
devil take the hindmost a history of financial
speculation

Devil take the hindmost: a history of financial speculation is a journey through the thrilling,
often perilous, world of market booms and busts, a narrative that has shaped economies and the
lives of millions. From the tulip mania of the 17th century to the dot-com bubble and beyond, this
chronicle explores the inherent human drive to seek quick riches, the mechanisms that facilitate
speculative fever, and the inevitable fallout when irrational exuberance meets harsh reality. We will
delve into the psychology of crowds, the role of innovation, and the regulatory responses that have
attempted, often unsuccessfully, to tame the wild beast of financial speculation. Understanding this
ongoing saga is crucial for anyone seeking to navigate the complexities of modern finance and
appreciate the enduring patterns of human behavior in pursuit of wealth.
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The Genesis of Speculation: Early Forays into Market
Risk

The impulse to profit from future price movements, the very essence of financial speculation, is as
old as organized trade itself. Long before formal stock exchanges or complex financial instruments,
individuals engaged in activities that foreshadowed modern speculative practices. This early history
is characterized by a deep understanding of tangible assets and a reliance on intuition and personal



networks. Commodities like grain, wool, and spices were primary subjects of this nascent
speculation, with traders betting on future harvests, demand, and even political stability that could
influence prices. The very act of buying goods with the expectation of selling them at a higher price
later, a concept known as forward trading, represents one of the earliest forms of speculative
engagement, laying the groundwork for more sophisticated market activities.

The development of more organized markets, such as those for bills of exchange and early forms of
credit, further facilitated speculative endeavors. Merchants and financiers began to see
opportunities not just in the trading of physical goods but in the trading of the promises of payment
and the very notion of future value. These early financial instruments, while rudimentary compared
to today’s derivatives, allowed for leverage and the amplification of potential gains or losses,
introducing a new dimension to risk-taking. The inherent uncertainty of distant markets, the
vagaries of weather, and the potential for political upheaval all contributed to price volatility,
creating fertile ground for those willing to bet on the direction of future events. This period marked
a significant evolutionary step, moving speculation beyond simple arbitrage of existing goods to the
anticipation of future market conditions.

The Tulip Mania: The First Great Speculative Bubble

Perhaps the most iconic and frequently cited example of early speculative excess is the Dutch Tulip
Mania of the 1630s. What began as a fascination with a new, exotic commodity quickly spiraled into
a national obsession, with tulip bulbs, particularly rare varieties, becoming instruments of intense
speculation. Prices for individual bulbs reached astronomical levels, exceeding the cost of houses,
land, and entire estates. This period vividly illustrates the classic hallmarks of a speculative bubble:
rapidly rising prices driven not by intrinsic value but by the expectation of further price increases,
fueled by widespread participation and often a detachment from reality.

The mechanics of Tulip Mania were relatively straightforward, yet its psychological underpinnings
were profound. As prices climbed, more people, from wealthy merchants to ordinary citizens, were
drawn into the market, eager to capitalize on the seemingly limitless profits. Futures contracts,
allowing individuals to buy bulbs at a set price for delivery in the future, became a popular vehicle
for speculation, enabling participants to control large quantities of bulbs with relatively little upfront
capital. This leverage magnified both potential gains and losses. The eventual collapse was as swift
as the rise. As confidence waned and a sufficient number of sellers emerged, prices plummeted,
leaving many speculators ruined and the Dutch economy reeling from the fallout. Tulip Mania serves
as a timeless cautionary tale about the dangers of market irrationality and the seductive allure of
easy money.

The South Sea Bubble: A National Frenzy and its Aftermath

The early 18th century witnessed another monumental speculative episode in Britain: the South Sea
Bubble. The South Sea Company was established with the government's blessing, ostensibly to trade
with Spanish South America, but its primary function became the management of the national debt.
Investors were promised extraordinary profits from this lucrative trade, and the company's stock
surged, attracting a frenzy of investment. The narrative surrounding the South Sea Company's
potential was amplified by its association with national ambition and the perceived wealth of the



New World, creating a powerful speculative momentum.

The South Sea Bubble differed from Tulip Mania in its scale and its entanglement with national
finance. The company's stock became a proxy for the nation's economic prospects, and its rapid
ascent fueled a broader speculative fever across London. Numerous other companies, many with
dubious business plans or outright fraudulent intentions, sprang up, capitalizing on the public's
eagerness to participate in what seemed like an unending economic boom. The inevitable crash in
1720 was devastating. The South Sea Company’s stock value evaporated, dragging down numerous
other ventures and causing widespread financial ruin. This event led to significant political and
economic repercussions, including the passage of the Bubble Act, which aimed to curb the
proliferation of joint-stock companies and limit future speculative excesses, though its effectiveness
was debatable.

The Mississippi Scheme: John Law's Ambitious Financial
Experiment

Across the English Channel, France experienced its own spectacular speculative collapse with the
Mississippi Scheme, orchestrated by the Scottish economist and banker John Law. In the early
1700s, Law was granted control of the Banque Générale and then the Compagnie d'Occident (later
Compagnie des Indes), a company formed to exploit the resources of French colonies in North
America, particularly the vast Mississippi territory. Law promised immense wealth from these
colonies, backed by a complex system of paper money and government debt conversion.

Law’s plan was ambitious: he aimed to revitalize the French economy by replacing illiquid
government debt with liquid shares in his company and by increasing the money supply through his
bank. The Compagnie des Indes’ stock soared as investors, enticed by official endorsements and the
promise of colonial riches, bought shares in massive numbers. The accompanying paper money,
issued by the Banque Générale, also became highly sought after, leading to rampant inflation and
further fueling speculative demand for the company’s stock. As with other speculative bubbles, the
system was unsustainable. The actual value of the colonial ventures could not match the inflated
expectations. When Law attempted to manage the currency and stock prices, the delicate balance
collapsed. The ensuing panic saw the value of both the currency and the company's shares plummet,
leading to widespread financial distress and a severe loss of confidence in the French financial
system. The Mississippi Scheme, like its British counterpart, stands as a stark reminder of the
dangers inherent in unbridled financial speculation.

The Roaring Twenties and the Wall Street Crash of
1929

The decade preceding the Great Depression, known as the Roaring Twenties, was a period of
unprecedented economic growth and technological advancement, but also a time of significant
financial speculation. The widespread availability of credit, coupled with an optimistic public mood,
fueled a bull market on Wall Street. Investors, both large and small, were drawn to the stock market,
driven by the belief that prices would continue to rise indefinitely. The advent of margin trading,



where investors could buy stocks by borrowing a significant portion of the purchase price, amplified
both potential gains and the inherent risks.

The stock market became detached from the underlying economic realities. Companies with little to
no earnings were valued at extraordinarily high multiples, driven by speculative demand rather than
fundamental analysis. The media and popular culture contributed to the frenzy, portraying stock
market investing as a foolproof path to wealth. However, this speculative edifice was built on shaky
foundations. As the decade wore on, economic indicators began to signal an impending downturn,
including slowing industrial production and a growing imbalance in wealth distribution. The
inevitable unraveling came with the Wall Street Crash of October 1929. A sharp decline in stock
prices triggered a cascade of margin calls, forcing investors to sell their holdings, which further
depressed prices. The crash marked the end of the speculative boom and ushered in the Great
Depression, a period of prolonged economic hardship that profoundly reshaped economic policy and
financial regulation worldwide.

Post-War Speculative Cycles: From Booms to Busts

Following the devastation of World War II, the global economy entered a period of reconstruction
and growth, which was not immune to speculative cycles. While perhaps not as dramatic as the pre-
war episodes, various asset classes have experienced periods of intense speculative interest, leading
to booms followed by inevitable busts. These cycles often reflect shifts in economic paradigms,
technological advancements, and changes in investor psychology.

One notable example from the latter half of the 20th century was the surge in real estate speculation
in many developed nations. Driven by factors such as population growth, urbanization, and
accessible credit, housing prices in certain markets saw significant appreciation, attracting investors
who sought to profit from quick capital gains. Similarly, commodity markets, particularly during
periods of geopolitical instability or supply chain disruptions, have often witnessed speculative
bubbles, as traders bet on future price movements of oil, metals, and agricultural products. These
cycles underscore the persistent nature of speculative behavior, as investors continuously seek out
opportunities to profit from anticipated price changes across a diverse range of assets.

The Dot-Com Bubble: Internet Dreams and Digital
Disillusionment

The late 1990s witnessed one of the most significant speculative manias of the digital age: the dot-
com bubble. The rapid rise of the internet and the proliferation of new technology companies
created an environment of immense optimism and investment. Venture capital flowed freely into
internet startups, many of which had unproven business models and little to no profitability. The
allure of the "new economy" led investors to believe that traditional valuation metrics no longer
applied, and that companies could achieve massive valuations based solely on their potential.

The NASDAQ Composite Index, heavily weighted with technology stocks, soared to unprecedented
heights. Companies with ".com" in their names were seen as surefire winners, and initial public
offerings (IPOs) for tech companies often saw their stock prices double or triple on the first day of



trading. The widespread belief was that the internet would fundamentally change how business was
conducted, and that early investors would reap enormous rewards. However, the bubble began to
deflate in early 2000. Many dot-com companies, unable to sustain their cash burn rates or achieve
profitability, began to falter. As investor sentiment shifted and confidence waned, the market
experienced a brutal correction. The NASDAQ crashed by over 75% from its peak, leading to the
collapse of numerous companies, significant job losses, and a loss of trillions of dollars in market
capitalization. The dot-com bubble serves as a stark reminder that even revolutionary technologies
can be subject to speculative excess and market corrections.

The Subprime Mortgage Crisis: A Modern Speculative
Meltdown

The early 2000s saw the seeds of another major speculative crisis sown in the U.S. housing market,
culminating in the Subprime Mortgage Crisis of 2007-2008. Fueled by a prolonged period of low
interest rates and a belief in perpetually rising home prices, a massive boom in real estate occurred.
This boom was significantly amplified by the widespread issuance of subprime mortgages – loans
made to borrowers with poor credit histories. These risky mortgages were often packaged into
complex financial instruments called Mortgage-Backed Securities (MBS) and Collateralized Debt
Obligations (CDOs), which were then sold to investors worldwide.

The speculative element was deeply embedded in this process. Lenders were incentivized to
originate as many mortgages as possible, regardless of borrower quality, knowing they could quickly
sell them off. Investors, in turn, were eager to acquire these securities, often with the help of credit
rating agencies that assigned them high ratings, implying lower risk than was actually the case. The
belief that housing prices would continue to rise meant that even borrowers who defaulted could
theoretically be made whole by the sale of their homes. However, when housing prices began to
falter, and as a critical mass of subprime borrowers defaulted, the system collapsed. The
interconnectedness of the financial system meant that the losses from these complex instruments
spread rapidly, leading to the failure of major financial institutions, a global credit crunch, and the
deepest recession since the Great Depression. This crisis highlighted the profound systemic risks
that can emerge from concentrated speculative behavior in critical sectors like housing and finance.

Understanding the Psychology of Speculative Behavior

At the heart of every speculative boom and bust lies the complex interplay of human psychology.
Understanding why individuals and groups engage in seemingly irrational behaviors, often at their
own peril, is crucial to comprehending the history of financial speculation. Several key psychological
biases and social phenomena drive speculative activity, creating a feedback loop of rising prices and
increasing participation.

One of the most significant drivers is herd mentality, also known as social proof. In uncertain
environments, individuals tend to look to others for guidance, assuming that the collective wisdom of
the crowd reflects a correct assessment of value. As more people buy an asset, others are drawn in,
not necessarily due to fundamental analysis, but because they see others profiting and fear missing
out. This fear of missing out (FOMO) is a powerful motivator, pushing individuals to act impulsively



to participate in what appears to be a winning trend. Coupled with overconfidence bias, where
individuals overestimate their ability to predict market movements, and confirmation bias, which
leads people to seek out information that confirms their existing beliefs about an asset's upward
trajectory, herd mentality creates a potent cocktail for speculative frenzies.

Furthermore, anchoring bias can play a role, where initial price points or perceived values become
fixed in investors' minds, even as market conditions change. The sheer excitement and positive
reinforcement from early gains can also lead to a detachment from risk. This phenomenon, often
referred to as irrational exuberance, allows speculative bubbles to inflate beyond sustainable levels,
as the emotional pull of potential riches outweighs rational risk assessment. Understanding these
deeply ingrained psychological tendencies is key to recognizing the patterns that repeat throughout
the history of financial speculation.

The Role of Innovation and Technology in Fueling Speculation

Throughout history, technological innovation has often served as a catalyst for new forms of
financial speculation. The introduction of new instruments, faster communication methods, and
broader access to markets has consistently enabled speculative behavior to manifest in novel and
often more expansive ways. From the early development of forward contracts to the sophisticated
algorithms used in high-frequency trading today, technology has repeatedly amplified both the
opportunities and the dangers of speculative markets.

The advent of the internet, as seen in the dot-com bubble, democratized access to financial
information and trading platforms, allowing a much wider swathe of the population to participate in
market speculation. Similarly, the development of complex financial derivatives, such as options and
futures on a vast array of underlying assets, has provided sophisticated tools for leveraging bets on
future price movements. These innovations, while offering potential benefits for hedging and price
discovery, also create new avenues for highly leveraged speculation that can, when things go wrong,
lead to significant systemic risk. The speed at which information and capital can now move across
global markets, facilitated by advanced telecommunications and computing power, means that
speculative bubbles can inflate and burst with unprecedented rapidity, making them harder to
control and manage.

Regulation and the Enduring Challenge of Controlling
Speculation

The recurring nature of speculative manias and their devastating consequences has led to persistent
efforts to regulate financial markets and curb excessive speculation. Governments and financial
authorities have introduced a range of measures over centuries, attempting to strike a balance
between facilitating legitimate investment and preventing market instability. However, the dynamic
and adaptive nature of speculation means that controlling it remains an enduring challenge.

Historically, regulations have often been reactive, implemented after major speculative collapses.
Examples include the Bubble Act in 18th-century Britain, designed to limit the proliferation of



fraudulent companies, or the establishment of securities regulators like the Securities and Exchange
Commission (SEC) in the United States following the 1929 crash. These measures aim to improve
transparency, prevent market manipulation, and enforce stricter disclosure requirements for
publicly traded companies. The introduction of capital requirements for financial institutions,
restrictions on margin trading, and oversight of derivative markets are further attempts to build
resilience and prevent the uncontrolled amplification of risk.

However, the very nature of speculation is to seek out new opportunities and exploit perceived
market inefficiencies. As regulations tighten in one area, speculative activity can migrate to others,
or new, more complex financial instruments can be developed to circumvent existing rules. The
globalized nature of finance also presents challenges, as national regulations may be insufficient to
address cross-border speculative flows. Ultimately, controlling financial speculation requires not
only robust regulatory frameworks but also a deep understanding of the underlying psychological
and behavioral drivers, combined with a willingness to adapt and evolve regulatory approaches in
response to the ever-changing landscape of financial markets. The ongoing quest to tame the "devil
take the hindmost" spirit continues to shape the evolution of financial systems worldwide.

Frequently Asked Questions

What is the central theme of 'Devil Take the Hindmost'
regarding financial speculation?
The central theme is that financial speculation, despite its varied forms throughout history, is driven
by a recurring pattern of human psychology, particularly greed, fear, and the pursuit of quick riches,
often leading to boom-and-bust cycles.

What historical periods or events does John Kenneth Galbraith
highlight to illustrate the history of financial speculation?
Galbraith examines various historical episodes including the South Sea Bubble of the 18th century,
the Tulip Mania of the 17th century, the Roaring Twenties and the subsequent Great Depression,
and the Dutch East India Company, among others.

How does 'Devil Take the Hindmost' explain the role of 'mania'
in financial speculation?
The book explains that financial manias are periods of intense speculative fervor where asset prices
detach from their intrinsic value, fueled by irrational exuberance and herd behavior, creating a self-
perpetuating cycle of rising prices.

What does the 'devil take the hindmost' phrase signify in the
context of the book?
The phrase 'devil take the hindmost' refers to the ultimate consequence for those who are left
behind or fail to exit their speculative positions before a market crash, often losing their entire



investment.

What lessons can be learned from the history of financial
speculation as presented in the book?
The book suggests that while the specific assets and mechanisms of speculation change, the
underlying human tendencies remain constant. It underscores the importance of skepticism, caution,
and an awareness of historical precedents to avoid repeating past mistakes.

Does Galbraith offer solutions or recommendations to prevent
speculative manias?
While not offering prescriptive solutions, Galbraith's historical analysis implicitly advocates for
stronger regulation, a more rational approach to investment, and a healthy skepticism towards
promises of easy wealth, suggesting that understanding history is the best defense.

How does 'Devil Take the Hindmost' connect past speculative
bubbles to contemporary financial markets?
The book argues that the patterns of human behavior and market dynamics observed in historical
bubbles are remarkably similar to those seen in more recent speculative episodes, implying that
contemporary markets are not immune to the same psychological forces and potential for collapse.

Additional Resources
Here are 9 book titles related to the history of financial speculation, each beginning with "":

1. Irrational Exuberance: This seminal work by Robert J. Shiller explores the psychological forces
that drive stock market bubbles and crashes. Shiller argues that speculative manias are not
anomalies but rather recurring features of financial markets, driven by human behavior and herd
mentality. He provides historical examples to illustrate how emotions and confidence, rather than
pure rational analysis, often dictate investment decisions. This book offers a critical perspective on
the cyclical nature of speculation and its impact on economic stability.

2. The Tulip Mania: The Story of the World's First Great Speculative Bubble: Mike Dash delves into
the fascinating and ultimately disastrous Dutch tulip market of the 17th century. This book
meticulously details how a single flower bulb became the object of intense speculation, reaching
astronomical prices before collapsing dramatically. It serves as a classic case study in speculative
excess, demonstrating how easily markets can become detached from intrinsic value. The narrative
highlights the allure of quick riches and the devastating consequences of unchecked ambition.

3. When Genius Failed: The Rise and Fall of Long-Term Capital Management: Roger Lowenstein
chronicles the dramatic story of a hedge fund staffed by Nobel laureates that imploded
spectacularly. The book illustrates how even the smartest minds, armed with sophisticated
mathematical models, can fall prey to extreme market volatility and overconfidence. It's a cautionary
tale about the dangers of leverage, the illusion of control, and the inherent unpredictability of
financial markets. The narrative provides a stark warning about the risks associated with complex



financial instruments.

4. The Great Crash, 1929: John Kenneth Galbraith's classic account vividly describes the events
leading up to and following the Wall Street Crash of 1929. Galbraith analyzes the speculative fever
that gripped America in the Roaring Twenties and the economic and social ramifications of the
subsequent market collapse. The book offers a critical examination of the period's economic policies
and the underlying factors that contributed to the speculative bubble. It remains a vital resource for
understanding the psychology of market manias and their devastating aftermath.

5. Reminiscences of a Stock Operator: Edwin Lefèvre's fictionalized memoir of Jesse Livermore, a
legendary Wall Street trader, offers timeless insights into the art of speculation. The book follows
Livermore's journey from a bucket shop runner to one of the most successful speculators of his era.
It emphasizes the importance of market psychology, discipline, and understanding the ebb and flow
of public sentiment. This enduring classic provides a captivating glimpse into the mindset required
for navigating volatile markets.

6. Manias, Panics, and Crashes: A History of Financial Crises: Charles P. Kindleberger provides a
comprehensive historical survey of financial crises throughout history. He identifies recurring
patterns and underlying causes of speculative bubbles and their inevitable bursts. The book
examines various historical episodes, from the South Sea Bubble to more recent crises, to illustrate
the persistent nature of financial instability. Kindleberger's work underscores the role of
psychological factors, credit expansion, and regulatory failures in fostering speculative excess.

7. Confidence Men: How Washington and Wall Street Lost Their Way: Ron Suskind offers a critical
look at the financial world and the Bush administration's response to the 2008 financial crisis. While
not solely about historical speculation, the book delves into the decision-making and motivations
behind policies that influenced markets and led to significant financial upheavals. It explores the
interplay between government and finance, and how misjudgments and ingrained beliefs can
exacerbate economic instability. The narrative questions the accountability of those in power during
times of financial crisis.

8. The Big Short: Inside the Doomsday Machine: Michael Lewis tells the story of a group of investors
who foresaw and profited from the collapse of the U.S. housing market. The book highlights the
systemic risks and pervasive speculation within the mortgage-backed securities market. Lewis
explains complex financial instruments in an accessible way, revealing the irrationality and greed
that fueled the crisis. It’s a powerful account of how speculation, when unmoored from reality, can
lead to catastrophic economic consequences.

9. The Alchemy of Finance: The Power of Nostalgia in the Modern World: While this title might seem
tangential, the concept of "alchemy" in finance can be interpreted as the often-misguided pursuit of
extraordinary wealth through speculative means. This book, by exploring how nostalgia influences
consumer behavior and market trends, indirectly touches upon how perceived value and emotional
attachments can drive speculative interest in various assets, whether they are financial or cultural. It
prompts reflection on what drives speculative fervor beyond pure economic rationality.
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