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ENCYCLO P I~D r.\ OF !3A~K I~G :\::-<1) F I~ :\~ CE 7G 
The au thor d ivide s the bu siness cycle int o 

7. Gold movement s. 
mor e or less distin ct peri ods, enume rate d and 8. Gold pr oduct ion . 
descr ibed as follows: 9. E xcess bank reserv es. 

( 1) Cr isis-T his is the turni ng point or 
b;n: ::;T~I E;-; T B .\RO ~{ ET E }{ S decisive moment wh ich marks th e collap se of 

the peri od of prosper ity , inflati on, ex tr ava1. Money rates. 
gance and high pric es. 1t is usually initiate d 2. Av er age bond price s. 

3. A vcra gc stock price s.	 by a buyers' str ike as a reacti on f rom high 
prices. Bef ore the inaugur ati on of th e Fe d4. Mun icipal bond sa les. 

5.	 Activity of the New York Stock E x- era l Reserve System a cr isis was likely to 
be followed by a pani c. This is prim aril y achange. 
financi al phenomenon cha ra cte r ized by a6. New capital issues. 
collapse of the cr edit st ructure . univer sal 7. Refundin g issues. 
demand for money paym ent s, ,lac!; of confi

(S ee Business Cycle, Business Fo recastin g dence in th e ability of debt or s to pay debt s, 
Servic es, FW1dament al Condi tions, In vest and .usua lly by a ser ies of import ant bu sin es s. 
ment, Mark et Sentiment, Speculat ive Cycle. ,I brokera ge and bankin g fa ilures. Bank s arc 

the sto rm cent ers of panics, since everyone BIBLIOGI V J.PHY 
is exper iencing difficulty in secur ing an adcL. G UE :-lTH ER : Iwucstmcnt atld Spc":ll l,l
eluate supply of cash. If import ant failur es lion (1916), Chap . 29. 
occur, "r uns'" arc likely to be made upon the R. W. BA BSON : Bus iness Barometers, 1 l)1 ~ . 
bank s, and a gre at strain is placed upon th « D. F. JORD AN: Business Forecastin g, 1921. 
banking system. Since no panics have oc\V. P . HA MIL TON : T he S tock JLark e1 curred subsequent to the esta blishment of th e 

Barom eter, 1922. Fe dera l Reserv e System, and since reserv es 
C. H. Dow : S cientific S tock Sp al/ Tarim,. arc concentr at ed and m obil e, and hand-to

1920. mouth curr ency readily available thro ug h 
rediscount ing , it is be lieved th at the countr y 

Business Cycle is now panic-p roo f. 
An interval which embraces alt ern atin g ( 2) E merg ency L iquidation - Following 

period s o f business pr osperi ty and depr es th e cri sis (and panic i f th er e is one) comes 
sion . It is one of th e most significant phe a period of emerge ncy liquidati on . Durin g 
nomena of the capit al istic reg ime and ap th e pre vious peri od of pros perity pr oduction 
pear s to be an outg ro wth o f our modern has been at a hig h rat e, leading to an ovcr- , 
credit system in which pr oducti on takes stocking of goods at h igh pr ices. 'When the 
plac e in ad vance of consumpti on. Bu siness cri sis announces the end oi th e period of 
volum e and comm odity pri ces do not remain high pri ces, businesses arc ea ge r to unloa d 
constant , but a re subj ect not only to sea  or to "ge t out f rom under " bef ore pric es, 
sonal vari ation, but to long-term fluctu at ions. decline furth er . Th ere is, moreover, an over 
In oth er word s, business t ra vels in waves, supply of goods and a shortage o f cash . 
and excesses of activit y appear to be coun Quantiti es o f goo ds an ', there fo re, placed 
teract ed by ex cesses of depres sion. Bor ' In the mark et for what they wjll brin g . 
rowin g f rom th e physical sciences, Mr . R. ( 3) Depression - T his is a period of 
W. Babson, one of the best-Im own business "hard times" in which the uisturb ance in th e 
f or ecaster s, construct s his th eor y o f th e norm al equilibr ium be tween supply and de
bu siness cycle on the principl e th at act ion mand is still felt . Pric es arc low and e ffor ts 
and re action are equal, or that period s of are mad e to work off th e excess of goods. 
busine ss pr osperit y in so far as they arc in Th er e is a dr astic curtailm ent of pr oducti on, 
excess of normality , are compen sated for hy resultin g in widespread un empl oym ent, re-
peri ods of depre ssion. ' ducti on or elimin ation of profits , accumula

Acc ording to thi s last authority th e busi tion of money supply th ro ugh th e deflation 
ness cycle compri ses four distinct phases o f cr edit , and a g<:neral practic e of econ 
which are called th e peri od of : ( 1) pros orny. T here is a constant "f celing fo r th e 
perity, (2) declin e, (3 ) depr ession, and (4 ) botto m" in th e pri ce movement, 
improvement . S. S. Hu ebner in hi s book en (4) Rcadiu stmcnt-e-Wh cn the botto m o {' 
titled "The St ock Market ," divid es th e cycle th e price movement has been -t ruck , the 
into five peri ods as follows : ( 1) business peri od of readju stment I ll'g i n ~ , It is char 
depre ssion, ( 2) re viving busin ess, ( 3) new acteri zed by ir rq :;,ular anr! uneven pr ice 
ent erpri ses, (4 ) intense pr osper ity, and I, 5) movtm ents which arc in r rf'L",," of , t:lhiliza-
violent liquidati on in securit y mark et s. 
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t ion and har monizat ion ; also by shar p com
pet ition, lower production cost s, eliminati on 
-.)f th e inefficient (numerou s business fa il
ur es) but with the return o f mor e chee r 
f ul sent iment . 

(5) Recuperat ion or reviva l- Th e peri od 
o f readju stment blends so impercept ibly into 
the recuperati ve phase th at the latt er is not 
';asy o f detection , By this t ime th e deflati on 
process has been completed, bank reserves 
a rc high and interest rat es are low, Lower 
pr ices begin to st imulate: demand, fir st no
t iced at the re ta il stores, Recuperat ion may 
be hastened by such propitious events as 
bumper crops, increase in fo reign t rade, or a 
boom in bui lding'. T he increase in retail de
mand commu nicates itsel-f to t-he wh olesaler, 
jo bber and manu factur er , unt il norm al con
dit ions reappear. 

(6) Pr osper ity - - T he economic forces 
which acco unt for the reviva l also account 
l or prosper ity except tha t they act more in
tensely. As th e demand for goods increases 
industry picks up, more labor and capital 
.ire employed, as a result of which pur chas
ing power is increased . T his, in turn , st irn
ulates demand. and because stocks have be
come depleted product ion and deliveries lag: 
behind orders, T his condit ion leads to in
creased product ion costs and contr act re
newals at high er r at es. As costs advance, 
pr ices. wag es, rent s and interest ra tes ri se, 
A large volume of business is being done on 
;, r ising mar ket and business men are mak 
ing' large pr ofits and laborer s high wages. 
Fo r a time, a t least , the prosper ity is cumu 
lati ve, since purc hasing power incr eases in 
pro por t ion, 

( i) Over- ex tension and speculat ion-s-L u
ior tunately the per iod of pros per ity does not 
last . It contains clements of danger , Sooner 
<' I' later businesses find ex ist ing fac ilit ies in
adequate to supply the demand. T his leads 
1() an expansion o i facilitie s acquired at high 
costs . Out put is incr eased, but also at high er 
c, )~ 1. " . T he prog-ram of expansion has tight
cued cr edit and raised int er est r ates, hut th e 
lure o f profits, due to r ixing' mar kets, pro
\ ides a powerfu l incent ive for businesses t·:, 
produce at the max imum , P ric es r ise, prof
itecring sets in, extra vagance in consumption 
appears. and credit becomes inflat ed, In the 
final stages, costs ri se more than selling' 
pr ices, due to the decl ine in the efficiency ill 
labor, r ising r aw materi al pri ces. and higher 
interest rat es. Speculat ion for fur ther ri se 
in pr ices tends to make pr ices r ise higher 
than warranted, finally result ing" ill a buyers' 
"tr ike , Thi s leads to a cr isis. 

\ Vhile a business cycle is a rh yt hm ical 
phenomenon, it ha s no definite periodicity, 
, . [ I " thr ee yea rs, seven yea rs , or t wenty ' 
years . No tw o business cycles are a like, 
but rath er consist of a d ifferent combinat ion 
of factors. Th e accompanying chart , published 
by the St andard Statist ics Company (New 
York City ) , shows the business cycles that 
hav e occurr ed in the Un ited Sta tes since 
1Q()1. T he business line in this char t is 
t ,') be correl at ed with the cur ve of stock 
]1r;CCS and money supply. It will be noted 
that the money supply line is the basis, or 
xignal, upon wh ich the other two lines take 
the ir cue. Ju st as the money supply line 
precedes the movement of th e line of stock 
pr ice, ( though in opposite dir ection ), .5,0 th e 
line of stock pri ces precedes the business line 
in both th e upward and downw ar d swings. 
(S ec Business Bar ometers, Business F ore
casting Services, Speculative Cyclc.) 
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Business Failures 
See F ailures, 

Business Forecasting Services 
If cyclic movements of pri ces in comm odi

ties, secur ities and money actua lly occur, as 
expl ained under the term Bus iness Cycl: 
i ' q, v. ') , and business cond ition s and pr ice 
movements arc subje ct to analysis and in
ie r p rcta tion a, explained under the term 
J~ I f.3 iJ j l~S·S 11.?J"" Jll l:JI'r S ('I . L ) . the-n pr ice 
movements become, ill part at k; "t, .uncn
;,hle to scientific forecast. W hile most busi
" ,-ss men recogn ize th e va lidity of the pr in
L';P!cS underlying th e business cycle and th e 
import ance of watching business baro meters. 
i ,: \\ ' regard th em-elves as capable' o i ana
lyzing' and interpr etin g available da ta or , t 




