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“The public be damned.
I am working for my stockholders.”

— WILLIAM H. VANDERBILT, president of the
New York Central Railroad, 1882



PROLOGUE

It all started in May 1792, under a buttonwood tree near the southern tip of Manhattan Island. There, a group of post-Revolutionary War merchants and traders established a formal exchange for the buying and selling of stocks and bonds of emerging companies. This bold step meant that there now would be a formal structure for raising money in what was quickly becoming the new nation’s financial capital. For years, these traders and merchants had conducted their affairs informally on a one-mile thoroughfare that ran alongside a wooden barricade that the Dutch governor Peter Stuyvesant had erected centuries earlier to protect his village of settlers from the local Indian tribes. This road was called, simply, Wall Street.

These informal trades had resulted in the development of a less sophisticated version of existing financial exchanges in European cities like London and Antwerp. But this new market was so unstructured that it was vulnerable to manipulation by auctioneers and brokers looking to take advantage of customers by fixing prices. The Buttonwood Agreement, forged at the site of what today is 68 Wall Street, established the rules for a formal exchange where stocks and bonds could be bought and sold without manipulation. The market would have set hours when there would be continuous trading and prices could adjust accordingly. The traders also agreed that they would accept a set commission in their dealings with each other. Dealers who did not sign the agreement would be charged a higher rate for their business. And with that act of anticompetitive collusion, New York had the makings of its first formal stock exchange.

As primitive as it was, the arrangement worked fine for a couple of decades. Then came the War of 1812, which roiled the financial markets and spurred the dealers who had signed the Buttonwood Agreement to further structure their market. In 1817, they held a series of meetings, the result of which was the formation of the first organized stock exchange in the United States, the New York Stock and Exchange Board. In 1863, the organization would change its name to the New York Stock Exchange. But regardless of what they called it, the mystique of Wall Street began with the creation of this institution.

Throughout the nineteenth century, as Wall Street grew, more people turned to lower Manhattan when they needed to raise capital. The Street financed the building of the railroads and the creation of just about every major American industry imaginable, including the steamship, steel, oil, electrical power, telephone, and automobile industries. Along the way, it also saw its share of scoundrels. The Civil War era gave rise to dastardly speculators like Jay Gould, Jim Fisk, and Henry Clews, who made millions of dollars by cornering the market in different commodities and securities. Robber barons—including Andrew Carnegie, Cornelius Vanderbilt, and John D. Rockefeller—were able to put together massive corporate empires, and amass enormous fortunes, with financing arranged on the Street. And by the turn of the twentieth century, the power of Wall Street’s financiers grew to the point that during the panic of 1907 four bankers—led by John Pierpont Morgan of J. P. Morgan and Company, and including Jacob Schiff of Kuhn Loeb, George Baker of First National Bank, and James Stillman of the National City Bank—were called on to rescue the entire banking system and prop up the New York Stock Exchange. At a meeting in New York with George Cortelyou, the treasury secretary under President Theodore Roosevelt, they quickly put together a $25 million finance package to keep the markets liquid and secure the financial system.

But for all the stories about power brokers, swashbuckling traders, and high-stakes financial intrigue, the fact is that during most of its early history, Wall Street in general was completely remote from the rest of the country. Financial information for the public was sparse, if it existed at all. Indeed, until 1896, when Charles Dow of the Wall Street Journal introduced the Dow Jones Industrial Average, it wasn’t even possible to track the daily progress of the stock market as a whole. To most of Main Street America, Wall Street was an exclusive, rarefied club for a select group of rich and powerful men and a few others who someday hoped to become rich and powerful men. It was something to be looked upon with a degree of scorn, if at all. And for the most part, Wall Street didn’t concern itself with the public’s opinion, one way or the other. The insular culture of the Wall Street investment-banking partnerships prized privacy and secrecy above all else. The attitude of the financiers was, the fewer people who were interested in their affairs, the better.

For Wall Street, the eye-opener came in 1917, when the government announced it was selling tax-free Liberty Bonds to fund the war effort, and average Americans eagerly snapped them up as a show of patriotism and to capture the tax-free profits. From 1917 to 1919, the government issued $21.5 billion of these bonds and millions of individuals, many of whom had never invested before in their lives, signed up. To some people on Wall Street, including a young broker named Charlie Merrill, this was a sign that there was a whole new world of potential customers out there on Main Street that could be tapped for business.

Of course, not everybody was so laissez-faire about the power Wall Street’s bankers were wielding. On September 16, 1920, right around lunchtime, a bomb packed inside a horse-drawn cart exploded underneath a window of the J. P. Morgan and Company headquarters at 23 Wall Street. More than thirty people were killed and several hundred were wounded in the blast, which caused damage of more than $2 million, a sum that would be worth nearly $20 million today. Witnesses described an eerie two seconds of silence on Wall Street, followed by a shower of glass from the windows above that were blown open. Although the culprits were never caught, police at the time believed it was the work of Italian anarchists or Communists. Either way, they missed their target: J. P. Morgan Jr., who by this time was head of his father’s bank, was traveling in Europe when the incident took place.

The attack had little lasting impact on the collective imagination of the investing public. Throughout the 1920s interest rates stayed low, and that more than anything helped the stock market to climb; as any Wall Street pro will tell you, in a low-interest-rate environment investors naturally will look for the higher returns found in the more risky stock market. In addition, new technologies, radio in particular, were bringing into the market speculative investors looking to catch onto the next hot thing. Factories in the United States were mass-producing products like automobiles and telephones at a seemingly miraculous pace. Wall Street still largely remained a game for the elite, as less than 2 percent of the population owned stocks in the 1920s, but that 2 percent witnessed quite a run while it lasted. From 1925 to 1928, the stock market gained 200 percent. At the end, many investors were buying stocks on margin, which is borrowing money from a bank to buy securities. Others were investing in vehicles called investment trusts, which were designed to be early forms of mutual funds but turned out to be nothing more than fraud schemes. It was a classic speculative mania, and it could not last.

Although the 1929 stock-market crash is blamed for the Great Depression, the reality is the Depression started several months before, in August 1929. But late October 1929 is the point that most people consider to be the unofficial start of the most dismal economic period in American history. Over a series of weeks in October and November 1929, the Dow Jones Industrial Average was sliced in half. Millions and millions of dollars were lost in the market. Across the country, banks, securities firms, and insurance companies collapsed because of financial problems. And whatever goodwill the public had built up toward Wall Street was gone.

Naturally, after surveying the wreckage from the disaster, regulators stepped in and decided that reforms were needed on Wall Street. A slew of new laws and regulations were passed to protect Main Street from the manipulations of the Street’s financiers. Two of those rules would come into play in later years. One was Regulation Q, which was established by the Federal Reserve Board in 1933 to limit the amount of money that banks could pay in interest to their customers. The theory was that the banks had paid too much in interest while competing for deposits, and that’s why they’d gotten into trouble.

Among the other new rules that Wall Street had to contend with was the Glass-Steagall Act of 1933. The main purpose of this law was to formally divide commercial banks, which accepted deposits and made loans to people and businesses, and investment banks, which underwrote, bought, and sold securities, such as stocks and bonds. Banks that did both, and there were a considerable number of those on Wall Street at the time, would have to choose whether they wanted to be a commercial or an investment bank. The logic was that since commercial banks would hold the deposits of ordinary Americans they could not be allowed to put their capital in jeopardy by underwriting securities and operating in the risky environment of Wall Street. If there was a single target of the Glass-Steagall Act it was the mighty J. P. Morgan and Company. Most of the partners stayed with the old firm, which remained a commercial bank, though six partners, led by Henry S. Morgan, the grandson of J. P. Morgan, and Harold Stanley, split off to form the investment bank Morgan Stanley.

But despite the legal crackdown and Wall Street name shuffling, the 1929 stock-market crash and the Great Depression had had a devastating psychological effect on Main Street America. From now on there would be a deep and abiding cynicism on the part of the public toward Wall Street. The modicum of trust that had developed during the 1920s bull market was shattered. And it would take some time for healing and a concerted effort on the part of someone on Wall Street to bring it back.



PART ONE



CHAPTER 1

GOOD TIME CHARLIE

If you had to name the one person in the last hundred years who was most responsible for bringing individual investors to Wall Street, your list of candidates would have to begin with Charlie Merrill. Merrill and his firm, Merrill Lynch, probably did more than anyone to sell the stock market to America in the first half of the twentieth century. Considering Wall Street’s traditional insular culture, it’s hardly surprising that its first great democratizer was a true outsider. Merrill had none of the family connections and breeding that defined the upper crust of the financial world. His background was in grocery stores, and he brought many of those retail concepts to Wall Street through Merrill Lynch.

Charlie Merrill and his partner, Edmund Lynch, formed Merrill Lynch in 1914. They made a fortune for themselves and their customers through the Roaring Twenties by investing in the chain stores, like Safeway and McCrory, that were sprouting up around the country. These were the growth stocks of the day, and they were shunned by Wall Street’s old guard, as personified by Morgan Stanley and Kuhn Loeb. But Merrill and Lynch didn’t care. They kept on pitching stocks that others ignored and built a fairly substantial business with branches in Chicago, Detroit, and Los Angeles connected to the home office on Wall Street through a Teletype wire. Things were looking good.

But then, in 1928, Charlie Merrill became pessimistic about the stock market and his business. And here’s where his story really begins.


EDWIN PERKINS (financial historian and author of Wall Street to Main Street: Charlie Merrill and Middle Class Investors):

In March of 1928, Charlie Merrill started to have some serious doubts about the market. He sent out letters to his customers telling how he felt. Of course, the people he had the hardest time convincing were Eddie Lynch and his partners. They thought it was one of those “new eras,” like we heard about not too long ago. But Merrill got quite cautious and he sent letters to all their customers, not necessarily saying sell, but saying that now might not be a great time to be buying stocks on margin [with borrowed money]. And he urged the people with margin accounts to sell off some of their securities and pay off their debts.


CHARLIE MERRILL (cofounder and former chairman of Merrill Lynch and Company):

The advice we have given important corporations can be followed to advantage by all classes of investors. We do not urge that you sell securities indiscriminately, but we do advise, in no uncertain terms, that you lighten your obligations, or better still, pay them off entirely. Many fine reputations have been built up in this era of extraordinary prosperity, which will not stand the acid test when troublesome times are here. Take advantage of the present high prices and put your own financial house in order.

EDWIN PERKINS:

That was his feeling in early 1928. By 1929, he became even more convinced that this was true. In his letters he would quite often cite reports coming out of the Federal Reserve Bank saying that things were getting a little exuberant, sort of like when [Fed chairman Alan] Greenspan said that there was “irrational exuberance” in the market in the 1990s. I think Merrill was saying the same thing in 1929. He took it to heart. But the rest of his partners did not. At one point in 1929, Lynch went on vacation in Europe and gave Merrill power of attorney over his stocks, and Merrill sold every single one of them. Lynch wasn’t happy about that at all, but later it turned out he was lucky that Merrill did that.

After the crash, Charlie Merrill and Eddie Lynch decided to downscale. Lynch was pretty certain he was ready to cash in his chips. He pretty much dropped out entirely. In the meantime, they sold their retail business, the branches that existed, to E. A. Pierce, which was around as sort of a regional brokerage chain. But it wasn’t a total sale, because Merrill Lynch invested a million or so dollars in that firm. They, in a sense, became silent partners. And they kept the Merrill Lynch office on a skeleton staff in New York. They didn’t look for new business, but when any of the bonds from the old business came through and needed to be financed, they’d handle it. There wasn’t much business, but that’s the way it was for the rest of Wall Street in the 1930s. Charlie, meanwhile, continued as a private investor, but he really focused most of his attention on Safeway and the chain stores he owned.


ROBERT NEWBURGER (executive director of the New York Stock Exchange Alliance of Floor Brokers and member of the exchange since 1940):

When I came to Wall Street [in 1933] Merrill Lynch was E. A. Pierce and Company. Ed Pierce had the office at 40 Wall Street, and E. A. Pierce had more branch offices than anyone else, about five more than Bache and Company. Both of them had their main offices at 40 Wall Street, oddly enough. Ed Pierce came to work at about six o’clock every morning and stayed there until late at night. He was a real shirtsleeve fellow, and he built up quite a business.

EDWIN PERKINS:

Like many other brokerage houses on Wall Street, E. A. Pierce fell on hard times through the 1930s. By 1939 it was facing dissolution. Pierce and Win Smith [a former Merrill Lynch executive who went to E. A. Pierce] were looking around to see who they could merge with. What Smith decided to do was try to convince Merrill to come back into the business. He showed him how with certain economies of scale here and there the company could be salvaged.


ROBERT MAGOWAN (former Merrill Lynch executive and Charlie Merrill’s son-in-law):

Merrill was getting bored about 1940 after sitting on his ass for ten years. It looked like an opportunity, the only one left, and he had all the money.

EDWIN PERKINS:

The other thing I think that might’ve helped that decision was the death of Eddie Lynch. He died in 1938. And Lynch and Merrill had had some conflicts in the twenties and Merrill wasn’t too eager to go through that again. But Smith convinced Merrill that if he could come in and put up some money, he could be the single senior partner. He could make all the major strategic decisions. That appealed to Merrill. So he decided to come back into the business in 1940. You really could say that the modern era of Wall Street began right there.


WINTHROP SMITH JR. (former Merrill Lynch executive vice president and son of former chairman Winthrop Smith Sr.):

To be successful in business you have to realize that a great time to do something often is when nobody else thinks it’s a great time. The contrarian usually is a step ahead. When you look at this industry back then, nobody wanted to get in and a lot of people wanted to get out. The world looked terrible in 1939. We hadn’t really emerged yet from the Depression and Europe was at war. Why would you want to take a risk at that time?


JOE NOCERA (financial journalist and author of A Piece of the Action):

Win Smith said, “The firm is about to fold. Please come and save it.” That’s the perfect kind of appeal to a guy like Charlie Merrill because being the savior and the center of attention is exactly what he craved.

WINTHROP SMITH JR.:

It really did take Merrill a while to warm to the concept. A fellow by the name of Ted Braun was very important in all this. He was a consultant who had worked with Merrill in California during his Safeway days and ended up being a consultant to Nelson Rockefeller and others. Braun did some market research that convinced Merrill—and reinforced my father’s conviction—that out of the adversity that was happening there was a real opportunity to do something different.

JOE NOCERA:

What made Charlie Merrill different from the rest of his contemporaries on Wall Street was, he had a populist instinct. That’s what he brought to the table right from the start. Charlie Merrill did not grow up wealthy. He was a poor boy, basically. He had to drop out of college for a while because his father was this sort of itinerant doctor who went broke. So he had to go out and make some money to pay for classes. Through a variety of circumstances he ended up on Wall Street basically as a kid. And even though he evolved into this extremely rich and powerful financier, he always stressed that the little guy could do this too, which was a foreign notion in the early part of the twentieth century.


DONALD REGAN (former Merrill Lynch chairman, treasury secretary, and White House chief of staff):

How do you take the mystery out of finance? How can you explain this business to somebody else so the curtain parts for him, too? “Take the mystery out of finance!” It’s what Merrill kept advocating.


JAMES MERRILL (poet, author, and son of Charlie Merrill):

My father despised secrecy. Demystification had been the key to his own great success: no more mumbo jumbo from Harvard men in paneled rooms; let the stock market’s workings henceforth be intelligible even to the small investor.

WINTHROP SMITH JR.:

There was a famous Roper Survey in 1939 that showed most people in this country thought livestock was traded on the New York Stock Exchange, not stocks and bonds. In fact, most people didn’t know the difference between a stock and a bond. There was a real lack of information. And the truth is, until the SEC [Securities and Exchange Commission] was formed in 1933 the little guy didn’t get a break.

There wasn’t a transparent system. There wasn’t a system of checks and balances. You had poor understanding and frankly not a good environment for the individual to participate. You also had Wall Street firms that were run very poorly and very unprofitably. But even though times were tough, Charlie Merrill could see that there would be a great need to recapitalize the United States in the near future to fuel the coming growth after the war. The individual investor could be a fundamental part of that growth. But what was needed was education. People were going to have to understand how to invest. There was going to have to be a different approach. The clients’ interests had to be served, not the firm’s interests, or this would never work.

There also was an understanding that firms were going to have to be run differently. A lot of the principles Charlie Merrill learned from Safeway and the chain stores were brought to Merrill Lynch. It’s a high-volume, low-margin business that has to be run like a business, not a club. If you looked at a lot of the Wall Street firms in 1940, like J. P. Morgan, they operated in palaces with mahogany walls and stuffed leather sofas. Merrill said most of the business is done by telephone so you don’t need mahogany walls and leather sofas. You had to run the business efficiently. The whole idea of sales per square foot was a merchandising principle that Charlie brought to this firm. The other thing was advertising, which Wall Street firms never did. Charlie brought advertising to Wall Street. He did everything from print advertising to sending people out across the country in wagons and setting up shop in places like Williamsport, Pennsylvania.

DONALD REGAN:

Charlie Merrill was against the establishment on Wall Street from the time he started. Remember that Merrill and Eddie Lynch originally were known as “the boy bandits” of Wall Street. Why? Because they cut prices, did things differently than anyone else. They went after the chain stores for business. It may seem funny now, but chain stores were controversial back then. I remember in my high school days at Cambridge Latin in the 1930s one of the major topics of the debating team was: “Resolved: Chain Stores Should Be Abolished.” Individual towns couldn’t stand having a major store—a Kroger or Safeway or A&P—on Main Street.

But this was Merrill’s background. He backed J. C. Penney. He backed Newbury. He was a good friend of Frank Woolworth. When he came back to Wall Street in 1940, after he left in ’29, he wanted to do the same thing at Merrill Lynch that he did at Safeway.

EDWIN PERKINS:

Merrill had all this experience from the chain stores that he invested in. So on a strategic basis, he decided to apply some of the lessons he learned from the retail business to what he was doing on Wall Street. He took his salesmen off commissions and paid them a salary, which was revolutionary. He said the interests of the customer MUST come first, with MUST in capital letters. And when he looked at it, the first thing he really had to do was educate his customer.

CHARLIE MERRILL:

It was probably the biggest job of mass education that’s ever confronted any business at any time in the history of this country.

JOE NOCERA:

It wasn’t just that Charlie Merrill’s ideas permeated the firm. His whole larger-than-life personality dominated the place. Charlie Merrill was the sort of person who had to be at the center of any room he entered. He was a small man but he dominated a conversation, expecting you to hang on his every word. He also wanted you to accept his word as the received wisdom from the gods. He was a fabled womanizer and a remote figure to his children. Like many driven, successful people he was a mass of contradictions, ornery but generous, that kind of thing. He loved to party and drink, consuming huge quantities of martinis as he spun his stories. And he was that way from the very beginning. He met his partner Eddie Lynch because the two of them liked to crash debutante parties together when they were young men.

DONALD REGAN:

Charlie Merrill was a great ladies’ man. He had four wives and about sixteen mistresses. And he was a great bridge player. He could be very disarming. Small in stature—I don’t think he stood taller than five foot seven—white hair and soft complexion. He had sort of a droll sense of humor. He was quiet and very soft-spoken with a gentle southern accent. But he had a hell of a temper. Rub the guy the wrong way and you saw the fur fly. And Charlie had a will of iron. There was one way of doing things—his way or no way.

WINTHROP SMITH JR.:

I was really young when I met Charlie Merrill, maybe six or seven. I remember that even though he was a small man in size he actually was a very large person when you met him. He had this enormous personality. Even at that young age I could see that he was a very colorful character, completely different from any of my father’s other friends. I remember he had this great smile and a way of carrying himself that drew you to him. My father, on the other hand, was a New England Yankee, very unassuming, very modest, very unpretentious. He was quite the opposite of Charlie. But I think those opposing traits helped cement their relationship as it developed. In some ways they were the better parts of each other.

DONALD REGAN:

After Merrill had his first heart attack in 1944 he basically retreated from running the firm full-time. In those days heart attacks were much more serious than they are today, so he had to quiet down, be the guy who operated from a distance. He’d come to the office seldom but he always knew what was going on. Win became his eyes and ears at the firm. The relationship was symbiotic and worked extremely well. Merrill was the idea man while Win’s job was execution.


WILLIAM SCHREYER (former Merrill Lynch chairman):

Mr. Merrill had all the externals, a genius and all that. Mr. Smith was a guy who could analyze things, didn’t shoot from the hip. He was very thoughtful and made good decisions. By the end Mr. Merrill had such bad heart disease that he very rarely came into the office. Mr. Smith was the guy that made things happen, beautifully.


LOUIS ENGEL (Merrill Lynch’s first advertising director):

Win Smith was the only man who, after Charlie Merrill had his heart attack, could have held this thing together. He was an incredible man. He was absolutely one of the most quiet, unassuming men you’ve ever met in your life. In those early days the partners came from all these different firms. They still had their old ties, their old loyalties, and their particular buddies down the hall. But it was Win Smith who welded this thing together and made it one organization.


WINTHROP SMITH SR. (former chairman of Merrill Lynch):

In some ways Charlie’s absence was an advantage. He had a better perspective on what was happening to the business as a whole, and to our firm in particular, than he might have had had he been actually participating in the day-to-day events.


ROBERT BALDWIN (former Morgan Stanley chairman):

Morgan Stanley did not advertise. We didn’t have any public customers. We just didn’t do it. Our standing came from people knowing who we were and what we were already, without advertisement. It worked very well for quite a while. Now, Merrill Lynch, they advertised.

JOE NOCERA:

A guy by the name of Lou Engel created perhaps the most famous financial ad in history. It ran in 1948 in the New York Times. Basically, it was a one-page instruction manual on the stock market called “What Everybody Ought to Know About This Stock and Bond Business.” If you look at it today it’s unreadable—just a mess of words. But at the time it was a sensation.

WILLIAM SCHREYER:

I remember the first time I saw that ad. I was taking the subway down to work in the morning—first thing I used to do with my paycheck was get two weeks’ worth of dimes so I could get back and forth to the office from my apartment uptown—and I opened up the paper and there that ad was. I was jammed in there, holding on, and having no luck in trying to read the thing. I thought, “Jeez, this is way too long for anyone to pay any attention to. I wonder why they did that.” Turns out I was wrong.

WINTHROP SMITH JR.:

I think this was the first time you really saw anything like that on Wall Street. A firm was reaching out to explain to normal investors how the business worked because it wanted their business. A lot of folks at the time really thought it was gauche for Wall Street firms to do things like advertise.

ROBERT BALDWIN:

The other firms, without exception, were brokerage firms. They’d give the guys a phone, have them follow the tape, and pitch ideas to clients.

WINTHROP SMITH JR.:

My father and Charlie Merrill started Wall Street’s first training program in the 1940s. It’s another thing that just wasn’t done on Wall Street at the time, and another reason some firms snickered at us back then. But today it’s a given that you have to train your employees. Out of those training classes we’ve gotten some of our most important leaders, including Don Regan, who was in our first training class.

DONALD REGAN:

December 1945—I interviewed with somebody in the personnel department of the main office, which was then at 70 Pine Street. I was living in Washington, D.C., where I was married and where my first two children were born. After an extensive interview going over my background—a modest upbringing in Cambridge, Harvard undergraduate on a scholarship, an unfinished stint at Harvard Law School, five and a half years in the Marine Corps during World War II where I served as a major—this guy asked me, “What else can you bring to this firm?”

I said, “I don’t understand the question. I’ve already told you my background.” So he said, “Do you have any other specialties, something that might appeal to the firm?”

I thought about that for a minute. Then I said, “I only have one specialty now. I kill people. If you want people killed I’ve been doing that for five and a half years and I’ve gotten pretty good at it. Otherwise I could use some training.” He was surprised. “Mr. Regan, I’m not sure that we need that particular ability here at Merrill Lynch.”

In February they offered me a position in the new training school, which was starting in March 1946. At that time nobody else on Wall Street had a training program. Everyone used the old apprentice system, in which someone known to a partner in the firm by blood relationship or by being a relative of a client or something of that nature was taken on as an apprentice and brought up through the firm. It was not a formal training program. Merrill’s was the first of the formal training programs where you were specifically trained in financial principles. They basically sent you to school for a quick degree in economics and finance. And then after you finished your courses you did not stay in New York. Instead, you migrated to a branch office to start building a business. Often you went back to the branch office that sent you in, because the branch office managers were encouraged to take men from their communities and send them on to the training school. Then they’d get them back as account executives, or what today they call financial consultants, FCs.

I think everybody in my training class was an ex-GI except for one guy who had been deferred for health reasons. And it was mostly officers. This was deliberate on the part of Charlie Merrill and Win Smith. They realized there was this cadre of people coming out of the service who needed jobs. They would be young, ambitious, and trained by colleges and the military. They thought this was just the pool from which they should operate in order to train people to be financial advisers. Merrill knew this because he had been in the military himself. He was in World War I as an artillery captain.

JOE NOCERA:

Don Regan was a sterling example of the culture Merrill developed. For many years if you were Irish and a former marine you had a leg up at Merrill Lynch. It was like being a German Jew at Goldman Sachs or Skull and Bones at Morgan Stanley. But Merrill’s culture was much more of a hustling culture than the rest of Wall Street. You were a salesman and you had to make your numbers; if not, there would be trouble. This wasn’t cushy “white shoe” investment banking. The Wall Street establishment looked at Merrill Lynch as a lower form of life. But all Merrill cared about was building an army of brokers to preach the gospel of the stock market to the common man.

DONALD REGAN:

The military mentality works on Wall Street because if you put the order and discipline of the military into the world of finance it takes away a bit of the chaos that is normal in finance. You take the New York Stock Exchange or a trading room. You can have absolute chaos there if somebody is not guiding it and making certain that things are organized and controlled. I think the military learns that by necessity. In the heat of combat you’ve got to have control or you’ll have utter chaos. You’ll lose what you’re there for, which is victory. If you lose control of the New York Stock Exchange or a trading room you will lose a lot of what finance is all about, the safety of money. Although a person who’s too rigid doesn’t succeed in finance either. You also have to be creative. That’s what they tried to teach you as you progressed at Merrill Lynch.


BERNARD HEROLD (fifty-year Wall Street veteran and founder of Bernard Herold and Company):

If you ever want to get a job on Wall Street here are the magic words: if you give me a chance, I can make you money. It’s not, I can make money—it’s I can make you money. That’s what’s always been most important in this business.

JOE NOCERA:

The one place where Merrill Lynch missed out in reaching Main Street was mutual funds. Charlie Merrill hated mutual funds. In the 1930s there was a scandal where college kids went door-to-door selling people these things called investment trusts that eventually had all kinds of problems. Some of them were Ponzi schemes and others simply didn’t deliver what they promised. These investment trusts really were the forerunners of mutual funds, and as mutual funds developed Merrill linked them to all the wrongdoing that had gone on in the twenties. He truly thought they were bad for his clients. So even as mutual funds became popular again in the 1950s—when increasing numbers of ordinary people started turning to mutual funds as the way they wanted to touch the stock market—Charlie Merrill harbored this enormous prejudice against them. He wouldn’t have anything to do with them.

WILLIAM SCHREYER:

Charlie would just pound his fist on the desk and say, “Mutual funds—they’re evil!”

WINTHROP SMITH JR.:

The reason was, Charlie Merrill didn’t believe that mutual funds were structured in a way that was in the best interests of the individual investor. He thought a portfolio of well-chosen stocks and bonds was the most efficient way to earn a return on your money. Our entire top-management team felt that way and there was no chance of persuading them otherwise, though a few people, particularly Don Regan, tried.

DONALD REGAN:

When we got into the subject of teaching women about finance I could see that mutual funds were made for that type of client. I used to argue about this all the time with my boss, Bob Magowan, though I never had the nerve to talk about this stuff with Merrill. Merrill was a merchandiser. He believed in packaging things. He didn’t believe in loose coffee, he believed in a package of the stuff. What’s the difference between a package of stocks and a package of coffee or walnuts? It was stupid, but they wouldn’t go for it.

Finally, in 1949, I spent months working over a paper on why Merrill Lynch should be in mutual funds. It was pretty long when I started, but I managed to cut it down to a couple of pages. I remember Merrill was staying out in Southampton and Win Smith was visiting over the weekend. Bob Magowan also had a house out there not too far from Merrill’s. He was going out that weekend, so I gave him the paper and said, “Put this in your briefcase. When you see Charlie and Win you’ll be talking about the business, going over where we’re headed. I think the 1950s is the time for us to get into the mutual fund business and this paper explains why. Please talk about it with them.”

He said, “You’ll never get it past them.” And I said, “Please show them this paper and see what they say.”

So Monday rolled around and I heard Magowan’s heels clicking down the hall. He never wore rubber heels, always leather heels, and he clicked down the hallway into his office. When I went in to see him I remember Bob was all cheery, telling me about his tennis game. I could’ve cared less. Finally I said, “What happened?” He didn’t know what I was talking about. So I said, “What happened with the mutual funds paper?”

“Oh that. I spoke to Win about it and Win talked to Charlie. Charlie didn’t like it, so Win didn’t like it. I figured I’d go along with them.”

I said, “Goddamn! Shot down by the father, the son, and the Holy Ghost.” That was it. Merrill Lynch was not going to get involved with mutual funds as long as any of them were alive and in charge. The ban lasted until 1968, when I became president.

EDWIN PERKINS:

Charlie Merrill died on October 6, 1956. He basically had been having heart trouble for a long time. He did agree to some experimental treatment where he had to drink this radioactive material, and it seemed to work miracles for him for a while, and he was able to keep up his pretty active social schedule. But at the end there, he really started to give out. He got weaker and weaker, and finally his body just succumbed to the disease.

The company he left was in great shape, though. It was still hitting high points. Volumes were picking up, prices were going up, and Merrill was in a commanding position to take advantage of it. They were way ahead of the pack on the brokerage side, and they were starting to make inroads on the investment-banking side. You’d have to say that the firm had fulfilled all of Charlie Merrill’s dreams and hopes when he came back to the business in 1940.

By the time Charlie Merrill died, the firm he’d resurrected was one of the most powerful forces on Wall Street in terms of distributing securities—nobody did that better than Merrill Lynch. Merrill left a firm that was Wall Street’s only truly national brokerage house, with nearly 6,000 employees in more than 120 offices around the country. Its $83.5 million in revenues made it the largest firm in the securities industry. At the time, Merrill Lynch was responsible for 20 percent of the volume in small trades of fewer than 100 shares on the New York Stock Exchange and 12 percent of the volume in larger trades. None of its competitors was even close. And with Win Smith in charge, Merrill could rest assured that his firm would continue in his image for some time. In fact, although Wall Street in the twenty-first century is a vastly more complicated place than it was when Charlie Merrill agreed to rejoin the business in 1940, there are still remnants of what he was trying to create today in just about every other major player in financial services.

Still, Merrill’s missionary instinct was hardly bringing people to the stock market in droves. In 1953, more than a decade after he returned to Wall Street, there were only 6.5 million individual investors in the United States, accounting for just 4 percent of the population. By 1959, the number of individual investors would nearly double to 12.5 million, which shows that things were picking up—but not nearly as fast as they would later on.



CHAPTER 2

WHITE SHOES

To find the polar opposite of Merrill Lynch on Wall Street in the 1950s, you need not look beyond 2 Wall Street, across the street from Trinity Church, where Morgan Stanley was holding court. It was just a tiny firm in terms of capital, with only $7.5 million total. It had roughly two dozen partners and maybe a hundred employees. But it was the most esteemed investment bank on Wall Street, and it held enormous sway throughout the financial community.

The firm essentially was created by congressional mandate as a result of the Glass-Steagall Act of 1933. The law, passed during the Great Depression, was designed to break up the money trust, the interconnected web of Wall Street banks that was blamed in part for the stock-market crash of 1929. What Glass-Steagall did was make it illegal for commercial banks that made loans and accepted deposits to engage in the securities business, buying, selling, and issuing stocks and bonds. For the mighty J. P. Morgan bank and its powerful Philadelphia affiliate Drexel and Company, that meant one thing: the house would have to be divided.

Morgan Stanley was founded in September 1935 by Henry S. Morgan, who was known as Harry and was the son of Jack Morgan, the younger son of J. P. Morgan, and Harold Stanley, a former partner at the J. P. Morgan bank. They were joined by William Ewing, who also was a Morgan partner; Drexel partners Perry Hall and E. H. York; and John M. Young and A. N. Jones, both of whom worked at the J. P. Morgan bank. At the time, the move was seen as a way for the J. P. Morgan bank to legally get around the Glass-Steagall Act. Morgan Stanley immediately assumed all of J. P. Morgan’s investment-banking clients and a powerful stature on Wall Street.

The center of activity at Morgan Stanley in the 1950s was known as “the platform,” the area where the partners sat behind the same distinguished rolltop desks used at the old J. P. Morgan bank. From the platform, Morgan Stanley’s partners charted the course for corporate America’s growth plans. It was a small game at that time, but they controlled it. Of course, in time, the game would grow to become something much larger than the partners had ever envisioned. And when that happened, their grip would start to slip.


ROBERT BALDWIN (former Morgan Stanley chairman):

Harry Morgan sort of represented the Morgan name, which had great éclat at that time. Harold Stanley was a man of unquestioned integrity. They set the tone for the firm. There were a lot of people who said, I want to do business with Harold Stanley’s firm. With all of us, the relationships were much, much more personal than they are today. Today, people put their issues up for bids and the best price wins. I know we beat ourselves to death trying to get the best price for people. But it’s a different world. The relationships were much more intimate, and your customer was less concerned about a couple of pennies here or there.


JOE NOCERA (financial journalist and author):

Frankly, if you were an investment banker in the 1940s and 1950s you didn’t have to work that hard. Firms had client relationships that went back for generations and the bankers basically inherited lists of clients.


JACK HYLAND (former Morgan Stanley partner):

I remember walking through the platform, which was the main partners’ floor, when I joined the firm. The carpets were threadbare but on top sat these ominously impressive rolltop desks, mahogany wood with big crinkly roll tops. Of course, the partners worked at those desks so the roll tops usually were open and you’d see the black leather desktops covered with papers and files. In the far corner was Mr. Morgan’s office, which also served as the partners’ meeting room. The idea behind the platform area was that anyone could stand up and instantly talk to all the other partners about anything that was relevant in the marketplace.

A single phone call from one of those rolltop desks on the platform could raise $100 million or $200 million. There weren’t too many places like that on Wall Street, or in the world for that matter. Now this area was not opulent. This was an investment-banking business that had made it through the Depression and the Second World War. The capital markets had just started to open up, but there had never been a feeling of luxury or spending for the surroundings. Everybody always had an eye toward the possibility that the balloon would go down. Whatever could be outsourced, was. If the rugs were old they were just as good as new ones. And there was this notion that it would be offensive to the clients if you tried to be too fancy in your surroundings, because they would see how your money was spent. So it was very low-key.

ROBERT BALDWIN:

When our firm was formed it had $7.5 million in capital, and I think $5 million of it came from senior partners at J. P. Morgan. Only $2.5 million came from Harold Stanley and Harry Morgan. In 1941, when we changed from a corporation to a partnership so we could join the New York Stock Exchange, our capital still was $7.5 million. When we finally incorporated back again in June of 1970, our capital still was $7.5 million. That was part of the old attitude that you didn’t want to have too much capital.


RICHARD FISHER (former Morgan Stanley chairman):

The thing that I remember most about that office was bonus time at the end of the year. The whole firm would gather on the platform and Henry Morgan, who was still the presence, would come out of his office and walk down the hall. All of us, everyone in the firm, would be standing there waiting for him. He would say whatever he wanted to say about the year and tell us that the bonuses would be distributed at the end of the day. He’d always finish with, “Save it for a rainy day.” This also was part of the tradition. Then we’d all go back and sit there, waiting for the checks to be handed out and wondering if the rainy day would come.

ROBERT BALDWIN:

From the start, Morgan Stanley got its clients from the old J. P. Morgan bank. That’s pretty much the way it worked. After Glass-Steagall divided us, our firm took care of the investment-banking needs of those clients, and J. P. Morgan took care of their commercial-banking needs. In the 1930s and 1940s, the financial markets were very limited. Morgan Stanley did not do business with institutions. It didn’t have any individual customers. It didn’t do research. And it wouldn’t even sell common stocks, because stocks were too risky. Morgan Stanley did bonds.

JOE NOCERA:

You didn’t have to do much to be moderately good at that. This was the age of the three-martini lunch and Wall Street was full of those kinds of characters. To get one of these cushy jobs you had to graduate from the right school, have the proper background, and hope that one of the firms tapped you on the shoulder and said, “Come with us.” Otherwise you probably couldn’t just become an investment banker. A few people broke into the business, but not many. It really was like a secret society.


FRED WHITTEMORE (former Morgan Stanley partner in charge of syndicate operations):

We grew up in an era when basically it was womb to tomb. If you polished up the handle on the big front door, didn’t make a lot of mistakes and weren’t dumb, you could eventually expect to have a good career at Morgan Stanley.

I came here from Dartmouth, and Dartmouth was an outsider. This was a Harvard, Princeton, Yale place. Sumner Emerson, one of our partners, thought it was a great thing to get some Dartmouth people in here because it was diversification. Understand that this was the firm with the traditions and history. It was pinstriped suits and all that stuff. When I started, if Harry Morgan or Perry Hall or any of the original partners saw you in the elevator without a hat on they would say, “Don’t we pay you enough to wear a hat?”

There are certain old Wall Street habits that don’t exist anymore. For instance, if you were in an elevator with a woman south of Canal Street you never took your hat off, but north of Canal Street you did. It was a man’s world down there. Hudson Lemko and these other Morgan Stanley partners all wore straw hats in the summer. If they commuted by ferryboat to Hoboken to go to Princeton on Labor Day, they would throw their hats into the water and wear their fedoras on Monday. It was fedoras in the winter and straw hats in the summer. People forget how we were, and it’s just as well. John Kennedy may not have been the greatest president in the world, but at least he had a full head of hair. He got rid of hats.


JOHN WHITEHEAD (former co-senior partner of Goldman Sachs):

Wall Street always has been conscious of projecting the right image. I remember the first summer that I was at Goldman Sachs, in 1947, it was really hot. And I was walking around in a wool suit, so even if I took my jacket off and loosened my tie I was still hot. Finally I said, “I just can’t take it. I’m going to have to get a lighter suit.”

So that weekend I went out and bought a lovely seersucker suit, blue and white striped, quite dashing. On Monday morning I came in wearing my seersucker suit and straw hat, because nobody went hatless on Wall Street in those days, summer or winter. I walked into the building, into the elevator, and behind me came Walter Sachs, who then was one of the two senior partners, a very distinguished gentleman with a white beard. I was quite in awe of him. He looked at me and said, “Good morning, young man. Do you work at Goldman Sachs?” I sort of raised myself up in pride and said, “Why yes, sir, I do.”

And so he said, “In that case, go home right now and change your pajamas.” Unlike what probably would’ve happened today under similar circumstance, I did exactly as he said. That seersucker suit sat in my closet for a long time, unworn.

RICHARD FISHER:

To be honest, Wall Street was such a closed environment that it wasn’t even a popular career choice when I was at Harvard Business School. In fact, investment banking was about the worst-paying job available to us. I started at Morgan Stanley at $5,800 a year. It was the lowest offer I had, the Morgan Stanley offer, but the others were within $200. I’m sure my classmates who went to Procter and Gamble started at $9,000 a year.

I remember the placement director at Harvard Business School called me into his office one day and said that he understood from some of the finance faculty members that I was thinking about Morgan Stanley. He didn’t think Morgan Stanley was such a great idea for me. I thought that was interesting; after all, he was the placement director. So I said, “Why not?” And this is exactly what he told me: “It takes three things to succeed at Morgan Stanley: blood, money, and brains. At best you’ve got one of them.”


ROBERT BALDWIN (former Morgan Stanley chairman):

Frank Petito’s father was a night laborer down at a steel company in Trenton, New Jersey. My family was from a modest background. My father was an electrical engineer at Bell Labs. We had any number of people like this throughout the firm. As time went on, it was purely based on ability, who moved up, and so forth. So “white shoe” was mostly a derisive term. And I think that the press really ended up using it more than anyone.

RICHARD FISHER:

The term “white shoe” refers to white bucks, the shoes that were the rage for the upper classes after the war. You had to have a pair of white bucks if you were going to make it in that society. I guess the “white shoe” Wall Street firms were supposed to be filled with guys who wore white bucks. So you would hear “white shoe.” You would hear the word WASP. You would hear all these things. But they weren’t true.

FRED WHITTEMORE:

What “white shoe” really meant, and I’m being bluntly honest here, was that Morgan Stanley wasn’t a part of the great Jewish community on Wall Street. It was sort of the standard by which things should be done, rather than necessarily how they are done.

Sure, there were Morgan Stanley partners like Frank Petito who weren’t silver-spooners, if you know what I mean. But I’ll say this: you wouldn’t exactly feel sorry for a partner back then. John Young was a real character. He was one of these guys who made up his mind about life once and never thought about it ever again. Traveling with him was an experience. He would take you to some store and say, “This is the best place to buy toothbrushes. They have the natural bristles, which are the best, you know. Buy twenty.” Then he would grab twenty for himself and twenty for you to buy. He didn’t care about the price. These were the best. But he didn’t offer to pay for your toothbrushes either. Then we’d walk down the street and he’d say, “This is where you buy your linen underwear.” And I’d say, “But Mr. Young, I don’t wear linen underwear.” “Well, you should.”

John Young always stayed at the Ritz because that’s where you stayed. He made me pay a few extra hundred dollars every time we left so that they would make sure he got the proper treatment the next time he came. These were the old-world rules of how you travel. He kept a steamer trunk at Claridges and the Ritz with an alpaca coat he didn’t want to take, a special bottle of brandy, a few other things, tennis racket, golf clubs, and so on. That’s the way the game was played back then, and John Young and some of the other guys around here definitely played the game.

Harold Stanley, with his wonderful shock of gray hair, had a style about him. When he was running the firm if you didn’t wear a jacket on the platform you were sent back to your office to get one whether you were a partner or not. Go into the Morgan Stanley offices now. No one wears a jacket. If you used a four-letter word or told a dirty story in Mr. Stanley’s presence in the office you were sent out of the room. I don’t care who you were. Mr. Stanley lived in a world that the others all respected.

ROBERT BALDWIN:

Okay. General Motors has about 88 million shares of common stock outstanding—88,513,817 to be exact. Its current price on the New York Stock Exchange is not quite $100 a share. The corporation wants to raise $325 million or so for additional plant needs. So they’ve decided to do it by issuing 4,380,683 new shares and giving each of their stockholders rights to buy one new share for every 20 shares held, at a price below the going market price. The subscription price hasn’t been decided on yet . . . but let’s say for the sake of argument that it will be around $75 or $80. Since that’s below the current price [for General Motors stock], the rights, which have to be mailed out to stockholders, will have cash value. If the stockholders don’t want, or are unable, to exercise their rights to subscribe for their additional stock, they can sell the rights to other people, who will then either exercise them or try to resell them at a profit themselves. Either way, General Motors eventually sells its new stock and gets the money it needs.

Fair enough. Now, where does Morgan Stanley come in? Well, the point is that raising corporate funds this way involves risk. Suppose—knock on wood—that during the subscription period the stock market goes blooey for some reason or another, and the price of General Motors stock goes down below our hypothetical offering price. Then the rights become worthless, the new stock won’t be subscribed for, and the issue turns out to be a failure. So General Motors pays Morgan Stanley to take that risk. For a fee, Morgan Stanley underwrites the entire issue; that is, it agrees to buy up any stock that isn’t subscribed for. By the way, when I’ve been saying “Morgan Stanley” what I’ve actually meant is a syndicate of 330 investment-banking firms—coast-to-coast—headed by us. No one firm can assume the whole risk. The syndicate, you see, would be out about $4.33 million for every dollar the market price of the stock dropped below the offering price. You can’t imagine what effect that would have on any single underwriter.

JOHN WHITEHEAD:

When there was an underwriting coming we would work for a few days on it, and then we would meet in Walter Sachs’s office to decide what Goldman Sachs thought the price of the bond should be. Then Walter Sachs would go to the meeting at Morgan Stanley, whose bidding group we were in, and I’ve been told that he rarely had the courage to even speak up at the pricing meeting. Basically, we took what we got. But at least we did the work so he was well-prepared if called on.

RICHARD FISHER:

All the national wirehouses [brokerages whose branches were connected by Teletype wire], with Merrill being the obvious one, would come to Morgan Stanley, mainly to Bob Baldwin, Fred Whittemore, and their predecessors in the syndicate department, and bow and scrape. And it wasn’t just Merrill and the other wirehouses. There were regional firms that had to do the same thing, like Rhineholt and Gardner out in St. Louis, Howard Weil in New Orleans, Shuman Agnew in San Francisco, and Crowell Weeden in Los Angeles. These are names that are gone now, but at the time they were important names in their communities. They all needed the merchandise because they weren’t originators of anything. So they needed us because that’s what we did. We originated the stock and bond offerings that they would sell to their customers. Of course, we also worked hard at having good relationships with them because underwritings go both ways. There would be times when we really needed their help to get something distributed. That’s how it worked.

ROBERT BALDWIN:

The reason for the syndicate is to spread the risk. I spent many a night studying who’d done the best job on a recent issue.

FRED WHITTEMORE:

Morgan Stanley’s strength was based on the fact that we had eleven of the top twenty companies in the Fortune 500 as clients. No one else had more than three or four. Since we were originating all this good business we expected to be treated differently. That’s where the term “bulge bracket” came in.

ROBERT BALDWIN:

The brackets were all about your standing on Wall Street. Some people were in the major bracket because of their name and some were in there because of their performance.

FRED WHITTEMORE:

When offerings are completed on Wall Street you usually publish a tombstone ad in the newspaper listing the company and all the underwriters in the syndicate. The bulge bracket was the first group of underwriters listed in the ad.

For a while the bulge bracket was Morgan Stanley, First Boston, Kuhn Loeb, and Dillon Read. In the early days, Kuhn Loeb and Dillon Read represented a lot of origination power, but that faded over a period of time. By the midsixties they were hanging on to their reputation rather than asserting themselves. Salomon, Goldman, and Merrill Lynch were clearly evolving as stronger firms, and they eventually became members of the bulge bracket. Of course, there were other positions that filled out the syndicate. There was the major bracket, the submajor bracket, and a mezzanine bracket that developed over the years. Then there was the first regional bracket, second regional, and all the rest of that.


JOHN WEINBERG (former co-senior partner at Goldman Sachs):

The bulge bracket was Morgan Stanley, Dillon Read, First Boston, and Kuhn Loeb. They had the big clients. Morgan Stanley took all of J. P. Morgan’s old clients, so they were the godfathers of the industry. There wasn’t much we could do about that. So what we decided to do was just keep plugging along, focus on doing quality work as a team, and start competing for business. The guts of it is earning a relationship with a company, and that’s what we tried to develop. The guys at Morgan Stanley did it on the golf courses, and all that kind of stuff. We didn’t go in for any of that. We worked on the professionalism of what we did and the way we did business. We cared about our business and we cared about our clients. That’s why clients came to us, and that’s why we got more business than anyone else once Wall Street became competitive.

Through the postwar period, Morgan Stanley maintained its standing as Wall Street’s most prominent investment bank. The bull market of the late 1950s created enormous demand for new financings, and many of the firm’s clients brought new issues to market to keep pace with the booming economy. But as the 1960s started to evolve, it became clear to a few executives at Morgan Stanley, particularly Robert Baldwin, and to some of the younger guys coming up in the firm, like Richard Fisher, that Morgan Stanley and the rest of the bulge bracket needed to change its attitude about a lot of things if it was going to survive the competition from growing firms like Merrill Lynch, Goldman Sachs, Lehman Brothers, and Salomon Brothers.

At that point Morgan Stanley basically was just an underwriter of stock and bond issues. It couldn’t distribute stocks and bonds, because it didn’t have a bunch of brokers to sell the stuff. It didn’t have an army of traders to move the blocks of stock that were starting to hit the market, so taking positions wasn’t easy. And it didn’t have a pile of permanent capital to build its business because the partnership structure enabled the partners to withdraw their capital every year. So planning for the future was difficult because the partners never knew how much money they’d actually have to work with. There were clear challenges on the table. The question for Morgan Stanley and the rest of the bulge bracket partnerships was: what are you going to do about it?



CHAPTER 3

“OUR CROWD”


JUDITH RAMSEY EHRLICH (coauthor of The New Crowd):

At the turn of the century the world of finance really revolved around a single axis. On one pole you had J. P. Morgan of J. P. Morgan and Company, and on the other you had Jacob Schiff of the very august German-Jewish firm of Kuhn, Loeb and Company. These two men, Morgan and Schiff, ran the two most powerful investment banks in the country, and the rivalry between them intensified as they continued to grow. None of the other investment banks had their financial clout. They helped finance the building of America’s railroads, the creation of mammoth industries like steel and oil, and the arming of world powers. In a sense they came to symbolize the two sides of Wall Street, the dominant Protestant establishment and the wealthy German-Jewish “Our Crowd.”

This was a split that had existed among the rich in America ever since the Civil War, and, though it wasn’t openly acknowledged, had at its root a pronounced anti-Semitism. The capital controlled by the Our Crowd bankers enabled them to invest their firms’ money and their own money in industry, and to participate in the important underwriting syndicates with the Gentile banking firms. But they weren’t made partners at these Gentile firms, or in most cases even hired by them. And they weren’t socially accepted by the Morgans, the Astors, and the other reigning dynasties in New York City.

In response, the wealthy German Jews formed their own society, which became known as Our Crowd. The most well-known Our Crowd families were the Seligmans, Lehmans, Goldmans, Sachses, Warburgs, Schiffs, and Loebs of Salomon Loeb. They made vast fortunes and were celebrated for their philanthropy, public service, and patronage of the arts. So these families were linked not only by business interests but also by inbreeding.


ROBERT BERNHARD (former partner at Lehman Brothers and Salomon Brothers):

I have a typical Our Crowd background. By looking at me you can see how we were all interrelated through Wall Street. I am the great-grandson of Mayer Lehman, one of the founders of Lehman Brothers, grandson of Arthur Lehman. Arthur had three daughters. My mother, Dorothy, was the oldest. Her husband was Richard Bernhard, and he was a partner at Wertheim and Company, which was a lesser firm but still powerful in its own right. The middle sister, Helen, married Ben Buttenwieser, a partner at Kuhn Loeb, probably the leading Our Crowd investment bank at the time. The youngest daughter was Frances, who was known as “Peter,” and she married John Loeb, the head of Loeb Rhoades. So even before I was born there were tentacles in all these investment-banking firms on Wall Street. That’s the way it was in those days. When they talk about how relationships were important, that’s what they mean.


STEPHEN BIRMINGHAM (novelist and author of “Our Crowd”):

I got the phrase “our crowd” from a novel called Red Damask written by a woman named Emanie Sachs. She was married to Walter Sachs of Goldman Sachs. I think the book was published in the late twenties. She used the phrase “our crowd” here and there throughout the book to describe this Upper East Side of New York Jewish world that extended to Elberon, New Jersey. And I actually think that “our crowd” was a term they used without even being aware that they were using it.

When I handed in my book and called it “Our Crowd,” my publisher didn’t like the title at all. They wanted to call it The Jewish Grand Dukes, which I thought was a terrible title. So they said, how about Many Mansions? And I said, “My God, that’s the wrong Testament.” I had to fight hard to keep it “Our Crowd.” Anyway, when the book first came out, Mrs. John Loeb Sr. called me. She’d been one of the people who helped me with the research. And she said, “I haven’t read the book yet, Steve, but I think it’s got the silliest title. Nobody in our crowd ever called ourselves ‘our crowd.’” I think it’s an apt title.


DAVID SCHIFF (great-grandson of Kuhn Loeb founder Jacob Schiff and former partner at Kuhn Loeb and Lehman Brothers):

I had almost no awareness of the whole Our Crowd thing when I was growing up. My father [former Kuhn Loeb chairman John Schiff] was not terribly involved with the Jewish community. Many of the Jewish descendants in the early 1900s, Otto Kahn and Morti Schiff and others, had distanced themselves to some degree from their religion and sought to assimilate more, whether for better or for worse, and I think there’s something to be said on both sides of that coin. John Schiff was not a religious man. He went to temple once a year. He never took me to anything Jewish at all, and I was raised by a Christian mother, so I was Episcopalian. In terms of my Jewish identity, that’s something I’ve sought out more as an adult. Obviously, to Jews, I’m not a Jew. But at the same time, they accept me in a certain way because of my heritage.

ROBERT BERNHARD:

There were two cliques on Wall Street. There was the Jewish clique and the Presbyterian, or WASP, clique. We knew each other, but we didn’t really mix. It wasn’t because of race or religion specifically—it’s just the way it was. I remember when I got out of business school—Harvard Business School—I thought I’d go to work at Wertheim because that’s where my father was. But Mr. Klingenstein [Wertheim cofounder Joseph Klingenstein] didn’t want competition for his son, so he suggested that I look elsewhere. My then father-in-law set up a meeting with First Boston, which were the bankers for his family’s business, American Optical. I had a lovely meeting with somebody over at First Boston, who ended by saying, “I think you should go to Lehman Brothers because, you know, we don’t hire Jews.” That was a statement of fact in 1953. It wasn’t an anti-Semitic remark, and I wasn’t offended by it. If you were young and Jewish and wanted to go into the investment-banking business, you worked at Lehman Brothers, Loeb Rhoades, Kuhn Loeb, or Goldman Sachs. And if you were Gentile you went to First Boston, Morgan Stanley, Dillon Read, et cetera.


RICHARD FISHER (former Morgan Stanley chairman):

Of course, there were Jewish people who worked at Morgan Stanley. But this was all part of the myth that wasn’t true. It used to annoy me when somebody would ask, “How many Jews do you have?” I really didn’t know. I had a few colleagues who I knew were Jewish because they told me they were. And there were some people I knew were Jewish because of their names. But I couldn’t tell you how many Jews worked at Morgan Stanley. It wasn’t important one way or the other.


JOHN WEINBERG (former co-senior partner at Goldman Sachs and son of former Goldman Sachs senior partner Sidney Weinberg):

When I joined the firm nobody gave a damn about your religion, Jewish or otherwise. The Jewish element was a nonfactor. When I was growing up I didn’t know any of the Lehmans or anything like that. It was very removed from my experience as a child. My father wasn’t a member of Our Crowd, and we had no interest in it.


ROBERT BALDWIN (former Morgan Stanley chairman):

The Jewish firms would tell capable Jewish workers, “Don’t go to Morgan Stanley. They won’t make you a partner.” Finally, a fellow by the name of Lewis Bernard came along, and he became our youngest partner at the time and our first Jewish partner. He was talking to us and talking to Goldman Sachs, and they said, “Don’t go to Morgan Stanley, they won’t make you a partner.”

Well, I went over to [former Goldman Sachs senior partner] Gus Levy and I said, “Damn you, Gus, you say we’re discriminatory. How can we make a Jewish person a partner if you keep telling them not to come to us?” Gus shut up, and we made [Bernard] a partner.

JUDITH RAMSEY EHRLICH:

Between 1880 and the mid-1920s more than 2.5 million Jews poured into the United States. They came primarily from Russia and eastern Europe, fleeing the pogroms and other forms of persecution. They settled mainly in the urban areas of the East, particularly in New York City. Compared to the German Jews who arrived thirty years earlier, they had a far more difficult time fitting in because they were poor and uneducated and there were so many of them.

The German-Jewish financiers looked down on the new Jewish immigrants as aliens. They didn’t want to fraternize with the eastern European Jews because they felt such an association could be harmful to them socially and economically. Still, they had good values so they set up a vast network of philanthropic agencies and a wide range of services to help the new arrivals find homes and jobs and adjust to their new surroundings. However, even as these new Jews began to make their way in New York, the Our Crowd financiers continued to focus on the differences. Since they were not one of them, they were not part of Our Crowd. It was carried over into the business world as well. It was very hard for any of these new Jews to get hired by one of the Our Crowd banking houses, especially on the investment-banking side of the businesses. These were tightly knit groups, with partnerships descending to sons, sons-in-law, and nephews. When they did take in a non-family member it was most likely to be a Christian with an established reputation rather than a black-shoe, white-stocking type of Jew from Brooklyn.


THOMAS E. DEWEY JR. (former Kuhn Loeb partner and son of former New York governor Thomas E. Dewey):

At Kuhn Loeb there wasn’t much of an emphasis on religion, per se. Most people on Wall Street wanted to get as far away as they could from religion. I think [Kuhn Loeb senior partner] John Schiff and [Kuhn Loeb managing partner] Freddy Warburg would make a point of coming to work on Jewish holidays just to show that they weren’t really that way. And I think that probably half the partnership was Christian. But it is true that a lot of the Jewish-owned and Jewish-led big companies and medium-sized companies would come to KL for investment-banking services rather than going to Morgan Stanley. We took Uris Brothers public. We took Dreyfus public. We did Inland Steel, which was run by the Bloch family—I think they were the only major Jewish-owned firm in the steel industry. So the Jewish connection was important on the client side. On the partner side, it was much more important to have the right kind of person. In that respect, religion didn’t matter at all.

Of course, this attitude of who was the right kind of person extended to Wall Street firms as well. For example, when I was deciding what investment bank I wanted to pursue, my father said he would disown me if I went to work for Goldman because of the stink that was still there from the Depression. Goldman had a couple of mutual funds, they might have been closed-end funds, and during the Depression they went belly-up very badly. It cost a lot of people an awful lot of money and their reputation had not completely rebounded at that point. Salomon Brothers wasn’t even in the business; they were bond traders. Merrill Lynch wasn’t in the business either; they were stockbrokers. Lehman Brothers was somewhere in between. They very definitely were in the investment-banking business, but they weren’t in Kuhn Loeb’s league yet. Before the Depression, Lehman and Goldman had been the underwriters of the retail and merchandising trade. But that was considered inferior business on Wall Street; it wasn’t “real America” the way the major industrial firms were, you know.


JOHN WHITEHEAD (former co-senior partner at Goldman Sachs):

During my first years at Goldman Sachs, the only person who ever produced any investment-banking business was Sidney Weinberg. I don’t believe that anybody else brought in a public offering or a private placement or any kind of investment-banking business except for Sidney Weinberg. He knew everybody. He was the best-known businessman in America, and when someone wanted to deal with an investment banker they tried to get an appointment to come see Sidney Weinberg. He didn’t do much traveling; everybody came to him. The trouble is, Sidney’s relationships were so strong that when he eventually left the firm there was a hole. We had to find other ways to build the business.

JOHN WEINBERG:

My father was the only man here who brought in any business, period. He was a giant in the industry, one of the great investment bankers of all time, at least that’s what they say. But he knew everyone and had contacts everywhere, and he advised presidents and politicians as well as corporate executives, so he really had wide-ranging interests. He was a remarkable man. He was small; he stood just about five foot four. His mother died when he was about nine years old, and his father married another woman who hated my father. So at age ten he said, “To hell with this. I’m leaving.” And he moved over to the Y and lived there. From there he managed to do all this, largely with street smarts. Of all the men I’ve ever met, I’ve never met anyone who was smart like my father.

JOHN WHITEHEAD:

Sidney was very protective of the business he had developed. He didn’t like to share it. I remember one time he got very mad at me because Henry Ford had called me instead of him. I said, “But I didn’t call him. I’d never call him without you knowing about it. He called me.” And he said, “Well, I don’t want you talking to my clients.”

After Sidney, Gus Levy took over the firm. Gus was your typical trader—short-term was this morning and long-term was this afternoon. That’s how Gus viewed the business. Every day you tried to take in more money than you spent.

JOHN WEINBERG:

Gus Levy really was the guy who originated the whole idea of block trading. When he started, the blocks were very small. So he’d go to guys on the floor of the stock exchange and say, “Why don’t we go joint venture on this, and we’ll take part of your block.” But eventually the blocks got so huge that they were bigger than anyone on the floor could handle. And that’s when he set up the block-trading operation and put in place the distribution system to do it. It was something to see, boy. They could sell half a million or a million shares in a few hours sometimes, which was unheard-of at the time.


WILLIAM (BILLY) SALOMON (former Salomon Brothers senior partner):

Salomon Brothers wasn’t really in the same business as the Morgan Stanleys and Kuhn Loebs, the investment banks that were underwriting the major industrial firms. We weren’t even in the same business as Goldman Sachs, really. At that time we were a market-maker in the bond business. Originally, the firm was exclusively focused on money markets and short-term securities. Then we did commercial paper, banker’s acceptances, and things of that ilk. We gradually got into the bond business, which was a very dull area. The major underwriters of securities each had their own major industrial companies and utilities that they handled, and they didn’t have to compete for customers. So the only thing we could do was make markets in securities that people wanted to trade. We didn’t have enough contacts in industry, but by making good markets we could get customers because people would come to us if we offered them a better price.

Here’s the way our business worked. Say Equitable Life wanted to sell a million Treasuries. They would go to their favorite investment bank and say, “Sell them for me.” Then the investment bank would put together a syndicate to distribute the bonds. What we did was buy the bonds for our own account at a negotiated price, and then hope to sell them to somebody else for a profit. So we became risktakers by necessity from an early point. This was the only way we could compete. If you were a member of the well-known clubs and went to Princeton, Yale, and Harvard you could sit back and your friends would give you business. We were not in that position, so we had to trade and compete.

RICHARD FISHER:

The truth is, at first it was difficult for us to attract talented Jewish traders because of the Morgan Stanley image. But one of the things you come to realize in this business is that traders are oriented solely to performance. They quickly forget whether you’re female, Jewish, green, from Mars, whatever. They don’t care because none of it lasts very long in a trading environment. Once we got some seriously talented traders in here it stopped being an issue completely.


DONALD REGAN (former Merrill Lynch chairman):

Over the years I’ve asked myself the question “What makes a trader?” There is no answer to that. Some say that the guy who has instincts at the craps table in Vegas makes the best trader. Others say traders are good for a while and then they go sour. Still others say it’s a person with a very reasoned, disciplined approach, sharp and shrewd.

When I was head of trading I decided to find out. We took eight people—four college graduates, four non-college graduates. I wanted arithmetic skills and a mix of cultures, some Catholics, some Jews, and some WASPs. I wanted to see who makes the best traders. A lot of people said the best trading houses were Jewish, others said the Irish were better. Nobody knew. Mike Meehan on the floor of the stock exchange was a well-known Irish-type trader, but some pointed to the Jewish houses like Salomon and Goldman as having the best traders. So we mixed them all up and you know what? We never found out. I got taken off the job after three years so my experiment ended abruptly. But it was fascinating to watch. Never did find out, though, what makes the best trader.


JOHN GUTFREUND (former Salomon Brothers chairman):

Wall Street had always been a place where the trading firms were for the immigrants and the nouveau riche, as opposed to the banking firms, which were more white shoe. Keep in mind that Wall Street was coming out of a long, tough period. From the Depression in the early thirties to the fifties, Wall Street wasn’t exactly a place of prestige for people to go unless their family had money or relationships in the business. America at that point was a Protestant country and New York was the scene where the immigrants arrived and did their business. The establishment was overwhelmingly Protestant and my recollection is that Jews and Catholics were not in the social hierarchy at that point in our social history.

When I arrived in 1953, Wall Street was very staid and conservative, not dominated by genius. Innovation was not exactly the product. The New York Stock Exchange was prestigious and each firm that was a member had to have a seat or two. This was even before the emergence of Merrill as a popularizer of investing. Most people I think considered Wall Street a gambling game, and they wanted to keep their savings in savings banks, which paid very low rates of interest in those days.

Although competition was familiar to Salomon it wasn’t necessarily a hallmark of Wall Street. On the trading side of the business, there was competition for the institutions—the lenders and investors—and Salomon competed on price rather than social panache or relationships. Whether it was the Chase Bank or Morgan Guaranty or Metropolitan Life or the Equitable, they listened to the best bid and best offer.

ROBERT BERNHARD:

In those days there were usually one or two underwritings per week. That’s for all of Wall Street, not just one firm. This was the early 1950s and the business was pretty sleepy. The major underwriters were Morgan Stanley, Kuhn Loeb, First Boston, and Dillon Read. That was the bulge bracket. Anybody who was asked into the underwriting syndicates always took whatever piece they were asked to take and didn’t put up much of a fight. It was a very collegial atmosphere. It wasn’t until the 1960s that the volume began to pick up, the size of underwritings began to pick up, and people began to concentrate on their own deals maybe to the detriment of somebody else’s. Then the syndicate departments became really professional. Prior to that, the guy in the syndicate department usually was a WASP who played good golf and had a lot of friends.

As the market began to pick up in the 1960s and Wall Street started to grow, the rivalry between Lehman Brothers and Kuhn Loeb flip-flopped. Once Kuhn Loeb was the mightiest Our Crowd investment bank and Lehman Brothers was in the second tier, nipping at its heels. But while John Schiff tried to run Kuhn Loeb as if the year was still 1900 and his grandfather Jacob was in charge, Lehman Brothers senior partner Bobbie Lehman pushed his firm to the forefront of Wall Street’s increasingly competitive environment.

THOMAS E. DEWEY JR.:

Kuhn Loeb didn’t really choose to compete with people. We had our clientele, and as Otto Kahn said, we had our show window. People knew our address and if they wished to do business with us they could come, presumably on bended knee, and see if Kuhn Loeb and Company would do their business. A remarkable number of clients went back to the early twentieth century. I’ll give you the example of Eastern Airlines. When General Motors acquired North American Aviation in the early 1930s, North American owned Eastern Airlines, which was a fledgling airline as they all were in those days. The antitrust department forced North American Aviation to sell Eastern before it would bless the takeover by General Motors. Now, the pioneer investment bankers in the airline business were Bill and Charlie Harding of Smith Barney, both delightful guys. But, of course, in 1935 Smith Barney didn’t have any money, like most of the Wall Street firms. Kuhn Loeb always had money, so they came in and said, “Let’s do this fifty-fifty.” The two firms bought Eastern Airlines. That’s another way of getting clients. Eventually they sold it to the public, but the relationship remained. Obviously, we handled Eastern Airlines’ investment-banking assignments from then on.

But there were only so many Eastern Airlines out there, and as the market got more competitive we had to go out and hustle for clients. Many Kuhn Loeb partners simply didn’t have the stomach for that. We lost a lot of ground once Wall Street adopted a competitive stance. The rules of the game had changed, but we were still playing by the old rules. If you do that for too long, eventually you find that you’re out of the game.

ROBERT BALDWIN:

Kuhn Loeb, I’ll never understand what happened there. They just didn’t take the steps necessary to survive. The whole firm fell apart and they really opened up the door for some of the other firms to do well.


WARREN HELLMAN (former Lehman Brothers partner):

When I got to Lehman Brothers, we weren’t quite Kuhn Loeb, in the sense that Kuhn Loeb was probably one step up the Jewish establishment ladder. It was a very eclectic place. Bobbie Lehman was sort of the Sun God and everybody revolved around him. It was a very competitive place, but probably more internally competitive than it should’ve been.

JUDITH RAMSEY EHRLICH:

Bobbie Lehman was one of the last great members of Our Crowd. In the 1960s, Lehman Brothers was one of the most powerful firms on the Street, and Bobbie Lehman had run the family firm for the better part of four decades as his personal fiefdom. He enjoyed all the privileges and social acceptability of great wealth. You could say that he really lived in baronial splendor. His wealth was dazzling. He had an extremely important art collection that included paintings by El Greco, Renoir, Rembrandt, and other masters and was worth some hundred million dollars. Many of these paintings hung in the Lehman headquarters, so the partners were constantly reminded of just how rich he was. He also had incredible business and political contacts at a time when that was all it took to be a baron of finance. He was close to the Whitneys and the Harrimans and of course to his own family.


ANDY SAGE (former Lehman Brothers partner):

Bobbie Lehman was it. It was his firm. He was God. Nobody else mattered at Lehman Brothers. He was a good guy, but he didn’t know stock from livestock. A technician he wasn’t. But it didn’t matter. He was sort of slight of build and he had probably the smallest office in the place—you wouldn’t put your dog in there. He was in a hovel. It had a tiny sofa because that was all they could squeeze in there and this little desk. To this day I don’t know why. That was just his thing. He had a tiny office. He was very generous and nice, but really tough at times. And he was really great to me.


BOB RUBIN (former Lehman Brothers partner):

Lehman Brothers was Bobbie Lehman, and Bobbie Lehman was Lehman Brothers, among other things. He was a patrician who incidentally was the driving force at Lehman Brothers. He was not an investment banker. He was a personality. He was dignified. He had the highest ethics you could think of. But he was a very modest, self-effacing person. He had the smallest office of any of the partners at Lehman when I got there. His personality dominated the firm. He let other people run the firm, but if it ever came down to a serious decision, it was his decision.

ANDY SAGE:

The other thing Bobbie did that was different was in those days the old firms were either all Jewish or not at all. Kuhn Loeb and Goldman were Jewish, Morgan Stanley and First Boston were not, no way. Bobbie’s vision was that from a business point of view we should be both. If we could do that we’d have a much bigger crack at doing all the business. And it worked, more than anything else that he did. He peopled the firm with all kinds of people with different kinds of education.

WARREN HELLMAN:

Lehman was a very small firm. I think it had nineteen partners when I got there. It was a very white-shoe establishment. The partners were a lot of people from Century Country Club [a Jewish club in Westchester County], but also a lot of people from Piping Rock [a Long Island golf club that was restricted].

ROBERT BERNHARD:

Bobbie Lehman ran Lehman Brothers like a virtuoso piano player. He had a number of extremely bright, talented, competitive men as partners—and he played them one against the other. One day you thought you were in the know, the next day you found out you weren’t. The partnership agreement was very simple: Bobbie Lehman was partner of the first part and everybody else was partner of the second part. Bobbie Lehman could fire anybody with or without cause whatsoever, if he wanted to. He was both respected and feared.

WARREN HELLMAN:

The business was different in those days—if you were a Lehman client most other firms would lay off until it was clear that you were disgusted with us or vice versa. Wall Street was nowhere near as competitive as it is today. But if it was a new piece of business, Bobbie Lehman was intensely competitive. He was very political, in the sense that those who he liked got rewarded. And whether you were liked often had to do with whether you were producing. That’s why I’d say it was internally competitive, quite political. He used his favors to play people off each other. And by his favors I mean, “Warren, you’ll own 6 percent next year.”

JUDITH RAMSEY EHRLICH:

Working at Lehman Brothers was like belonging to one of the most exclusive, elegant men’s clubs in America. The boardroom had a limestone fireplace and hearth that had carvings. There were leaded casement windows that were embellished with Wall Street motifs. The partners would sit in the grand partners’ room, which was paneled in a dark, rich English oak, with antique silver chandeliers hanging from the ceiling. The Georgian-style partners’ dining room had been decorated by the noted society designer Sister Parrish, and it featured another antique chandelier and a Sheridan table that seated ten. The kitchen was managed by the former chef of the famed Pavillon restaurant and it was renowned for its fine food, with a wine list that would have rivaled any restaurant in the country at that point. In the morning when the partners arrived, the waiters, who were dressed in white linen jackets, would serve them coffee, teas, and pastry. The partners also enjoyed the privilege of a private gym, a masseur, and a plentiful supply of Havana cigars.


PETER SOLOMON (former Lehman Brothers partner):

The gym was a small place on the eleventh floor used principally by two people: Warren Hellman, who used to try to commit suicide by running around and hanging upside down and doing all these things he continues to do; and Joe Thomas, another important senior partner, who used to go up there and drink. He would drink, get massages, use oxygen because he had terrible emphysema, and smoke cigars at the same time.

WARREN HELLMAN:

The partners, a lot of them not having had enough to drink at lunch, after a long day of, say, nine thirty until five thirty would go up to the “health club” and get a massage. It basically was a room with a masseur and chairs. They’d have a few more drinks and smoke their cigars. It was a fairly repulsive way to be. The reason they built a gym was I started working out in that room and more than a few partners complained that somebody was up in the health club sweating.

ROBERT BERNHARD:

We had a really good chef at Lehman Brothers, but that fit with the style of the place. When I first became a partner, Lehman was very different from any other firm on Wall Street. For example, at Salomon Brothers lunch was served from noon to two—you came in whenever you were ready to come in, there usually were partners sitting around the table, you chatted and that was that. But this was not the case at Lehman Brothers, where lunch was a ceremony. Every day at one o’clock Robert Lehman walked into the partners’ dining room. Oftentimes he had somebody of note who he had brought down with him for lunch. So it could be Jake Javits on one hand, Sam Goldwyn on the other hand, and maybe Armand Hammer on another hand, but it was always somebody. Then the other partners would come in. You sat around this big table. There was Bobbie at the head with his guest to the right and the other partners filled in on down with the junior partners all the way at the end. And then, always right at one o’clock, lunch was served. They didn’t give you a menu or anything. It was soup, main course, and dessert—every day. When I first got there these were serious, heavy meals, like cream soup, meat and potatoes, salad, cheese, apple pie. It really could kill you.

ANDY SAGE:

I went up to 215 pounds from 160 just from going to the dining room and having those big meals, and then going home and having a big supper at night.

WARREN HELLMAN:

You had a martini before lunch and sherry with lunch. It wasn’t considered good form not to drink, and since I don’t I was more than once warned that this wasn’t a way for advancement.

PETER SOLOMON:

The dining room was the center of activity. But the partners of Lehman were very bad investors, and you could lose more money listening to their ideas than any group of people. They had an unerring sense of disaster.

By the mid-1960s Our Crowd basically was dead on Wall Street. Lehman Brothers was in ascendance and would remain a power on Wall Street for as long as its dynamic partners could stand the sight of one another. The Jewish trading houses, Salomon Brothers and Goldman Sachs, also were thriving and starting to grow in stature. But the once-mighty old-line German-Jewish partnerships like Kuhn Loeb and Loeb Rhoades clearly were in decline. Within a decade, those names and many others would be wiped from the Wall Street landscape.
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