                 100 Years of Economic History  1890’s –1990’s

Post Civil War Economics:

With the advent of both silver and gold mine strikes the country went on a bimetallic currency along with the Greenbacks in circulation. This bimetallic scenario nearly destroyed the country until a decision was made in 1896 to stay on the gold standard. As the controversy continued throughout the late 1800’s, debtors favored inflation because it allowed repayment of debts with cheaper money. By being on the gold standard, inflation was nearly impossible. The Gold Panic of 1869 pushed for the country’s return to the gold standard and the elimination of greenbacks.  The ‘Crime of 73’ began the policies of returning the country back to the gold standard as well as other governmental decisions in the 1870’s.  With the Bland Allison Act of 1878, Congress declares by fiat that silver is 16oz. to 1oz. of gold. This caused the money supply to increase causing inflation.  The late 1800’s are marked by steady deflation along with the federal government’s large budget surplus. The government will have 28 straight surpluses beginning in 1866 and high tariffs become the Republican Party mantra.  By 1890, silver was at a ratio of 20 oz. to 1 oz. of gold, but the law of 1878 was still in effect.

Depression of 1893

With silver so plentiful, Gresham’s law kicked in.  People spent silver and kept gold thus causing the gold to trickle out of the US Treasury. With the depression, foreign governments lost faith in the dollar and the demand for gold increased even more and more gold left the Treasury. The government issued bonds to purchase more gold to replenish the reserve, but the bonds did not stop the flow of gold.  In 1895, the gold reserve dropped to $45M well below the required law of $100M.  The government was in trouble and Cleveland did not know what to do. J.P. Morgan came to D.C. with a plan but Cleveland refused to see him.  The reserves dipped below $7M and the next day Cleveland saw Morgan.  Morgan guaranteed that gold would flow back into the Treasury with his plan and by June of 1895, the Treasury’s gold reserve was at $107.5 M

Panic of 1907

With the world on the gold standard, national economies grew only as fast as the gold supply, which backed the world currencies.  The demand for capital grew – new industries and monies to finance wars.  In 1907, banks and the stock market began to collapse as a result of the increased demand for capital. The government was able to deposit monies in national banks (from Jackson’s era), but it was state banks and trusts that needed the monies due to their lending of capital. J.P. Morgan called for a meeting of bankers and they are able to stave off a severe depression and shore up Wall Street. The need for a central bank was seen and Congress will create the Federal Reserve six years later.

World War I

GNP of the US increased by 21% from 1914 –18

Manufacturing increased by 25% from 1914 –18

1914 – US was the largest debtor nation 

US loaned the Allies $ 9.6 B

1918 – US a creditor nation

After the war, inflation needs to be curbed so the FED increased interest rates from 4 –7 %

1920’s

US was the largest exporter, second largest importer, supplied 42% of the manufacturing to the world, and was the greatest supplier of capital to other countries.  The FED attempted to slow down the economy in 1928 by increasing the discount rate. The head of the FED dies (he was able to make all the banks follow policy and not their own independent agenda) and the FED remains leaderless for the next few years.  The branches do as they please and allow banks to borrow money to give to brokers. The rate was 5% to banks who then charged 12% to those that wanted to borrow.  By 1929 more than 600 rural banks were failing per year. (almost all were not part of the FED).  Less than 2.5% of the population had accounts on the stock exchange. The Smoot Hawley Tariff created a 78% drop in trade, which lead to a major cause of the depression.  As the Bank of the US closed its doors, it created the biggest bank failure in history and no one stepped in to lend a hand.  While banks internationally begin to fail, the FED defends the dollar and maintains the gold standard. This led to an increase in interest rates and a cut in the money supply that caused deflation to become more severe. Banks called in loans to stay more liquid and consumers postponed purchases looking for lower prices.

The NEW DEAL

All the policies attempted to solve the problem.

1950’s

By 1945, US economy produced 50% of the world’s gross product and held 80% of the worlds gold. US army best equipped in the world, second only in size to the Soviet Union and the navy and air force was larger than the rest of the world combined.  Merrill Lynch began advertising and brought the stock market to the people.  Pension funds and mutual funds become major players on Wall Street. In 1954, the stock market reached its highest level since 1930, which signaled the depression was over.  Inflation was a post war problem.

1960’s

By 1961, Keynesian economics was economic policy of the US.

JFK cut taxes to stimulate the economy

By the time of JFK’s assassination, the economy was at full employment.  LBJ’s Great Society programs lead to inflation.  The FED increased the money supply to keep interest rates low, which caused further inflation.(easy money policy)

1970’s

Stagflation – increase in unemployment and increased inflation.  The stock market was the worst bear market since the 1930’s.  The dollar became overvalued – foreign goods look cheap to Americans and American goods seem expensive to foreigners.  The US favorable trade balance began to shrink. Nixon severed link between the dollar and gold and the US went on the floating exchange rate.  Nixon implemented wage and price controls, which were disastrous for the market.  WIN, increase inflation. Poverty rate increases.

1980’s

Ronald Reagan and supply side economics – deregulation and tax cuts. As Chairman of the FED, Paul Volker has the FED control the money supply as a new policy.  It takes awhile for the inflation rate to drop and once inflation is cured, Americans were on the greatest bull market in history. 

