Risky Loans in 1929 and now it is October 2008

We have seen a long streak of greed and bad judgment. Our government is in the news with “scandals”.  We you watching? What should we do?
The stock market grew shaky in September, and then in October, the bottom fell out.

1931 for six bleak days the Dow Jones Industrial Average lost 1/3 of its value. It was a panic, the unthinkable terrors of the unknown is thrust upon the and chaos reigns.
Does it make you think you should stock up the pantry, take the cash out of the bank and prepare for a 21st-century Great Depression?  But there are stark differences!

It started with lending in the 1920s and the stock market rallied. Investors would easily borrow ¾’s of the value of the stock. By 1929 nearly 50% of bank loans went to buy shares.
Then the market started to fall, customers weren't eager to bail out hoping for the best. They even borrowed mere! (Hum – in 2008 we are borrowing for ourselves).

When those stock assets evaporated, an already weak banking system was crushed. In 1929, before the crash, more than 300 banks had closed. Nearly1,000 closed with the next year.

Without a Federal Deposit Insurance Corp., depositors lost everything and unemployment climbed close to 25% and there was no such thing as the unemployment compensation (hum – paid by us).
Most interesting was the long reluctance to acknowledge a serious problem. 
In 1932, the Dow had dropped 90% from its peak in September 1929. By 1934 more than 44% of all first mortgages were in default.
One big difference is in 2008 the loans the mortgage companies have out are on real assets, houses that could regain some value unlike paper stock.
Another big difference is the acknowledgment and quick action by the Federal Reserve and Congress.

Remember that we've been through tough times before. The Internet bust in early 2000 Nasdaq index fell almost 80%. Remember the speculative real-estate lending that resulted in almost 2,000 bank failures between 1987 and 1991, and the Dow plunging 22.6% in one day in 1987. It was not fun – but we survived
It's a time to return to the basics. Live within your means. Reduce your debt. Keep saving -- and investing. When the cycle turns, and it will, you'll be glad you did.

You can feel wealthy by doing something good for your community and your country. This to will pass!
