the country other enterprises were similarly afflicted and are similarly oppressed with the resulting debt. Oppressed with them are the banks that sustained the real estate speculation and provided credit for the mergers and acquisitions, hostile takeovers and leveraged x
 
 buyouts, and the other exercises in financial devastation.
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 But there is more. The recession that began in the summer of 1990 and continued so obdurately in face of the weekly predictions of recovery was almost certainly caused and was certainly deepened and prolonged by the speculative collapse. Public confidence was shaken, corporate investment was curtailed, troubled banks were forced to restrict lending, workers were discharged and corporate executives and bureaucrats shed. (One does not fire or sack higher-income personnel; in the interest of greater efficiency, they are only shed.) The end is not yet. Had there been no speculative excess and collapse with their larger economic effect, the political history of 1992 would have been far different. It was the boom and collapse that ended the political career and presidency of George Bush. Without a recession and with a good or even a moderately performing economy, his reelection would have been certain, a cinch. With Herbert Hoover, Mr. Bush stands as one of two Presidents in this century who were destroyed by Wall Street. In politics, as in other matters, one must beware of one's friends. Not all, it should be said for Bush, will be bad. John Law, who presided at a magisterial
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 level over the great French boom of the early eighteenth century, went dismally into exile. So did some of those in government office who suffered the South Sea Bubble. By contrast, Mr. Bush, as also Mr. Reagan out in California, will have a wholly civilized retirement. In small ways the history of the great speculative boom and its aftermath does change. Much, much more remains the same.
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 THE SPECULATIVE EPISODE Anyone taken as an individual is tolerably sensible and reasonable-as a member of a crowd, he at once becomes a blockhead. -FRIEDRICH VON SCHILLER, AS QUOTED BY BERNARD BARUCH
 
 That the free-enterprise economy is given to recurrent episodes of speculation will be agreed. These-great events and small, involving bank notes, securities, real estate, art, and other assets or objects-are, over the years and centuries, part of history. What have not been sufficiently analyzed are the features common to these episodes, the things that signal their certain return and have thus
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 the considerable practical value of aiding understanding and prediction. Regulation and more orthodox economic knowledge are not what protect the individual and the financial institution when euphoria returns, leading on as it does to wonder at the increase in values and wealth, to the rush to participate that drives up prices, and to the eventual crash and its sullen and painful aftermath. There is protection only in a clear perception of the characteristics common to these flights into what must conservatively be described as mass insanity. Only then is the investor warned and saved. There are, however, few matters on which such a warning is less welcomed. In the short run, it will be said to be an attack, motivated by either deficient understanding or uncontrolled envy, on the wonderful process of enrichment. More durably, it will be thought to demonstrate a lack of faith in the inherent wisdom of the market itself. The more obvious features of the speculative episode are manifestly clear to anyone open to understanding. Some artifact or some development, seemingly new and desirabletulips in Holland, gold in Louisiana, real es2
 
 tate in Florida, the superb economic designs
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 of Ronald Reagan--eaptures the financial mind or perhaps, more accurately, what so passes. The price of the object of speculation goes up. Securities, land, objets d'art, and other property, when bought today, are worth more tomorrow. This increase and the prospect attract new buyers; the new buyers assure a further increase. Yet more are attracted; yet more buy; the increase continues. The speculation building on itself provides its own momentum. This process, once it is recognized, is clearly evident, and especially so after the fact. So also, if more subjectively, are the basic attitudes of the participants. These take two forms. There are those who are persuaded that some new price-enhancing circumstance is in control, and they expect the market to stay up and go up, perhaps indefinitely. It is adjusting to a new situation, a new world of greatly, even infinitely increasing returns and resulting values. Then there are those, superficially more astute and generally fewer in number, who perceive or believe themselves to perceive the speculative mood of the nJoment. They are in to ride the upward wave; their particular genius, they are convinced, will allow them to get out before the speculation
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 runs its course. They will get the maximum reward from the increase as it continues; they will be out before the eventual fall. For built into this situation is the eventual and inevitable fall. Built in also is the circumstance that it cannot come gently or gradually. When it comes, it bears the grim face of disaster. That is because both of the groups of participants in the speculative situation are programmed for sudden efforts at escape. Something, it matters little what-although it will always be much debated-triggers the ultimate reversal. Those who had been riding the upward wave decide now is the time to get out. Those who thought the increase would be forever find their illusion destroyed abruptly, and they, also, respond to the newly revealed reality by selling or trying to sell. Thus the collapse. And thus the rule, supported by the experience of centuries: the speculative episode always ends not with a whimper but
 
 4
 
 with a bang. There will be occasion to see the operation of this rule frequently repeated. So much, as I've said, is clear. Less understood is the mass psychology of the speculative mood. When it is fully comprehended, it allows those so favored to save themselves from disaster. Given the pressure of this
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 crowd psychology, however, the saved will be the exception to a very broad and binding rule. They will be required to resist two compelling forces: one, the powerful personal interest that develops in the euphoric belief, and the other, the pressure of public and seemingly superior financial opinion that is brought to bear on behalf of such belief. Both stand as proof of Schiller's dictum that the crowd converts the individual from reasonably good sense to the stupidity against which, as he also said, "the very Gods Themselves contend in vain." Although only a few observers have noted the vested interest in error that accompanies speculative euphoria, it is, nonetheless, an extremely plausible phenomenon. Those involved with the speculation are experiencing an increase in wealth-getting rich or being further enriched. No one wishes to believe that this is fortuitous or undeserved; all wish to think that it is the result of their own superior insight or intuition. The very increase in values thus captures the thoughts and minds of those being rewarded. Speculation buys up, in a very practical way, the intelligence of those involved. This is particularly true of the first group
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 noted above-those who are convinced that values are going up permanently and indefinitely. But the errors of vanity of those who think they will beat the speculative game are also thus reinforced. As long as they are in, they have a strong pecuniary commitment to belief in the unique personal intelligence that tells them there will be yet more. In the last century, one of the most astute observers of the euphoric episodes common to those years was Walter Bagehot, financial writer and early editor of The Economist. To him we are indebted for the observation that "all people are most credulous when they are most happy." Fellow bank.,.. and the investment houses in 1929 assailed Paul M. Warburg, a banker and founder of the Federal ~8yBtem,for his warnings of a crash.
 
 S
 
 trongly reinforcing the vested interest in euphoria is the
 
 condemnation that the reputable public and financial opinion. di-
 
 •
 
 rects at those who express doubt or dissent. It is said that they are unable, because of defective imagination or other mental inadequacy, to grasp the new and rewarding circumstances that sustain and secure the increase in values. Or their motivation is deeply
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 suspect. In the winter of 1929, Paul M. Warburg, the most respected banker of his time and one of the founding parents of the Federal Reserve System, spoke critically of the then-current orgy of "unrestrained speculation" and said that if it continued, there would ultimately be a disastrous collapse, and the country would face a serious depression. The reaction to his statement was bitter, even vicious. He was held to be obsolete in his views; he was "sandbagging American prosperity"; quite possibly, he was himself short in the market. There was more than a shadow of anti-Semitism in this response. Later, in September of that year, Roger Babson, a considerable figure of the time who was diversely interested in statistics, market forecasting, economics, theology, and the law of gravity, specifically foresaw a crash and said, "it maybe terrific." There would be a 60- to 80-point drop in the Dow, and, in consequence, "factories will shut down ...men will be thrown out of work...the vicious circle will get in full swing and the result will be a serious business depression." Babson's forecast caused a sharp break in the market, and the reaction to it was even more furious than that to Warburg's. Barron's
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 said he should not be taken seriously by anyone acquainted with the "notorious inaccuracy" of his past statements. The great New York Stock Exchange house of Hornblower and Weeks told its customers, in a remarkably resoEconomist Roger Bab-
 
 nant sentence, that "we would
 
 sonls forecast of the
 
 not be stampeded into selling
 
 crash of 1929 brought him grave rebuke from
 
 stocks because of a gratuitous
 
 the
 
 forecast of a bad break in the
 
 great
 
 financial
 
 houses of the time.
 
 market by a well-known statistician." Even Professor Irving Fisher of Yale University, a pioneer in the construction of index numbers, and otherwise the most innovative economist of his day, spoke out sharply against Babson. It was a lesson to all to keep quiet and give tacit support to those indulging their euphoric vision. Without, I hope, risking too grave a charge of self-gratification, I might here cite personal experience. In the late winter of 1955,
 
 J.
 
 William Fulbright, then the chairman of the Senate Banking and Currency Committee, called hearings to consider a modest speculative buildup in the securities market. Aiong with Bernard Baruch, the current head of the 8
 
 New York Stock Exchange, and other author-
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 ities real or alleged, I was invited to testify. I refrained from predicting a crash, contented myself with reminding the committee at some length as to what had happened a quarter of a century earlier, and urged a substantial protective increase in margin requirementsdown payments on the purchases of stocks. While I was testifying, the market took a considerable tumble. The reaction in the next days was severe. The postman each morning staggered in with a load of letters condemning my comments, the most extreme threatening what the CIA was later to call executive action, the mildest saying that prayers were being offered for my richly deserved demise. A few days later I broke my leg in a skiing accident, and newsmen, seeing me in a cast, reported the fact. Letters now came in from speculators saying their prayers had been answered. In a small way I had done something for religion. I posted the most compelling of the communications in a seminar room at Harvard as an instruction to the young. Presently the market recovered, and my mail returned to normal. On a more immediately relevant occasion, in the autumn of 1986, my attention became focused on the speculative buildup then tak-
 
 9
 
 ..John
 
 Kenneth
 
 Galbraith
 
 ing place in the stock market, the casino manifestations in program and index trading, and the related enthusiasms emanating from corporate raiding, leveraged buyouts, and the mergers-and-acquisitions mania. The New
 
 York Times asked me to write an article on the subject; I more than willingly complied. Sadly, when my treatise was completed, it was thought by the Times editors to be too alarming. I had made· clear that the markets were in one of their classically euphoric moods and said that a crash was inevitable, while thoughtfully avoiding any prediction as to precisely when. In early 1987, the Atlantic published with pleasure what the Times had declined. (The Times later relented and arranged with the Atlantic editors for publication of an interview that covered much of the same ground.) However, until the crash of October 19 of that year, the response to the piece was both sparse and unfavorable. "Galbraith doesn't like to see people making money" was one of the more corroding observations. After October 19, however, almost everyone I met told me that he had read and admired the article; on the day of the crash itself, some 40 journalists and television com1 0
 
 mentators from Tokyo, across the United
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 States, and on to Paris and Milan called me for comment. Clearly, given the nature of the euphoric mood and the vested interest therein, the critic must wait until after the crash for any approval, not to say applause. To summarize: The euphoric episode
 
 IS
 
 protected and sustained by the will of those who are involved, in order to justify the circumstances that are making them rich. And it is equally protected by the will to ignore, exorcise, or condemn those who express doubts. Before going on to look at the great speculations of the past, I would like further to identify the forces that initiate, sustain, and otherwise characterize the speculative episode and which, when they recur, always evoke surprise, wonder, and enthusiasm anew. All this we will then see in nearly invariant form occurring again and again in the history I here record.
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 THE COMMON DENOMINATORS In the chapters that follow, I review the great speculative episodes of the past-of the last three centuries. As already observed, common features recur. This is of no slight practical importance; recognizing them, the sensible person or institution is or should be warned. And perhaps some will be. But as the previous chapter indicates, the chances are not great,
 
 , 2
 
 for built into the speculative episode is the euphoria, the mass escape from reality, that excludes any serious contemplation of the true nature of what is taking place. Contributing to and supporting this euphoria are two further factors little noted in our
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 time or in past times. The first is the extreme brevity of the financial memory. In consequence, financial disaster is quickly forgotten. In further consequence, when the same or closely similar circumstances occur again, sometimes in only a few years, they are hailed by a new, often youthful, and always supremely self-confident generation as a brilliantly innovative discovery in the financial and larger economic world. There can be few fields of human endeavor in which history counts for so little as in the world of finance. Past experience, to the extent that it is part of memory at all, is dismissed as the primitive refuge of those who do not have the insight to appreciate the incredible wonders of the present. The second factor contributing to speculative euphoria and programmed collapse is the specious association of money and intelligence. Mention of this is not a formula for eliciting reputable applause, but, alas, it must be accepted, for acceptance is also highly useful, a major protection against personal or institutional disaster. The basic situation is wonderfully clear. In all free-enterprise (once called capitalist) attitudes there is a strong tendency to believe that
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 the more money, either as income or assets, of which an individual is possessed or with which he is associated, the deeper and more compelling his economic and social perception, the more astute and penetrating his mental processes. Money is the measure of capitalist achievement. The more money, the greater the achievement and the intelligence that supports it. Further, in a world where for many the acquisition of money is difficult and the resulting sums palpably insufficient, the possession of it in large amount seems a miracle. Accordingly, possession must be associated with some special genius. This view is then reinforced by the air of self-confidence and selfapproval that is commonly assumed by the affluent. On no matter is the mental inferiority of the ordinary layman so rudely and abruptly stated: "I'm afraid that you simply don't understand financial matters." In fact, such reverence for the possession of money again indicates the shortness of memory, the ignorance of history, and the consequent capacity for self- and popular delusion just mentioned. Having money may mean, as often in the past and frequently in the present, that the , 4
 
 person is foolishly indifferent to legal con-
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 straints and may, in modern times, be a potential resident of a minimum-security prison. Or the money may have been inherited, and, notoriously, mental acuity does not pass in reliable fashion from parent to offspring. On all these matters, a more careful examination of the presumed financial genius, a sternly detailed interrogation to test his or her intelligence, would frequently and perhaps normally produce a different conclusion. Unfortunately the subject is rarely available for such scrutiny; that, too, wealth or seeming financial competence often excludes. Finally and more specifically, we compulsively associate unusual intelligence with the leadership of the great financial institutionsthe large banking, investment-banking, insurance, and
 
 broke~age
 
 houses. The larger the
 
 capital assets and income flow controlled, the deeper the presumed financial, economic, and social perception. In practice, the individual or individuals at the top of these institutions are often there because, as happens regularly in great organizations, theirs was mentally the most predictable and, in consequence, bureaucratically the least inimical of the contending talent. He, she, or they are then endowed with the au-
 
 ,
 
 &
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 thority that encourages acquiescence from their subordinates and applause from their acolytes and that excludes adverse opinioll or criticism. They are thus admirably protected in what may be a serious commitment to error. Another factor is at work here. Those with money to lend are, by long force of habit, tradition, and more especially the needs and desires of borrowers, accorded a special measure of deference in daily routine. This is readily transmuted by the recipient into an assurance of personal mental superiority. Treated that way, I must be wise. In consequence, selfscrutiny-the greatest support to minimal good sense-is at risk. This is no exercise in idle theory. In the 1970s, it was the greatest of the New York banks and bankers that, praising their own success in recycling Arab oil revenues, made those durably unfortunate loans to Latin America and to Africa and Poland. It was intellectually questionable men in intimate and
 
 , 8
 
 protected association with large assets who fed money through the ridiculous Penn Square Bank in Oklahoma City to the outstretched hands in the neighboring oil patch. And in Dallas and Houston to the manifold disasters
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 of the great Texas oil and real estate speculations. And who, across the country in the 1980s, initiated and exploited the terrible savings and loan debacle. In the chapters that follow, we will see, and repeatedly, how the investing public is fascinated and captured by the great financial mind. That fascination derives, in turn, from the scale of the financial operations and the feeling that, with so much money involved, the mental resources behind them cannot be less. Only after the speculative collapse does the truth emerge. What was thought to be unusual acuity turns out to be only a fortuitous and unfortunate association with the assets. Over the long years of history, the result for those who have been thus misjudged (including, invariably, by themselves) has been opprobrium followed by personal disgrace or a retreat into the deeper folds of obscurity. Or it has been exile, suicide, or, in modern times, at least moderately uncomfortable confinement. The rule will often be here reiterated: financial genius is before the fall. I turn now to specific features of the speculative episode.
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 niformly in all such events there is the thought that there is something new in
 
 the world. It can, as we shall see, be one of the many things. In the 17th century it was the arrival of the tulips in Western Europe, as the next chapter will tell. Later it was the seeming wonders of the joint-stock company, now called the corporation. More recently, in the United States, prior to the great crash of 1987 (often referred to more benignly as a meltdown), it was the accommodation of the markets to the confident, free-enterprise vision of Ronald Reagan with the companion release of the economy from the heavy hand of government and the associated taxes, antitrust enforcement, and regulation. Contributing was the rediscovery, as reliably before, of leverage, in this case the miracle of high-risk or junk bonds supporting the initiatives of the new generation of corporate raiders and leveragedbuyout specialists. In all speculative episodes there is always "an element of pride in discovering what is seemingly new and greatly rewarding in the way of financial instrument or investment op- " portunity. The individual or institution that does so is thought to be wonderfully ahead of , 8
 
 the mob. This insight is then confirmed as
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 others rush to exploit their own, only slightly later vision. This perception of something new and exceptional rewards the ego of the participant, as it is expected also to reward his or her pocketbook. And for a while it does.
 
 A
 
 s to new financial instruments, however, experience establishes a firm rule,
 
 and on few economic matters is understanding more important and frequently, indeed, more slight. The rule is that financial operations do not lend themselves to innovation. What is recurrently so described and celebrated is, without exception, a small variation on an established design, one that owes its distinctive character to the aforementioned brevity of the financial memory. The world of finance hails the invention of the wheel over and over again, often in a slightly more unstable version. All financial innovation involves, in one form or another, the creation of debt secured in greater or lesser adequacy by real assets. This was true in one of the earliest seeming marvels: when banks discovered that they could print bank notes and i"ssue them to borrowers in a volume in excess of the hardmoney deposits in the banks' strong rooms.
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 The depositors could be counted upon, it was believed or hoped, not to come all at once for their money. There was no seeming limit to the debt that could thus be leveraged on a given volume of hard cash. A wonderful thing. The limit became apparent,however, when some alarming news, perhaps of the extent of the leverage itself, caused too many of the original depositors to want their money at the same time. All subsequent financial innovation has involved similar debt creation leveraged against more limited assets with only modifications in the earlier design. All crises have involved debt that, in one fashion or another, has become dangerously out of scale in relation to the underlying means of payment. More often, even a semblance of innovation is absent. In the 1920s, as we shall see, great holding companies were created. The owners, that is to say the stockholders, issued bonds and preferred stock in order to buy
 
 2 0
 
 other stocks. As the latter appreciated in value-for a while-all the increase accrued to the owners. This was proclaimed one of the financial miracles of that age. It was, in fact, leverage in, at most, a slightly different ~uise. In the 1980s, in what came to be called the mergers-and-acquisitions mania, corporate
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 raiders and their investment-banking acolytes issued bonds in great volume against the credit of the companies being taken over. Or the managements thus threatened similarly issued bonds to buy and retire the stock of their own companies and so retain control. It was, once again, a time of presumed innovation and adventure. In reality, this was again only the reappearance of leverage; not even the terminology was new. The bonds so issued, it might be added, carried high interest rates that were meant to compensate for the risk incurred. For a time, this too was considered a major new discovery despite the rather adverse appellation accorded these financial instruments, namely junk bonds. Michael Milken of the investment house of Drexel Burnham Lambert, sponsor beyond equal of junk-bond issues, was hailed as an innovator in the field of finance. His income of $550 million in 1987 was thought appropriate compensation for so inventive a figure, one of Edisonian stature. Mr. Milken's competence and superior diligence as a salesman, sometimes called promoter, is not in doubt, but the discovery that high-risk bonds leveraged on limited assets should have a higher interest rate hardly stands on a par as
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 an invention with the electric light. Again the wheel, here in an especially fragile version. The final and common feature of the speculative episode-in stock markets, real estate, art, or junk bonds-is what happens after the inevitable crash. This, invariably, will be a time of anger and recrimination and also of profoundly unsubtle introspection. The anger will fix upon the individuals who were previously most admired for their financial imagination and acuity. Some of them, having been persuaded of their own exemption from confining orthodoxy, will, as noted, have gone beyond the law, and their fall and, occasionally, their incarceration will now be viewed with righteous satisfaction. There will also be scrutiny of the previously much-praised financial instruments and practices-paper money; implausible securities issues; insider trading; market rigging; more recently, program and index trading-
 
 2 2
 
 that have facilitated and financed the speculation. There will be talk of regulation and reform. What will not be discussed is the speculation itself or the aberrant optimism that lay behind it. Nothing is more remarkable than this: in the aftermath of speculation, the reality will be all but ignored.
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 There are two reasons for this. In the first place, many people and institutions have been involved, and whereas it is acceptable to attribute error, gullibility, and excess to a single individual or even to a particular corporation, it is not deemed fitting to attribute them to a whole community, and certainly not to the whole financial community. Widespread naivete, even stupidity, is manifest; mention of this, however, runs drastically counter to the earlier-noted presumption that intelligence is intimately associated with money. The financial community must be assumed to be intellectually above such extravagance of error. The second reason that the speculative mood and mania are exempted from blame is theological. In accepted free-enterprise attitudes and doctrine, the market is a neutral and accurate reflection of external influences; it is not supposed to be subject to an inherent and internal dynamic of error. This is the classical faith. So there is a need to find some cause for the crash, however farfetched, that is external to the market itself. Or some abuse of the market that has inhibited its normal performance. Again, this is no matter of idle theory; there are very practical consequences, and these, as
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 we shall see, are especially evident and important in our own time. That the months and years before the 1987 stock-market crash were characterized by intense speculation no one would seriously deny. But in the aftermath of that crash, little or no importance was attributed to this speculation. Instead, the deficit in the federal budget became the decisive factor. The escape from reality continued with studies by the New York Stock Exchange, the Securities and Exchange Commission, and a special presidential commission, all of which passed over or minimized the speculation as a conditioning cause. Markets in our culture are a totem; to them can be ascribed no inherent aberrant tendency or fault.
 
 T
 
 here is ample
 
 reaso~
 
 to be interested in
 
 the history of speculative excess and its
 
 effects for its own sake. One relishes, especially if from afar, the drama of mass insanity. There is a rewarding sense of personal foresight in knowing of the invariable end of each episode. But there is also a high practical utility in observing how reliably the common features just cited recur. Seeing the earlier of the 2 4
 
 symptoms reemerge, as they will, there is a
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 chance-a slim chance, to be sure, given the sweeping power of financial euphoria-that otherwise vulnerable individuals will be warned. To this end, I now turn to the great speculative episodes of the past and their common features.
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 THE CLASSIC CASES, I: THE TULIPOMANIA; JOHN LAW AND THE BANQUE ROYALE Speculators may do no harm as bubbles on a steady stream of enterprise. But the position is serious when enterprise becomes the bubble on a whirlpool of speculation. -JOHN MAYNARD KEYNES,
 
 The General Theory of Employment Interest and Money
 
 That there were speculative episodes going back to the days of the Florentines and the Venetians none can doubt. Fernand Braudel, 28
 
 the French economic historian and ultimate
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 authority on these matters, has noted that there were active securities markets in Genoa, Florence, and Venice as early as the 14th century, and long before then there was active trading in coinage and commodities, with, almost certainly, purchase and sale based not on present but on imagined prospective value. The first modern stock market-modern especially as to the volume of transactionsappeared, however, in Amsterdam at the beginning of the 17th century. And it was in the stable, wide-horizoned land of the Dutch, with its stable and somber people, that there came in the 1630s the first of the great speculative explosions known to history. It remains to this day one of the most remarkable. It was not, however, in stock-market offerings or in real estate or, as one might have expected, in the superb Dutch paintings; the speculation was in tulip bulbs, and it has come down over the last 350 years with a name of its own-the Tulipomania. The tulip-Tulipa of the lily family Liliaceae, of which there are around 160 species-grows wild in the eastern Mediterranean countries and on east from there. The bulbs first came to Western Europe in the 16th century; a cargo of them that arrived in
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 Antwerp from Constantinople in 1562 is thought to have been especially important in spreading knowledge and appreciation of the flower. This appreciation became, in time, very great; enormous prestige was soon attached to the possession and cultivation of the plant. Speculation, it has been noted, comes when popular imagination settles on something seemingly new in the field of commerce or finance. The tulip, beautiful and varied in its colors, was one of the first things so to serve. To this day it remains one of the more unusual of such instruments. Nothing more improbable ever contributed so wonderfully to the mass delusion here examined. Attention came to be concentrated on the possession and display of the more esoteric of the blooms. And appreciation of the more exceptional of the flowers rapidly gave way to a yet deeper appreciation of the increase in the price that their beauty and rarity were commanding. For this the bulbs were now bought, and by the mid-1630s the increase seemed to be without limit. The rush to invest engulfed the whole of Holland. No person of minimal sensitivity of 28
 
 mind felt that he could be left behind. Prices
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 de Bry created this copper-
 
 plate engraving in 1611 for a botanical book on new flowers called Florilegium Novum, he would have had little inkling that some of the bulbs would be worth $25,000 to $50,000 a mere 20 years later.
 
 were extravagant; by 1636, a bulb of no previously apparent worth might be exchanged
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 for "a new carriage, two grey horses and a complete harness." The speculation became more and more intense. A bulb might now change hands several times at steadily increasing and wonderfully rewarding prices while still unseen in the ground. And there were also some terrible accidents. Charles Mackay, in Extraordinary
 
 Popular Delusions and the Madness of Crowds, his classic book on speculation (and other departures from reason), tells gleefully a story first told in Blainville's Travels, that of a young sailor who, for bringing word of a shipment of goods from the Levant, was rewarded by a merchant with a fine red herring for his breakfast. Presently the merchant, who was much involved in the tulip speculation, found missing a bulb of a Semper Augustus worth some 3,000 florins, an unimaginable $25,000 to $50,000 today. When he sought out the sailor to question him, the latter was discovered contentedly finishing the onion, as he had supposed it to be, along with the fish. In an especially memorable passage, Mackay tells of the mood of the country as the speculation continued: 30
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 The demand for tulips of a rare species Increased so much in the year 1636, that regular marts for their sale were established on the Stock Exchange of Amsterdam, in Rotterdam, Harlaem, Leyden, Alkmar, Hoorn, and other towns.... At first, as in all these gambling mania, confidence was at its height, and every body gained. The tulip-jobbers speculated in the rise and fall of the tulip stocks, and made large profits by buying when prices fell, and selling out when they rose. Many individuals grew suddenly rich. A golden bait hung temptingly out before the people, and one after the other, they rushed to the tulip-marts, like flies around a honey-pot. Everyone imagined that the passion for tulips would last for ever, and that the wealthy from every part of the world would send to Holland, and pay whatever prices were asked for them. The riches of Europe would be concentrated on the shores of the Zuyder Zee, and poverty banished from the favored clime of Holland. Nobles, citizens, farmers, mechanics, seamen, footmen, maid-servants, even chimneysweeps and old clotheswomen, dabbled in tulips. People of all grades converted their property into cash, and invested it in flowers. Houses and lands were offered for sale at ruinously low prices, or assigned in payment of
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 bargains made at the tulip-mart. Foreigners became smitten with the same frenzy, and money poured into Holland from all directions. The prices of the necessaries of life rose again by degrees: houses and lands, horses and carriages, and luxuries of every sort, rose in value with them, and for some months Holland seemed the very antechamber of Plutus. The operations of the trade became so extensive and so intricate, that it was found necessary to draw up a code of laws for the guidance of the dealers.... In the smaller towns, where there was no exchange, the principal tavern was usually selected as the "show-place," where high and low traded in tulips and confirmed their bargains over sumptuous entertainments. These dinners were sometimes attended by two or three hundred persons, and large vases of tulips, in full bloom, were placed at regular intervals upon the tables and sideboards for their gratification during the repast.
 
 It was wonderful; never in their history had the Dutch seemed so favored. In keeping with the immutable rules governing such episodes, each upsurge in prices persuaded more specu3 2
 
 lators to participate. This justified the hopes
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 of those already participating, paving the way for yet further action and increase, and so assuring yet more and ever-continued enrichment. Money was borrowed for purchase; the small bulbs leveraged large loans. In 1637 came the end. Again the controlling rules were in command. The wise and the nervous began to detach, no one knows for what reason; others saw them go; the rush to sell became a panic; the prices dropped as if over a precipice. Those who had purchased, many by pledging property for credit-here the leverage-were suddenly bereft or bankrupt. "Substantial merchants were reduced almost to beggary, and many a representative of
 
 .
 
 \
 
 a noble line saw the fortunes of his house ruined beyond redemption," according to Mackay. In the aftermath, the bitterness, recrimination, and search for scapegoats-all normalwere extreme, as was the avoidance of mention of the mass mania that was the true cause. Those who had contracted to buy at the enormously inflated prices defaulted en masse. Angry sellers sought enforcement of their contracts of sale; the courts, identifying it as a gambling operation, were unhelpful. Not less than with the failing banks and sav-
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 ings and loan associations in recent times, the state then emerged as the recourse of last resort. Alas, the only remedy would have been to restore the price of the bulbs to the precrash level, but this was manifestly impractical, and so the so recently rich were left with their loss. Nor were they alone in misfortune. The collapse of the tulip prices and the resulting impoverishment had a chilling effect on Dutch economic life in the years that followedthere ensued, in modern terminology, an appreciable depression. There was one mitigating result: the cultivation of the tulip continued in Holland, and wide markets eventually developed for flowers and bulbs. Anyone who has seen the tulip fields of this calm and pleasant land in the spring retains forever a feeling that the Tulipomania did foretell nature's true grace.
 
 M
 
 issing from the history of the Tulipomania and the predictable circum-
 
 stances associated with it, as with all great
 
 --34
 
 speculations, are the names of the major players. We are more fortunate in the next of the classic episodes; it is dominated by one of the
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 central figures in all financial history, that of the Scotsman John Law. But even in the case of Law, a word of caution is in order. I have sufficiently urged that all suggestions as to financial innovation be regarded with extreme
 
 ..John Law's scheme
 
 skepticism. Such seeming innova-
 
 to payoff France's
 
 tion is merely some variant on an
 
 in the nonexistent gold
 
 old design, new only in the brief
 
 riches of Louisiana ended in ruin.
 
 debts by selling shares
 
 and defective memory of the financial world. No one over the centuries has been more celebrated than John Law; the Encyclopaedia Britannica declares him to have been both an honest man and a financial genius. In his case too, however, let there be doubts. Law was born in 1671 into the world of finance. His father, an Edinburgh goldsmith, was, in the manner of men in that trade, actively engaged in holding and lending money. The younger Law moved at an early age to London, where, along with enjoying a markedly sybaritic existence, he seems to have given some attention to matters of banking and finance. However, this education was drastically interrupted in 1694, when, on a
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 field adjacent to central London in what is now Bloomsbury, he was unduly successful in a duel. For bringing his opponent down with a sword "to his belly," he was arrested and clapped into jail on a murder charge. After lengthy proceedings, the matter was resolved by his escape from prison, it is thought with some official connivance. He made his way to the Continent, where for the next several years he evidently made his living as a highly resourceful gambler. His winnings, it is said, were the result of his having worked out the odds in a contemporary version of crapssomething that would now have him barred from the tables. In the Netherlands he also observed the operations of the great and successful Bank of Amsterdam and gave thought to banking and to the idea of a land bank that would take over landed property and issue notes secured by the real estate as loans. Just how the land would be redeemed by noteholders was uncertain. The idea was, however, important for his future career in Paris. There he arrived in
 
 36
 
 1716 after a brief return to Scotland, where he sought to promote his schemes, only to have them rather decisively and, none can doubt, very wisely rejected.
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 Paris was more amenable or, more precisely, more unfortunate. It was a propitious moment; Louis XIV had died the year before, leaving two legacies that would prove to be important for Law. One was the Regent for the young Louis XV: Philippe II, Duc d'Orleans, was a man who combined a negligible intellect with deeply committed selfindulgence. The other was a bankrupt treasury and numerous debts deriving from the Sun King's persistent wars and civil extravagance and the extensive corruption among the tax farmers assigned to the raising of the revenues. To both of these opportunities Law addressed himself. On May 2, 1716, he was accorded the right to establish a bank, which eventually became the Banque Royale, with a capital of six million livres. Included was authorization to issue notes, which were then used by the bank to pay current government expenses and to take over past government debts. The notes, in principle exchangeable into hard coin if one wished, were well received. Some being well received, more were issued. What was needed, obviously, was a source of earnings in hard cash that would bring in revenues to support the note issue. This was
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 provided in theory by the organization of the Mississippi Company (the Compagnie d'Occident)-later, with larger trading privileges, the Company of the Indies-to pursue the gold deposits that were presumed to exist in the great North American territory of Louisiana. There was no evidence of the gold, but this, as ever in such episodes, was no time for doubters or doubting. Shares of the company were offered to the public, and the response was sensational. The old bourse in the Rue Quincampoix was the scene of the most intense, even riotous, operations in all the history of financial greed. Eventually selling and trading were moved to the more spacious Place Vendome and on to the neighborhood of the Hotel de Soissons. So determined were some women purchasers that, in an interesting modern touch, they offered themselves for the right to buy shares. In the 1980s, in a
 
 3 8
 
 slight variation, some vulnerable clients of Michael Milken and Drexel Burnham Lambert who attended the annual Predators' Balls, as they were denoted, at the Beverly Hills Hotel were said to have had the attention of appropriately ascetic prostitutes. This was meant to encourage them in the purchase of junk bonds, many of which were compara-
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 ble in prospect to the shares in the Compagnie d'Occident. The proceeds of the sale of the stock in the Mississippi Company went not to search for the as yet undiscovered gold, but to the government for its debts. The notes that went out to pay the debt came back to buy more stock. More stock was then issued to satisfy more of the intense demand, the latter having the effect of lifting both the old and the new issues to ever more extravagant heights. All the notes in this highly literal circulation were, it was presumed, backed by coin in the Banque Royale, but the amount of the coin that so sustained the notes was soon minuscule in relation to the volume of paper. Here was leverage in a particularly wondrous form. In 1720, the end came. The leverage went sharply into reverse, as was to be the experience in a hundred such occurrences, great and small, in the next 250 years. The precipitating factor, it is said, was the decision of the Prince de Conti, annoyed by his inability to buy stock, to send his notes to the Banque Royale to be turned in for gold. According to highly improbable legend, three wagons carried the metal back to him, but the Regent then intervened at Law's request and ordered the Prince
 
 39
 
 .John
 
 Kenneth
 
 Galbraith
 
 to return it all. Meanwhile others were seized by the thought that gold might be better than notes. To restore confidence and assure noteholders and investors that a goodly supply of the metal would be forthcoming, a battalion of Paris mendicants was recruited, and the members were equipped with shovels and marched through the streets of Paris as though on the way to mine the metal in Louisiana. It was thought somewhat distressing when, in the next weeks, many of them were seen back at their old haunts. Whatever the facts, there was a run on the bank-people seeking to convert their notes not into the stock of the Mississippi Company but into gold. On one July day in 1720, 15 people lost their lives in the crush in front of the Banque Royale. The notes were declared no longer convertible. Values, and not just those of the Mississippi stock, collapsed. Citizens who a week before had been millionaires-an indispensable term that was given to us by these years-were now impoverished.
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 Next came the predictable anger, the search for the individual or institution to be blamed. The search did not have far to go. In the preceding months a grateful sovereign had raised the foreigner, gambler, and escaped murderer
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 John Law to the highest public post in the kingdom, where, in fact, he instituted some useful economic and tax reforms: idle lands of the clergy were given to the peasants, local tolls were abolished, and tariffs reduced. He had also become Comptroller General of France
 
 and
 
 had
 
 been made
 
 the
 
 Duc
 
 d'Arkansas, a title one wishes might have survived. Now John Law became the object of the most venomous condemnation. Protected by the Regent, he got out of France and spent four years in England, where he was granted amnesty on the murder charge against him. He then went on to Venice, where for the time that remained to him, according to the Duc de Saint-Simon, he "lived, in decent poverty, a quiet and virtuous life, died there in the Catholic
 
 faith,
 
 piously
 
 receiving
 
 the
 
 Sacraments of the Church." It is possible to see here again the constants in these matters. Associated with the wealth of the Banque Royale, Law was a geniusintelligence, as ever, derived from association with money. When the wealth dissolved and disappeared, he was a fugitive mercilessly reviled. That Law had a captivating self-assurance seems certain, and this served him well with the Regent and the Parisian public. That
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 what he did, however, was either highly original or minimally sensible is gravely in doubt. Men of genius do not destroy themselves along with so many others and invite such a dismal end. In the aftermath, as in Holland after the tulips, the French economy was depressed, and economic and financial life was generally disordered-in the slightly exaggerated words of Saint-Simon, with "a tiny minority enriched by the total ruin of all the rest of the people." But, as in Holland and as with superb consistency throughout this history, blame did not fallon the speculation and its gulled participants. It was, as already indicated, John Law who was deemed responsible, as was his Banque Royale, and for a century in France banks would be regarded with suspicion. Those who had lost their minds as well as their money and made the speculation spared themselves all censure.
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 THE CLASSIC CASES, II: THE BUB BLE As the great speculation was coming to its unpredicte~
 
 but wholly predictable climax in
 
 Paris in 1720, so was another, this one in London. Insanity born of optimism and selfserving illusion was the tale of two cities. As might be expected, both the British players and the event itself lacked the French style. It was, by comparison, a rather ordinary, if exceptionally intense, boom and collapse in securities prices augmented by a comprehensive exercise in official bribery, corruption, and chicane. The discovery that justified the boom, or, as always and more precisely, the rediscovery,
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 was of the joint-stock company. Such companies went back a hundred years and more in England; suddenly, nonetheless, they now emerged as the new wonder of finance and the whole economic world. Robert Harley, Earl of Oxford, helped to found the ill-fated South Sea Company.
 
 In the early years of the 18th century, there had been some notably imaginative stock promotions or proposals-a company
 
 to build and market a typewriter, an enterprise considerably ahead of its time; a project for a subtle machine gun that could fire both round and square bullets, depending on whether the enemy was a Christian or a Turk; a project for a mechanical piano. "I can measure the motions of bodies," Sir Isaac Newton once observed, "but I cannot measure human folly." Nor could he do so as regards his own. He was to lose £20,000, now a million dollars and much more, in the speculative orgy that was to come.
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 he South Sea Company was born in 1711 at the instigation or, perhaps more
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 precisely, as the inspiration of Robert Harley, Earl of Oxford, who was joined in the early years of the enterprise by one John Blunt, a scrivener by profession accomplished in the copying of legal documents and not less in learning of their contents. Its origins closely resembled those of the Banque Royale and the Mississippi Company; it similarly provided a seeming and undeniably welcome solution to the problem of floating and pressing government debt that, as in France, had been incurred in previous years in the War of the Spanish Succession. In return for its charter, the South Sea Company took over and consolidated this diverse government debt. It was paid interest by the government at the rate of 6 percent and in return received the right to issue stock and to have "the sole trade and traffick, from 1 August
 
 1711, into unto and from the Kingdoms, Lands etc. of America, on the east side from the river Aranoca, to the southernmost part of the Terra del Fuego.... " Added was all trade on the western side of the Americas and "into unto and from all countries in the same limits, reputed to belong to the Crown of Spain, or which shall hereafter be discovered." 4&
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