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Praise for


ALL THE PRESIDENTS’ BANKERS


“All the Presidents’ Bankers spins an enormous amount of research into a coherent, readable narrative. . . . Banking was her first career before taking up journalism. She can talk the talk and is knowledgeable about the many points where banking and public policy intersect.” —George Melloan, Wall Street Journal


“A calm, authoritative elucidation of verifiable history.” —Financial Times


“Even those who have read Secrets of the Temple, William Greider’s massive and brilliant 1987 exposé of the Federal Reserve, will find Prins’s book worth their time. She presents a new narrative, one that shows how the changing cast of six has shaped America’s fortunes under presidents in both parties.” —David Cay Johnston, American Prospect


“A masterful compilation . . . deserves instant classic status” —Wall Street on Parade


“Her work is highly recommended both to general readers and to students of financial history.” —Library Journal (starred review)


“[A] sweeping history of bank presidents and their relationships with the nation’s chief executives.” —Kirkus Reviews


“The relationship between Washington and Wall Street isn’t really a revolving door. It’s a merry-go-round. And, as Prins shows, the merriest of all are the bankers and financiers that get rich off the relationship, using their public offices and access to build private wealth and power.” —Robert B. Reich, Chancellor’s Professor of Public Policy, University of California at Berkeley


“Nomi Prins follows the money. She used to work on Wall Street. And now she has written a seminal history of America’s bankers and their symbiotic relationship with all the presidents from Teddy Roosevelt through Barack Obama. It is an astonishing tale. Prins writes in the tradition of C. Wright Mills, Richard Rovere, and William Greider. Her book is a stunning contribution to the history of the American Establishment.” —Kai Bird, Pulitzer Prize–winning biographer and author of The Good Spy: The Life and Death of Robert Ames


“Nomi Prins takes us on a brisk, panoramic, and eye-opening tour of more than a century’s interplay between America’s government and its major banks—exposing the remarkable dominance of six major banks, and for most of the period, the same families, over US financial policy.” —Charles R. Morris, author of The Trillion Dollar Meltdown


“Nomi Prins has written a big book you just wish was bigger: page after page of killer stories of bank robbers who’ve owned the banks—and owned the White House. Prins is a born story-teller. She turns the history of the moneyed class into a breathless, page-turning romance—the tawdry affairs of bankers and the presidents who love them. It’s brilliant inside stuff on unforgettable, and unforgivable, scoundrels.” —Greg Palast, investigative reporter for BBC Television and author of Billionaires & Ballot Bandits


“In this riveting, definitive history, Nomi Prins reveals how US policy has been largely dominated by a circle of the same banking and political dynasties.” —Paul Craig Roberts, former Wall Street Journal editor and assistant secretary of the US Treasury


“Nomi Prins has done it again—this time with a must-read, a gripping, historical story on the first corporate staters—the handful of powerful bankers and their decisive influence over the White House and the Treasury Department from the inside and from the outside to the detriment of the people.” —Ralph Nader


“All the Presidents’ Bankers is an excellent survey of how money influences power and comes dangerously close to threatening democracy.” —Charles Geisst, author of Wall Street: A History


“All the Presidents’ Bankers is a must-read for anyone concerned with politics and economics—in other words, just about everybody.” —Thomas Ferguson, professor of political science at the University of Massachusetts, Boston, and senior fellow at the Roosevelt Institute
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ON THE MORNING OF MARCH 4, 1933, SECRETARY Hyde produced an account of two bankers involved in the Depression. He recounted that one of them, unshaven, hungry, his shirt gone, approached a circus manager for a job, saying he would do anything just for something to eat. The manager told him that he was not even able to feed his present employees, and that he had already killed the lion to feed the tigers. Just then an employee approached and said the gorilla had died of starvation, upon which the manager exclaimed in desperation, “This is the finish.” Thereupon, the unquenchable, enterprising spirit of the banker came into action, and he proposed they skin the gorilla; he would get into the skin and perform provided he had a square meal and a cut in on the receipts. While he was performing in his cage, the lion in the next compartment pulled open the bars between them and made for him ferociously. The gorilla cried desperately for help. Whereupon the lion whispered in his ear, “Shut up, you fool, you are not the only banker out of a job.”1
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PREFACE


THE IDEA FOR ALL THE PRESIDENTS’ BANKERS CAME TO ME WHILE I WAS WRITING A historical novel called Black Tuesday, which follows the events leading up to the Crash of 1929 through the eyes of an immigrant girl who crosses paths with the bankers of the House of Morgan.


The book contains a scene based on a real meeting of the period’s most powerful bankers that took place on Black Thursday. With the markets in chaos, Thomas Lamont, acting head of the Morgan Bank while Jack Morgan was in Britain, summoned the leaders of the five other major banks, most of which were intricately linked to Morgan through social and business connections. Collectively the “Big Six,” as they were dubbed, took less than half an hour to decide to pool their banks’ money to save the markets—and themselves—from their own recklessness and fraudulent behavior.


Fast-forward to the financial crisis of 2008. The prelude to the global debacle was similar, as the chapters on the 1920s and 1930s reveal. The men and their instruments of financial destruction were different only in certain specifics paralleling the complexity and technology of the times. More recently, though, it was the federal government and Federal Reserve that bailed out these top bankers in epic ways. Again, six main bankers steered the process. Most of them represented the corporate lineage of the bankers from that earlier meeting in October 1929. I became fascinated with their evolution.


But the impact of those Big Six on America stretched back even further.


These men also had ties to bankers from the late 1880s, especially J. P. Morgan, who expanded his fortune then. They participated in the Panic of 1907; they or their representatives met at Jekyll Island to create the Federal Reserve, which would back them in future panics; and they financed, and profited from, World War I.


Between the Crash of 1929 and 2008, these bankers reigned over America as monarchical rather than democratically elected leaders. Through the Great Depression, World War II, the establishment of the World Bank and IMF, the Cold War, and the financial and military expansion of the United States, Wall Street and the White House collaborated to shape national policy. To this day these elite bankers drive our financial systems, even if the men who rise to the top of their firms and dominate politics in any given period are largely interchangeable.


The political and financial alliances between bankers and presidents and their cabinets defined, and continue to define, the policies and laws that drive the economy. My research shows that the revolving doors between public and private service weren’t created in the 1980s, as many more recent works claim. They were always present.


I approached this project from two angles. For each president and Treasury secretary, I noted the six biggest bankers of the time (for the most part the number of significant political ties trailed off after that point) and cross-referenced them with the six banks whose legacies snaked through that Morgan Bank meeting in October 1929. In most cases, the top six bankers of the time were related to the men in that room and possessed broad alliances with the presidents and their teams. I examined archival connections and correspondence to determine the nature of their alliances. In some periods, only one or two bankers dominated the alliances and had the most influence, just as some firms seemed to corner the market at certain times.


All the Presidents’ Bankers is a story of relationships between powerful men; it is the financial political history of America, and it reveals not only how these alliances shaped America’s domestic and foreign policy but also, by extension, how America’s bankers shaped the world, and America’s position as a superpower.


Between the 1930s and 1960s, the bankers who most influenced presidents were on close personal terms with them. They influenced policy to suit themselves, to be sure; but in the postwar world, that worked well for the population.


In the 1970s, the nature of these alliances changed. Bankers now had a fresh source of power: the ability to “recycle” Middle East petrodollars and expand into Latin America. The memories of the war and the Depression, and the sense of public spirit, had receded. By the 1970s, bankers like David Rockefeller and Walter Wriston were pushing presidents Nixon and Carter to do their bidding absent the kind of authentic personal ties that bound former bankers to former presidents.


This more selfish stance solidified through the 1980s and 1990s, when the notion of US banks being “competitive” with strengthening European and Japanese banks paved the way for a spate of banking deregulation and enhanced banker power that extends through today. Personal connections became merely opportunistic ones. Democratic president Bill Clinton and Republican president George W. Bush selected Goldman CEOs (in the form of Robert Rubin and Hank Paulson, respectively) to run the Treasury Department and network with the private bankers. Lobbyists and lawyers interacted more frequently with administration staff. Campaign donations took the place of discourse about issues (though results of policy decisions might have been the same anyway).


As for the archival records, all of the National Archives and Records Administration libraries for FDR through Carter have exceedingly accessible and well-organized information with consistent classifications. They were a pleasure to peruse, and I lost myself for days in all of them. After Reagan took office, records became less available. At the Clinton library in Little Rock, Arkansas, I learned that some records may never be uncovered without the benefit of Freedom of Information Act (FOIA) requests, not merely for “national security reasons” (as years go on, the number of redactions in documents rise anyway) but because the commitment to organize such a vast amount of material is not what it was before the 1980s. As such, the bulk of information that might be revealed by the FOIA requests that I filed at the Reagan, George H. W. Bush, and Clinton libraries is not available yet.


What remains to be examined by some curious person years from now is the nature of George W. Bush’s and Barack Obama’s relationships with the leading bankers of their day. We may never know the specifics of the discussions that were conducted; bankers don’t put much in writing anymore, and there have been no tapes of White House conversations since Nixon. But we can be sure of one thing: those bankers and their firms are the financial descendants of the men at that Morgan meeting in 1929, and decades from now they still will be. On this, history is clear.




INTRODUCTION: WHEN THE PRESIDENT NEEDED THE BANKERS


“This country has nothing to fear from the crooked man who fails. We put him in jail.


It is the crooked man who succeeds who is a threat to this country.”


—President Theodore Roosevelt, 1905


BY THE END OF THE NINETEENTH CENTURY, THE TITANS OF BANKING WERE replacing the barons of industry as the beacons of economic supremacy in the United States. Some of the men who epitomized this transformation straddled both industry and banking. Others relied exclusively on their position within the financial arena. The shift would have a profound and irrevocable impact on America’s future. New lines of power would be drawn, both within the country and beyond its borders. The modern age of financial capitalism had begun.


In this new paradigm, the White House would find itself operating in a more integrated manner with the most powerful bankers. On the way to that eventuality, President Theodore Roosevelt and the nation’s top financier, John Pierpont (J. P.) Morgan, would engage in a battle of wills and egos to stake their respective claims.


Though the twentieth century would be dubbed “The American Century”—reflecting the nation’s political and economic dominance, marked by the two-decade-long Progressive Era of social reforms and constitutional amendments—its early years also unleashed an epoch of enhanced political-financial alliances between Washington and Wall Street. Codependencies and tensions between the two spheres of authority would define not only the nation’s domestic agenda but also its identity as an emerging financial and global superpower.


The domestic power game emanated from the railways, an industry cultivated by the country’s richest barons. Though railroad companies constituted the majority of issues on stock and bond markets, industrial companies like US Steel, International Harvester, and General Electric were gaining ground. Meanwhile, the banking sector was evolving from a business predicated on lending for production and expansion purposes to one predicated on the consolidation, distribution, and packaging of capital for its own sake. As making money became more important than making products, control of America’s direction shifted to a smaller group of elite financiers.


These early twentieth-century bankers were not simply focused on creating wealth, either; they were also interested in manufacturing “influence capital.” The manner in which they dictated the behavior of money rivaled the way the government directed the country. Late 1890s economic crises had revealed that the Morgan Bank (J. P. Morgan & Company) held more money and gold than the Treasury Department. As the need for money became more critical, the men who controlled that money became that much more powerful. (Today, the Morgan Bank is a component of JPMorgan Chase, the nation’s largest bank.)


Morgan controlled nearly 70 percent of the steel industry—following the creation of US Steel in 1901—and at least one-fifth of all corporations trading on the New York Stock Exchange.1 His power intensified when the railroad industry began to crumble under the weight of too much speculation at the turn of the twentieth century. Like a hawk to a kill, he swept in to break up and then reconstruct the industry. In the process, he extended loans to any participants left standing. Desperate businessmen eagerly accepted his harsh terms.


Another major financial player convert was billionaire John D. Rockefeller. From 1886 to 1899, annual profits in Rockefeller’s Standard Oil Company, one of the world’s preeminent industrial companies, tripled from $15 million to $45 million. Such a gush of cash now required a place from which to spawn greater wealth, and the very seeking of such capital catapulted its accumulators to greater levels of influence. As Matthew Josephson wrote in his classic book The Robber Barons, “It became inevitable that the Standard Oil men make reinvestments regularly and extensively in new enterprises, which were to be carried on under their absentee ownership . . . [as] John D. Rockefeller announced his ‘retirement’ from active business.”2


In conjunction with James Stillman, the formidable president of the National City Bank of New York (the largest US bank in terms of assets, which referred to itself as “The American Bank” and which has since morphed into Citigroup),3 Rockefeller began investing in banks, insurance companies, copper, steel, railroads, and public utilities.4 His brother, William, had met Stillman while William was a director of the Chicago, Milwaukee & St. Paul Rail Company, and the two had become close.5 The Rockefeller brothers saw the business of capital production as a means to enhance their status. Stillman’s bank proved a more natural fit for their aspirations than the rival Morgan bank, though the Rockefellers would also dominate the evolution of another major bank, the Chase National Bank (which, in turn, would also morph into JPMorgan Chase).


The Stillman-Rockefeller alliance ensured that “the City Bank” became known as the “Standard Oil bank.”6 Solidifying the business union, William’s son, William Goodsell Rockefeller, married Stillman’s daughter, Elsie Stillman, in 1902. The couple produced future National City Bank chair James Stillman Rockefeller.7 The social and matrimonial elements of family partnerships in the early part of the twentieth century thus served to fortify the industrial families’ evolution into the financial realm.


The Panic of 1893 had triggered the collapse of lesser railroads, enabling Stillman, William Rockefeller, Edward Henry (E. H.) Harriman, and financier Jacob Schiff to take control of one of the largest railroad companies, Union Pacific. Whereas the notion of a railroad trust, or combination of companies, had already emerged, these men constituted one of the two burgeoning Wall Street “money trusts.” Their elite group consisted of the Rockefeller family, Union Pacific, Standard Oil, and the Wall Street firm of Kuhn, Loeb & Company under Schiff.


The other group—or “inner group,” as it would be known—was the dominant Wall Street alliance. It pivoted around Morgan and included empire builders like Great Northern Railway CEO James Hill and George Baker Sr., a prominent society man who served as head of the First National Bank (which later became part of Citigroup). Stillman wisely chose to belong to both groups.


In his pathbreaking study of financial oligarchy in America, Other People’s Money, preeminent Boston lawyer and future Supreme Court Justice Louis Brandeis8 stated that “the power of the investment banker over other people’s money is often more direct and effective than that exerted through controlled banks and trust companies. . . . This is accomplished by the simple device of becoming the bank of deposits of the controlled corporations.”9 In other words, the more money a bank controls, the more power it can wield.


Within the financial sector, Morgan acted as a welder, craftily merging the greatest banks, trusts, and insurance companies into a single construct, “a solid pyramid at whose apex he sat.”10 Through stock ownership and interlocking directorates, Morgan spread his control across the First National Bank, National City Bank, the Hanover Bank, the Liberty Bank and Trust, Chase National Bank, and the nation’s major insurance companies.


The three main insurance companies in Morgan’s orbit were the New York Life, the Equitable, and the Mutual. Connections ran both ways. George Perkins, head of New York Life, was concurrently a vice president and partner at the Morgan Bank.11 Together, these firms owned approximately $1 billion of assets by 1900. Controlling the domains of investment banking and insurance, Morgan, Perkins, and Baker could easily increase their wealth. Their insurance companies bought the securities (such as stocks and bonds) that they created as investment bankers. This circle of fabricated demand enticed outside investors to purchase their securities at higher prices. The trio then reinvested the profits as deposits, providing their banks with additional capital for similar activity.12


To monopolize the capital markets, National City Bank, First National Bank, and the Morgan Bank had an agreement that “on any issue of securities originated by any one of the three, the originating house was to have 50 [percent] and each of the other two was to have 25 [percent].”13 In addition, these three major banks underwrote and accepted the deposits for many other nonfinancial businesses.


Another aspect of the cozy union among various titans of the financial sector was their propensity for meeting beyond the geographical confines of New York City. Equitable Life Assurance Society of the United States head Henry Hyde and Morgan shared an apartment complex on Jekyll Island, Georgia, the retreat of the nation’s ultra-elite, where the two men could carve up the financial world away from the fray, while basking in the luxury of ocean views.14


Additionally, in keeping with his distinction as the world’s main global banker, Morgan’s reputation in Europe helped elevate his position in America. (It would later help elevate America’s position over Europe after World War I.) European investors were major buyers of American stocks and bonds and coveted anything with Morgan’s name on it. That support dated back to 1890, when the venerable Barings banking house nearly folded after a disastrous gamble on Argentinian bonds. While most London firms ignored its calls of distress, the Bank of England turned to Morgan to rescue Barings.15 The bailout fostered a lasting international relationship.


Four years later, Morgan was called upon to save the United States from bankruptcy. And in 1899, Treasury Secretary Lyman Gage was forced to borrow $50 million from Morgan Bank to purchase foreign gold to sustain the nation’s financial well-being. Congress later attacked Morgan’s egregious terms as being “extortionate and unpatriotic.”16 But at the time he was considered a hero for providing them. It was one of many examples of Morgan’s skills at soliciting other people’s money to bolster his stature. Even in that instance, according to James Stillman, Morgan had approached him for the money to loan, on the verge of tears, “greatly upset and over-charged.” Stillman cabled Europe for $10 million worth of Standard Oil gold and $10 million more from other sources, which he delivered to Morgan. It was Morgan who took all the credit, and in doing so he consolidated his position of influence.17


Trustbusting, White House Power–Defining Teddy Roosevelt


When Roosevelt made the unprecedented decision to use executive authority to “bust” the powerful trusts, he positioned the action as one that would help the country at large. He was not against big business per se, but he possessed a certain defiance on behalf of the underdog and sought to cultivate what he called a “square deal” for all Americans. He believed in the power of competition, but he believed the playing field had to be fair. He knew that as the trusts grew more powerful and consolidated, the relative power of the government would decline.


This awareness formed an integral part of Roosevelt’s legacy. His trustbusting initiative began in 1902, just months after he took office following the assassination of President William McKinley. Roosevelt proved himself to be a formidable politician, attracting support from the business and working classes by positioning himself as a fighter against the “tyranny of wealth” (and not wealth itself), as wielded by the grossly advantaged trust titans, many of whom were his former companions.


Raised in a New York mansion, well traveled, and schooled at an Ivy League university like his would-be adversary (and later ally) J. P. Morgan, Roosevelt held the pedigree of a consummate businessman. But he also possessed a rugged edge and a rebellious streak: he had worked as a rancher in the North Dakota Badlands, and some people said he had the characteristics of a lion.


Roosevelt’s use of presidential power to take on the trusts asserted the might of Washington in this new financier-dominated era. Roosevelt directed the Justice Department to pursue an antitrust suit charging the Northern Securities Company with violating the 1890 Sherman Antitrust Act, which prohibits trusts from becoming monopolies. Northern Securities, one of the nation’s largest railroad trusts, had been formed by Morgan, Harriman, and Hill in 1901. The president’s power play might have been avoided if Morgan had less of an ego. But when Morgan approached Roosevelt privately to settle the matter, Roosevelt decided, “Mr. Morgan could not help regarding me as a big rival operator who either intended to ruin all his interests or could be induced to come to an agreement to ruin none.”18 Morgan ended up just fine with his other interests, though, even after he was directed to break up his key trust.


The Northern Securities case preceded more than forty such lawsuits. In the process, Roosevelt gained enough popular support to win the election of 1904 with 70 percent of the electoral vote. But by 1907, either because he believed he needed Morgan’s help to salvage an economic catastrophe or because he wasn’t so different philosophically from Morgan after all, Roosevelt wound up doing Morgan’s bidding.


Muckrakers, Muck Senators, and Muck Bankers


Congress was also flexing its muscles. Its members were increasingly taking bribes from the leaders of big business in return for favorable legislation. (Today that practice is called campaign financing.) In March 1906, Cosmopolitan magazine shed a light on the situation by running a hard-hitting investigative series, “The Treason of the Senate,” written by popular novelist David Graham Phillips. William Randolph Hearst, a US House member, had purchased the magazine in 1905 with the goal of enticing readers with juicy stories. Subscriptions doubled within two months of the articles’ appearance.


Phillips exposed widespread corruption of the Senate, in particular, by the Standard Oil Company. He revealed that New York senator Chauncey Depew had received more than $50,000 from his “seventy-odd” directorships of companies that wanted him to do their bidding—particularly insurance and railroad companies. Such serious conflicts of interest, though legal, were distasteful to the public.19 (Many New York senators would finance campaigns on the back of Wall Street money, particularly in the last part of the century.)


Though Roosevelt attacked Morgan’s railroad trust and spoke disparagingly of the “tyranny of wealth” and its influence over America, he was less pleased about this skeptical glare placed on Washington. He endorsed “benefactors” to wage attacks against evil with “merciless severity,” but he cautioned against “hysterical sensationalism.”20 Roosevelt coined the pejorative term “muckrakers” to describe the new breed of investigative journalists, including Phillips; Upton Sinclair, who exposed the literal rot of the meatpacking industry; and Ida Tarbell, who focused on Standard Oil.


Most illuminating of America’s future political-financial path, Phillips’s article slammed Rhode Island millionaire businessman turned senator Nelson Aldrich for his connections with the elite. As Phillips wrote, “In 1901, his [Aldrich’s] daughter married the only son and destined successor of John D. Rockefeller. Thus, the chief exploiter of the American people is closely allied by marriage with the chief schemer in the service of the exploiters.”21 Aldrich would soon play a more significant role in America’s financial capitalism era than Phillips could have imagined. Though Roosevelt had purposefully steered clear of trying to change the nation’s currency or banking system, Aldrich would be intricately involved in transforming both.


Muckrakers aside, the liberal and conservative press continued to seek out the bankers’ expertise. Though there remained widespread belief in Washington and in the press that after the Panic of 1893 and the subsequent depression, something had to be done to avoid a situation whereby Morgan was called in to save the country again, nothing happened for years in that regard. Roosevelt had no interest in rocking that boat, particularly before the 1904 election. As such, the elite bankers generally, and Morgan in particular, increased their control over the US economy. The results proved disastrous.


The Panic of 1907


By early 1907, the US economy had dipped back into a recession born of a sell-off in the railroad industry and pronounced outflow of gold to Europe. The situation was reminiscent of the brief 1903 market panic, which had been referred to as “the rich man’s panic,” but this one showed signs of getting much worse. In March 1907, cartoonist Louis Glackens crafted an illustration for Puck magazine captioned “He loves me.” In it, a woman dressed like Little Bo Peep and labeled “Wall Street” plucks paper petals labeled “Tight Money” and “Easy Money” from a paper flower. Among the petals strewn upon the ground is a medallion stating “In Cortelyou We Trust.” Roosevelt’s Treasury secretary, George Cortelyou, dressed as an Elizabethan suitor, stands behind the lass brandishing a diamond ring labeled “Treasury Aid.”22 It wasn’t too far off from what would transpire six months later, when that aid was funneled through Morgan’s banks.


In the wake of what would be called “Roosevelt’s Panic,” the president left his trustbusting battles aside and approved side deals for Morgan because he believed that doing so would save the country from a “frightful and nationwide calamity.”23


The financial panic that struck in October had been brewing throughout the year, but the climax was precipitated by the failed attempt by “copper king” F. Augustus Heinze and notorious speculator Charles Morse to make a killing by cornering the copper market.


By Monday, October 14, 1907, the three Heinze brothers, Morse, and their associates had formed a copper pool to drive up the price of United Copper stock. They succeeded in dramatic fashion and ran the price up $25 in mere minutes. To capitalize on the pricing activity, they ordered all the area brokers to deliver any stock held for or owed to them. They assumed they could retrieve their stock certificates, push the price up even higher, and then sell their extra stock at an even greater profit.


But the plan backfired. On Tuesday, brokers turned in so much stock that the Heinze brokerage ran out of cash to pay for it. Brokers dumped all the additional stock on the market on Wednesday, crushing the price from above $60 to below $15 per share.24


It could have been an isolated incident, except for one thing. Heinze, Morse, and E. R. Thomas were also directors of the Mercantile National Bank. In fact, Heinze was its president. On Thursday and Friday, depositors started extracting their money. The bank appealed to the Clearing House Association for help. Heinze resigned. The New York Clearing House Association insisted the men immediately repay the loans they had received from their various bank interests. But they didn’t have the money. So they sold their other securities, causing the entire market to plummet.25 Fear and suspicion settled in. Depositors distrusted banks. Banks distrusted one another. The perfect ingredients for a crisis coalesced around those city streets.


Moreover, as in all times of financial uncertainty, money ceased flowing. Scared investors dumped more stock into the declining market to muster up cash. In desperation, the president of the exchange appealed to Morgan, the one man who could halt the financial bloodshed. In response, Morgan formed a pool to supply the needed money. In less than half an hour, the national banks offered up $20 million to increase market liquidity. Stock prices recovered. Catastrophe was averted. The pool made another $50 million available for stock exchange purposes against 50 percent collateral—a steep amount, as stipulated by Morgan, but those strapped for cash had no other choice.26


The world seemed momentarily at ease. But it was the calm before the storm. The collapse of confidence in Heinze’s banks had unleashed a cancer of general distress. For Morse and Heinze had amassed control of at least eight banks and two trust companies. Though the men were forced to resign from their official banking positions, rumors of unsoundness abounded. Depositors scrambled to withdraw money from all of their affiliated institutions.27


The Knickerbocker Trust Company Collapse


By Monday, October 21, depositors were drawing money from the Knickerbocker Trust Company, the city’s second-largest trust, with a vengeance. On Tuesday, its president, Charles Barney, was forced to resign due to his affiliations with Morse. But this time, despite assurances from more powerful bankers and another $10 million guarantee from Morgan, the run accelerated.


The type of neighborhood dictated the nature of the run. At Knickerbocker’s main office on Fifth Avenue and Thirty-fourth Street, it was reported that “automobiles and carriages drove up to the great white marble building, and handsomely dressed women and prosperous looking men ran up the steps and besieged the payment tellers.”28 At other branches, hundreds of more shabby depositors waited in line to withdraw their money. Harry Hollins, a company director, assisted tellers at 66 Broadway as depositors stretched alongside its colored windows and spilled into the street.29 Shortly before noon the crowd outside the Harlem branch numbered nearly four hundred. Tellers stacked tall bunches of money on the counters to show strength, but to no avail. Shortly after noon on Tuesday, October 22, the Knickerbocker Trust Company closed the doors of its main office.30


The big New York banks responded by protecting themselves and restricting funds for longer-term projects nationally. Banks like California Safe Deposits and Trust of San Francisco went bust. A bicoastal meltdown was developing. The situation degenerated quickly as panic engulfed other trusts. Barney was also a director in the Trust Company of America, whose deposits totaled $67 million. There, heavy withdrawals had already begun. The difference was that this firm had more substantive ties to the major bankers. It was too big to fail.


The Hotel Manhattan Meeting


During that tense day, Roosevelt and Cortelyou were “in hourly communication with New York.”31 At midnight, Morgan’s secretary dashed into the lobby of the Hotel Manhattan. Only after meeting with the Knickerbocker Trust Company at its Fifth Avenue office did Morgan summon Cortelyou to the hotel at 12:30 A.M.


Minutes later, Morgan and Stillman entered the hotel. Reporters clamored for information as the two titans hurried to the elevator. Upstairs, Cortelyou waited. Morgan’s partner, George Perkins, hurried in. Reporters were anxiously awaiting word from the super-bankers when National City vice president Frank Vanderlip appeared. Vanderlip was a former assistant secretary of the Treasury under President McKinley, and he had been a financial journalist in Chicago before that—where he found success doubling as a public relations officer for the banks.32 Someone especially fit for the situation, he called the reporters together and delivered the verdict.


On behalf of the committee, he stated that the trust companies of New York had united to stand behind the Trust Company of America, “whose assets,” he said, “had been examined and found good in every way.”33


At 1 A.M., Cortelyou announced confidently to the press: “To pass safely through such a day as this one of most unnecessary excitement as it has been, is the best evidence of strength and support on the part of those who’ve undertaken the difficult task of reestablishing public confidence. . . . As evidence of the Treasury’s disposition, I have directed deposits in the city to the extent of twenty-five million dollars.”34 Cortelyou deposited $25 million of public money with the national banks, with the understanding that it would be largely redeposited with the Trust Company of America to stabilize the company.


With renewed vigor, the president of the Trust Company of America declared it would open for business as usual Wednesday morning. Unlike the Knickerbocker Trust Company, which had not garnered similar banker support, the Trust Company of America had been blessed by the sponsorship of the Morgan team.


Depositors remained on edge past midnight. In downtown Manhattan, lines stretched from the front door of the Colonial Branch of the Trust Company of America half a block toward Nassau Street. Some people huddled in doorways at Wall Street and Broadway. Throughout the night, depositors hovered in the rotunda of the main office of the Trust Company of America. More than a hundred crowded inside the building. Larger crowds teemed outside. “Coffee and frankfurters were the only edible things that could be bought, and messenger boys and millionaires alike chased them from the vendors who’ve reaped the harvest,” the New York Times reported.35


Braving fatigue and chill winds into the early morning hours, a swirl of depositors clamored before the doors of the Dollar Savings Bank and even the closed Knickerbocker Trust Company. When the doors of the Dollar Savings Bank opened, about a thousand people were standing in a line that circled the block. Some depositors were admitted through a rear door at Willis Avenue; a small riot started, and police used nightsticks to restore order.36


Many bankers and businessmen visited Morgan the following day, as he allocated some $4 million to the disposal of the Trust Company of America. Cortelyou, stationed at the subtreasury in New York, was kept informed of the happenings but was not present for the dispensations. Those, Morgan controlled.37


By Friday, the atmosphere was significantly more subdued. The lines before the Trust Company of America and its Colonial Branch were much shorter than on Thursday and far less than on Wednesday.38 On Saturday morning, the New York Times blared, “The sagacious measures put into effect by the hearty cooperation of secretary Cortelyou and the foremost bankers of the city, headed by J.P. Morgan, brought sterling results again yesterday” and noted “the long stride to the return of public confidence in the city banking institutions.”39


But Morgan was not finished. On Monday, October 28, he received a visit from the New York City mayor George McClellan Jr.40 The city needed $30 million for its own survival, having delayed a bond issue that would have raised money while still struggling to find buyers. Swiftly, Morgan, Baker, and Stillman agreed to provide the money, underwriting the bond issue and guaranteeing its sale with the other big banks.


Then, on Tuesday night, a syndicate of bankers and trust presidents headed by Morgan agreed to assist the Trust Company of America, which was still ailing; the Lincoln Trust; and Moore & Schley, a brokerage house run by Baker’s brother-in-law that was $25 million in debt.41


Morgan held court in the library of his Madison Avenue home to formulate the best course of action. He assembled an informal steering committee of himself, Stillman, and Baker. Benjamin Strong, the young head of the Morgan-owned Bankers Trust, acted as secretary to the committee.42 Also present was Thomas Lamont, a friend of Strong’s who would become the youngest Morgan partner in 1911; he would later rise to run the firm and have a substantive impact on foreign-financial policy during World War I and for decades afterward.


According to Lamont, Morgan demanded that another $25 million loan be made “to save the Trust Company of America.”43 It would come from the healthier trusts, their presidents browbeaten by Morgan. He instructed his lawyers to create a “simple subscription blank” that he waved at the group, saying, “There you are, gentlemen.”44 They all signed. Such was his influence over the banking contingent.


Part of the bailout included the purchase of a majority stake held by Moore & Schley in the Tennessee Coal and Iron Company by its main rival and Morgan creation US Steel. But the strategy would have to be cleared by President Roosevelt.


And so on Sunday night, Morgan’s partners—US Steel magnates Henry Clay Frick and Judge Elbert Gary—boarded a train for Washington to meet with the chief trustbuster himself. Despite potential antitrust violations, Roosevelt acquiesced over breakfast, saying it was “no public duty of his to interpose any objections.”45 The market rallied at the news.


Roosevelt later wrote that during the panic the “Morgan interests were the only interests which retained a full hold on the confidence of the people of New York—not only the business people, but the immense mass of men and women who owned small investments or had small savings in the banks and trust companies.” It was on this basis that he approved the side deals on behalf of Morgan.


As he stated, “The action was emphatically for the general good. . . . The panic was stopped. . . . The action itself, at the time when it was taken, was vitally necessary to the welfare of the people of the United States.”46 The lion might have taken on Morgan from a broader economic and rhetorical perspective, but he was in no mood to risk doing so when the stakes were so high—or when he needed Morgan to save his legacy a year before the next election.


Panic Aftermath


Within a few weeks the panic appeared to be over. A 1907 New York Times headline, echoing the widespread sentiment that Morgan and his crew had masterfully saved the economy, declared Morgan the “world’s central bank.” Morgan didn’t leave headlines like these to chance any more than he did the chess game of banks. He not only assisted other banks (for a price); in 1896, he had helped the Ochs family buy the New York Times.


What the papers didn’t report at the time was that Morgan had not saved the day with his money or even with the sum of his compatriots’ money. He had parlayed the government’s money. As was later divulged in congressional testimony during the Pujo Committee investigation of the money trusts in 1912, the Treasury Department had deposited $39 million in the National Bank of New York at the beginning of the panic week.47


That $39 million was deposited without the requirement that any interest be paid on it, and a large part of it was left in Morgan Banks, from where it was loaned to the less powerful banks at substantial rates of interest. Even though $10 million had been designated to directly aid the Trust Company of America, Morgan allocated just $4 million for that purpose. All the while, small businesses around the country were unable to get funds because the “governments’ resources were being used to relieve stock gamblers and to assist that Morgan Banks.”48


The scarcity of money and absence of credit had punishing effects on the country. Banks in small towns continued to limit the money that depositors could extract. Manufacturing centers such as Pittsburgh had difficulty paying employees, as their own banks were hoarding funds, which incensed workers. The West got hammered because of unmet demands for money to pay for crops. Across the country, manufacturing, wholesaling, and retailing were affected by the lack of money flow.49 The bank panic and tightening of money by the major New York banks had precipitated a national economic depression.


Yet on November 10, 1907, the New York Times ran a spread on Morgan titled “John Pierpont Morgan, a Bank in Human Form,” glowingly recapping all the tactics he had deployed to keep the financial system from crumbling.50 But as Fed historian William Greider observed, “Morgan and his allies not only failed to contain the panic of 1907, but were compelled to seek help from Washington.”51


Indeed, their actions didn’t stop the chaos. To stabilize the financial situation, Roosevelt had to order the Treasury to issue another $150 million in low-interest bonds for banks to use as collateral for creating new currency.52 In the end, the president had his position to think of, and though he chose not to run in the 1908 election, he did not want his party burdened with an economic calamity. In that way, he proved a new rule: the president would work with the bankers when it was politically expedient, as it would be many times in the unfolding century. The government would not, it turned out, risk trying to thwart the titans of finance in times deemed emergencies.


Post-Panic Political Ascension and Alliances


The panic and President Roosevelt’s response to it gave rise to a shift in politics. On November 8, 1907, Princeton University president Woodrow Wilson delivered an address to a packed house at the Goodwyn Institute in Memphis. The auditorium overflowed into the main and gallery lobbies for Wilson’s marquee speech: “Ideals of Public Life.” Wilson had rejected a potential bid to become New Jersey senator a year earlier, but he was an influential force shaping national discourse. This speech was a pivotal point in his trajectory to becoming president of the United States and helped define the platform of the Democratic Party that he would lead to victory in 1912. It was his gift of speech that would capture and articulate the public’s outrage with the wealthy class.53


“We live in a very confused time,” Wilson said. “The economic developments which have embarrassed our life are of comparably recent origin, and our chief trouble is that we do not exactly know what we are about.”54 Wilson believed that America was at a crossroads, searching for its identity—politically, domestically, and, by extension, internationally. Like Roosevelt, he was convinced that Washington had to change its approach to power. “We no longer know any remedy except to put things in the hands of the government,” he said.


Though he conceded this meant turning away from “all the principles which have distinguished America and made her institutions the hope of all men who believe in liberty,” the Wall Street upheaval reminded him that the unchecked power of certain individual bankers could hurt the country’s overall strength. Something had to be done about it. The answer, Wilson felt, was for the government to take a more active role in shaping the nation’s economy.


By that time, Wilson had already come into contact with many major bankers. Morgan’s father, Junius Morgan, had served as a trustee at Princeton.55 One of Wilson’s fellow classmates at Princeton was Cleveland Dodge, president of the mining company Phelps Dodge, who had become a director at National City Bank in the 1900s. It was Dodge who introduced Wilson to that bank’s leaders, Stillman and Vanderlip. Dodge also paid to keep Wilson at Princeton as president of the university. Reciprocally, the future US president regularly approached Morgan and Vanderlip to help raise funds for the school. In 1909, Morgan donated $5,000 to Princeton and pledged to do so every year for the next five years. Wilson was grateful for the grand financier’s support.


Wilson and Vanderlip became friends. They would frequently exchange views on international and economic matters, as was then common in the realm of the elite sphere of intellectual men of opinion. In the fall of 1908, when Wilson was plagued with “as wretched, radical a cold” as he ever had, he wrote his friend Mary Allen Hulbert Peck that if it were not for the company of the Vanderlips he would not have gotten up.56


Both men served as trustees of the Carnegie Foundation for the Advancement of Teaching.57 When it came time to fill two life membership vacancies on the Princeton Board of Trustees, in early November 1908, Wilson suggested the spots “be filled by some man who can be of very material assistance to the University, some man like Mr. George W. Perkins, for example, or Mr. Frank A. Vanderlip.”58 Ironically, despite his somewhat opportunistic behavior toward Vanderlip, as Wilson rose in the American political system he allied himself less and less with Vanderlip, though he would befriend other bankers when he had to.


Two years after the panic, on December 11, 1909, Vanderlip invited his friend Wilson to speak at the annual banquet of New York bankers, to be held at the Waldorf Astoria hotel.59 In an effort to impress Wilson and bind him to two very prominent politicians with respect to banking issues, he told Wilson, “Senator [Nelson] Aldrich will speak and [Treasury] Secretary [Franklin] MacVeagh will also make a brief address. . . . The audience, I hardly need to tell you, is the most representative gathering of financial men of the year.”60


To Vanderlip’s surprise, Wilson rejected his request.61 He explained, “No man in public life irritates me and repels me more than Senator Aldrich of Rhode Island, except Mr. Joseph G. Cannon, the Speaker of the House, and I am frankly afraid that I would not behave myself properly if I were to speak after I had heard Mr. Aldrich speak. Moreover, it would be distasteful to me to be on the same program with him.”


Wilson was developing an astute sense of public opinion, which had turned against Aldrich following the Cosmopolitan articles and the Panic of 1907. Aligning with Aldrich would not be a smart tactical move. Additionally, in 1908, Congress had enacted the Aldrich-Vreeland Act, which authorized a coalition of national banks to issue emergency currency in times of distress (much as a European central bank would, but absent the same kind of government control over the process). Wilson, who had been warm to the idea of a US central bank, did not support giving such extreme power to the bankers—nor, he believed, would the country. Aldrich represented everything that Wilson would later campaign against, though their proposals for a central bank would not be too different.


Vanderlip was insistent and persuasive. He replied, “In times past I have shared your feeling. I believe, however, that the Senator has been doing very intelligent work in the present instance, and if we are to have any adequate financial legislation within the next few years, it has got to come largely through his efforts. . . . I want you to come.”62


At this, Wilson relented, but with reservations as to his ability to “come anywhere near” Vanderlip’s expectations.63 Though he would distance himself in platform, he concluded that some banker support could be helpful.


The 1907 panic had revealed the weakness in the Morgan-dominated banking system, in that it relied too heavily on the maneuvers and money of an elite group of men who wielded increasing control over the country. For their part, the bankers knew that too many emergencies could put them in danger of losing their preeminent position over US finance. But they needed backing in times of panics, as well.


As it turned out, the office of the president stepped in to take a more active role in the economy. But in doing so, it found itself not more separate in power but more connected with the nation’s bankers. The collaboration of bankers and politicians would define the early 1910s. Morgan and his professional and genetic progeny and other titans of finance would remain in their prominent positions for decades, outlasting and influencing presidential administrations regardless of party affiliation.


The matter of creating a central banking mechanism that the two camps agreed upon, and that would support America’s rise to a position of global power, would assume center stage in political discourse. The related alliances between presidents and bankers would truly come to define not just America but its position in the world.




CHAPTER 1
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THE EARLY 1910S: POST-PANIC CREATURE AND PARTY POSTURING


“We must break the Money Trust or the Money Trust will break us.”


—Louis B. Brandeis, Other People’s Money and How the Bankers Use It


WHEN AMERICA ENTERED THE 1910S, IT WAS NOT YET THE GLOBAL FINANCIAL superpower that it would become by decade’s end. Two key elements would propel it to such a height. The first was the creation of the Federal Reserve System (the Fed), which provided bankers backup in case of financial emergencies and enabled the nation to produce a unified currency on par with the British pound or French franc. The second was the Great War, which reshaped the landscape of international business and political power.


The nation’s economic foundation was already transforming irrevocably in that direction. The baron industrialists and their sons had reinvented themselves as financiers; making money would no longer occur in tandem with production but would be an end unto itself. The war would provide the perfect opportunity to expand the global influence of that excess capital.


Within the United States, there was a pronounced westward movement and sprouting of new banks to address finance demands on that coast. But despite this dispersion of capital, the New York bankers maintained their dominant position, largely through their closer ties to the White House. In Washington, the Republican Party remained in power. Roosevelt decided not to run for reelection in 1908, but he backed William Howard Taft, a man later described by Senator Nelson Aldrich’s great-grandson as a “well-fed patrician.”1 Like the Aldrich family, the Tafts had come to America from England in the late 1600s and settled in a small town in Massachusetts named after the English town of Uxbridge. As president, Taft would support Aldrich in fashioning a new currency system for the United States: the precursor to the Federal Reserve System, which would become law under Woodrow Wilson. Despite arguments from Democrats and populists that Aldrich’s plan gave bankers too much control, Taft endorsed the banker-friendly aspects from Aldrich’s earlier drafts.


The Morgan Bank would emerge unscathed from congressional investigations. Morgan associates and other key bankers would drive America to establish the Federal Reserve System. They would lead World War I–related financings, both for America’s armament efforts and for those of the Allied countries. New-generation financier Jack Morgan (son of J. P. Morgan) would dictate how credit was extended to battered nations during the war and through postwar peace. One Morgan partner in particular, Thomas Lamont, would become the unlikely and critical ally of President Wilson. The two men, both of whom had Ivy League educations and religious fathers, would combine efforts and whims to forge a postwar treaty that would fail because of domestic political power plays. Though that failure would crush Wilson and the Democrats, the bankers would find other ways to render Wall Street the global center of financial capitalism.


By the decade’s end, under the tutelage of a new generation of voracious bankers led by the brash and ambitious Charles Mitchell, National City Bank would become the first American bank to reach $1 billion in assets. Mitchell would establish the postwar model of short-term profit-seeking—not by leveraging relationships, the prevailing Wall Street model, but by accumulating customer deposits to finance global endeavors of sheer opportunism and speculation.


Jekyll Island, 1910


After the Panic of 1907, bankers and politicians alike sought a more stable banking system, though for different reasons. Despite J. P. Morgan’s ability to harness backing from the Treasury Department when he needed it (and vice versa), he desired a more permanent solution to financial emergencies. The rest of the big bankers concurred. But they wanted such a mechanism to be established on their terms.


In Washington, Republicans and Democrats both concluded that excessive reliance on bankers to stabilize the financial system in times of turbulence was too high a risk to their own influence over the country, and possibly damaging to America’s status in the world. The axiom that the group that controlled the money controlled the country remained true. But with the nation struggling economically, such a condition had political implications and had to be navigated accordingly.


Taft knew this when he campaigned on a vow to continue Roosevelt’s reform policies, including the trustbusting activities Roosevelt had set in motion. Though his own background was largely blue-blooded and warm toward the financiers, he knew the population blamed the bankers for their problems and that the Democrats would capitalize on those suspicions if he didn’t balance his support for business interests with empathy for the public. The tactic worked. In the presidential election of 1908 Taft won handily over populist Democrat William Jennings Bryan, even as the country was experiencing a post-Panic recession.


Despite rhetorical speeches about the undue influence of the bankers, especially Morgan, nearly five years passed before Congress launched an investigation into the money trusts’ influence. Meanwhile, to alleviate concerns of another panic (or simply to take advantage of the situation to press for an initiative whose time had come), Congress established the bipartisan National Monetary Commission to develop a banking reform proposal and study the problems underlying the panic and alternative foreign central banking systems, for analytical and competitive purposes.


The commission had no populist bent; it was headed by Aldrich and largely made up of men sympathetic to bankers and their lawyers. The Aldrich-Vreeland Act enabled an elite group of national banks to formulate a reserve association to create currency backed by their securities, or excess capital. In that way, the act gave the banks a way to alleviate their own credit concerns (and retain control) in times of emergency. It was the true precursor to the Federal Reserve System.


During the summer of 1908, Aldrich and some subcommittee members journeyed to Europe.2 Their official mandate was to study the operations of European central banks for background information with which to fashion some sort of central bank for the United States. Unofficially, Aldrich and the bankers wanted to strengthen America’s economic position relative to its European counterparts—that would require establishing a means to further consolidate or centralize a method of creating currency in downturns, or for other purposes, as the European central banks could.


Aldrich was expected to provide a summary of his findings and draft a currency bill that fall. Yet when he and his men returned, they did not bring home a fully formed strategy for a US equivalent to the English and French central banks that would both create a stronger national currency and support the desires of the bankers. Also, constructing the first central bank in the United States required a fair bit of maneuvering; the idea did not yet have broad bipartisan or popular support. With elections looming, it was risky to push for a system that might be deemed unacceptable or too bank-centric by voters who didn’t understand that this was already the premise of the Aldrich-Vreeland Act. There was a recession going on, after all, and public opinion equated this matter as residue from the Panic of 1907.


Aldrich tapped his Wall Street friends to advise him further. The world stood at a financial crossroads: the most powerful and capital-rich US bankers could realistically consider the possibility of competing with European bankers for the first time, just as the United States itself could now consider competing with Europe. It would be advantageous for the US government and for Wall Street to establish a strong central bank that would strengthen the US currency to aid both factions in that quest for international power. The only question was: How would this central bank be fashioned? How would it be controlled, and who would have the most influence over it—actually or at least with respect to the public eye? The solution would require constructing an entity that worked for both the president and the bankers, politically and practically. Even before the panic, banker Jacob Schiff, head of Kuhn, Loeb & Company, had warned the New York Chamber of Commerce that “unless we have a central bank with adequate control of credit resources, this country is going to undergo the most severe and far reaching money panic in its history.” Schiff’s son-in-law’s brother, Hamburg-born banker Paul Warburg, would play a key role in fashioning that bank.3 Warburg would fortify his relationship to Kuhn, Loeb by marrying Nina Loeb, daughter of Solomon Loeb.


In March 1910, Aldrich tested the popular waters among friends by intimating at an Economic Club gathering that he leaned toward having a central bank. He hoped to see New York become the center of the financial world.4 As he told the group of bankers to hearty applause, “It is a disgrace to this country, with its vast resources, that we are obliged to pay our bills in sterling drafts or in drafts drawn payable in marks or francs in London or Berlin or Paris. The time will come—and it ought to come soon, gentlemen—when the United States will take the place to which she is entitled as the leading financial power in the world.”5


Through their travels, Aldrich and his fellow commissioners put together twenty-three volumes of analysis of foreign financial and central banking systems, hoping to provide enough information to assuage political critics who doubted that such a mechanism was needed while leaving room to adopt a system that would be more tightly connected to the main national banks than the European private banks were. The American system would accomplish three things: it would promote America’s overall power in the world, support bankers with an excess money source in their quest for domestic and international financial control, and enable presidents to enhance their global political stature in the process.


In the summer of 1910 Aldrich selected National City Bank president James Stillman to accompany him on yet another fact-finding mission to Europe.6 Stillman had ties to two of the most powerful families in the United States. His daughter was married to William Rockefeller’s son, William Goodsell Rockefeller, and he worked in a banking alliance with both J. P. Morgan and William Rockefeller.


For Frank Vanderlip, a founding father of the original plan for the Federal Reserve System, who was serving as vice president of the National City Bank at the time, “the beginning of the adventure” came in the form of a letter from Stillman, his boss and mentor, while Stillman was traveling in Paris with Aldrich. Stillman said that he had “just had a long conference” with “Zivil” (their code name for Aldrich), who was “keen to get to work on banking and currency revision.” Zivil was upset that Vanderlip and Henry Davison (a senior partner at J. P. Morgan) had not been able to join him and Stillman in Europe that summer, where he felt the group would have had “plenty of time for our discussions and been free from interruptions.”7 Stillman told Vanderlip to “make everything else subservient,” to give his “whole time and thought to a thorough consideration of the subject.”


Retaining secrecy was crucial for Aldrich and the bankers, not just because the plan would have to come across as free from banker input to get passed in Congress, but also because these men were in effect formulating a financial avenue to propel America’s financiers to a more dominant global position. If the notion of private bankers influencing a central bank was unpalatable to the public, the idea of private bankers constructing America’s path to achieve global power would be impossible to get approved.


The main conclusion of the commission’s report was that the more efficient European central banks were a key to establishing national superpowers in world trade through the issuance of centralized bank notes and loans to banks. If the United States was going to compete on a global platform, it would need a unified currency backed by one centralized entity. This would render the dollar, and hence the United States, stronger politically and financially. The challenge was convincing the political elite and the US population that a strong central bank and currency meant a strong America. Three years after a major banker-induced panic, this had to be traversed with caution.


As a former reporter, Vanderlip considered some degree of financial transparency to be beneficial; it could potentially reduce instances of rumor-incited panics.8 But, he noted, “there was an occasion near the close of 1910, when I was as secretive—indeed, as furtive—as any conspirator. . . . I do not feel it is any exaggeration to speak of our secret expedition to Jekyll Island as the occasion of the actual conception of what eventually became the Federal Reserve System.”9


Vanderlip characterized the secrecy surrounding deliberations over the creation of the Federal Reserve System as reflecting the manner in which the banking titans of the time operated. “None of the big men of Wall Street could tolerate the thought of publicity when I arrived there,” he later wrote. “Baker, Morgan, Stillman, habitually avoided journalists.”10 As such, the Federal Reserve plan would be penned clandestinely, and these men would not be present together when it was formulated.


Conception


Jekyll Island, the smallest of Georgia’s barrier islands, lies midway between Savannah, Georgia, and Jacksonville, Florida. Endowed with majestic moss-coated oaks, marshes, and beaches cradled by windswept sand dunes, the Jekyll Island Club hosted aristocratic members including J. P. Morgan, William Rockefeller, Vincent Astor, Joseph Pulitzer, George Baker, and James Stillman.


It was a place where the unelected leaders of the country often convened to enjoy leisure time and discuss their business affairs in an isolated retreat with all the creature comforts of home. They built 6,500–12,000 square foot “cottages” near the main clubhouse, as well as the nation’s first “condominium,” a six-apartment compound in which Morgan, Rockefeller, and four others shared a common space. On Jekyll Island, the country’s ultra-select luxuriated in a six-to-one servant-to-guest ratio and impeccable hospitality under the watchful direction of Edward Grobe, a Swiss man who ran the hotel like a European manor. They usually visited during the winter season, which began at Christmas and lasted through March.11


Jekyll Island was not the first choice for this secret rendezvous, however. Stillman had originally suggested transporting Davison and Vanderlip to Warwick, Aldrich’s Rhode Island abode, to begin substantive strategy sessions. But on October 21, 1910, while in New York City, Aldrich was struck by a southbound Madison Avenue trolley car. He was hurled into the street and knocked unconscious.12 Confined to bed in the Park Avenue home of his son, Winthrop (who would later become chairman of the Chase Bank), Aldrich reluctantly postponed work on the central bank plan.


As the deadlines for issuing a report and introducing a draft bill to Congress drew nearer, Aldrich’s concern about the as-yet-unwritten report intensified. In the wake of growing antibanker sentiment and ascendant muckraking journalism, Aldrich was paranoid. He knew he couldn’t conceivably get a plan passed through Congress if it were branded a ploy between Republicans and bankers, and if it became known that he was seeking help from Wall Street.


That’s when the idea of meeting at “the richest, the most exclusive, the most inaccessible club in the world” came to being. Aldrich had close personal relationships with Morgan, Stillman, and Rockefeller, all of whom were members of the Jekyll Island Club. Yet these men decided they were too prominent to risk association with an expedition to bang out the central bank plan, so they sent their lieutenants. No one on the team accompanying Aldrich to Jekyll Island, including Aldrich, was a member of the club at the time. They could only enter the exclusive locale if a member sponsored them.13


That member, who had ties to each person in the group, was J. P. Morgan. He was thought to have made the arrangements for all of them to be his guests, or “strangers,” as visitors were called in the Jekyll Island guest book.14 In attendance were Aldrich; his personal secretary, Arthur Shelton; assistant secretary of the Treasury A. Piatt Andrew; Frank Vanderlip; Henry Davison; Benjamin Strong, head of J. P. Morgan Bankers Trust Company; and Paul Warburg, a partner at Kuhn, Loeb & Company and a representative of the Rothschild banking dynasty in England and France.15 The men represented the Morgan and Rockefeller empires but possessed a stronger link to Morgan and National City Bank (which was related to Morgan via the Stillman connection).


Precautions were taken as if the men were spies. The club circulated notices on the Georgia mainland reminding locals that the island was “private,” as it did before every winter season. But this time the notices were posted earlier. Aldrich instructed the members of his team to avoid dining together on the night of their departure and to go to the railroad terminal on the New Jersey side of the Hudson River as “unobtrusively as possible.” There, his car would be attached to the rear end of a southbound train. If anyone asked, the men were duck hunters going on an expedition.


“When I came to that car, the blinds were down and only slender threads of amber light showed the shape of the windows,” Vanderlip recalled. “Once aboard the private car we [would] address one another as ‘Paul,’ ‘Ben,’ ‘Nelson’. . . . Davison and I inducted even deeper disguises abandoning even our first name . . . he became Wilbur and I became Orville after those two aviation pioneers, the Wright brothers.”16


The men spent ten days in seclusion on Jekyll Island, hard at work though no doubt also enjoying leisure activities. (Aldrich and Davison were so taken with the island that they became club members two years later.)17 Over a Thanksgiving dinner of wild turkey with oyster stuffing, they argued and debated. But the men knew they were hatching something bigger than themselves. They were formulating a blueprint for banking in America and for American banking power around the world.


As Vanderlip said, “I enjoyed it as I have never enjoyed anything else. I lived during those days on Jekyll Island at the highest picture of intellectual awareness that I have ever experienced. It was entirely thrilling.”18


Their plan called for the establishment of a National Reserve Association. In keeping with the strategy to create a central bank without calling it such, the moniker omitted the word “bank.” The men agreed upon a central structure, with fifteen quasi-independent branches whose policies would be coordinated through a central national committee. It would have the power to create one standard currency that would support the country and the big banks in times of emergency, ensuring their stability. The Treasury was in charge of creating coins and paper currency; its Bureau of Engraving and Printing had been producing all currency for the US government, including silver and gold certificates, since 1877.19 A central bank would add another dimension to the US banking system. (On October 28, 1914, the bureau began printing paper Federal Reserve notes, as instructed by Federal Reserve members.)20


On its surface, the Aldrich plan seemed a fair idea for a country as geographically expansive as the United States. Congress would surely see the logic in such a structure. And the population would surely take comfort in what would be presented as a way to keep the economy protected from the money trusts’ machinations. The fact that it really was a means to provide an easier money supply to the big banks would not be part of its publicized benefits.


Satisfied with the results, Aldrich set out to present the draft bill to the Senate. The men departed as covertly as they had arrived. Aldrich and Andrew exited the northbound train at Washington, DC. Warburg, Davison, Strong, and Vanderlip traveled onward toward New York.21


But on November 26, 1910, the New York contingent got word that Aldrich had fallen ill. The strain of the days so close to the accident had proved too taxing. Aldrich was too weak to write an appropriate document to accompany his plan. There was no time to waste.


In a pinch, Strong and Vanderlip traveled to Washington and prepared the summary report. “If what we have done then had been made known publicly, the effort would have been denounced as a piece of Wall Street chicanery, which it certainly was not,” claimed Vanderlip.22 Such was the thinking of one of the wealthiest bankers in the country.


President Taft Supports Aldrich’s Plan


All that was left was to market the plan to Congress and the American people. On January 16, 1911, Aldrich formally delivered the “Suggested Plan for Monetary Legislation, Submitted to the National Monetary Commission,” otherwise known as the Aldrich plan. It circulated around Congress and made its way to the press.23


The plan’s creators endorsed it through various avenues. First out of the gate was Davison, who praised the “admirably effective and simple” plan (if he did say so himself) in a January 20 New York Times article.24 In early February, at the annual dinner of the New York Chapter of the American Institute of Banking, A. Piatt Andrew assailed the “serious defects” of the current system and described how the Aldrich plan would solve them.25 In late February, Vanderlip “warmly endorsed” it in an address at a Commercial Club banquet.26


One of the plan’s most stalwart supporters was President Taft himself. Just as he had backed the Payne-Aldrich Act in 1909, which lowered tariff rates by 5 percent and increased coal and iron ore prices, Taft strongly advocated the Aldrich plan. He too was convinced that a powerful US required a powerful currency and that passing a solid plan for a US central bank under a Republican White House could give him leverage in the upcoming elections. He offered advice to ensure its passage in the Democratic-controlled Congress.


In a January 29, 1911, letter to Aldrich (who had returned to Jekyll Island as a guest), Taft was already providing a backup strategy in case there were problems. He wrote, “If you formulate your scheme into a definite bill backed by the Commission, I can recommend it and present it with the arguments in its behalf to a Democratic Congress and in this way perhaps prepare the way for its being adopted as a plank of the next Republican platform. So that if we are successful in the next election we can put it on its passage in a Republican Congress as the performance of a platform pledge and promise.”27 Taft wanted to pass the bill through the Democrats; but if it didn’t pass, he wanted to retain the option to push it through during the next session, which he hoped would have a more favorable Republican balance. Both parties had an interest in addressing the nation’s currency and financial challenges, and to be seen tackling the issue. The struggle was over which party would be the one to take ownership of the solution.


Five months later, at a meeting of 1,500 members of the New York State Bankers Association on June 23, 1911, Taft promoted the Aldrich plan to a hearty round of cheers and applause. In his speech, he stressed the “association” term in particular, as there was growing concern (or at least political posturing) among progressives that a singular central bank, or construct, would have too much power or be too influenced by the money trusts. Not that there was any particular reason why an “association” would be less influenced, but in the fight for political power, distinctions such as these were less important than controlling the outcome.


“It is true that the National Reserve Association is a central bank in a certain sense,” Taft said, equivocating to assuage critics. But, he argued with bankers’ logic, though a singular central bank wouldn’t pass popular opinion muster, an association “will inure greatly to the benefit of the people of this country.”28 He was betting—or banking, as it were—on the fact that people would feel that a nonsingular bank would by its nature be more diffuse, less likely to fall prey to concentrated influence from the bankers. It was really a matter of spin and linguistics, for diffused influence is not the same as the absence of influence.


Such verbiage and the promise of an outwardly decentralized structure did prove more enticing to the population. This suited the big bankers just fine; they were less concerned with the details than ensuring that they would retain influence over the association and access to easily created currency. It would also be a victory for the president, as it would help expand the power of his office and of the country over the world. But Aldrich’s plan would not become law—not yet, anyway.


The Titanic and the Pujo Hearings


J. P. Morgan was in France when word spread that the Titanic had sunk on April 15, 1912, and with it the investment money Morgan had contributed on behalf of the shipping trust that built it. He had attended the ship’s launch at the Harland and Woolf shipyard in Belfast in 1911 and narrowly missed being a passenger in the suite that bore his name. If he had not been dealing with health issues in France, he might have gone down with the ship.29


As the world reeled from the loss of the “unsinkable ship,” the congressional hearings that probed the money trusts and Morgan’s labyrinth of influence kicked off in Washington on May 16.30 Congressman Charles A. Lindbergh Sr. (father of the future flyer) had introduced a resolution to look into the money trusts after passage of the Aldrich-Vreeland Act, which he considered a coup for the banks and “the first precedent established for the people’s guarantee of the rich man’s watered securities, by making them a basis on which to issue currency.”31 Lindbergh’s resolution led to the 1912 House Banking and Currency Committee hearings, in a subcommittee led by Louisiana Democrat Arsène Pujo.


The timing of these hearings was advantageous to the Democratic Party. New Jersey governor Woodrow Wilson wisely leveraged public outrage against the bankers and the Republican embrace of them during his presidential campaign (though he said little about the Pujo hearings specifically—after all, certain major bankers, notably Jacob Schiff, were financing his campaign). If he entered the White House with the people’s mandate, he could create his own banking system, even if it turned out to be nearly the same one the Republicans were pushing.


Lead prosecutor Samuel Untermyer summoned Morgan and other Wall Street financiers, including George Baker, James Stillman, Paul Warburg, and Benjamin Strong. William Rockefeller’s partial testimony was gleaned by investigators who journeyed to find him on Jekyll Island, where his doctor pronounced him too ill to say very much. The hearings cast some of these bankers into the public eye for the first time. Untermyer’s investigation focused on bankers’ manipulation of markets and stocks, and the negative implications on the entire country of such a concentration of power and influence within the inner group of bankers.


Though the hearings succeeded in drawing media attention to the bankers and their clandestine alliances and activities, the investigation was politically dogged at every step. The pro-banker New York Times jeered at Pujo, “When panics rage, resort is not made to gentlemen of Pujo’s caliber, but to the leaders of the Money Trust, who are laughing in his face as he tries to hold them up to popular punishment.”32


By June, bankers bristled at Untermyer’s attempt to obtain more information on the names of stockholders and the nature of their holdings. The bankers appealed to the comptroller of the currency for relief.33 Their efforts to keep their activities a secret had been supported by an executive order given by Roosevelt in his last term and reaffirmed by Taft. The order prevented agency heads from furnishing reports to congressional committees unless approved by the president. It was a loophole that the bankers could use to their advantage mostly because the president was on their side. Untermyer pleaded directly with Taft to compel the bankers to cooperate, but the president shrewdly decided not to respond until after the election, when he would refuse him the information avenue he desired.34


With political tensions rising and so much at stake for both parties, the hearings were suspended as the presidential race heated up. This was partially because the Democrats had lost some faith in the investigations despite public support for them, given the roadblocks befalling Untermyer. The official reason given by Taft, whose party was equally wary of what the election would bring, was that he wanted to avoid creating the impression that the purpose was to gain partisan advantage.35


Anxiety over which party would gain control of the White House was linked to how the money trusts were positioned. The issues of banking and currency reform were central to the 1912 election. Both parties had to tread carefully, balancing public opinion against the need to keep bankers and big business supporting their campaigns.


Wilson panned the Aldrich plan throughout his campaign. He told audiences that he believed control over the nation’s finances should be held by the government and not the money trusts.36 It was the exact kind of power-play articulation that Roosevelt had used against the other trusts. Wilson said he envisioned a semicentralized banking system where each district revolved around its own Federal Reserve Board. This wasn’t very different from the Aldrich plan. But Aldrich was a Republican, and that was reason enough to disparage an idea with his name on it. Wilson knew this, even though one of his largest campaign contributors happened to be Jacob Schiff, a “money trust” banker who ran Kuhn, Loeb & Company, and whose protégé, Paul Warburg, would eventually be appointed to a position on the Federal Reserve Board by Wilson—who, as this tale will tell again, was good to his friends.


Vanderlip and Wilson


As previously mentioned, Wilson’s alliances with the power brokers of Wall Street began before 1879, when he graduated from Princeton alongside Cleveland Dodge. According to Ferdinand Lundberg, author of the enthralling America’s Sixty Families, “For more than twenty years before his nomination Woodrow Wilson moved in the shadow of Wall Street.”37 After law school, Wilson rose quickly through the Princeton ranks, from young conservative professor of political science to the head of the university. He could not have raised funds as its president or run for governor of New Jersey or later for the presidency without the elite-banking contingent.


In the early part of his career, Wilson befriended Vanderlip, then a shy, rising star at National City Bank. Their “long acquaintance” began in 1903 through Dodge’s introduction. According to Vanderlip, the two had “many fine stimulating talks” about the nature of the US economy and other issues. It was Vanderlip who insisted that Wilson address the need to expand American business abroad as a way to secure the “industrial supremacy” of the United States in world trade. But they saw less of each other when Wilson left his post as Princeton’s president in 1910 to become governor of New Jersey. Vanderlip established the National City Company as a subsidiary, to circumvent laws forbidding national banks to open foreign institutions. As Wilson moved further to the political forefront, contact between the men ceased. Wilson chose to limit the appearance of having a connection to the bankers he was disparaging in public, except for one final instance that stuck in Vanderlip’s head.


During Wilson’s presidential campaign, William Gibbs McAdoo, president of the Hudson and Manhattan Railroad Company (and later Wilson’s Treasury secretary), approached Vanderlip several times on Wilson’s behalf to discuss issues of banking and currency systems. Given his sense of hurt over Wilson’s distant stance toward him, Vanderlip ignored many of these overtures. Finally, Wilson invited Vanderlip to meet him at McAdoo’s home at Hastings-on-Hudson, New York, near Vanderlip’s Scarborough estate. Perhaps this was an opportunity for Vanderlip to renew his friendship with Wilson, or so he thought.


“We had a long talk together alone and quite in the warm tone of our old friendship,” Vanderlip recalled of their meeting. That warmth proved illusory. Vanderlip pressed Wilson on the need for a central bank mechanism along the lines of the Aldrich plan. He wanted Wilson to consider the broader necessity of their plan, and the success it could provide the United States on the international stage. For Wilson during that conversation, the issue wasn’t the plan but the power to implement it, or something similar, in Washington. “You don’t understand politics,” Wilson told Vanderlip. “It does not make any difference what I thought ought to be done, I first need to get elected in order to do these things.”38


Recalling that incident, Vanderlip came to believe that Wilson “was just moving my hair with one hand and keeping me at arm’s length with the other.” In other words, Wilson wanted input from Vanderlip, but he didn’t want to appear to be associating with such a high-ranking banker. Though Vanderlip did “not feel that it was a crime to be the president of the National City Bank,” he sensed Wilson felt “it would be a political crime if he were caught talking with me.”39 The nation’s opinion of bankers had soured further since the Panic, the ensuing recession, and the press coverage of the Pujo hearings, a condition that Roosevelt, who decided to run on the Progressive “Bull Moose” Party ticket, used to his advantage in the 1912 election. Wilson would use it more successfully.


Perhaps because of spurned feelings or divergent interests, Vanderlip withdrew his financial support for his old friend. A chill settled between the two men that, combined with Vanderlip’s sensitive and slightly eccentric personality, would have major repercussions for Wilson and the country in the years to come.


Wilson began campaigning in earnest in Buffalo, New York, on Labor Day, September 2.40 He targeted the nexus between big business, Wall Street, and the Republican leadership. He vowed to “break up the little coterie that has determined what the government of the United States should do.”41 His rhetoric was designed to outflank Roosevelt, who had been a trustbuster of every trust except the money one during his presidency.


In particular, Wilson dubbed the Payne-Aldrich Tariff Act “the most conspicuous example ever afforded the country of the special favors and monopolistic advantages” given by the Republican Party to its campaign contributors.42 He disparaged the concentration of control of credit in Wall Street and said he wanted that power to reside with Washington instead—as had Roosevelt, though Wilson had articulated the sentiment with much more finesse.


Capitalizing on his growing popularity during his October 11 campaign address before the Central Armory in Cleveland, Wilson claimed, “The whole situation in the United States might be summed up by saying that the Republican Party has put the intelligence of this country into the hands of receivers in Wall Street offices. Very able receivers they are, and they have received a great deal!”43


Wilson’s anti–Wall Street proclamations matched the country’s sentiments. On November 5, he won the election with 42 percent of the electoral vote. Roosevelt came in second with 27 percent of the electoral vote, while the incumbent President Taft got a mere 23 percent.44 Wilson’s read of the American public allowed him to out-Roosevelt Roosevelt. However, in practice, he would further empower the very banking class he disparaged. In doing so, he would propel America to the role of a financial superpower during and after World War I, though he would not get everything he wanted in that regard.


Wilson’s victory ushered in an atmosphere of jubilance in Washington for the Democrats. On November 6, 1912, Samuel Untermyer, who had stumped for Wilson during the election,45 promptly requested his input on the ongoing “Money Trust Inquiry,” though Wilson had not discussed the specifics or mentioned any bankers by name during the campaign. “There are important questions of policy . . . requiring immediate decision before the hearings, which are fixed for the end of this month, are resumed,” Untermyer wrote.46 Wilson responded that he would deal with the matter once he got back from his upcoming vacation.47


Carter Glass, the Democratic chair of the House committee in charge of reviewing what had become the Aldrich Bill and the banking and currency system, also wasted no time addressing the matter of a system overhaul. Two days after the election, he not only congratulated Wilson on his victory but plunged straight to the issue over which he would now have jurisdiction. Glass informed Wilson that he and economics professor H. Parker Willis had formulated a substitution for the Aldrich bill, though he did not provide the president-elect with further details, perhaps shrewdly awaiting more guidance.48 As he told Wilson, “I think the committee would not like to proceed without some suggestion from you . . . as to what you think should be done.”49


Plagued with a raging cold once he returned to Princeton after Christmas, Wilson invited Glass and Willis to his home to discuss the reform bill.50 The Glass-Willis draft bill called for a more decentralized reserve system than the one Aldrich had proposed. It would still be privately controlled, centered around a group of local reserve banks, with each having the full power of the reserve banking system.


Based on their conversation, Willis concluded that Wilson didn’t think the plan provided the comptroller of the currency, the system’s general supervisor, enough control. But other than that, he didn’t feel as strongly as his campaigning had indicated about how the central bank would be constructed. Perhaps, now that he had won the election, Wilson was less inclined to upset the bankers who had quietly supported him—though he still wanted to ensure the presidency retained power over the new currency system.


Afterward, Glass pondered the political landscape. It made him uncomfortable, and he wanted to pass legislation as quickly as possible. He told Wilson that he was trying “to reduce the suggestions made to something tangible in order that the hearings . . . may be directed to a definite, even though tentative, plan of currency reform.” Glass’s main concern was a letter he had received from a New York banker who had attended his subcommittee hearings, which Glass interpreted as a veiled threat. It stated, “The American Bankers Association as a body . . . endorsed the Aldrich bill. It would seem, therefore, impossible for us as members of the Currency Commission of the American Bankers Association to take another position or do anything else before your committee than to endorse the bill, if we were to appear before you officially.”


From this, Glass knew that the bankers would fight for the Aldrich plan as it was drafted, so he tried to find a way to capitulate but still leave his and the party’s mark on it. He publicly suggested drafting a bill giving local reserve banks equal power, as opposed to one that would empower a strong centralized source, and placing the burden on the advocates of the Aldrich bill to show that a central superstructure would not possess “the evils of bank monopoly and the dangers of centralized power.”51


Unofficially, though, Glass knew nothing would pass unless he preserved the elements of the Aldrich plan that the bankers supported. Though he wrote Wilson several letters about his centralization concerns, Wilson did not reply to his concerns until it was clear that Glass was leaning toward a better compromise with the bankers, and the bankers were indicating their approval of the Glass plan in return.


Morgan’s Defiance


While those conversations were progressing, J. P. Morgan traveled from New York to Washington on December 17, 1912, with an entourage of fifteen men—including his son, Jack, and his partner, Thomas Lamont.


In his testimony before the Pujo Committee, Morgan was curt and defiant. In one exchange with Untermyer, he brushed aside both the idea that he could save the country’s finances in a panic, as his admirers insisted he had done in 1907, and that he could control them for his advantage.


      Q.  Your power in any direction is entirely unconscious to you, is it not?


      A.  It is, sir; if that is the case.


      Q.  You do not think you have any power in any department of industry in this country, do you?


      A.  I do not.


      Q.  Not the slightest?


      A.  Not the slightest.


Thus the man who routinely convened with the heads of finance and industry in New York, London, and Jekyll Island yielded no information about his methods and presented no awareness of the power of their impact.


Ten days later, as a parting gift to the bankers, outgoing President Taft attempted to stonewall the final stages of the investigation. He informed Pujo that he would refuse to force the comptroller of the currency to gather any additional information from the national banks for use in the investigation.52


On February 26, 1913, the Pujo Committee issued its final report, a searing indictment of the dangers of high concentration of money and credit in the hands of a few elite “money trusts.” The report outlined a list of their unsavory practices, such as “wash sales,” which provided the appearance of demand for securities cultivated by the firms that created them to entice investors, and “short sales,” which gave firms the ability to sell their securities to give the appearance of weaker demand and then profit by buying them back later at lower prices.53


The report revealed that J. P. Morgan & Company—“the acknowledged leaders of the allied forces,” as Louis Brandeis put it—held seventy-two directorships in forty-seven of the largest American companies. More broadly, its members and the directors of its controlled trust companies, the First National Bank, and the National City bank held 341 directorships in 112 corporations with resources or capitalizations of $22.25 billion (including in banks, trusts, insurance companies, transportation systems, and public utilities).54


Brandeis considered this the tip of the iceberg. He believed that “wealth expressed in figures give[s] a wholly inadequate picture of the allies’ power. . . . Their wealth is dynamic. It is wielded by geniuses in combination. It finds its proper expression in means of control.”55


Morgan had a different perspective. His firm had declared in its letter to the Pujo Committee that “practically all the railroads and institutional development of this country has taken place initially through the medium of the great banking houses.” Conversely, Brandeis argued, “nearly every contribution to our comfort and prosperity was ‘initiated’ without their aid.” Banks entered the picture once success had been established.56


Once the spectacle was over, the committee came up empty-handed. Wall Street rallied around Morgan’s performance.57 The New York Times praised the accompanying letter from the firm as a “sermon” to the unconverted.58


It was to be Morgan’s last mortal triumph, capping off the short-lived and shallow decline of the money trust, which would soon be resurrected in a broader, global form as the Great War provided the firm with more opportunities for influence and placed Wilson’s government in a greater position of financial dependence than ever.


Six weeks after the report was issued and just past midnight on March 31, 1913, Morgan died at the Grand Hotel in Rome. His partners attributed the death of the great titan to the stress of the Pujo investigations. There may have been some truth to that, but as Morgan’s biographer Ron Chernow wrote, “Pierpont was seventy-five . . . smoked dozens of cigars daily, stowed away huge breakfasts, drank heavily and refused to exercise.”59


Leaders from Pope Pius to the German emperor to fellow bankers publicly mourned his death. Jack Morgan took over the firm and gained control of its political alliances at the age of forty-six. Though he never led the firm with as controlling or exacting a command as his father, or possessed the ability to gather its collaborators in the same way, Jack would shepherd the bank through the ratification of the Federal Reserve Act, which his father had championed behind the scenes, and navigate the bank through the war.


Passing the Federal Reserve Act


It turned out that 1913 was a busy year for legislation. On February 3, the Sixteenth Amendment was ratified, allowing the Treasury Department to impose an income tax. Two months later, the Seventeenth Amendment, requiring direct popular election of US senators, was passed. But Washington’s main debate concerned the Glass-Owen bill, the reformation of the Aldrich bill. That legislation would define financial power in the United States and, by extension, US private banking power globally.


Despite concerns over the structure of the board and who would be in charge of appointing its officials, the bankers adopted a more conciliatory tone toward this version of the Glass-Owen bill, which, after all, granted them the ability to access currency when they needed it and to expand their branches overseas. Glass was encouraged by the changed attitude of some of the influential bankers.


“These gentlemen,” as Glass informed Wilson on January 27, “concluded that they could not carry out Mr. Warburg’s purpose of ‘battering the committee into a repudiation of the Democratic platform.’” Glass continued, “They were now willing to cooperate with the committee in trying to secure the ‘best remedial legislation that is possible to obtain.’” Having the bankers on board ironically placed a potential bull’s-eye mark on Glass, who realized “too pronounced activity by the organized bankers might arouse suspicion and hostility among those who regard banks as essentially evil.” He decided, therefore, “to proceed discreetly.”60


Work on the bill thus progressed through the spring. Based on advice from his confidant Colonel Edward House, Wilson appointed William McAdoo—who had worked on Wilson’s campaign and had been his interlocutor with Vanderlip—as his Treasury secretary.61 On April 11, House and McAdoo dined at the White House at Wilson’s invitation. After dinner, the three men adjourned to the library to discuss New York appointments, currency reform, and the Glass bill. They agreed that McAdoo, Glass, Owen, and House should meet Monday evening and “whip it in shape.”62 It could represent an early and strong political victory for Wilson.


Two months later, as the Glass bill adopted more of what the big bankers wanted, Brandeis voiced his concern to Wilson over the pending legislation in an attempt to swing the pendulum away from Wall Street. “The power to issue currency should be vested exclusively in Government officials,” he wrote. “The American people will not be content . . . in a Board composed wholly or in part of bankers; for their judgment may be biased by private interest or affiliation.”63


But Glass was now leaning toward giving the bankers precisely that power. On June 18, 1913, he asked Wilson to allow bank representation on the proposed Federal Reserve Board.64 Glass had been up past one o’clock the night before discussing the matter with Representative Robert Bulkley, a member of the subcommittee on banking and currency and “a strong man of the committee with whom we must reckon,” as he told Wilson.65


Bulkley, a millionaire Democrat from Ohio, was popular in the Washington society circuit; he counted as his friends bankers and Republicans alike.66 He didn’t want the banking business exposed to undue government controls. As such, he proposed an alteration to the current draft of the plan to allow bankers to sit on the main Federal Reserve Board. He confirmed Glass’s new belief that it would prove “an almost irretrievable mistake to leave the banks without representation on the Central Board.”67


Five days later, Wilson addressed the issue of banking and currency reform before a joint session of Congress. He again stressed that control of the banking system “must be vested in the Government itself, so that the banks may be the instruments, not the masters, of business and of individual enterprise and initiative.”68 But he shied away from specifics about how the board should be comprised.


Signing the Federal Reserve Act


Wilson had privately agreed to incorporate Bulkley’s suggestions. He intended to allow bankers on the Board of the New York Federal Reserve, one of a dozen reserve banks that would comprise the Federal Reserve System—the most powerful one by virtue of its location in the heart of the banking community and the size of its assets. It was a compromise that gave the bankers the power they wanted but preserved the president’s power to appoint the main board in Washington, DC. By doing so, Wilson got the Republican votes needed to pass the bill.


After six more months of haggling over minor details, Wilson signed the Federal Reserve Act into law on December 23, 1913, establishing the twelve-bank Federal Reserve System and its powerful Wall Street–centric arm, the New York Fed (the part that complied with the bankers’ demands).69 The name sounded “public” and “of the government,” and indeed the act delineated the Fed’s ability to balance credit, monitor inflation, and help cultivate employment. (Though that aspect was absent from the private conversations that preceded the act, the addition played well publicly.) And yet its members were the private banks that wanted it to exist. It was Aldrich’s plan in essence, if not in each particular detail.


Wilson painted the act’s passage as a political victory for the power of the presidency and his party, coated in populist terms. At the signing he effused, “This bill furnishes the machinery for free and elastic and uncontrolled credit, put at the disposal of the merchants and the manufacturers of this country for the first time in fifty years.” (The National Banking Act was passed in 1863—with revisions in 1864 and 1865—to help fund the Civil War by creating currency notes issued by the larger nationally chartered banks rather than state-chartered ones. The Union government established many more nationalistic institutions, as opposed to the more fractious and weaker brand of federalism that existed beforehand.70 The National Banking Act also formed the Office of the Comptroller of the Currency, which issued national banking charters, ensured these banks adhered to strict capital requirements, and required them to back currency notes via holding US government securities.)


At the signing ceremony, in the spirit of bipartisanship and the influence it bestowed upon him politically, Wilson said, “We rejoice together.”71 In a quiet moment afterward, he wrote Glass of his admiration for the way he had carried the fight for the currency bill so successfully.72 He presented his partners Glass, McAdoo, and Owen with gold signing pens.


Though it was largely devised with bankers’ input, the act was presented to the American public as in their best interests domestically. Like the European powers, the United States would now have a centralized entity that operated on the principle of “discount” rates, whereby large national banks would receive loans stemming from reserve funds for a certain interest charge, which would supposedly be used to lend onward to businesses and citizens as needed.


The Federal Reserve System was similar to a European central bank from a monetary policy perspective in that it was able to set rates, but some of its members were more powerful than others. Though all twelve member banks theoretically decided matters with equal influence, the most powerful components of the system characterized the power-sharing arrangement of the president and the bankers. The Board of Governors would be selected by the president, and the Board of the New York Fed would be closest to the Wall Street bankers, who would hold the most sway over the Federal Reserve System because they controlled the largest portion of reserves.


The Bankers’ Bank


Officially the Federal Reserve was created in response to the Panic of 1907 and earlier ones. But its main purpose was to elevate the stature of the United States in global financial activities relative to European central banks, and as a result to strengthen American bankers’ dominance domestically and internationally. It served the dual role of perpetuating the power of the president and that of the bankers, and as such, despite publicized differences of opinion on the matter, it served the alliance of the two.


Though the Fed’s decisions were technically “independent,” the body would serve the bankers first, by keeping them flush with money and by acting as their lender of last resort. National banks were automatically members of the system, as are more than one-third of all US banks, including the biggest ones, today.


The role of running the New York Fed fell to one of the original Jekyll Island authors of the Aldrich plan, Bankers Trust head Benjamin Strong.73 As Ron Chernow wrote, “The New York Fed and the [Morgan] bank would share a sense of purpose such that the House of Morgan would be known on Wall Street as the Fed bank.”74


Though Morgan was dead, his spirit, will, and legacy would live on. The Fed would not prove able to stop subsequent crashes or crises, but it would always provide financing to the big banks and their closest friends in times of need. Satisfying bankers’ international aspirations, the Federal Reserve Act removed the prohibition keeping US banks from opening overseas branches. It also allowed US banks to use the Fed to rediscount bills in order to raise money for financing foreign transactions, thereby removing the old reliance on London discount firms to provide this capital. For New York, this was a major step toward being able to rival London for global financial superiority.


Though publicly spun by Wilson and others as an “equalizing” measure that made credit available to banks of all sizes, the Fed’s initial charter didn’t even cover smaller savings banks. Additionally, state banks were disadvantaged by a requirement to maintain reserves of 32 percent, whereas the big national banks only had to hold 18 percent.75


As Fed historian William Greider observed, “the Fed may have actually preserved the financial power of those very bankers who the public thought were at last being brought under control.”76 Indeed, the mathematics of Fed operation was designed to serve the big bankers the most, and always would. The money trusts were happy.


Wilson, Morgan, and Compromises


Even so, after he signed the Federal Reserve Act, Wilson was perplexed by and somewhat suspicious about the uncharacteristically public acquiescence of Jack Morgan and the banking community to its rules forcing bankers to abandon any external directorships that could be construed as anticompetitive. (The rule was a concession to the smaller bankers, who thought the eastern establishment connections put them at a disadvantage.) Concerned he might have missed a power play, Wilson sent a telegram on January 6, 1914, to his private secretary, Joseph Patrick Tumulty, requesting his impression of Morgan’s action and asking him what the “leading business men and the public mind generally expect.”77


Tumulty examined the matter on behalf of his boss. It was simple, really. He replied, “The country accepts the Morgan announcement as an act of good faith on the part of ‘big Business’ . . . an indication of the willingness on the part of intelligent leaders in finance to put themselves in accord with the spirit of the times.” In other words, the public accepted that by establishing the Federal Reserve, Wilson had taken power from the banks and put it in the White House, and the bankers felt it a small price to pay to relinquish the official trappings of interlocking directorships (with the men they saw socially anyway) in return for a guaranteed emergency source of money.


But there was a catch. In return for their acceptance, business leaders expected Wilson to “clear up the atmosphere of doubt surrounding the Sherman law” and cease any remaining Roosevelt-era trustbusting. They wanted him to provide “a gentle admonition” to Congress that such legislation must not be undertaken in a spirit of hostility to business, which is now showing itself “ready to meet the administration half way.”78


As Congress debated strengthening this antitrust legislation, Wilson reflected the renewed camaraderie and expected reciprocity from the banking and business community by weakening the legislation.


As an additional olive branch to the banking community, and in gratitude for the financial support that Jacob Schiff had given him during the election, on April 30, 1914, Wilson requested that Kuhn, Loeb & Company banker Paul Warburg “provide the country the great service” of accepting his appointment to the Federal Reserve Board.79 The bankers didn’t have to clamber for a spot on the board after all. The president handed it to them. Now, two of the six Jekyll Island authors were part of the Federal Reserve System leadership: Warburg in Washington and Strong in New York. Moreover, America had the currency-creation ability necessary for any rising superpower to compete for world power. This ability would soon be tested on the global stage as the United States approached World War I.




CHAPTER 2


[image: ]


THE MID-1910S: BANKERS GO TO WAR


“The war should be a tremendous opportunity for America.”


—Jack Morgan, personal letter to President Woodrow Wilson, September 4, 1914


BOTH FEDERAL RESERVE AND DOMESTIC ANTITRUST ISSUES WERE SOON overshadowed by more ominous events occurring overseas. On June 28, 1914, a Slavic nationalist in Sarajevo murdered Archduke Franz Ferdinand, heir to the Austrian throne. The battle lines were drawn. Austria positioned itself against Serbia. Russia announced support of Serbia against Austria, Germany backed Austria, and France backed Russia. Military mobilization orders traversed Europe. The national and private finances that had helped build up shipping and weapons arsenals in the last years of the nineteenth century and the early years of the twentieth would spill into deadly battle.


Wilson knew exactly whose help he needed. He invited Jack Morgan to a luncheon at the White House. The media erupted with rumors about the encounter. Was this a sign of tighter ties to the money trust titans? Was Wilson closer to the bankers than he had appeared? With whispers of such queries hanging in the hot summer air, at 12:30 in the afternoon of July 2, 1914, Morgan emerged from the meeting to face a flock of buzzing reporters. Genetically predisposed to shun attention, he merely explained that the meeting was “cordial” and suggested that further questions be directed to the president.1


At the follow-up press conference, Wilson was equally coy. “I have known Mr. Morgan for a good many years; and his visit was lengthened out chiefly by my provocation, I imagine. Just a general talk about things that were transpiring.”2 Though Wilson explained this did not signify the start of a series of talks with “men high in the world of finance,” rumors of a closer alliance between the president and Wall Street financiers persisted.


Wilson’s needs and Morgan’s intentions would soon become clear. For on July 28, Austria formally declared war against Serbia.3 The Central Powers (Germany, the Austro-Hungarian Empire, the Ottoman Empire, and Bulgaria) were at war with the Triple Entente (France, Britain, and Russia). While Wilson tried to juggle conveying America’s position of neutrality with the tragic death of his wife, domestic and foreign exchange markets were gripped by fear and paralysis.4 Another panic seemed a distinct possibility so soon after the Federal Reserve was established to prevent such outcomes in the midst of Wilson’s first term. The president had to assuage the markets and prepare the country’s finances for any outcome of the European battles.


Not wanting to leave war financing to chance, Wilson and Morgan kicked their power alliance into gear. At the request of high-ranking State Department officials, Morgan immediately immersed himself in war financing issues. On August 10, 1914, Secretary of State William Jennings Bryan wrote Wilson that Morgan had asked whether there would be any objection if his bank made loans to the French government and the Rothschilds’ Bank (also intended for the French government).5 Bryan was concerned that approving such an extension of capital might detract from the neutrality position that Wilson had adopted and, worse, invite other requests for loans from nations less allied with the United States than France, such as Germany or Austria. The Morgan Bank was only interested in assisting the Allies.


Bryan was due to speak with Morgan senior partner Henry Davison later that day. Though Morgan had made it clear that any money his firm lent would be spent in the United States, Bryan worried that “if foreign loans absorb our loanable money it might affect our getting government loans if we need.”6 Thus, private banks’ lending decisions could affect not just the course of international governments’ participation in the war but also that of the US government’s financial health during the war. Not much had changed since the turn of the century, when government functions depended on the availability of private bank loans.


Wilson wasn’t going to deny Morgan’s request. He approved the $100 million loan to finance the French Republic’s war needs. The decision reflected the past, but it also had implications for the future of political-financial alliances and their applications to wars. During the Franco-German war of 1870, Jack’s grandfather, J. S. Morgan, had raised $50 million of French bonds through his London office after the French government failed to sell its securities to London bankers to raise funds. Not only was the transaction profitable; it also endeared Morgan and his firm to the French government.


Private banking notwithstanding, on August 19, 1914, President Wilson urged Americans to remain neutral regarding the combat.7 But Morgan and his partners never embraced the policy of impartiality. As Morgan partner Thomas Lamont wrote later, “From the very start, we did everything we could to contribute to the cause of the Allies.”8


Aside from Jack Morgan’s personal views against Germany and the legacy of his grandfather’s decisions, the Morgan Bank enjoyed close relations with the British and French governments by virtue of its sister firms—Morgan, Grenfell & Company, the prestigious merchant bank in London; and Morgan, Harjes & Company in Paris. The bank, like a country, followed the war along the lines of its past financial alliances, even to the point of antagonizing firms that desired to participate in French loans during periods of bitter fighting.


Two weeks after Wilson’s August 19 speech, armed with more leverage because of the war, Jack Morgan took it upon himself to approach Wilson about his domestic concerns. “This war . . . has thrown a tremendous and sudden strain on American money markets,” Morgan wrote. “It has increased the already pronounced tendency of European holders of American securities to sell them for whatever prices they could obtain for them, and the American investor has got to relieve the European investors of these securities by degrees and as he can.”9 Market tensions were exacerbated by the fact that European investors were selling securities to raise money. That was a problem whose only solution required the provision of more loans. But there was something else, with more lasting domestic repercussions echoing the trustbusting of the Morgan interest in US Steel.


Morgan argued that rather than encouraging investors to feel safe, the government’s Interstate Commerce Commission, formed to regulate national industry in 1887, was doing the opposite by restricting eastern railroad freight rates and investigating railroad companies. In Morgan’s mind, war was definitely not a time for enhanced regulations against business. And if railroad securities fell in value relative to the loans secured by them, banks would not be able to lend enough to make up the difference. The whole credit system could freeze.


As Morgan further warned, “Great depreciation in the value of these securities” would “throw back to the bank loans secured by them” and lead to a “great tieing up of bank funds, which will interfere with the starting of the new Federal Reserve System, and produce panic conditions.” He concluded that the war “should be a tremendous opportunity for America,” but not “as long as the business of the country is under the impression of fear in which it now labors.”10 Levying such serious threats, Morgan became the first banker to reveal that credit, the Federal Reserve, the big banks, the US economy, and the war were inextricably linked. Wilson knew this too.


Morgan was especially concerned about the Clayton Antitrust Act, which Congress was considering to strengthen the restrictions against monopolies and anticompetitive practices laid out in the 1890 Sherman Antitrust Act. Having passed the Senate, the bill was headed to a conference committee. Should it pass in its current form, libertarian Morgan believed, it would demonstrate that “the United States Government does not propose to allow enterprises to conduct normal business without interference.”11


Wilson took Morgan’s concerns seriously. He knew the last thing the United States needed was a credit meltdown. To avoid such a crisis and placate the bankers, he was already rewriting the Clayton Antitrust Act, but he didn’t admit it to Morgan. Wilson calculated that there had to remain some areas of negotiation to better one’s hand.12 Though the two argued over interpretation of the bill, a white flag flew between Wall Street and Washington for the time being. Such periods of strife called for allied, not adversarial, relationships between the president and the bankers, and friendly relations would also promote the global power positioning of both parties.


In general, the war meant that the goodwill extended to bankers and business from the president continued, lending protocols included. An October 15, 1914, news report proclaimed, “American Bankers May Make Loans to War Nations.”13 It was a government decision pushed by the banking contingent that would reverberate throughout the war and afterward, drawing clearer lines of competition among the various Wall Street powerhouses. Though the pro-Allies Morgan Bank sought cooperation with the British, for instance, National City Bank set up international branches around Europe and Russia to compete for future financial power, causing a rift between two of the three biggest New York banks that financed the war.14 Partly, that rift had to do with the change of leadership at these firms.


Jack Morgan’s friend James Stillman, head of National City Bank, had ideas about the war that closely reflected Morgan’s own: though the war presented numerous expansion opportunities, old ties to the British and French banks had to be respected in the process, their countries supported unequivocally. Stillman’s number-two man—midwestern-born Frank Vanderlip, who harbored a grudge against the eastern banking establishment and Wilson for cold-shouldering him during his presidential campaign—didn’t share the same loyalties. He was less concerned than his upper-crust boss and the Morgan partners about the war’s outcome and openly opposed American intervention until 1916, by which point German-American relations were more obviously battered. Nor did he support British demands that National City Bank terminate dealings with German banks, to which Stillman had responded that in victory the British would remember the banks that helped them.


Thus, at the end of 1914, it was National City Bank that opened a $5 million credit line for Russia in return for the designation of Russian purchasing agent for war supplies in the United States. The Morgan Bank remained true to its pro-Allies position and chose not to be involved in such dealings, while Vanderlip was more detached and sought to strengthen National City’s position for whatever the postwar world would bring.
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