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AUTHOR’S PREFACE

nDER the surface of the governmental regula-
Ution of the securities market, the same forces
that produced the riotous speculative excesses of the
“wild bull market” of 192 still give evidences of their
existence and influence. Though repressed for the
present, it cannot be doubted that, given a suitable
opportunity, they would spring back into pernicious
activity.

Frequently we are told that this regulation has been
throttling the country’s prosperity. Bitterly hostile
was Wall Street to the enactment of the regulatory
legislation. It now looks forward to the day when it
shall, as it hopes, reassume the reins of its former
power.

That its leaders are eminently fitted to guide our
nation, and that they would make a much better job

ix



WALL STREET UNDER OATH

of it than any other body of men, Wall Street does not
for a moment doubt. Indeed, if you now hearken to
:Ee ozcles of The Street, you will hear now and then

at the money-changers have been much maligned.
You W.lll be told that a whole group of high-minded
men, nnocent of social or economic wrongdoing,
wfere expelled f1:om the temple because of the excesses
of a few. You will be assured that they had nothing to

tha 5
ficed on th ! thiey were simply scapegoats, sacri-

e altar of unreasonin bli oy
i lic opinion to
satisfy the wrath oning pu Ic op
victims, of a howling mob blindly seeking

These disi

Ingenuous protestati i

et ations are, in the cri
legal phrase, “without merit. b

money-chan
Y gers does not rest upon hearsay or sur-

mise. It is bas
ed upon a mass of evidence, given pub-

licl

rlgn);Y ag(: n113.11(.:1er oath before the Banking and Cur-

1934, by "LIPlfettEOf the United States Senate in 1933-
] T ’ . .

e Their testi €ets mightiest and best-informed

The case against the

AUTHOR’'S PREFACE

ethics that The Street followed and defended when its
own sway was undisputed in those good old days.

After five short years, we may now need to be re-
minded what Wall Street was like before Uncle Sam
stationed a policeman at its corner, lest, in time to
come, some attempt be made to abolish that post.

It is in the hope of rendering this service, especially
for the lay reader unfamiliar with the terminology
and conduct of The Street, that the author has en-
deavored, in the following pages, to summarize the
essential story of that investigation—an inquiry which
cast a vivid light upon the uninhabited mores and
methods of Wall Street.

FERDINAND PECORA
New York City
February, 1939
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NATIONAL ASSET
OR NATIONAL DANGER

or seventeen months, from January, 1933, to July,
F1934, the writer of these lines was privileged to
serve as counsel for the United States Senate Commit-
tee on Banking and Currency in its investigation of
stock-exchange, banking, and security markets prac-
tices. The experience was an incomparably rich and
enlightening one. The Senate Committee did not
concern itself with exceptional examples of personal
wrongdoing or with the petty malpractice of minor
individuals. On the contrary, it examined the status
and conduct of precisely the most important and
typical figures of the financial community.

Before it came, in imposing succession, the demi-
gods of Wall Street, men whose names were house-
hold words, but whose personalities and affairs were
frequently shrouded in deep, aristocratic mystery:

3




4 WALL STREET UNDER OATH

J- P. Morgan, Thomas W. Lamont and other part-
Illl?rs of J. P. Morgan and Company; Otto H. Kahn and
EIS 1‘E/}:‘lrt;:ers of Ku.l'm, Loeb and Company; Charles
B;nk%tcAl e;l and his f:olloeagues of the National City
Chase’ Nat.ert H. Wiggin and his co-officers of the
sk Dl_clmal Bank; Clarence Dillon and his asso-
e Lj[) illon, Read and Company; George Whit-
W;:,imeorg;m partner, and his brother, Richard E.
ik Vz’n ;e51ant of the New York Stock Exchange;
b ﬁawes- germgen, former vice-president Charles
o Jr,' “‘;enhD- Young; Edsel B. Ford; Samuel
e st’iu (.;h inthrop W. Aldrich, John J. Raskob,
st Statt v‘:r;.a Never before in the history of the
oy es had so much wealth and power been
e of(: l:endex" a public accounting,
ey Bmi;e Witnesses were bankers of one sort or
it ere are bankers and bankers. There are
nkersand public bankers, commercial bank-

: I\fir. Morgan took the stan
IC Interest in his ap

| d on May 23, 1933. Pub-
intense. Not for a ge

Pearance was almogt hysterically

nerati 1
tion, not since the elder Mor-

a clear view of th, Public been
e man wh permitted
edged as a world figure Holgn everYbOdY acknowl-
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photographers and interviewers alike was well known
and unconquerable. His very features, no less than
his opinions and personality, were almost unknown
to the millions of his fellow citizens over whose wel-
fare his firm and its allies exerted so extraordinary
an influence.

Mr. Morgan as a witness proved to be courteous to
a degree and co-operative in his attitude. He made
no attempt to fence with his examiners. He was ac-
companied by his brilliant counsel, John W. Davis,
sometime Democratic candidate for president and
ex-ambassador to Great Britain. His was the attitude
of 2 man who, far from having any guilty secrets to
hide, manifested a pride in his firm and its works
which was obvious and deeply genuine. And, in truth,
the investigation of the Morgan firm elicited no such
disclosures of glaring abuses as we shall meet with
later on in connection with various other great bank-
ing institutions and personalities. Mr. Morgan was
undoubtedly wholly candid when he declared at the
outset of his testimony:

«I state without hesitation that I consider the private
banker a national asset and not a national danger. As to
the theory that he may become too powerful, it must be
remembered that any power which he has comes, not from
the possession of large means, but from the confidence of
the people in his character and credit, and that that
power, having no force to back it, would disappear at once
if people thought that the character had changed or the
credit had diminished—not financial credit, but that



6

WALL STREET UNDER OATH

But Mr.
e S:Sfl‘fszdtras'not thf: ﬁr.st x.vielder of power
B s dy in the invincible rectitude of
Ay impm: r_r oes the absence of manifest scan-
The investigatil:) 1etE,r exclude more subtle dangers.
Baiticn ot nfO the Senate Committee suggests
was willing to :il a% more complex than Mr. Morgan
s 1 mlt.fThe great private bankers, as
tions. But tl,le maxlzzirozrfntltll:}:essarg e
SBriite : Ir performance an
many SOE‘::E:Z?:; 1on of power in their hands %r(t)l:;
The Tk Werno 1e§s threatening on that account.
national danger tﬁ neither a national asset nor a
—they were both.

J- P. Mor
gan and Company was concededly the

kers. It consisted of twenty

may, at any time, co
draw and re tire fro
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valuation of the interest of a partner leaving the firm
was equally final. At the end of each year, half of the
profits was credited to the individual accounts of the
partners, but the other half remained as undivided
firm profits until Mr. Morgan saw fit to permit its
distribution. In short, Mr. Morgan was the undis-
puted and absolute, though benevolent, monarch of
his realm.

Around Mr. Morgan was grouped a highly effi-
cient company of financiers. It was not necessary for
a Morgan partner to contribute any money to the
firm’s treasury upon joining; the Morgans did not
need to raise money in this fashion. Far more, it
was the brains, personality, and promise of outstand-
ing ability of a younger man that were likely to win
him this most coveted of Wall Street’s honors. Many
of the partners bore names almost as famous as that
of the head of the firm. Dwight Morrow, former
partner, ambassador to Mexico and father-in-law of
Colonel Lindbergh, was dead; Thomas S. Gates was
retired; but Thomas W. Lamont, E. T. Stotesbury,
Charles Steele, George Whitney, Russell C. Leffing-
well, Francis D. Bartow, and S. Parker Gilbert, ex-
Agent General of the Reparations Commission under
the Young plan, to name a few, remained.

The offices of the firm were, and are, at 23 Wall
Street, at the corner of Broad, just opposite the New
York Stock Exchange on one side and the United
States Sub-Treasury Building on the other. No sign
on the outer door proclaimed the nature of the es-
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tablishment, and even the inner door bore merely a
legend telling the name of the firm. Nothing indi-
cated that this modest-looking building—known in
Wall Street as The House on the Corner—was a bank
for thff New York law forbids a private banker tc;
?dvertlse. that he is such or to solicit deposits. This
1s the price he pays to escape the regulation by gov-
fnrzzltllelltgl .authorlties to which an ordinary bank
e mit. J. P. Morgan and Company, however,
ot seem to have suffered from this limitation.

SENATOR BULKLEY: Youdo

Ing 1n any particular busines
MR. Morean: No.

SENATOR BULKkLEY As
: As I recall it, at
] 0 1
ness you do not have any sign of any k’;nlslg BT Ik

MR. Morcan: Noth;

: Noth
SFNATOR BuLkLEY: e
ordinarily use?

MR- MORGAN. NO.

SENATO!
Byl R .COUZENS: Are you listed amo
Mo me listed among the banks?
R. MORGAN: W ;
: N: We hope n
caution to prevent it Pe not. We have taken every pre-
MR. PEcora: Mr. Mor

any outer door of the ﬁmg;n(;ﬂiisc t;le e
€

not designate yourself as be-
s at all, do you?

And on your letterheads that you

g the banks? Is

f the firm on

NATIONAL ASSET OR NATIONAL DANGER 9

MR. Morcan: It is not on the outer door. It is on the
inner door.

MRr. PEcorA: Not visible from the street to any passer-
by?

MR. Morcan: No. Most of them know the address.

Mg. PEcorA: You do not think the firm suffers any lack
of prestige in the banking world because it does not adver-
tise itself to the bankers, do you?

Mgr. Morcan: It does not seem to.

All the members of the firm who were in New
York City gathered daily, except Saturdays and Sun-
days, for a partnership conference. No stenographer
was present at these highly confidential meetings, and
no record was kept of the discussions and decisions.
This was an old custom.

Mr. Morcan: This plan of having meetings was
started about twenty-two or twenty-three years ago. At
the first meeting it was decided that no minutes should be
kept.

MR. PECORA: Prior to that time were any minutes kept?

Mz. MorcaN: We did not have any meetings.

SENATOR Couzens: Was your father at the head of it at
that time?

Mgr. MORGAN: My father was the head of it at that time.
But he did not usually come down early enough to get to
the meetings. He never attended one.

Tue CHamrMAN: Are all of the partners present at

every meeting?
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MR. Morcan: Every partner, unless he has something
else that he must do.

The- twex'lty partners of J. P. Morgan and Company
were .hkewme partners in three other closely related
banking houses. One of these was Drexel and Com-
pany, of Philadelphia; this was regarded by Mr. Mor-
gan as practically one firm with J. P. Morgan and
Company, but, technically, it was a separate partner-

ship, as it had four additj
: onal part
members of the New York e

pai:: i‘:lft;lf;eﬁMorgan partners were likewise partici-
TP nzlls of Morgan, Grenfell and Company,
e an MO_rgan and Cie, of Paris. Fach of

uropean affiliates had distinguished resident

gl:rr{li:l);rs, such as Mr. E. C. Grenfell, Member of
ent, and director of the Bank of England

and ivi i
EXChI::-.eVXuan H. Smith, head of the great Royal
8¢ Assurance Corporation: men high in the

financial cj
cmfles of London and Paris b

numerous directorates i
»

care of any interests Mand well-equipped to take
maintain in Fur organ and Company might
that the I..ondonopealn territory. It was understood
end, and themselvl;:r(;ners Were in charge at their
London firm, at 1e etermined the policies of the
was smooth and cg A e SN co-ordination
e e nstant.. As Mr. Morgan said: “W
the adues o2 touch with them all the tinne, | uos.
ge: you see, me. I have

I lived
years and worked over there for :i‘;lrt ‘)t’heg:: f01;1 .
,an

headquarters.
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of these men I know very well and have worked with.
So we do not have any misunderstandings.”

Such was the framework of J. P. Morgan and Com-
pany and its affiliates, national and international. But
what kind of business did it do? Everyone knows the
name of Morgan, but few laymen have any accurate
idea of the nature or extent of the firm’s activities.
When the man in the street thinks of a bank, he thinks
of a place where he may deposit money—if he is for-
tunate enough to have any—and upon which he can
draw checks, and where, if he has proper collateral, he
may borrow money. J. P. Morgan and Company, how-
ever, was a very different kind of institution. Unless
you were within the charmed circle, as Mr. Morgan
was at pains to make clear, it was not easy to do busi-
ness—any kind of business—with the house of Morgan.
If you were merely anybody, you not only could not
borrow money from them, no matter how good your
collateral, you could not even induce them to take
your money.

THE CHAIRMAN (SENATOR FLETCHER): ... You are serv-
ing the public?

MRr. Morcan: Yes; but we are serving only our own
clients who are our clients by their own choice.

Tue CHAIRMAN: But you do not turn a man down; you
do not select your clients; you do not give them tickets
and pass on them?

MR. MorcAN: Yes; we do.

THE CHAIRMAN: You do?

MR. Morcan: Yes, indeed; we do.
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; hT;m CHARMAN: I suppose if I went there, even though
: ad never seen any member of the firm, and had $10,000
wanted to leave with the bank, you would tak-e it i
wouldn’t you? 5

?R. Morcan: No; we should not do it.
HE CHAIRMAN: You would not?
MR. Morcan: No.
THE CHAIRRMAN: I am

g quite sure then you would

MR MORG n-
. AN: NOt unleﬁs Y i i
: ou cam i
; ’ . € 1n Wlth some 1

SENATOR McApoo:
; : Unless h. ,
Banking and Currency Cmnmit::t:e:w by

MR. Morcan: T
o hat has been the rule for many, many

THE CHAIRMAN:
Tow any $10,000,

Mg. Mo : i
RGAN: Not without an introduction

Then I am quite sure I could not bor-

mAssummg you were
ended, however, you

confidence, to be

sufficiently highly recom-
5 might hope, with reasonable
permitted to leave your money in

and might even
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of $10,000,000; Seward Prosser, of the Bankers Trust
Company; William C. Prosser, of the Guaranty Trust
Company; Mortimer Buckner, Artemus L. Gates, of
the New York Trust Company; Harvey D. Gibson, of
the Manufacturers Trust Co.; Charles G. Dawes, of
the Central Trust Company of Chicago; Myron C.
Taylor, Norman H. Davis, and many others, sixty in
all. In addition, there were about one hundred officers
or directors of nonbanking corporations, similarly
favored.

Mr. Morgan saw no impropriety or disadvantage
in this, nor did he respond favorably to the sugges-
tion that J. P. Morgan and Company might, by put-
ting all these powerful and strategically situated men
in their debt, place itself in a position to obtain in re-
turn special favors from the banks and corporations
they represented. To his mind, it was a simple,
straightforward, routine matter; “We do make these
loans, and we make them because we believe the
people should have the money; that we should loan
money if these gentlemen want it. They are friends
of ours, and we know that they are good, sound,
straight fellows.”

As a rule, however, the Morgan firm was not inter-
ested in transactions with individuals, even ‘“good,
sound, straight fellows.” It discouraged small deposits,
and mostly did business with great corporations. ‘The
great communications corporations, American Tele-
phone and Telegraph Company and International

‘Telephone and Telegraph Corporation; many great
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corporations in the railroad field, such as Atchison,
Topeka and Santa Fe Railway Company, Chesapeake
and Oh}o Railway Company, Chicago, Burlington
and Quincy Railroad Company, Erie Railroad Com-
pany, Lehigh Valley Railroad Company, and Pull-
:ﬁ?r:;(?ar anf:l Manufacturing Corporation; important
DelawI:riaI;-lIes such as Continental Oil Company of
ek ,C umble Oil and Refining Company, Mar-
ke o-mpan?r, and .Standard Oil Company of

Jersey; leading utility companies, including

f{t:lrgsmonwealth and Southern Corporation, Niagara
on Power Corporation, and United Gas Im-

Eroogler:;nt ;]ompany; E. I Du Pont de Nemours and
. 1} Ohy, l\r/}corp:orated, General Motors Corpora-
> Jos-Manville Corporation, U. s, Steel Corpo-

Nor were these de
golflg firms, for ex
maintained

POsits minor ones. All of the fore-
ample, and aboy thirty others,

NATIONAL ASSET OR NATIONAL DANGER 15

deposits at the end of 1927 of over half a billion dol-
lars, and even at the end of the depression year 1932,
of $340,000,000.

This great reservoir of “other people’s money” was
wholly subject to the disposition of the partners of
this one private banking establishment—in the last
analysis, really, to the will of one man, Mr. Morgan
—to manage as they pleased, uncontrolled in any man-
ner by the slightest vestige of governmental regula-
tion, examination, or supervision. The firm had been
in the habit, in recent years, of voluntarily furnish-
ing the Federal Reserve Bank of New York with a
more or less informal statement of its affairs “in strict
confidence”; but no bank examiner darkened its
doors, and no balance sheet or statement of condition
was issued to the general public or to the firm’s de-
positors. True, Mr. Morgan asserted that anybody
who wanted it could have obtained such a statement
for the asking; but, somehow, nobody ever asked. J.
P. Morgan and Company were very private bankers,
indeed.

MR. Pecora: In the course of the testimony you gave
yesterday you recall that you stated that a number of
corporations engaged in interstate business maintained
deposit accounts with your firm which at one time or
other in the five years from 1927 to 1931, both inclusive,
had balances of a million dollars or more?

MRr. MorGaN: Yes.

MR. Pecora: These deposits are made in your bank
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:\Tl;ho-l]ljt the officers of those corporations who were re-
kl:l Ons; clle for the making of those deposits having any
: wle ge_of the actual financial worth of your banking
rm or of its constituent members?
MR. Morcan: They are. They are. But . .

:;T;I?f Il:ave the righf to do it—could have a statement of
sy € wanted it, if he asked for it. We would not have
¢ slightest objection t

Mr. PEcora: H 0 giving it to him.
. : Have :
before? you ever given any such statement

. anybody

Mg, :
Morcan: They have never asked for it.

R.A..

before this
moment by any re 5
. presentative
your banking firm to that effect? or partner of

MR. Mo = .
investigati:lfA“rjl;e‘:f:,l’ lff fu will look back at the Pujo
the same statement, ¥ father was on the stand he made

MR. PEcogra: That i
about twenty years ago?
MR. Morcan: Yes.

MR. Pecora: 15
+ Is that icats
0 far as you knowd the only publication of that policy,

MR. Morgax: That is

th g
have ever made about anYth'i:nany e

SR
vestigation was the one held

According to Mr. Mor
ccording ; n,

E:zaks;nagc;wu;it;es comi§tedg:;£ ;h;el:;‘rg:lr CI?:T': @ t!lc
i am&:ls ?E this nature: taking depoIsI;:nerm;I
Morgan and co,f“g letters of credit, etc Bus, J.P.
cial bank, lxmu-‘ni'vm.f:-a o T than‘a e
select and Powerful, ¢ memg‘

. as also
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the traditional leader among the investment bankers
of the nation.

It was this department of its business, no doubt,
which Mr. Morgan particularly had in mind when he
told the Committee that, in his opinion, the private
banker was a national asset rather than a national
danger. For without the constant investment of the
nation’s savings in new enterprises, or in the expan-
sion of existing enterprises, our whole economic or-
ganization would be impossible; and it is the invest-
ment banker whose business it is to promote and man-
age this vital and immensely important function. We
shall deal in a subsequent chapter with the details of
this business.

In the language of the trade, the banker “sponsors,”
“underwrites,” and “distributes” new security issues;
that is, he undertakes, on behalf of the corporation
that comes to him in search of new capital, to raise the
necessary funds for it by the sale of the corporation’s
newly issued bonds or shares of stock to the investors
of the nation. In prosperous times, this is a matter of
billions of dollars annually.

If this smooth flow of investment is impeded for any
reason, the paralyzing effects are soon felt throughout
all branches of trade and industry—as this country has
painfully learned since 1929. No economist or politi-
cal party of any standing, whether New Dealer or Old
Dealer, Democrat or Republican, capitalist or Social-
ist, disputes these propositions. But they draw very
different conclusions. The bankers tend to think that
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they are too important to be regulated. The New
Dealers thought that they were too important not to
be regulated.
There are tens of thousands of commercial banks in
the United States, but only a handful of really im-
portant investment banking concerns. Mr. Morgan
mentioned half a dozen of the leaders in New York:

There is Kuhn, Loeb and Co

mpany and Dillon, Read
and Company that I believe are

coming along here. And

the whole long list. There
ng firms in New York.

Undoubtedly, this smal
n:fn.ciers, controlling the
:.icthlt}', holds more real po
n the United Stages, And

of a short period jn the h
the crash in 1929, J. P

1 group of highly placed
Very springs of economic
Wer than any similar group
with the possible exception
ectic interval Just preceding
- Morgan ang Company was,

factor in the field. the most Important single

gan,sn::;;r_l];::a}-y !> 1919 and the time of Mr. Mor-
in May,
Company, generally j : Bl [ and

N associat: ;
€5, had offereq ¢, g pﬁtlon with other bank-

dollars of ney, S : over. $1IX billions of

: 1
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ured merely by an arithmetical count of thifquarglxty
of business it has officially tra.nsact.ed. A.ha cenabxl'z
of financial pre-eminence, giving rise to.mnun;e-r 2
ties and “contacts,” resulted in a prestlge.an 1;1.ate
ence wholly out of proportion to the ﬁl'IIll s 1m1r:1he 0; 5
size, capital, or profits, or to the persona weab .
members, considerable as these factors may be. o
extraordinarily far-flung its sp}.lere of 1r{ﬂue.nced <
become, and by what methods it was maintained, v
shall catch some glimpse of as we proceed.
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hibiting a partner from “invest-

in 1] . _
8" his private means

!?ltn): Asa ﬁrm, they
In flighty Ventures

20 »at the height
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of the New Era frenzy, even the austere standards of
J. P. Morgan and Company faltered: the firm now be-
came openly for the first time not only commercial
bankers and investment bankers, but corporate pro-
moters.

The new company promoted by J. P. Morgan and
Company in January, 1929, was that United Corpo-
ration whose stock was familiar to every speculator,
big or little, in the “wild bull market” of 1929. The
story of its organization illustrates with striking clarity
how the bankers were able in a few months simul-
taneously to gain control of a vast industry, to reap
tremendous profits, and to solidify and extend their
already immense store of good will throughout the
widest fields of business and politics.

The United Corporation was a special kind of a
corporation—a “holding company.” That is, it did
nothing but hold—and vote—stock which it owned in
certain other companies. It created nothing on its own
account; it neither manufactured, nor sold, nor
traded, nor rendered any other independent service
to the community. Its sole business was the control of
other corporations.

These other corporations—in the beginning Mo-
hawk Hudson Power Corporation, Public Service
Corporation of New Jersey, and United Gas Improve-
ment Company—were in the business of supplying
electric power, light, and gas. They were themselves,
in part, holding companies, controlling by stock own-
ership still further corporations in this increasingly
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important field. The United Gas Improvement Com-
pany, for exam

Ple, had sixty subsidiaries; the Public

Service Corporation of Nev Jersey had fifty-nine sub-
sidiaries,

J- P. Morgan and Company had already contracted

o buy for itself large blocks of Mohawk Hudson,

United Gas Improvement, and Public Service stock

: to the new corporation, together
with some §, 0,700,000 in cash. The firm of Bonbright

and Company, with which | o Morgan and Com-

in this venture, contributed an-
sh. In return, the corporation is-

Organ and Company, as its
€T 600,000 shares of United
stock, 1,200,000 shares of its
'714,200 50-called Perpetual “op-

—1-€., Tights ¢ Purchase additional

at $27._5o Per share, ¢ any time in the
der desired,

common stock, and 1
tion warrants’’
common stock
future the ho]

e -
its ban?froizarﬁ?::go?t?dcompletely dominated by

* *+ Nad practj .

own. Mr, George Ho Practically no st of its

: wardr its Tresi . .
his office at 15 Broad President, Maintained

Street, aroung

LR 2
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Company. And if, by any con.tingency, the stoc.l;:l;flﬁc%
by the bankers and their allies should prove 1 .
cient to ensure their control, there'x\tas alcwlv;}? 2
overhanging threat of more than a million a ;rleo x
shares J. P. Morgan and Com;‘)ang could acquts €, tz
exercising their perpetuftl. “option warrants,
ossible opposition.
swaTn}llI; %lzifed Corpc}))rgtion, by means of th(? stolck
J-P.Morgan and Company had Eurned over toit, p u;
additional stock it purchased with the cash recelgniets
from the bankers and raised by the sale (?f mm; ot.Ve
own securities, soon built up and exercised e lec tlr ic
working control over a mighty sle:}x:r:::a (,)’f elec
anies “‘from Niagara to :

po}liiic'{(j“l:llilzed system extended over twelve states gzt
of the Mississippi, including most of the. great Ln :
trial states such as New York, Pennsylvania, Mic liga A
Ohio, Illinois, and New _]erse.y. It prt'oduced twlrlt‘?;
eight per cent of all the electricity used in .t}§05e t -
states and twenty per cent of all the electricity usef thz
the entire nation. It served thirty-four per cent c:f i
population of those states and fifteen pelf‘ cent (c:n tths
entire population of the country. In a ewlm n;
and with the investment of a relatively smal amouht
of capital, J. P. Morgan and Co.n‘.xpany h-ad l:i)]rougo .
under its domination a public-utility empire the %r
revenues of which amounted to hundreds of millions
of dollars a year. :

The wholz enterprise, moreover, was, for (::1 tlrnz ::t
least, a very lucrative one. J. P. Morgan and Company
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;I;(vi\:glll];zgg ((]lemEd tl.lat the price of the stock in the
B walsoriporatlcm was put up by manipulation.
g » In truth, no peed for such tactics: as

€ news of the organization of this superhold-

-l_I-lfn ;L:Ezrlaower corporation became publicly known
or
v, 8ans took good care that the newspapers

ey r;(‘)‘;"?;:zﬁ egood word “as a matter of news"—
(e . thit(::iunt.ry with a ticker and a quota-
b o < with rum.ors of the wonderful
B € stock of this great new “Morgan

. € common stock, which J. P. Morgan

and COmpan f
y had a
W months rogse tq S rofoe $22.50 per share, in a

been vauired by

e ; Tant; with;
Y T0se In the market ¢ o BN a few monhs

tion that, if 1. P g
willing, anq gble: t?organ and Qg M the calcyla-

sell al] ¢, ot h:llgany had been
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stock and warrants at top prices in 1929, they would
have realized a profit, within less than one year, of
over $122,000,000.

It is true that they did not actually realize these
profits. Like everyone else, they were caught unpre-
pared by the crash in October, 1929. But even so, they
did not fare badly, for in the summer of 1929, while
prices were still up, they had sold several hundred
thousand “option warrants” ata profit of over $8,000,-
000. The balance, of more than a million warrants,
was distributed to the Morgan partners as individuals.

Even as late as May, 1933, these warrants had a
quoted value of $2, and were still considered by Mr.
George Whitney to be a “very valuable” privilege. No
doubt the Morgan profits would have been much
larger, had they sold more, and sooner; but if they
held on, they did so voluntarily, and presumably in
the hope of eventually realizing still greater profits
than were currently available. As the bankers never
wearied of reminding the Senate Committee, their
actions before the crash in 1929 must be judged in the
light of conditions as they then appeared.

* * *

United Corporation was not the only great holding
company that J. P. Morgan and Company launched in
1929. Within a few weeks of its formation, another
corporation of like nature, this time in the railroad
field—the Alleghany Corporation—came into being,
and while J. P. Morgan and Company did not appear
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: ganizers, their co-operation was
all-important.

Seven or eight months later, in September, 1929,

iS:mdard Brands, Incorporated, was organized, merg-
Cogma ag'roup of large food companies—Fleischmann
o S}:nl;)y, Royal Baking Powder Company, Chase
il eOl;n Company, ar'ld E. W. Gillette Company,
s g‘rv ez;l tnhew corpm:atmn. The process of concen-
o ni : ) Of-CI.‘Catlflg greater and greater corpo-

> OF combining into peyy and gigantic units
Y very large in their own right,

fast pace, and 1P Morgan and
ng the procession.
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which we would not want to be a party to.” But they
decided that it was quite all right to offer the stock
privately, to a select list of purchasers, “people that
we know intimately, that we believe have enough
knowledge of business and general conditions to know
exactly what they are buying. . ..”

This was the origin of the famous so-called “pre-
ferred lists,” whose publication stirred the nation, and
opened the eyes of millions of citizens to the hidden
ways of Wall Street. In each case, stock was offered by
J. P. Morgan and Company to the individuals on these
lists at cost, or practically at cost. In each case, the offer
was made with full and irrefutable knowledge that
there was, or would very shortly be, a public market
for the stock at a much higher figure. In effect, it was
the offer of a gift of very substantial dimensions.

In the case of Alleghany Corporation, 575,000
shares of common stock were offered to the individuals
onsuch alist at $20 a share; at the same time, the stock
was selling on the New York Stock Exchange on a
“when issued” basis (i.e., the Alleghany Corporation
had not yet formally organized and issued its securi-
ties) at around $35 to $37 a share—a sure profit of
about 15 points. Within a few months, the price rose
to $50 and over.

In the case of the United Corporation, 600,000
“units,” consisting of one share of United common
and one share of United preferred stock each, were
offered at $75 a “unit”’; while the market price for
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these “units” was §
. 92-§99—a s
points, 99 ure profit of about 20

Presumably many of

or : .
:, 145 shares of the Alleghany ii:{l.mney himself sold
profit of $229,000, 02 few months, at

E:lgl;ly) ;rx:i?; Were, primarily, mel;lp\‘:;g ¢
industry Ft'and ok in finy L i
lidge wa; (fz:) tl}flcs.’ Or public Jife. Ex-PI;ce: s,
lidg n the list. Genera] i, esident Coo-

olonel Lindbergh yas "8 Was on the list.

Ad on the Jig¢,
& 01:;18. Secretary of the Navy Charleg Francis
er; Newton D, Baker, Se o President

Cretary of War under
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President Wilson; and Senator William Gibbs Mc-
Adoo, ex-Secretary of the Treasury and himself a
member of the Senate Committee on Banking con-
ducting the investigation, were on the list. One
hastens to add that Senator McAdoo explained that
his participation came solely through his long-stand-
ing personal friendship with Mr. Leffingwell, a Mor-
gan partner, and occurred ten years after he had re-
signed as Secretary of the Treasury and four years
before he became Senator from California, and that
he had never had any other transaction with J. P.
Morgan and Company.

The country was dismayed to learn that one who
later became a member of President Roosevelt’s own
Cabinet, William Woodin, Secretary of the Treasury,
was on the list. To him, J. P. Morgan and Company
had written a friendly note:

J. P. Morgan and Company,
February 1, 1929

My peEar MRr. WooDIN:

You may have seen in the paper that we recently made
a public offering of $35,000,000 Alleghany Corporation
15-year collateral trust convertible 5 per cent bonds,
which went very well.

In this connection the Guaranty Company . . . also sold
privately, some of the common stock at $24 a share.

We have kept for our own investment some of the com-
mon stock at a cost of $20 a share, and although we are
making no offering of this stock, as it is not the class of
security we wish to offer publicly, we are asking some of
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I : ;
ur close friends if they would like some of this stock at

t; sl??e Price it is costing us, namely, $20 a share
eli i i , :
eve that the stock is selling in the market around

$35 to $37 a share, whi
) Whlch :
People wish to speculate. means very little, except that

We are reserving for you 1
you would like to have it

There are 3 :
Wi reroe lrllo §t1r11ngs tied to this stock, so you can sell it
were thinkin :;S = WC.J ust want you to know that we
8 Ot you in this connection and thou ght you

might like to have 3
ttl
We are paying for it , l € of the stock at the same price

Hoping you are hay;
regards, having a pleasant trip, and with best

4000 shares at $20 a share, if

Sincerely yours,

WiLLiam Ewing
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The Morgans’ fellow bankers were not forgotten.
Charles E. Mitchell, head of the National City Bank;
Albert H. Wiggin, of the Chase National Bank, and
George Baker, of the First National Bank, were on the
list. Richard E. Whitney, lately President of the New
York Stock Exchange, was there. Bernard M. Baruch
was there. The firm of Kuhn, Loeb and Company was
there.

Dozens of the most prominent figures of big busi-
ness, directors of leading corporations, were on the
list—men such as Owen D. Young, of General Electric
Company; Myron C. Taylor, of United States Steel
Corporation; Walter Teagle, of Standard Oil of New
Jersey; Clarence Mackay, of Postal Telegraph; S. Z.
Mitchell, of Electric Bond and Share; Walter Gif-
ford, of American Telephone and Telegraph; Sos-
thenes Behn, of International Telephone and Tele-
graph; Matthew Brush, and F. H. Ecker, head of the
Metropolitan Life Insurance Company.

In the view of the partners of J. P. Morgan and
Company, all this was simply “a perfectly definite
business transaction.” It was no more than an appro-
priate method of distributing common stock.

MR. WHITNEY: . . . We did not believe either it was a
proper thing for us to sell those (stocks) through any
hullabaloo in the general market to the general public.
But we did believe that we knew certain people who had
the substantial wealth, the knowledge of their securities,
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the many courtesies shown me by you and your partners,
and sincerely hope the future holds opportunities for me
to reciprocate. The weather is fine and I am thoroughly
enjoying golf and sunshine.

Best regards and good luck.
Jonn

But J. P. Morgan and Company blandly refused to
concede, even in face of such language, that they had
been prompted in the selection of their lists, by any
thought of future advantage to themselves.

Mr. PEcora: When you received this letter from Mr.
Raskob . . . what did you understand him to mean by
saying . . . “And I sincerely hope the future holds oppor-

tunities for me to reciprocate”?
Mr. WriTney: 1 don’t remember what I thought. 1

thought it was just a nice, polite letter.
* * *

SenaTOR Couzens: You said the only object was that

these men you distributed the stock to would make

money?
Mgr. Warrney: 1 did not say our only object. I said we

hoped they would. . ..
SenaTOR Couzens: You hoped they would reciprocate?
Mg. WHITNEY: No; really.
SEnATOR Couzens: You did not give them this price so
that they would reciprocate and keep on good terms?
Mz. Wartney: No; really. That is, of course, the sug-
gestion that has been carried in the testimony yesterday
and in the papers, but I can only tell you that it is not so.
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MR. Warrngy: 1¢ i
question of doing a
and banking busines

§ NOt a question of altruism; it is a
legitimate, straightforward security

a profit; is not that true?

MR. Whrrngy: When yoy Putit that way, Senator Gouy.
in the position of stating that
€ them unfriendly, by giving it to

t was g continuing of relations that
ur first questiop

r € to be put
'S Was going to mak
them, Certainly not. I
Were existent, Byt yo
We expected some di

SENATOR Couzens

) :You Wwould
sideration by their

WETe not in public life at the time ¢

: Y accept,
. The ImMportane thing j Pted the

’ 35

i siness,
herever J. P. Morgan and Company dldIlzléI S
er S 1 .
it t‘:Ir'ldCd to take root and to acquire p?wit_, e
l i ew 1SS
bring out n
make loans or ! - el
mer’ilycor orate clients and wait passwel-y f’s S
S : ’
f)ors;ness I(?_)nce installed as the coTporat;(:bers e
.tuwas soon represented by one of 1ts fneatEIY o
: ation’s board of directors, Il‘ltln’l' {3y
or: ¥
:ﬁiﬁ the ruling stockholders, and certa:::n o2
ion’ a :
ential voice in the corporation’s m:;; Hgf il
he Morgan
members of t o
s ngements as the most natural det\;1 . };S 4
fhetSI(:eaxrvtz)lrld What was more reasonablt:;hfu{ s
o : awa
should keep ;
that the bankers g L
th'c:'nomte policies in an endeavor to pr((:a1 il
CE I:ers of the bonds they had sponsorfe t},le e
: : oraton should seek the benefit o i
:I(:eli)r bankers? They scoffed at Itlhc? sulgigems oA
ol —
lves upon thel s
thrust themse : et i
t}l:e?j ay into boards of directors—or that they
their w. ! <
nated the boards upon which they

: an, does your ﬁI'I:ll have a

SEFAT?R MGA:;?}:I trh:d ;;ﬁcies of these varlf)ust(c)c;:?-
doml{latm'g m}tf h the members of the firm afre direc e
pomuoll\lflS mc‘:Nl'cWe have no more domination than

MR. MORGAN:
vote gives us, Senator McAdoo. Wi
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MR. Morcan: Even if they are bo
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Mr. Morgan’s idea was that they could not very
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5 g0 The i
ships in thirteen public-utility hol mgoo Bl
companies, with total.assets of $5,22:,insu,rance ot
held six directorships in as many greaoo They held no
panies, with total assets of$3?37’0?0v?n_ t g e
less than fifty-five directorships in t flgﬁyoog e
trial corporations, with total ass'ets o h’i : i,n B
In grand total, they held 126 dlreaoﬁ-ll%nswincom-
porations with total assets of twenty b1 lrivate bands
parably the greatest reach of power in p

i tire history. 3 o

& ;‘;‘; f:as this all. g)n the boards of these eti;g;tsYS:t“:;
corporations upon which the 1\40'1'833l p]?;se e
directors, they came into regular an E WA
£ s ow e, (R fr fellow direc-
of commerce. Many of these hundreds of fe i
tors who, though not Morgan parmirs,l\-‘;or B
brought within the orbit, at least, of the encge i
fluence, were themselves men of Pmmhm ban,king,
held directorships in thousand.s of other g
railroad, insurance, and industrial t:OTl"P‘:‘:rattl :

list occupies thirty-three pages of fine p;m ;ometimes

It would be ridiculous to suppose, as has i

been asserted, that these indirec.t t1e.s con etI:(;l e
J.P. Morgan and Company anything like con b 7
all these thousands of additional corpor;“to?;éir o
would be equally fallacious to suppose tha be fea disie
mate association with men who are apt e Fod Bk
members of the boards of these C'OrporatxonS, e oy
exert a strong effect. Altogether, it has been estim
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that the corporations in which a Morgan partqer
either sat on the board himself, or exerted indirect in-
fluence in one way or another, controlled about one
fourth of the entire corporate wealth of the country.

J- P. Morgan and Company, of course, would not
admit for a moment that it possessed any such power
as was attributed to it, much less that it was a menace.
Mr. Thomas W. Lamont, in fact, characterized the

common belief in the great power of the house of
Morgan as merely “a very strong popular delusion.”
Mr. Lamont, however, did concede, with suitable

qualifications, that the Morgans were not totally with-
out influence.

I don’t want to make a speech here or to attempt it, but

if I may point out one or two factors in the situation: we
are credited with having wh

fluence; and we admit and ar
that our counsels are of some

at is known a5 power or in-
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been so known.

It is quite true that the M
of the great ones, as compa
Rockefellers or the Fords
equally emphatic in re
influence as

Organ fortune
red, say with
. But Mr,
jecting
J- P. Morgan an

is not one
that of the

Lamont yas
the suggestion that such

4 Company giq possess

ry 39
“SHARING THE RISK

was based largely upon their control of money belong-
ing to others.

SENATOR COSTIGAN: Mr. Lamont, Mr. ] ““:}CIZ i‘;?éli?:
some years ago used an intriguing phras;ai le’s Money.
# e Which by pubiihol. v e ;gusc of Mor-
Is it fair to say that such influences as the I 1and politi-
gan exercises over the financial and mduitrla e
B o ik JoR AP thz:; grows out
slight, which others regard as very substa;l mh,er i
of the use by a private bankmg' hﬁouse o e
money in America entrustc;d to it in one way

i T investment
Saf;{l:ii;goiﬂn No, Senator Costigan. I s_ho‘tlld; :.aoi jg; (‘:
with that thesis, and I did not mean to mt1? s
that such influence as the ﬁrrfl of ] & Nvi\c;rglio ol
pany extended was necessarily slight. ' eh : P
sound directions it is much more than shg_ 1- ———

SENATOR CosTIGAN: It is in fact substantial, lstial il

MR. LaMonT: I should think it were sul::stan ne,
does not arise from the use of other- peoplc ] mon0 Y;;;listic

SENATOR CosTIGAN: Is it in any directions monop
Or;‘:rEASSZNT: I should say decidedly the cor;tl;?)rﬁgo();:
the contrary, we encourage every other ho:lls o
much business as possible. We l-uwe ﬁequgnogr s
from doing possible business in favcrdo S
“competitors.” As a matter of fact, I ha alo g L
Justice Brandeis at the time he was br}rlgllflc%I iy
book. We spent an afternoon together on it, an

s - nvince
failed to convince him and he entirely failed to co
me,
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SENATOR CosTiGAN: And, so far as you know, he still
remains unconvinced?

MR. LamonT: He still remains recalcitrant.

The upshot would seem to be, according to Mr. La-
mont, that the power of the members of the House of
Morgan does not rest upon their own money, and does
ot rest upon their control
either. Apparently, like Topsy, it “just growed.”

Surely this is carrying modesty too far. The power
of J. P. Morgan and Company was not ““a very strong
popular delusion,” as Mr. Lamont would have it, but

astark fact. It was a great stream that was fed by many
sources: by its deposits, by its loans, by its promotions,
by its directorships, by its pre-emi

nent position as in-
vestment bankers, by its control of holding companies
which, in turn, controlled scores of subsidiaries, and
by the silken bonds of gratitude in which it skillfully
enmeshed the chosen ranks of its “preferred lists.” It
reached into €Very corner of the na

; _ tion and penetrated
Into public, as well as business affairs.

of anyone else’s money

“MERCHANTS OF SECURITIES”

o smALL part of the Senate Cor.nmittet.e’s 1{1\;&15;;;
Ngation was occupied in unravelmg-the intric i
of the business of bringing out and'sellmg. new 1:ried
of corporate securities. This operatlf)n, als 1td 1; ::3 fics
out by the bankers, is a remarka't?ly invo v}f tracie .
harbors many practices and trlcks. of the
which the uninitiated public has no inkling. @

When a corporation issues $100,000,000 0 . OOC;
it does not actually receive thfe full $1OI;)I,.00 ,rel
which it has to repay. To begin with, the puldl;:tr: % z
buys new bonds at par: usually, they are sold = ten
points discount—say at g7. But the 'corporatlc: o
not get that figure, either. In fact, it does 111101 i
sell its bonds to the publicatall. It sells the whole i
to the bankers, and it is the latter who arrange to
to the public.

41
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de(l;c::n' their services in this connection, the bankers
& ufl:lt a number of additional points, which may be
ywhere from less than one per cent to 8 or g points,

31; iz;o{r;;rirelccll {;hey Pay to the corporation only this
i own price. If the bonds are ultimately
th thg7, and the bankers deduct an additional 7
thougl’l a:y Wolzlld pay the corporation only go—even
= cen,ts Owe ave said, the corporation must repay
Sl 01‘ariieach dollar of face value. In other words,
s beel:] iveon O;iy gets what is left after the public
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et 55 b ppubl?ct which the bankers sell the
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takes its own cut. First, there is the so-called “original
group,” consisting usually of a few prominent bank-
ing houses, then an “intermediate group”; and finally,
a “selling group,” as a rule consisting of hun-
dreds of retail investment dealers throughout the
country. These retail dealers—again adding on a
couple points for profit—finally sell to the public. To
make the setup still more bewildering, it is necessary
to add that some names generally appear as members
of several groups, drawing down a separate share of
the profits in each capacity; that the organization of
the final “‘selling group” is often completed in actual
fact before that of the supposedly prior “intermediate
group”; and there are sometimes not three, but two or
four groups formed.

The long-suffering public pays the entire accumu-
lated load of commissions, profits, “finders’ fees” (to
persons who have helped bring in the business in the
first place), and all other charges of the whole long
series of duplicated, and sometimes triplicated, serv-
ices. And until recently, the public paid in blank
ignorance of what the bankers were getting. Nor did
the public know that, for weeks and sometimes
months after a security issue was launched, the bankers
carefully maintained a “trading account’’ to keep up
the price on the Stock Exchange, until it was all safely
and firmly disposed of—after which it was uncere-
moniously allowed to drop as it pleased. The whole
machinery is very elaborate, very imposing, very con-
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fusing—and very profitable. The bigger the issue, the

more money the bankers make.
3 (321 dgnseasoned” bonds, it was testified, the usual

. ¢
arg : was.8 or g points; on better-known types,
e:tn ai points. But in many cases, it was much
gmeetr. hn one of the most flagrant instances that
oy ? the Senate Committee’s attention—the sale of
memol acompany known as General Theatres Equip-
2 in, t;lf:orporated, which we shall meet again later
S :Isl tc}?apter——the: banking groups bought the
S e l::c.)rporatlon at $20 per share, and it was
e € pu lica cquple of months later at $32 per
: e:-—an Increase of SIXty per cent!
s it really necessary,
1IN i
e ™¥: n order to bring together the
g oé ; Investing public, to follow this
edure and pa
% 5 the
large commissions? It is mucll')l 3 b gy
bankers’ profits, the i i e T
» the investigation g indi

eemed to indicate,
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the chances of any “outsider” successfully penetrating
into their preserves, or lowering their established
rates of profit, were not bright. No one house had a
monopoly; but taking the group as a whole, it effec-
tually dominated the business of investment banking.
Corporations needing money, and investors seeking
securities to buy, alike, had in practice to meet the
bankers’ terms, or go without. And the bankers’ terms
were apt to be stiff ones.

The principal apologist during the Senate Commit-
tee’s investigation for the bankers’ traditional meth-
ods was Mr. Otto H. Kahn, of Kuhn, Loeb and Com-
pany. No suaver, more fluent, and more diplomatic
advocate could be conceived. If anyone could succeed
in presenting the customs and functions of the private
bankers in a favorable and prepossessing light, it
was he.

Mr. K ahn was vehemently opposed to any system of
“competitive bidding.” From the point of view of the
bankers, it meant an undignified scramble for busi-
ness to which such a firm as Kuhn, Loeb and Company
would never descend. “We would not bid. We do not
do business on those lines.” From the point of view of
the corporation, he argued, it was a penny-wise,
pound-foolish, policy. It might result in the tempo-
rary saving of a few points on the price of the bonds,
but only at the expense of the invaluable advice that
the reputable and experienced private bankers were
prepared at all times to extend gratuitously to their
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:ﬁglﬂ&;‘ c%i;nts. .All th.e intangible elements of value
80 with a high-priced label would be lacking

Mr. Kann: .

T - - Just as if you have a suit of clothes to

you woul
you pay to angtﬁzzet t(')l paylto one tailor much more than
ailor. It is the §
you warm if : same. The suit keeps
you buy it from a cheap tailor, too. But tlll)c

other tailor
puts the experi
maki 281 ence and th :
king good suits into it, and you go to h? reputation of
im.

r. Kahn consi
SldCrEd the . .
. relati
. nkers as similar tq that existin gy, hetuees
octors. He would no
bidding M
cing, than

s i g between lawyers or

re hav

oy e c!reamed of under-
a particular bit of finan-
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dustry. The country, he thought, was just beginning
to catch up ethically with the bankers.

It was undeniable, of course, that the bankers some-
times made very large profits. But, pleaded Mr.Kahn,
think of the risks they ran! It was all very well if the
public bought the whole issue of securities that was
being offered; but suppose they failed to do so, or sup-
pose the retail dealers in the “selling group” fell down
on their obligations? Then it was the bankers, and pri-
marily the bankers in the “original group,” who had
to make good.

Mgr. Kaun: The originator, however many syndicates
he may form, remains responsible with his entire fortune
and good name to the railroad company for the contract
which he has made, for the money which he has under-
taken to pay, until that money is paid. He cannot say to
the railroad, “I have divided that up amongst five or six
hundred people; you will get your money from Tom,
Brown, Smith, and Jack.” They would say, “We do not
know them. You are responsible to us for every one of
your six hundred subparticipants, distributors, or under-
writers. We look to you, and to you only.”

When pressed, however, Mr. Kahn admitted that it
was exceedingly rare for such dire catastrophes actu-
ally to occur.

SENATOR CosTIGAN: You regard the risk as fifty times as
great [in the case of a $50,000,000 issue] as in the case of a
$1,000,000 issue?
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- RAHN: Mathematical]
¥ S0, yes.

}:;es. Actual-ly we do not regard it. .?&ctu
Ofng' eXperience gained complete confi
2 istributors with whom we general
'appened that we stood in the breach fo

Mathematically,

ally we have by
dence in that list

ly do business. It
r syndicates at the

- And, generall
fidence in them, P

Ot?ler bankers, notably
of Dillon, Read angd Co,
Were even franker,

mMr. Clarence Dillon, head
Pany, who testified later,

MR. Dirron: |
2 -LON: 1 should not ¢h;
Write any issue unless he felt tt::::k .that he would under-
, Sir,
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MR. DiLron: If you had relied on houses like ourselves
you probably would not have had the automobile indus-
try in this country. We would not have risked it, and we
would have taken it upon ourselves as a virtue.

It was only after more venturesome persons had
risked their own money and developed the industry
to the point where it was safe, that “we, the smug,
conservative bankers,” as Mr. Dillon described his
own group, stepped in and “are now very pleased to
handle automobile securities.”

What risk there was seems to have been passed on
by “high-pressure” methods to the shoulders of the
little fellows, the hundreds of retailers in the “‘selling
group,” with unholy speed.

Mr. DILLON: . . . You offer a dealer over the telegraph
wire a certain amount, and you often say that the reply
should be in by twelve o'clock noon the next day. This
man has so many shares or so many bonds available to him
until noon of the next day, and he must telegraph in by
noon of the next day if he wants them. Well, there is pres-
sure there for this man to answer, and it would be desir-
able if he could have more time, I should think, in many
instances.

To be sure, the little fellow could refuse to accept
the allotment that was so peremptorily offered him;
but this was not a very wise thing for him to do. If it
happened more than once, he was very likely not to
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get any more bonds to sell from the bankers, and
would consequently find himself without a source of
sc.ll.lgply for his business. Mr. Dillon declared that he
tilﬁ got klnf)w any specific cases of this sort, but he tes-

€d, painly enough, that “you do hear stories

aro i
und that if a person does not take an offering they

are offered 1 -
B g ess the next time or else they are dropped

D o 4
5 ::E;te Mr. Kah-m S persuasive tongue, the facts of
iy Were unmistakable. There was undoubtedl
cas::x Ee of risk for the bankers, but in very many
g I::r ;sﬁ ::afr ig:::?i disg:qportionate to the size o¥
B St wz:rnozx;:k l:fy which the bankers

rendered, but “all the :
3 : traffy ”» i
it was the public that paid the by 0 " € end

While Mr Kahn
: was i
fense of the essentialg of 10t to be shaken in his de-

was anything but antag private-banking practice, he

i S i 0nistic to

te - the -

©'s investigation, and wag ve f‘reze‘nat(}i Commit-
Ty 1n the expres-

ﬁt. “I am too old E] .

: " he said, “to

:mdt?:mg to answer according toa: a!;es ¥ grind. I
nd through long experienc Y best judgment

lieve me that I am going to ans;\;efr}igpe You will be-
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1934, while the Senate Committee’s investigation was
still in progress.

Mr. Kahn made no effort to absolve the private
bankers from their share of blame for the speculative
mania of 1928-1929, and the disaster that followed in

its wake.

MR. PEcorA: Do you think that bankers are in a posi-
tion to apply influence or brakes to such mania?

Mr. Kaun: They should be. . ..

MR. PEcora: Did not private banking firms as well as
commercial banks help along the development of that
mania by freely making brokers’ loans in unprecedented
amounts?

MRr. Kann: To put it mildly, Mr. Pecora—

M&. PECOrA: I want to be conservative.

Mgr. Kaun: To put it mildly, they certainly did not do
sufficient to prevent it or stop it.

But he felt that the bankers could have averted dis-
aster, if at all, only if they had acted in time.

MR. KAnn: I think in my own mind—and I may be all
wrong—we might have been able to stop it earlier, but
when it had taken full sway of the people and there was an
absolute runaway feeling throughout the country, I doubt
whether anyone could have stopped it before calamity
overtook us. . . .

It is an exceedingly difficult thing in the face of an ut-
ter, complete, and unprecedented determination by the
public to take the bit in its teeth. . . . I know that one of




my partners, Mr, Warburg,
u.;hat was coming, and the

has done so now within the last few months. . . . I came
here in 1893, and that was just the remnant of, the last ten
years of the industrial pioneer period of the country, and
the law of the jungle prevailed, and things were done at
that time which would never be thought of nowadays, not
even by their perpetrators. . . . And ultimately Mr. Theo-
dore Roosevelt came along and he held up a mirror to the
community, and the community did not like the picture
which it saw, and very important changes were made. ...
Now, thirty years have come and gone since Mr. Theo-
dore Roosevelt, and the New Deal is now being made. It is
of the utmost consequence economically and socially. I'do
not believe any man is wise enough at this moment to ex-
press any views or conclusions until these new theories and
laws have been tested. . . . I know a good deal must be
changed. And I know the time is ripe to have it changed.
Overripe in some ways.

made a speech warn ing against
Y paid not the slightest atten-
«+ - Were determined that every piece
s rth tomorrow twice what it was

Unlike Mr. Richa
of the New York St

: 1
minded and even tengas: ysoeral, he wa

: lys i
give the Neyw %Taﬁa;h ot he

Nt i Ir trial and to

i €Conomic =
T Theodore R'oosevelfa;
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It was not unnatural for Mr. Kahn to take this long
view of things. He himself had been a banker for forty
years, and a member of Kuhn, Loeb and Company
since 18¢7. His firm, even older, had seen much his-
tory made, and watched innovations come and go
without undue emotion. Some of its leading members
came from families in which banking was an heredi-
tary occupation, and it looked at things “with the ac-
cumulated experience of three generations.” And
while its European connections had shrunk to almost
negligible proportions, it still retained enough con-
tacts to lend a certain perspective.
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THE CHAIRMAN (SENATOR FLETCHER): Your firm, or at

least Kuhn, Loeb and Company,

odd years engaged in banking?

MR. KAHN: Yes, Senator.

THE CHAIRMAN: And during that time you have main-
tained relations with foreign countries? . . .

MR. KAHN: We have maintained relati
countries; not very actively. It would be perhaps more cor-
T€Ct to say that we have for many years maintained
friendly relations with the leading concerns in foreign
countries, but we have never been very active. We main-
tain a slight, small balance with them and they maintain a
small balance with us, We exchange friendly letters. We

have been for some sixty-

ons with foreign

THE CHAIRMAN: With what foreign countries do you
$ relations?

several
ountries, and ip Holland. . ..
xhausts the list,

banks in the Scandinaviap C
I think, sir, that probably e

the Morgans in sige, Tamificationg

* OF power. Ag
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against the half billion dollars of Morgiisnl d:PO;I;S(i
Kuhn, Loeb and Company, at thf: end of 1929,

i Their capital, in 1929,
approxlmately $89,000,000. e
did not rise above $2 5,000,000, as aga tetd

artners
gans’ $118,000,000. And their various p G it
sixty-five directorships in forty-eight C{);i i
against almost double that number held by
ouse of Morgan. ; ¥

. ;Eetli field of investment ban}cmg, h(f)lgf::gs :::;
origination and flotation of new 1ssues ole e
stocks—the discrepancy between the sca Ve e
tions of the two firms was much less marthe -e s
more than J. P. Morgan and Company, AR
partners of Kuhn, Loeb and Comgany ‘;ants g
tially what Mr. Morgan had called “merc e
curities.” Between 1927 and 1931, this ﬁl;lm 0 t;g) s
over $1,600,000,000 of bond;—a stupendous

a single house in half a decade. e

Tﬁe power of Kuhn, Loeb and Compﬁln};klgltoﬁg‘

over, was much more effective than these ’ a e
ures reveal, because of the fact thz.at the ﬁn: s;hey 57
were largely concentrated in a single area. et inst
cialized in railroad financing, and here espect el i
were a very formidable factor. Oflcc upona o\\;erful
had, in combination with Harriman, beer;’ pMorgan
enough and bold enough to challeflge J. P 7o
the elder, himself, in a battle for Tallroac! su[; el
with the famous Northern Security panic (E 1?)Wing
the result; and even after three dec:adeS.0 grrticular
Morgan power, they held their own 1n this pa
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province. Indeed, from 1927 to 1931, Kuhn, Loeb and
Company actually originated no less than fifty-four is-

sues of railroad bonds,

totaling $1,1 8/7,000,000—far
more than J. P, Morga

n and Company during the
same period, and a substantia] part of the entire

twelve billions added to the debt of all the railroads of
the United States since the World War.

Not only in the quantity of railroad securities
handled, but in the broader field of influence and con-
trol in the railroad world, as well, they were rivals, on
Practically even terms, of the Morgans. They started
1o wars, but within what they considered their own
legitimate territory their 8Tip was firm and they were
ready and able to defend their interests as aggressively

M unrelated matters, for rail-
r kinds, cannot be waged with-

out money, and that is where the bankers come in.

MR. Kaun: Not all of it,Iam afraid Senator

SENATOR BARKLEy: That woy]
: d
of the total value of al] he rilil1‘_’0‘1dsl”er-'resn:nt at least half

and it ;
servation that they spent anyth; and it is not my ob-
money on equipment,

MR. Kann: Iam afraid I canney contradice Yo
u.
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SENATOR BARKLEY: What were they doing with the rest
of the money?

Mr. Kaun: You see, there happened fro.m 1926 to
1929, and particularly in 1929, a pe}*fect mania of Zver}‘?-
body trying to buy everybody else’s property, and the
railroads were not excluded from that. New organizations
sprang up. Money was so easy to get. . ..

The result was that many of the railroads became fe:ar-
ful, and with good reason, that lest somebo.dy should im-
peril their just interests in their own terr{tory many of
them felt either like being aggressors or like defending
themselves against aggressors, very much t.he European
situation all over again, only instead of leading to warfare
it led to expenditures.

In this mixture of unbridled financial speculation
and cutthroat railroad strategy, culminating in 1929,
the Morgans® chief instrument was the Alleghz.my
Corporation, the holding company whose organiza-
tion, as the reader will remember, had afforded so con-
venient an occasion for one of the famous Morgan
“preferred lists.” By means of this intricately involved
Corporate structure, the amazing story of which we
shall narrate in a later chapter, the interests sponsored
by J. P. Morgan and Company were seeking to build
Up a great new railroad system. In the process, they
Were intent upon buying up certain independent rail-
roads which the Pennsylvania Railroad, Kuhn, Loeb
and C‘OmPany's chief railroad client, considered neces-
%1y to its own health. At least, the Pennsylvania Rail-
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road felt that’it would be decidedly unhealthy to let
them be acquired by so powerful a rival.

: "_I'o meet th.is and similar threats, the Pennsylvania
C:allroad, acting with the advice of Kuhn, Loeb and
ompany, promptly organized a holding company of

its owp, which was called the Pennroad Corporation.
By this means they ho

S e Ped to build a “defensive or-

;giaarllllzaflon :‘whlch would be “strong enough finan-

“stm);, im? el.astlc_enough constitutionally,” to buy

& l:glca ly important Pieces of railroad before
mebody else snatched i away from them.”

& ” '.L;ina. B
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stock, but that they consented to let certain trustees
hold it and vote it for them. The trustees, three in
number, were, of course, leading figures like General
Atterbury, but once they had been installed in office,
they stayed there for ten years, and during that time
they could vote the stock they held in trust in any way
they pleased. These three men, and not the 157,000
stockholders, were in complete control.

In fact, these three men eventually controlled not
only the $87,000,000 raised by the sale of the first issue
of stock, but an additional $4 5,000,000 raised by a sub-
sequent sale of further stock, this time to the public,
under the aegis of Kuhn, Loeb and Company—about
$132,000,000 in all. (

Theoretically, and in the light of after-acquired
wisdom, Mr. Kahn denounced all such devices by
which the mass of stockholders is deprived of control
—and they are very common—as, in general, “ian.‘l'f-
tions of the devil.” Nevertheless, by his own testi-
mony, it was Kuhn, Loeb and Company, and Mr.
Kahn himself, who were chiefly responsible for the
Manner in which Pennroad Corporation was organ-
1zed,

Once the necessary funds had been raised in this
fashion, the masters of the new corporation were in a
Position to bid, and bid high, against the Alleghany
Corporation and other systems for the railroads they
Wanted to acquire.

One of the principal prizes at stake was the control

|
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of the Pittsburgh and West Virginia Railroad Com-
pany. This was a story in itself. About seventy-three

per cent of the stock of this railroad was owned or con-
trolled by Mr, Frank E, Taplin,

with dreams of building a railroa
Early in the 1920, while he was
ing business, he saw the trend of
fully began to buy up control

among them the Pittsburgh and
for himself, and

an astute railroader,
d empire of his own.
still in the coal-min-
affairs, and thought-
of certain railroads,

much as he could:

MR. TapLN: [I tried] to 8¢t as much stock as I could
under control. Th

€ more I could get under control the
better,

MR. PEcora: The

better for whom?
MR. TAPLIN: Bette

T for me,

; ystems—the New York Central,
n Sweringens (Alleghany Corporation), the
Pennsylvania, the B. —found the Pittsburgh
and West Virginia Railroaq i

; and he certaj
his fortunate situation,

His talks with the Ne

w York Centra] inter
¥ » ests and
with the Van Swerin

8€ns regarding (e sale of his
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i d ul-
holdings were not, however, very enCC;‘;ﬁ‘ii‘:%i‘;nsyl-
timately petered out. Negotiations w i
vania Railroad people, on the oth-er hand, w s
more fruitful. Here his connections were Tofriend-
friendly and of long standing, l?ut apptll'v‘ﬂ'r_}t Ylin iy
ship did not interfere with business. Mr. : z-ltparound
acquired his stock at low prices, mr-ach o 1the iy
52%5. In the meantime, the quotation for o
had risen sharply in the market. But Mr. pket
would not think of selling, even at the current mar ;
price. He had “big ideas”; for three years, from ; g:e
101929, he insisted on nothing less thar} $200a sd ?. .
“It was always $200 a share or I was not mterest; .did

Mr. Taplin did not get his $200 a share, !Jut ek :
well enough. The market quotation for his stock, a
its highest, was 165; in 1929, it did not exceed 145‘;E
and fell at one time to 1 10; and at the time the sale o
his block of 223,000 shares to Pennroad was ﬁnal_ly
agreed on, in September, 1929, it stood somewhere in
the 140’s. Nevertheless, he received $170 a share—an
advance of about go points over the market,-and—on
about half the block—a clear profit of 118 points!

To the end, Mr. Taplin stoutly maintair.led that he
had not “helq up” the Pennsylvania Railroad. Ac-
cording to him, he had really let the stock go too
heaply. The market price might not show it, but it
Was actually worth $200 a share, after all. At any rate,

1t was worth it to the Pennsylvania, and that was what
counted,

S!l
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MR. PEcoraA: You didn’t thin
resented the actual value

MR. TarLIN:
in Pittsburgh,
railroads,

MR. PECORA- Didn‘t $
; you think th
holdup value for control? 100 2 dare vt B8

MR. TapLIN: No, sir. | thought it was worth it.

k the price you asked rep-
. of the stock, did you?

Wel.l, It occupied a very strategic position
and it was worth a ot of money to some

tiorrl:h;ls);gig;e gumhase cost the Pennroad Corpora-
P Subses l;200'1,00‘0-—almc)st half of its original
St ke roags 'tm ¥, 1t bought large interests in sev-
o or desial, 1t considered necessary for its protec-

. sirable to round oyt its system: in the Bos-

;cr):l :;r;;lrlt\;[aine Railroad, the New York, New Haven
e bfrd, and others, By these means, it was well
‘ ock any serjoys invasion of jts
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was a regular banker’s fee for their share in “under-
writing”’—i.e., guaranteeing the successful sale—of one
of the later Pennroad stock issues; and some of it was
profit from the sale at a higher price of several hun-
dred thousand shares of Pennroad stock, which the
Pennsylvania Railroad stockholders had declined to
purchase, and which Kuhn, Loeb and Company had
duly taken up, in accordance with their agreement.

These items did involve, at least theoretically, a cer-
tain amount of risk, though, as Mr. Kahn put it, “By
the grace of God we got a profit when we stood the
risk of a very heavy loss.” But a large part of it came
to Kuhn, Loeb and Company without the tiniest par-
ticle of risk on their part. It represented profits real-
ized from the exercise of certain options to buy Penn-
road stock which they had received at the time of the
corporation’s organization ““in consideration of your
having acted in an advisory capacity and having given
the organizers of this corporation the benefit of your
e€xperience and judgment.” The options were to buy
Pennroad stock at $16 and $17 per share. The day
after they were granted, Pennroad stock was selling on
the open market at $2 5 per share. Kuhn, Loeb and
Company eventually realized from the exercise of
these options a profit of $2,701,000.

Mr. Kahn protested, very eloquently, that this
profit was well earned, because the advice which
KU}}H. Loeb and Company had given was very good
advice, “almost the most valuable piece of advice we
€Ver gave them,” and the fruit of many years’ intimate
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owledge of, and €Xperience in, the subject. No
»and Mr. Kahn and his partners were
N on the soundness of their financial
5% i d. But is any advice, even the most excellent,
Pensed without risk o the giver, worth $2,701,000?
> Kahn.s argument that one of the
the Private banker is the financial
it I.ar clients, which he is accustomed
nothing, and which would be destroyed

bya System of im
: personal co iti 23 1
701,000 is not exactly nothini:.;?etltwe bidding? ($2,

the Balkan States , Cutthroat ¢
0

bi(i,.din.g the other, foolishly reCkl;l;etitiOn, one out-
ut it : : Yol
America:;s notonly in j Ugoslavia or gy, h

ankers fell ingq these lapge P aces that

here,.too. Kuhn, Loeh i Pses. It can happen
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of financial titans, as well as lesser fry, all intent on the
same coveted piece of business.

A famous example, involving half a dozen leading
firms, was the struggle for control of the motion-pic-
ture companies formerly dominated by William Fox.
The latter had seriously overextended his resources in
purchasing control of a large amount of Loew Corpo-
ration stock and certain English properties, and in
December, 1929, after the panic, he found it necessary
to seek help from the bankers. What subsequently oc-
curred between him and them is a matter of great
controversy. Mr. Fox, who testified at length before
the Committee, asserted that he was the victim of a
bankers’ conspiracy. We shall not here enter upon this
controversy, about which books could be—in fact,
have been—written. But the testimony before the
Committee gave graphic evidence of the real relation-
ship between the bankers themselves.

At first, there were various attempts to straighten
out Mr. Fox’s tangled finances. Mr. Fox repudiated
his regular bankers, Halsey, Stuart and Company, and
fora time the Bancamerica-Blair Corporation, Dillon,
Read and Company, and Lehman Brothers came into
the picture. But the Halsey, Stuart interests would not
give way. The bankers completely forgot that they
Wwere all supposed to be members of a friendly guild.
There were lawsuits and counterlawsuits “in almost
cvery court in New York City. ... Until finally ... . the
situation became such that both the bankers were
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willing to withdraw because they could not come to
any agreement.” :

In the end, Mr. Fox sold his interests for approxi-
mately $21,000,000 to a company known as General
Theatres Equipment, Incorporated, which had bank-
ing affiliation not only with Halsey, Stuart and Com-
Pany, but with the Chase National Bank interests,
Pynchon and Company, and certaj

The Chase Bank acted, at
wanted the trouble betwe
amicably, 50 that
Panies should be

n other concerns.
first, as a peacemaker: it
en the bankers settled
public confidence in the Fox com-

€n a $55,000,000
¢ Fox Film Com-
Y, Stuart ang Company,
r Corporation, Lehman Brothers,
ion, and Dillon, Read and

Company each hag a share,
Halsey, Stuart ang C

bond issue was brought oyt for th
pany, in April, 1930, Halse
Bancamerica-Blaj

Ompany, however, won a par-

“MERCHANTS OF SECURITIES 64

Its attempts to extract some profit for gselljf,ni\iffln
though it was not strong enough to meet the da. ags
needs of the company, were unouccessful, an it wt
gently replaced by Chase Natlonal Baok 1nte;~eshsé
At this stage, Mr. Dodge, Vice-President of t
Chase Securities Corporation, addressed a co’nﬁden-
tial memorandum to Mr. Wiggin, th.e bank’s heao
officer, neatly summarizing the situation as follows:

With Halsey, Stuart out, it is possible for me to discuss
the whole financing with Kuhn, Loeb again, a thing that
I am loath to do unless necessary, as the split-up of the
gravy would hurt my feelings.

When the cryptic term “‘gravy” was first employed
in questioning Mr. Dodge, he professed to be unable
to understand its meaning. Upon being confronted
with the language quoted above from his own hand,
Mr. Dodge did the best he could: he made a oravE
attempt to maintain that “‘gravy” meant “‘prestige.

MR. Dobge: Mr. Pecora, I would say that you had one
on me. I would also like to explain that.

Mg, PECORA! So that my use of the term “g—raVY'j a.S ap-
Plied to these profits is not a violent or a harsh use, is it?

MR. Dobgg: No, sir.

R. PECORA: It is one that you yourself used long be-
fore I eyer did? L
MR. Dopgs: . . . What I really meant was that I antici-
Pated that going to Kuhn, Loeb and Company after Hal-
S¢y, Stuart had withdrawn that we would be on the defen-
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sive, and that therefore what I called “gravy” was a cer-
tain amount of——

(The witness hesitated.)

SENATOR Couzens: Itis

MR. Dobge: Itisa diffic
that it was the prestige—t
think of,

SENATOR ApAwms: Inacu
into the soup.

a difficult explanation, isn’t it?
ult explanation, but I would say
hat was the word I was trying to

linary sense you were getting

MR. DobGe: I meant prestige.

SENATOR Couzens: I think you are not making it any
better. You had better stop.

MR. PEcora: Stick to e
Mr. Dopce: Al right, sir. The gravy will stick to me.

Ppetite for “gravy” had in this in-
stance been less voracious, The business of these mo-

tion-picture companies went from hag to worse; sev-

hands of receivers, and it

mpt to support
$50,000,000. A

: Was no loss, but a
gain, to the Chase Bank on all the Genera] Theatres
financings, taken as a whole, Mr, Wiggin Personally
had to pay $2,000, tatives of certain

000, and represen
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of his colleagues had to pay an additional $50(()j,00(;
to secure a settlement of the claim. 'In Fhe W’(:'lr 50
the poet, “The best laid schemes o’ mice an’ men,
Gang aft a-gley.”
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SUPER-BANK

rI:;:: s;lci;::?rlsna;loﬁl befol:e the Senate Committee of
under most dra;)n t-e Natlonal City Bank took place
Tuary 21, 19 altlc crcumstances. It began on Feb-
uration of Pr?:ei’ide €ven days prior to the first inaug:
%» 1933—just nirfdeooseVelt. It lasted until March
Whole era of A € days, but in'those nine days a

Merican financia] life passed away. It

SUPER-BANK 71

upon the ultimate effects on the national economic
system of the very methods and practices the Senate
Committee was bringing to light—methods and prac-
tices of which the banks themselves were shown to be
leading exponents. The National City was one of the
very largest banks in the world, and had but recently
been surpassed in this country only by the Chase
National. The prestige and reputation of these in-
stitutions were enormous. They stood, in the mind
of the financially unsophisticated public, for safety,
strength, prudence, and high-mindedness, and they
were supposed to be captained by men of unimpeach-
able integrity, possessing almost mythical business
genius and foresight. Yet from the very mouths of
these trusted leaders, there came forth an amazing
recital of practices, to which the catastrophic collapse
of the entire banking structure of the country seemed
but the natural climax.

The first to take the stand was Charles E. Mitchell
himself, Chairman of the Board of the National City
Bank. He was an impressive figure, forceful, self-con-
fident, and persuasive. He was then about fifty-six
years old, a self-made man in the American tradition,
raised to the financial heights by his innate capacity
and will, and a dominant and attractive personality.
He had first become connected with the National
City organization in 1916, and had risen rapidly to
its leadership. While he insisted that he was by no
means all-powerful, he admitted that “‘my associates
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considered that anything could not have been done if
I had opposed it.”

Under his swa

3 y the watchword was expansion to
the limit.

The National City Bank’s branches in
Greater New York Tose to seventy-five; it also had
branches scattered around the world in various coun-
tries. Its capital stock was increased to $110,000,000
Par value. Its affiliate, the National City Company,
grew by itself into a vast organization, “an institution
within itself with buyers, with engineers, with ac
countants, with , large bookkeeping and clerical
force, telephone Operators, telegraph operators, office

boys, policemen.”
" B s om0
branch offices i cight cities, in adfit
Oflices 1n at least hifty-eight cities, in addition

to t -1
= wenty SIX branches of the Bank which acted as
JUncts to its sale

vate wire b S force. It had , 1,300 miles of pri-
€tween its various offices, “up and down
- - - across the continent, with loops to Min-

neapolis
idpb  and St. Pagl, ang 5, forth.” The Company
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dissolutions. It did an astonishing amount and variety
of business.

Mr. Mitchell assumed, throughout his testimony,
the loftiest moral tone, no matter how questionable
the transactions were with respect to which he was
interrogated. Yes, he was only human, “filled with
error,” and had made many mistakes; but so had
everyone else. The bank, under his direction, had
pursued some policies he now viewed as unsound—
but hindsight was wiser than foresight. The public,
it is true, had perhaps not in all cases been treated
with maximum frankness—but the National City was
itself spontaneously remedying all this, and “blazing
a trail” to more adequate safeguards for the investor.

MR. Prcora: The National City Company is the big-
gest investment house in the country, isn’t it? Do you
know of any bigger?

MR. MrrcueLL: Well, I think that it has a very large
Producing organization; that is, as an issuing house its
Own originations are large. I do not think they are as large
Perhaps in dollars as some others.

THE CHARMAN: He has previously testified to this
Committee that his bank is the largest bank in the world.

MR. Prcora: Yes; but isn’t the National City Company
the largest investment company selling securities to the
public?

MRr. MrrchELL: T should think probably; but I would
Not want to make any boast about that, Mr. Pecora.

MR. PEcora: It would not have been unbecoming for
the National City Company to have taken the lead in
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74 WALL STREET UNDER OATH

bringing about a change in custom with regard to putting
out fuller information to the public?

. Mr. MiTcHELL: We are doin g it every day. We are issu-
Ing to the public today more complete information re-
garding the condition of the companies that we finance
than we ever have in our history, and we are trying to o

:ovf;y long way. We are trying to blaze a trail with respect
at.

MR. PEcora: Whe
trail?

haMRi MITCHELL: I should say a year and a half ago. We
m:: t}farned much. We have all made mistakes, and a
at cannot profit by it certainly is not very worthy.

We i 1
: h_are trying to blaze the way for investment finance into
igher ground than it has been.

n did you commence to blaze that

Yes, there haq bee

N a great i 2 in
1927-1929, but the N great gambling mania i

S 1€ National City had nothing to re-
E;gic:\:::lf for in th,is réspect: it had “tried gto pre-
B nagss pieculatlon.’ Actions which others might
¥4 .(mthﬁ MPTOper seemed to Mr. Mitchell to pre-
ly doi . n§ Criticizable.” At a]1 times, he was mere-
Y e his “duty a5 a banker.

I Mitchell's conception of his “duty as a banker,”

owever, . :
of that Pr‘xses:if:: :lﬁgrent t%nng from the standards
To alarge extent sft 4 €xisted in previous times.
Mr. Mitchelr’s Ot Course, it was not a question of
A 27 other individual’s standards,

change in the character
¢ When. the National City
din 1812, and for a
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century thereafter, the bank’s business consisted prin-
cipally of receiving deposits and making loans to
businessmen for legitimate business purposes and for
short terms only. As the businessman—or, in country
districts, the farmer—cleared his stock of merchandise
or sold his crops, the bank’s loan was repaid. Banks
did not gamble in stocks or bonds; they did not even
“invest” heavily in stocks or bonds; and they did not
underwrite or issue stocks or bonds. These things,
and the risks and profits attendant thereon, they left
to houses like J. P. Morgan and Company, to Kuhn,
Loeb and Company, to the gentlemen on the Stock
Exchange, and to the ever-hopeful public.

Beginning with the World War, all this gradually
became changed. When Louis D. Brandeis—not then
a Justice of the United States Supreme Court—pub-
lished Other People’s Money, his classical analysis of
the American financial structure, in 1914, he had
found the basic evils of the system concentrated in
the overwhelming figure of the private investment
banker. He it was who dominated the scene. Ordi-
fary commercial banks, as well as great insurance
Companies and huge industrial corporations, were
mere satellites, ministering to his glory and profit.
And two decades later, as we have seen, the Senate
CCfmmittee found that the private bankers had any-
thing but shrunk in stature. The House of Morgan
Was still the House of Morgan, only more vast in
€Very way: more deposits, more securities issued,
tiore profits, more directorates in other corporations,
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¥ . S . inter-
more ramifications in influence, national and i
national,

But by 1929, great metropolitan })anks, such as
the National City or the Chase National, were 113
longer content merely to follow the pace. They l-lllat
looked with hungry eyes upon the savory meats t .
had hitherto been the virtual monopoly of _the P
vate investment banker, and they had decided to
share more liberally in the fea
Justice Brandeis had noted t
Process. But its Proportions
Compared with the growth t
suing years. It was indeed esti
became responsible at one ti

cent of the tota] volume of ]o
of the country,

The National City alone, under Mr. Mitchell’s
pioneering direction, @ame to sell not less than
$1,000,000,000 of Securities per year, and sometimes

$2,ooo,000,000-—aggregating the enormous total of
t $20,ooo,ooo,ooo In securities which the Na-
tional City Manufactureq,

he beginnings of th-ls
then were embryonic
hat came with the en-
mated that these banks
me for about fifty per
ng-term credit business

ublic. (This analogy
nder his leadership, the

National City not merely a hank &iihe

8TeW to be
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: r the
old-fashioned sense, but essentially a fzilc:fel‘s};lfe(; b
manufacture of stc;cks alind :)scridssl;eil?{ator e
i their sale,and a s :
I)igl:)e:ri?;ipating in some o%f the most notorious pools
“wild bull market” of 1929.
" Eh;t l::r)l:vdwas this possible? For §urely, the 1azm312
will protest, the law does not permit a ban}c to fbigk
in such activities. A bank, especmlly-a nationa tricﬂ;
is, or is supposed to be, sacrosar'xct, 1t§ }')c.ower Sefu]_ly
limited by Act of Congress, and its activities car
and regularly examined by skilled examme:ls. o
The layman is right. But he ha}s .reckone LV B
the i“genuity of the legal techmFlflns and El eower_
plaisance of governmental authorlm.?s toward p o
ful financial and business groups during the lamen
pre-New Deal era. With their superior advantages, a
method was worked out whereby a bank could assumti
a veritable dual personality. In one aspfect—tlledaSpetCO
Which it presented to the bank examiner alll as b-
which it was subject to governmental control—it (;n”
Served strictly all the proprieties of a properlylm.
aged bank. In the other aspect, it knew no regu_atlon
and no limitations: it could, and did, eng_‘ages in the
most diverse, risky and unbanklike operations.
The technical i}rrlstrument which enabled tl}e bank
0 carry on in this Dr. Jekyll-Mr. Hyde fashion was
Nown as the “banking affiliate.” How the s.chen}:e
Was worked out may best be explainc?d by te'llmg the
Story of the organization of the National C}ty Cc 0??;-
Pany—as distinguished from the National City Bank.
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78 WALL STREET UNDER OATH

The Bank was founded in 1812; the Company, only
M 1911. At the time of the inception of the Com-
pany, its capital stock was fixed, for the time being, at
$1-0,000,000. The certificate of incorporation, ob-
taned from the State of New York, permitted the
new Company to be almost anything but a bank, a
fallroad Or an educational institution. It was theoret
lcally an entirely separate institution. But the bene
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And who were these three all-powerful “trustees”
of the new Company? Originally, James Stillman, Sr.,
then the Chairman of the National City Bank; Frank
A. Vanderlip, then President of the Bank, and
Stephen S. Palmer, a director of the Bank. What is
more, if one of the three trustees resigned or died, the
other two could pick his successor, but only from the
ranks of officers or directors of the Bank. If a trustee
ceased to be an officer or director of the Bank, he
ceased automatically to be a trustee of the Company,
“it being intended that only officers or directors of the
Bank shall act as trustees.”

Each stockholder of the Bank was thus simultane-
ously the owner of a proportionate beneficial interest
m the Company, through the trustees who had legal
title to the Company’s entire capital stock. Nor could
astockholder sell his interest in the Bank, without at
the same time selling his interest in the Company, for
It was provided that the two were inseparable. The
Very certificates of stock ownership in the Bank and of
beneficial inerest in the Company were printed on
the reverse sides of the same sheet of paper, physically
a:i well as legally indivisible. In brief, the two corpora-
tons—the Bank and the Company—were in all but
flame, one institution, The Company was sprung
ggz tt]l:e loins of the Bank, derived its initial capital
people ;::;PIHS of the Bank, was owned by the same

S ftged by the same people, and made per-
Petually indivisible the one from the other. Yet the
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effect of the technical le
set at nay

National
Surely t

gal devices employed'was to
ght all the elaborate restrictions which the
Banking Act Imposed upon a national ba-nk.
he suave legerdemain of the corporatloir;
lawyer in the service of high finance has scarcely,
€ver, achieved a more hairsplitting triumph! '
To be fair to the legal profession, not all of its
members concurred in this sort of sophistry. Tl.1e
National City Company had hardly been born in

1911, when it was thoroughly studied by the Depart-

General, rendered two opin-
gality. In the clearest and most
€ pointed out that this scheme

ions condemning jts ]e
convincing fashion, h

that it was
quest of President Taf

A L as expressed to George W.
Wtckersham, then Attorney General, and that Gen-
eral Wickemhama

8reed with hj
Wwhatsoever came of

Prepared at the re-

Pinion a5 to their

illegality was
€ of the D s

€Partment of Justice—
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buried so deeply that even Charl.es E: (Il\dilscllt:llis,
though he vaguely remembc:elt'edtila\lf:'lll:fi ercflraso dgeply
Id not recall its contents: . _
:E:;: ::13311 in behalf of the Senate Co.mnlllute:i, ltll:;i
writer sought in February, 1933, to obta;n tnf] 0 Itghad
signed opinion, it could not even be oua ;\,artime
disappeared—spurlos versenkt, to borrowa ot
phrase—leaving only a lclarl]E);)nkcolny as a g
nscience of the Bank. ;
ha;I:ttillfa(t:Othe Bank’s officials betra}red any r}otlt(:(lei
able remorse in this regard. Far from it. Mr. Mitc et
conceded that such Bank affiliates ought perhapsmt?
be regulated by the government, bu.t as fo-r a g)om
plete divorce from the Bank, a real ehmmatx'on e
these tempting, if perilous, fields of spe(.:ulatlonf—tht;
Similarly, Mr. Hugh Baker, the 'Pres.ldent o :
National City Company, stoutly mamta{ned t-he pos
tion that such an affiliate, with interlocking dlrect.orf",
Was “good banking practice.” Under pressure, it is
true, Mr. Mitchell did admit, though with extreme

i e one
reluctance, that the affiliate and the Bank wer:
Institution:

. - - d r_
MR. PEcora: But the company is inseparably inte
Woven with the bank, is it not?

MR. MrrcnerL: Yes it is; but it would not—— ]

MR. PEcoga (interposing): It is like one body with two
heads, isn’t it It has the same body; it has the same blood,
meaning the capital derived from the sale o.f capital stock
of the bank to the Bank’s shareholders. But instead of hav-

U e A B ) i et

m i 2 b b
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82 WALL STREET UNDER OATH
ing one head it has two h
be the one head in your
man of both institution
didn’t it?

MR. Mrreng; ;- Yes.

MR. Prcoga; Inseparably interwoven with the bank,
Virtually as one entity?
MR. Mrrcugy; - One entity,

eads, and the two heads seem to
personality. You were the Chair-
s. But in form it had two heads,

institutional entity, yes.

the C i -
ompany, in some mysterious manner completely

Stiplp‘?d out of their roles a Bank directors and acted
Solely as Impartja] individuals,

Practice, of course, ther
» there was tense.
The Bank anq the Com 2 i
Sy Wit Pany were treated, quite sim-
Lo departments of 5 single organization. Over
these depart sl ;

Farmers’ Tiie Ments, as well as over the City Bank

Company. (which resulted from the

PilHY;5 and functioned thereafter

: $ °nt of the Bank), Mr. M;

o » Mr. Mitchell

the Bank a5 wgn % 1921, he became President of
he became Chairman of

;10 1924
the Board of ’
Of the Bank, (e Company, ang the Trust

Company,
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genius. But its sensational expansion was not attained
without bringing with it equally sensational abuses,
as the following chapters will reveal. At the root of
most of the mischief there was always present, in some
form or other, the influence of the banking affiliate—
a ready facility for financial misadventure.
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MR. Epcar D. Brown was 2 resident of Pottsville,

Pennsylvania, In 1927, he had $100.,000 anfl
was looking forward to 5 trip to California for his
health. In 1933, he had nogy;

In a national Magazine, he saw persuasive adver-
tisement, reading:

Are you thinking of 5 lengthy trip? If you are, it will
Pay you to get in touch Wwith our ingj¢
will be leaving the advice of your loca]

be able to keep you ]
regards your in

ution, because you
banker and we will
osely guided as
Vestments,
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4o 3 i his
k. It struck Mr. Brown that this just Snu:igpre-
B:é]ds. and he made haste to answer it. S(‘):(;ued i
:entat’ive of the Nationfil Ci;yugfgeliigz’ny SR
i mse S
h“f‘- ll;\:l.d]:n;z:n‘ﬁ:st r}:cl)t suspicious or ﬁvigax:;oglst
;zi She had confidence and t.rust. Aftil‘ ta sl,mp g
dealing with some fly-by-night buc eith el
erant gold-mining stock peddler, but WSO et
and soundest bank in the wﬁﬂc}l—i-(;;ot e o
His one insisttlznc;o:;?_t;l;;d ?ntereSt secm:it-if'ﬁt- I—::;
::;:klsl,a?;tal(;? S;1ot indifferent to the possibility
rofit; but chiefly he wanted safety. S A hondh
: We,ll Mr. Brown had asked for bcmm;lent ok
he got.’But not United States Gove; o
such as he had originally (:ownec:1 (e 7t};e g
$100,000 was in fact in cash) —t”eg ks bk kR
City advised him were “all wrong. f(i/iennese, fha
instead, into a bewilflerin% }?;‘11;:2;};10 i Har
v Gregkiriflf r;:;z:;mental obligations, astivgil-
gar':)t:;da;nof various private Ame‘rican co;};otz)le =
a'ls"hese were represented as a&'ordfng soegrnot cond$ 1o
opportunity that Mr. Brown was induc Sty o
TIIZE A s e ov 100,000, buta;::: ba(:ir;itional pur-
thousands more in oFd?‘x: to m dirinant o
oo unt’visflirrllaltlge::elsbo:lc:;s;z:chased mOSﬂYHWi;E
if)i:::\?:ci money, declined—instead of enhancing
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value, as My, Brown had been confidently assured
they would do—he complained:

€said, “Well, that is your fault for
- Why dow’t you let me sel you some

Well, the stock market had be
up. So then I took hook, line, an
well, buy stock.”

MR. Pecora: Dig You tell him what stocks to buy?
MR. Brown: Never,
MR. Prcoga. Did he by
Mg, Brown: M

buy stocks! (Great

en continually moving
d sinker and said, “Very

Y stocks then for your accqunt?
ight I answer that facetiously? Did he
and prolonged laughter.)

Yes, great and Prolonged laughter, but it had
proved ngo Iaughing matter for Mr, Brown. His faith
in the National City was complete: “1 bought thou-
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thetically, and once again his p.ortfoho was ihzzgei;
this time mostly to National City Bank Stc’; lining,
Anaconda Copper. Still, his stocks kept 5 Gk
About October 4, 1929, he took I.ns courage in 505
hands, went into the National City bank bral}ﬁn e
Los Angeles, and “asked them to sell out everyt g-

MR. Brown: I was placed in the catego_thOf t:eln:vaaI;
who seeks to put his own mother out of hls_ O:II:e' e
Surrounded at once by all of the salesmen in o, l:_hing
and made to know that that was a very, very fooli
to do.

MR. PEcora: That is, to sell your stOde? 1

MR, Brown: Especially to sell the Nationa % ri; U
Stocks. . . . I then received an unsolu.:lted WI'TC Bonk L
agent in the East . . . (reading) “National City Ba
525. Sit tight.”

Once again, Mr. Brown allowed. himself t(ladbc; O\ff:::
Persuaded. The rest of the story is soon to ;,;turally
weeks later came the crash. Mr. Br(.)wn s e. His
*0ld out, most of his capital irretrievably ik ke
efforts to borrow money from the bank.:;: :;;e S
had placed such confidence were met W:;h A S
reply that a loan was imPosZi;;ec O:ﬂ]je;say :ff the loan

red earning power
:istlfls:;m months g But Mr. Brown then h?jbI:r) ;;1;:;
earning power, he was “fort}' years of age_ depend-
—almost totally deaf—my wife and fam Yfare abli)ding
ing on me solely and alone and because o my

S
= _ - T - —

T
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faith in the advi

Pauper.”
Just another little m
Pressure salesmanship!

The Nationa] City moguls did not find this sort of

thing very much to their liking. Mr. Mitchell, though
still advocating the investment affiliate, confessed:
“But it i i

ce of your company I am today a

an wiped out, a victim of high-

Or professional dealers, 1y Wwas quite another
ought face to face with

nefit of what Mr. M itchell
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length, because they were dealing with a1 ]t)i::}l:h 11;
bank was supposed to occupy a fiduciary re }z: e
and to protect its clients, not to lead t .emﬁmn‘
dubious ventures; to offer sound, conservative
cial advice, not a salesman’s puffing patter. :
But the introduction and growth of the mvestmelr(;
affiliate had corrupted the very hfeart of theseo? 5
fashioned banking ethics. Because it had wares :
own to sell, the National City was no lo.nger an impar
tial adviser. It did not scruple to use %ts own depom;
tors, who came, like Mr. Brown, seeking mvestrfmt:ll:e
advice, as “prospects” for the busy salesmer;rt()ﬁnar-
COmPany—“prospects" who were more than o
ily gullible, just because these salesmen can‘le siemy
clothed with all the authority and prestige o
magic name “National City.”

MR. Pecora: Do you know that many deposnors; ::E
the Bank who had never been customers of the F]orillp b;?
or buyers of its securities were approach'edbdlg:l:e S: =1
Tepresentatives of the company and their bu

ici Company? . ;
hc::i f}(;::;:i (Prei:idezlt of National City C(;n;;:a;z?‘;
‘That might possibly be, but the way the name meiessarily
come to the attention of the salesmen does not n

TA: o s o

EOII:;::’ ;g::.()l;iio\;ould it surprise you to know (tihz; ;nzlrg;
of the Bank’s depositors who never before had' i
business with the Company were approached g zted
salesmen or representatives of the Company and gre
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with the remark that the salesman knew that they were
depositors of the Bank?

MR. BAREg: Well, that could still be possible. ... A cus-
tomer of the Bank, let us say, in talking to some officer in
the Bank Indicates that he s interested in making some
investments, Thag would be transmitted to the National
City Company, ang that flame would be called upon im-
mediately,

MR. Pecora: §q that when a depositor of the Bank went
to the Bank seeking adyice on matters of investments, the
name of that customer or depositor would be transmitted
by the Bank'’s Te€presentative to the company?

R: The probabilities are that it would; yes,
sir, ...

MR. PEcoga. And .. . jt was not an unusual thing for
the Nationa] Cit any to Suggest investment in se-

Curities that the Company was Sponsoring, was it?
MR. Bakgg: That is right. . . ,

investments generally?

MR. Baggg: Well, as 1 told you yesterday, Mr. Pecora,
the reason | say I do

feel that is the Proper way to do is be-
Cause of the facilities which we had in the Nati

onal City
mpany for 5 study of investments, . _ .

R. PECORA: Do you still think thay ;s good banking
Practice?

g1
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To stimulate business, and to “keep the satlﬁse‘:ler;
upon their toes,” the Company sent PEN d "aen
constant stream of advice, exhortat”lom an i Poc-
talks” which were known as “flashes.” When t ewas
csion merited, more material cncouragerlr'lell‘litbeml
offered by way of elaborate “sales comuestis(;1 e
prizes were offered to the salesmer? who so s
stocks and bonds, and especially high Pre“_"umh Na.
awarded for the sale of foreign bonds, whlc_h :h: By
tional City was anxious to dispose of. Here is
of one such announcement:

FLASHES ON THE INTERCONTROL
CONTEST FLASH 5033

September 27, rgbzg
We are pleased to announce this mommegwt:l}ci-1 e]fi
ginning of one of the greatest sales conte§;is Sl
by the National City Company. There wi ity
cash prizes for a large number of men in evicfl Edules_
the organization and higher premmtll; roen
Contest will be organized and opt?rated be ‘;eing il
trol organizations and six contesting units, s
ritories controlled from San Francisco, I
Philadelphia, Boston, New Y-ork metrgpgk Cit,y. e
New York control offices outside Newd o e
curity issue with premium sched}11e an Er:n s
for prizes are as follows. . . . 'I:hls premi feimgns
will hold straight through en.tlre c?ntest. e
money for entire organizauon. will be : '205;1 S
vided among various controls in proporti
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Work done and to he subsequently divided among the
highest ranking men in the various controls accord-
1ng to the rules set forth below. . . .

GENERAL SALES

The atmosphere, one notes, was precisely like that
of an

y nonbanking large-scale sales organization.
There was not

all, these were n

Ie or Fuller brushes that were being
€s, the true valye of which the pub-

aInt, 50 3 vag stock-selling Campaign was set in
motion. One of the

most widely sold ang ruthlessly
pushed Securities

- was National City Bank stock—of
which more hereafter. Another

»
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1929, and the quotation of Anac9nda stoclc:, like ttll.';l;
of other copper companies, had risen sky-hlgh on
New York Stock Exchange. During this prospeirou;
period, the National City Company had accumu ateo
for its own portfolio as an investment,- about 300,00
shares of Anaconda. Its officers were in an exc-ellent
position to judge the value of the stock; they dlfil 1:}?;
have to indulge in hazardous guesswork, as d(l} e
uninitiated public, for Mr. John D. Ryan, tﬁtle
man of the Board of Anaconda, was happily a}so a
member of the board of directors of the' Natlot}al
City Company. More than that, the National City
was itself Anaconda’s banker. : e
Copper kept climbing, and in March, 1929;}1;5
reached a price of 24 cents a pound. But from s
high, it fell in the following month to 18 cen o
Pound—a drop of 25 per cent. Shqrtly after:
National City came to the conclusion that it fnct
longer wanted its 300,000 shares of Anac.(m(%a f;
itself, and prepared to utilize its sales-orgamzatlodri .
unload them on the public. Mr. Mitchell, needle
10 say, would not admit for a moment that -the Gofll(;
Pany was getting rid of the stock because it }v:raswas
longer considered safe by insiders, or that he .
influenced by so trivial a develt.mee.nt as a 25th pe
cent drop in the price of copper in a single month.

MR. PEcora: So the common stock of a company deal-
ingina commodity the price of which could .slumI.) in the
world’s market by one third within a month’s period was

i ST S R S
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that your Compan , through its officers,
mz;;keted as a good sound inve«ls)tmeynt secu%ity?
do w?ghl\f:j‘:?rm;‘: Oh, Ido HOf think Fhat had anyth.ing to
IOng-term’ ave:;-a €cora. If one is working on the basis ofa
violent fluctuar; 8¢, why should one be concerned with

MR. PECORA- ons that are away above the base?
denc}’ to in;z;lﬁec?use 1t Wou'ld tel_ld to indica}e a ten-
Mr. M;TCHEU_I g )i - cor_n_m"d“)’ prices, would it .notP
MR. PEcoga. W lrlmab‘ht}' a.t‘the moment, certainly.
mon stock to ¢} ¢!, your decision to sell Anaconda com-
0 the public was made very shortly after the

flu i g
S :ttsu:txons,dand the Price of COPPCI‘ had fallen from 2 4
not so? poundto 18 cents a pPound within a month; is that

the kind of stock

Mr. M . 3 _
not inﬂue:GHELL' I will take your word for that. It did

Cce my judgment, I can assure you of that.

in eager hope that soon
kyrocket aoai ger hop
gain. Why, ¢ Sss
MeTs were stil] bu;{ w8t solling 1t
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lustration of the faithful performance of the duties
of a banker. Said he:

But being bankers for the Company, even though we
promptly sold that 300,000 shares which we owned and
had under option, it became our duty, or so we conceived
it, so long as our customers viewed that stock as an invest-
ment stock, to buy in the market and to sell additional
shares to them. Which we did.

Mr. Mitchell, however, volunteered no opinion as
to the extent to which their “customers’ ”’ view of the
stock “as an investment stock’ was encouraged by his
Company’s selling propaganda. The total number of
shares of Anaconda sold by the National City was
1,315,830. They were all sold in two short months,
August and September, 1929, on the very eve of the
crash. At the time of the Senate investigation, they
were selling at $7 to $10. They cost the National City
around $100 a share, and they were sold by it to the
Public, on the average, at around $120 to $130 per
share, making a total profit of over $20,000,000—in
two months! It will readily be seen that there exists
No real incompatibility between the strict perform-
ance of one’s duty as a banker, as conceived by Mr.
Mitchell, and the making of a handsome profit.

This sort of activity—selling securities directly to
the ultimate retail purchaser—accounted for a large
part of the National City Company’s business, and
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It was the side of their far-ﬂung organization which

Pany’s business—and pe

functlon-continued to be the origination of security

}Ssues'_ This phase of its activities was, of course, an
Invasion, albeit a relatively friendly one, into the
territory of investment bankers such as J. P. Morgan
and Compan}', Kuhn, Loeb and Company, etc. Here,

the Nationa] City Naturally practiced all the customs
of the trade as develop

1929, sold more securit;
Morgan and Compa
Pany combined.

the marketin
8 of the $:6, : =5
nated by the Nationa] 10'500 Ao bOnd. Issues origi-

1929, on behalf of Minas Geraes

» One of the states jn
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the Republic of Brazil. These particular issues wer:;
small, as the National City in those days measure
size, but the standards revealed were representative
of its operations in those halycon times; and. the total
amount of Latin American bonds the American pub-
lic was induced to buy by similar metho.ds, from tl'.l.e
National City and its competitors, ran 1nto the bil-
lions. _
What did the average investor know of Minas
Geraes? Nothing, not even its name. But the 1:11&-
tional City Company knew a great deal. It knew t a;
prior to 1928 the State of Minas Geraes had obFamed
loans mostly from French bankers, a.nd that it ha
been necessary for bondholders to bring suit against
Minas Geraes in the French courts in order to obtain
Payment in gold, as per the terms of the bond§. It
knew that one of its own experts on South f&merlcan
finances, Mr. Train, had reported by letter in 1927 to
Mr. Ronald M. Byrnes, Vice-Presi?lent of. the Nz‘;
tional City Company in charge of its foreign bf)t_l
department, that “the laxness of the State a?.athontz;s
(of Minas Geraes) borders on the fantastic. . . - It
would be hard to find anywhere a sadder- confession
of inefficiency and ineptitude than that dlspl‘ayed by
the various State officials on the several occasions. os
The foregoing recital serves to show the complete ig-
norance, carelessness and negligence of the former
State officials in respect to external long-term borrow-
1ng\(.’et with such a report in its files, the National City
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did not hesitate to float an issue of $8,500,000 bonds
for. Minas Geraes, and thereby introduced the obli-
8ations of that State for the first time into the Ameri-

z “fantastic laxness” of the State offi-
cials, when translated into the bankers’ language of

the prospectus, appeared as a dignified and reassur-
Ing declaration that:

Tganization, as possibly
—in plain language, too raw—

e A concession: it changed the
word aX1omatic” to “characteristic.’

A
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about this time—1929—Kuhn, Loeb and Comp?vrll_y
began to compete for the position of banl.cers to Mi-
nas Geraes. The National City and its allies deerr}ed
it “rather disconcerting to find that, after having
sponsored a loan for the State in the New Yorl.c max;
ket in 1928, that someone else . . . should come in an
endeavor to ‘chisel in.’ ” (It is to be hopc:d that the
reader’s sensibilities will not be unduly jangled by
this employment of the racketeer’s jargon by our emi-
nent bankers.) To avoid such an unpleasantness, the
National City hastily extended further short-term
credits to the Minas Geraes authorities, of. about
$4,000,000, and arranged for a second bon_d issue of
$8,000,000. The $4,000,000 the National City had ad-
vanced was then repaid out of the proceeds of this
second bond issue. The publicity department-knew
its business too well, however, to put obstacles in the
way of the sales organization by mentioning this fact.
Instead, the public was told that the- proceeds would
be used “for purposes designed to increase the eco-
nomic productivity of the State.” Bailing out the Na-
tional City from $4,000,000 unsecured loans, cannot,
to be sure, be very easily brought under such a cl.asmﬁ-
cation. But the Company’s officials, when questozloned
before the Senate Committee, dismissed the dmaeP-
ancy as merely technical. No banker would be mis-
led by it, naturally.

At the time of the Senate hearing, the bonds, total-
ing $16,500,000, which had originally been sold at
9774 and 87 had fallen to around 21-22. The bankers
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Evex-x ™more spectacular in jts disregard of elemen-
tary fair -play Lo Investors was an earlier adventure of

Peru was not a new one to

the Nationa] City. It had been tempted ever since
1921 by the rich poseitii:,:
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whom lived in primitive conditions and used no
manufactured products; and second, the foreign ab-
sentee ownership of the country’s principal sources of
wealth. “As a whole,” he wrote, “T have no great faith
in any material betterment of Peru’s economic condi-
tion in the near future. The country’s political situa-
tion i equally uncertain.”

The London Times spoke of Peru’s “frequent un-
observance of her undertakings,” her “broken
Pledges,” her “flagrant disregard of guarantees.” One
Especially illuminating report, dated 1921, declared
that “the condition of Government finances is posi-
tvely distressing, treasury obligations are almost im-
Possible o collect. Government officials and em-
Ployees are months in arrears in their salaries, and,
 one businessman expressed it, the Government
treasury is ‘fat on its back and gasping for breath.” ”’

Discouraged by all these highly adverse data, the
Nationa] City for six years properly declined to aid
the Government of Peru in obtaining money from
the American investor. As reasons they “cited the
history of Peruvian credit, the political situation in

€Ty, and our feeling that the moral risk was not
Satisfactory.” But as the great bull market grew
greater and greater, as the careless “New Era” Psy-
chology grew more and more pervasive, the Na-
tiona] City suddenly found nebulous reasons to jus-
tify a complete change of attitude. In 1927, a sort of
Xploratory Peruvian issue of $15,000,000 was floated
with ease. When it was found that the public was
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perfectly ready to buy Peruvian bonds at nearly par,
it was shortly followed by a much larger loan of $50,
000,000. So anxious were they to secure this business,
that the sum of about $450,000 was paid to Juan Le-
guia, the son of the President of Peru, as an ambigu-
Ous “gratuity.” The following year still a third issue
of $25,000,000 bonds was brought out.

These bonds were sold, some at 9114, and some at
96%. The bankers received a “spread” of about j
points, which means that there was a profit of about
$_4, 500,000 realized by their various groups. The Na-
tonal City itself made a net profit of over $680,000.
By 1933, the bonds had fallen to 8, 7, and, at one
time, as low a5 4%- All three issues went into default

Prepared for jtg benefit contained an impressive list
of the varioys Peruvian governmental borrowings,
but never €vVen mentioned that there had ever been a

such considerations:

MR. Pecogra: Do you think that the i
have subscribed at 911 f
given the information

10
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by its overseas manager and Vice-President, that “there
are two factors that will long retard the economic impor-
tance of Peru™? . . .

MR. BAkEr: I doubt if they would. :

MR. PEcora: And do you think that the public would
have subscribed to these bonds at 911 if they had b.een
told in the circular that Mr. Durrell in July, 1927 advised
the Company that “Peru’s political situation- is equally un-
certain, I have no great faith in any material bet,t'erment
of Peru’s economic condition in the near future’’?

MR. BAkER: I doubt.if they would.

It was, indeed, a careful draftsman, who cautioned at
the bottom of the prospectus that “The above state-
ments are based on information received partly by
cble from official and other sources. While not guar-
nteed, we believe them to be reliable, b.ut they ar’f:
in no event to be construed as representations by us.

The public received the same sort of information
in the other cases. When the National City Company
in 1924 floated $15,000,000 of bonds for tl}e C_Iuban

Ominican Sugar Company, for example, it did not
feel in any way called upon to inform the.pubhc thaé
the Cuban sugar industry had collapsed in 1920 an
had shown only a minor flurry of improvement in
later years. When the National City Company ﬂ(_)ated
an issue of $32,000,000 bonds for the Lautaro Nltratt;
Company of Chile in 1929, it knew ti.lat the future o

the Chilean nitrate industry, of which the Lautaro
Company was a part, was greatly jeopardized by the

-
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development of s
Passed on its info
the bonds droppe
feel any

ynthetic nitrogen. But it neither
rmation to the public, nor, when
d precipitously from 99 to 2 7, didit
tremors of remorse or responsibility.

To reach a point where it more than rivalled J.P
Morgan ang Company and Kuhn, Loeb and Com-
Pany in the origination of securities, and, in addition,
to build Up a world-wide sales organization that sold
many millions of shares annually directly to the pu?‘
lic, might haye seemed enough to satisfy an_)’mes
lust for €Xpansion. But the National City (?ud not
urse even at this point, Finally, it must

on Mr. Mitchell and his associates that

TPose of the Company was neither
% 1OT to make sales of bonds, but to

rather an unprecede

nted and forbidden thing for a
national bank to be ¢

‘in the market,” o gamble, and
to manipulate, Jike any fevered Wall Street specula-
tor? It was not, in legal technicality, the “Bank” that

Was speculating, it was the “Company.” :
of the National City was, in this
Tespect, a logical pro

gression. Step by step, the affili-
ate had led the Bank Into stranger and stranger pas-

1, it was to be
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: " turin
vestment banking “house of o m?:;iicrs. Ung'
bonds in imitation of the great P‘:lvate tt toniass
der Mr. Mitchell’s dynamic rule, it devg OtE:) S
mense machinery for selling those bonds

ral public. . hin-
; WI;len it went still further, and. 1.J.sed ;?Sr?gl?;ate d
ery to distribute millions of securltl(]:‘;s Iihat were be-
by itself, millions of the same stocks Exchange, it
ing traded in upon the ﬂo?r of thearket' and its
already had one foot deep in th,e mt icab,ly inter-
Success and profits had become Sl igns of the
woven with the daily plus ar_ld minus ISt %vnas il s
stock quotations on the financial palgesél A
short step from this, to complete an
Speculation directly on the E.xchange' months, De-
Thus it came about that in the-fom;vhen Federal
cember, 1928, to March, o i hing in their
Reserve authorities were doing everyt fgthe wild
POWer to restrain the further gm‘;thNgtional City
Speculative excesses of the mar.k?t_t i and financed
cgmpany was a principal p.artl.clpant 11‘; e o
three separate “pools” trading a8 of Anaconda.
Exchange. All three were Submc-hanﬁ%]e copper, and
One was in Andes Lopper; oné i Gl ses, the Na-
the third in Greene Cananea. In S(,).r.niCnczthe’rs, other
tional City itself “ran tg-edasfoz?;lc;st 500,000 shares
members of the group di e cumulated in
of these various companies were ac ere re-
theste pool operations. About 11 5,;3(10(: :I:E:;esp :blic ¥y
tained as profit. The rest were so
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trading on the Exchange in the usual manner. The

National City’s share of the profits was $167,000 in

cash, plus about 66,000 shares of Anaconda stock,

which, at the quotations th

approximately $9,000,000.

The Nationa] City,

! taking these “flyers” a
li Greene Cananea, for e
stock” at the time; i

en prevailing, were worth

to be sure, ran little risk in
nd making these huge profits.
Xample, was a famous “I{IYSICTY
ts price was rising sensatlona_HY
ent real value, or merely manip-
al City did not have to guess, for
bers were none other than _]o.hn
of the Board of Anaconda, which
ananea, and Corneljus Kelley, the
nda. The fact that this whole op-

ulation? The N ation
its fellow pool mem
' D. Ryan, Chairman
? controlled Greene ¢
i President of Anaco
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AR : urchasing
or effects a “distribution,” or “provides p
-u 4 S or in
Poh‘”;ir Pl:com- Did you ever, either 1nd1v1dua:t1)‘in i
. : a
behalf of the National City Company, tarl:estgck of Ana-
pools or syndicate accounts in the commof its subsidiary
conda Copper Mining Company or any o
companies? _
MR. MrrcHELL: No, sir. ; ver par-
Mr. PEcora: Did the National City ,C"".’piﬁz Eomrﬁon
ticipate in any syndicate accounts trading (112 Copper?
stock of any of the subsidiaries of Anation ite—you mean
MR. MircHELL: Of course, just don tl?u correctly, my
a joint syndicate or a pool? If I remember
testimony—— tion I re-
M. PYF_CORA (interposiﬂg): In my last ques
ferred to syndicate accounts. : ener-
Mr. MI?II‘CHELL: If you are referring t;: th;}l‘;: Ender-
ally know as pool accounts, and W-hat- s }t)l no. I think
stands as pool accounts, my answer is dlsu-nc tlﬁe previous
there were times when, as recor(}e;lr = recollection—
testimony, probably—and I state -thls om i
when there was some accumulation fOrf(:;ll’lacl:'onda Cop-
another in connection with some entity o rations, no. . ..
per Company directly. But as b 1 City Com-
MR. PECORA: I again ask you if e unt which
pany ever participated in any syndicate acc:llda i
traded in the common stock of any Anaco
bsidiary? an
CoﬁsanMylizﬂELL: ?\?ell, as I understand what you me.
bya syndicate account, I should say no. S
MRr. Pecora: I simply used % Jerin ian defini-
count,” Mr. Mitchell, in my question without any :

el .




have €ngaged in this so
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tion of it. [ have sim

count,” haven’t Ip
Mg, MitcHELL: Yes.

MR. Pecora: N ow, will you please answer the question
as to whether or not

the National City Company at any
time Participated in any syndicate account which traded
in the common stock of any Anaconda Copper Company
subsidiaryp

Mr. Mrrcuzvy: If it did, my previous testimony will
make it perfectly clear,

MR. PEcora: Have you any present recollection of the
subject?

Ply used the phrase “syndicate ac

MRr. Mrrcngr ;- Not in what 1 would conceive to be

a syndicate account, I should say, no, Mr. Pecora.
Under further questioning, however, Mr. Mitchell

did admit that the Company had engaged in group

Operations with Ryan, Kelley, and the Messrs. Gug-
genheim, accumul]

ating and selling hundreds of thou-
sands of shares. By these, he insisted, were not
% “joint accounts.”

€ even €Xpressed,
Ognition that Perhaps the National City ought not to
Tt of transaction:

109
THE PATH OF ERROR

: indirectly and
MR. PEcora: So the National City I_sar:}l: url:;;i erYindi.
throu;gh the use of its funds pro'cured in s ;nal Gity. Gorn:
cated through the sale of stock in the?Na 1
pany was financing this joint accm:;: A s O
ca
Mr. MircaeLL: The money
ional City Bank.... _ L
ersh;f tl?;:;:fn;)o yoj:1 think, Mr. Mitchell, ‘t}:::l 1bank,
prop:;' ora sou.nd banking functior{ f-or a ni«';tltlj(; iy
either directly or indirectly, to participate
A Jook I think
mﬂ:&t:dc:r(::l::zr_u If you ask me on the bac;?:}:;rehold-
this kind of an account that was set up by g
ers’ money and with their full knowledge G onerail.
and through which particular accountsb :termed P
finding ourselves often in whattfzi:fgI e
] is unfortunate, R
matkeiﬁzie::::ti:: Jof fact, I would rather look t:) ;?ihing
- » r 1
:ﬁ?;ﬁ we would be complete.ly out of tl:lto?:id e
I do not believe that it is a thing that we
ion?
Mr. Pecora. I Ot nTadng
- eac
: When did you first : G
i Mg, oS e et ey s
began' to feel the headache from that whic
fore. f some people have
daches o
. PEcorA: Well, the hea b ihey oni.
bez:lllkso Et=.-}:;tensivne they have forgotten whe
menced. :
: That is right. =
ﬁn. l.';airr«:Hl*:L:\;]r h:t :vas the date when you reached t
R. PECORA:
i : hs, Mr.
cml:;lus;:::(mm.x; Oh, I should say in recent months
R. . ’
Pecora.
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One might think that the National City had now

finally reacheq the limit, but there is more to come.

Perhaps the most extraordinary of its activities dur-
ing those frenzj

ed years was the orgy of trading by
the Company in the stock of the Bank itself. It is, of
course, strictly against the law for a national bank to
Purchase its own stock. It cannot even lend money on
its own stock. Legal technicalities aside, it is obvious
that wild advances and recessions in the price at
which a bank stock Is quoted, cannot fail to affect
gravely the stability and reputation of the institution.

Ofall stocks, bank stocks ought least to be the football
of specula tion.

doctrine. Its officers went

so far in 1928 as to have the
stock of the Bank stricke

n from the New York Stock
Exchange, where it had been listed for many years,

because they Professed to be able to detect micro-
Scopic signs of Mmanipulation in jts price. This they
considered to be “distinctly disadvantageous, and
probably at times might even be dangerous.” Yet
mark what follows: in the next two years, National
City Bank stock, which had a par value of $100, was
Pushed up and up until it reacheq dizzy heights. In

January, 1929, it climbed tq $1
later, it reached the fantastic price of $2,925 (actu-
ally, $585 Pershare, aftera g for , split-up) . The high-
est book value ever ascribed to it wag only $70. And

»450; a few months

)
4

A e
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the National City, which had rer'noved- the, ’stock g:)erlr;
the Exchange “to prevent manipulation,” was
rincipal trader! : :
thi\ll)togetger, in the three-and-a-l}alf-yea.r peélod e;:
ing December 31, 1930, the National City .on;sp nky
sold almost 2,000,000 shares of the stock of its Ba r,
and even then it had about 100,000 shares left ovc; (;
In the single year 1929 it sol.d more than .1,30(3?636
shares. For the proud privilege o_f owning i
shares, worth $140,000,000 at their hlghesft %00 :
value, the public paid the stupendous sum (f) ?-5 é
000,000. Most of this inflated value was, 0 hcouNa:
wiped out during the years of depresm'on, 1{; }TI:H i
tional City fell from 585 to 21. Mr: Mitchell hi s
was a heavy loser—according ;o 111115 own statement,
the heaviest individual loser of all.
h(?1"11(3 campaign to sell National.City Bank stsocl:l;
was carried on by every means available. It wfas ho -
at these exorbitant prices by the hundreds‘o tl tzud
sands of shares by National City sa}esmen, stimu iei"
by special premiums. It was sold over'tge f;:f(;unn &
through regular brokerage houses, }Nlt ! degirect
twenty of whom the Company maintaine 5
wires. The Company was by far the largest cu-storn1 :
of the “specialist” in this stock, and“kept in tele
phonic touch with him, on busy days, “maybe every
three or four minutes.” The Company not qnly ac-
cumulated and sold for its own account—at times as
many as 0,000 Or 40,000 shares in a sm.gl'e day—bu;
it encouraged others to fan the flame, giving, free o
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charge, an option on
€rations for

brokerage fi

making so much money selling the Bank’s stock that

80,000 shares as the basis of op-
a syndicate headed by the well-known
'm of Dominick and Dominick. It was

it even sold more shares than it owned—i. e., it “went
Sh?“"*-and had to borrow 80,000 shares from Mr.
Mltc.hell’s private holdings to cover its sales. Greed
and irresponsible banking could go no further.
Small wonder that Mr. Mitchell confessed that the

bank had trodq “the path of error,” or that he peni-
tently declared:

- "I would not do it again!”

“ALL TREATED

EXACTLY ALIKE”

“Give me deeper darkness. Money is not made in the light.
—GEORGE BERNARD SHAW

HAT motives animated Mr. Mitchell and his as-
Wsociates to commit such excesses? Why .ShO}lld
they, the august heads of a great fiduciary institu-
tion, have so played upon the public’s trust and con-
fidence? Was it merely due to an overzealous devo-
tion to the interests of stockholders? Or did t}}e reason
lie, as Mr. Mitchell pleaded in extenuation, in the in-
herent fallibility of the human intellect?

The facts brought to light before the Senate Com-
mittee suggest another and far diﬁfzrent cor-lclus'l:gn.
They suggest, in the strongest possible fashion, that
these men were not actuated solely by ml.stalfen loy-
alty or honest error, but by a lively interest in their
own financial profits as well. :

From the point of view of Mitchell, et al.—that
legally nonexistent but nonetheless all-powerful or-

118
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ganization of “key men,” “insiders,” and “higher-
llpsi'—-—the Bank’s affiliate was a gigantic, foolproof
device for gambling freely with the stockholders
1oney, taking huge profits when the gambles won,
and risking not one penny of their own money if they
lost. The manner in which these men, so highly
Placed and so respected, profited personally not only
from the Public’s confidence but from the treasury
of tl_leir own institution, forms one of the most re-
vealing stories presented to the Committee.

How was it donep Primarily, by means of the so-
called “management funds.” The President and each
of the many vice-presidents of the National City
Company received a basic salary of $25,000. But these
WEre no mere $25,000-a-year men, least of all, Mr.
I\ofhtchell himself. They were high-powered execu-
tives; men, according to Mr. Mitchell, who “would
normally be of the type to hold partnerships in pri-
vate banking and investment companies . . . which
partnerships were often extremely lucrative.” So to

meet this competition, and to induce himself and his

marshals to continue their good works, it was deemed

elves over and above their
the profits that they should

: - The amount of rofits thus
diverted from the treasury of the Compaﬁy and the

pockets of ordinary, run-of-the mill
¥ 5 stOCkh
called the “management fund.” B

This Mmanagement fund
cent of the total net operati
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after deducting eight per cent on the capitaI. stock,
surplus, and “undivided profits.”” That is, with the
exception of this first charge of eight per cent on
capital, etc., for every $5 the Company earned, the
management levied a toll of $1. And since the Com-
pany’s profits were very large, the “management
fund” ran into the millions.

Next came the delicate business of dividing these
millions among the favored individuals permitted to
share in them. For this purpose, the fund was theo-
retically divided into halves. The distribution of one
of the halves was determined in advance at the be-
ginning of each year, by the board of directors, each
of the participants getting a greater or lesser percen-
tage, according to their judgment of his standing and
importance. This was politely called “the forward
look.” The distribution of the remaining one-ha}f of
the fund for any given year was determined semi-an-
nually, in July of that year and in January of the
following year, by vote of all the participating offi-
cers. First there was a secret ballot, Mr. Mitchell not
participating, to determine Mr. Mitchlel’s shar:e.
Then there was a signed ballot to determine t}}e dis-
tribution of the balance, each officer leaving himself
out of consideration. These figures were then sub-
mitted to the board of directors, and “they deter-
mined then just what that distribution sh0}11d Pe."

Essentially the same arrangements prevailed in the
Bank. Here, too, there was a “management fund” of
twenty per cent of the net profits for each year, after
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deducting eight per cent on capital, etc., and this
fund was divided among the Bank’s officers in much
the same fashion as the Company’s fund was, except
that there was no “forward look.”

M_l‘. Mitchell not unnaturally stressed the fact that
he did not fix his own share, but Jeft that to the judg-
ment of his subordinate officers. “My only insis-
teflce to the executive committee of the bank,” he
said, “has been that I shall never receive in excess
O,f the proportion voted me by the officers.” He con-
mde::ed that in consenting to this secret referendum
On. his own compensation, he was doing rather a “‘bold
thing,” by Placing himself “on a pedestal where the
Of?icers can throw all the stones that they will at me
Without my knowing from whom the stone comes,
and I take their final net as the maximum which I will

receive,”
But apparently, despite this opportunity, none of
the officers wanted to cast the first stone at Mr. Mitch-

, he was given, for
;he three years of 1927, 1928 a)r;d 1929, f total of
83,481,732 from the “management funds” of the

ank and the Company. In 192, he had received
31529,000 from the Bank’s fund, and $527,000 from

€ Company, 2 tota_l of $1,056,000. In 1928, the ban-
Ne€ryear, he had received $566,000 from the Bank. and
$750,000 from the Company, a total of $1,366:000.

“ALL TREATED EXACTLY ALIKE" 1197

Even in 1929, when the Company sustained heavy
losses in the stock market crash, he received $608,000
from the Bank’s fund and approximately $500,000
from the Company, a total of $1,108,000. All this, of
course, was over and above his regular salaries.

Mr. Mitchell’s share was customarily about one-
third of these funds. Other “higher-ups” were treated
with commensurate generosity. Mr. Baker, the
President of the Company, for example, received, in
addition to his salary, $185,000 in 1927, $266,000 in
1928, and $225,000 in 1929. Mr. Rentschler, then
Vice-President of the Bank, received, in addition to
his salary (which was, in his case, $50,000), $154,000
in 1927, and $125,000 in 1 928. Mr. Schoepperle, Vice-
President of the Company and mostly concerned
with foreign loans, received, in 1928, $70,000 in addi-
tion to his salary of about $20,000.

In view of these arrangements, it may become
quite easy to understand the reckless, anything-for-
a-profit mood in which the National City was operat-
ing. The officers had nothing to gain and everything
to lose, individually, by a conservative policy. Merely
to make eight per cent on the stockholders’ money—
surely an adequate return for a banking institution
eschewing unsound and speculative ventures—would

have left them, under these arrangements, with a
bare $25,000 or $50,000 a year as salary. Their own
participation was only in the superprofits. No super-
profits, no ““management fund.” It needs no psychol-

e T Tl
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ogist to see how, under such an arrangement, .the
officers must have been under the most alluring
temptation to produce, in some fashion, those super-
profits from which alone their own gains flowed. And
bear in mind that there was no possible risk of loss
of their own money to deter them. To produce and
tosell securities in the greatest possible quantity—that
was accordingly the desideratum. Bonds from Peru,
sugar from Cuba, copper from Mexico, nitrates from
Chile—the wide world was searched for sources of
supply.

Rather astonishingly, Mr. Mitchell, even after the

debacle of 1929-1 933, could see nothing but good in
these arrangements:

SENATOR Couzens: And, as
do you think that was
cial institutionp

MR. Mrrchgrr: Yes; I think so, and I would really feel
quite strongly about that, I have seen it apply in the bank
where it was established after I became President of the
Bank, and it establishes an esprit de corps and an inter-

est in one officer in another officer’s work that is to me
most noticeable,

you look at it in retrospect,
a good system to set up for a finan-

care in the handling and sal
because each individual officer has a split?

MRr. MrrcuEeLL: T can readily see, from your point of

ould seem so, and I must grant that it

€, Senator Couzens, At the same

deeal . b
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i h
SEnATOR Couzens: You would not see it. Only the

curi-
customers would see it after they had gotten the se
ties,

Mr. Mitchell had a very strong sense of the right
of the officers to these stupendous bonuses. In July,
1929, he had received about $ 500,000 from the Hrinix:;
agement fund of the Company, and the other ﬁo tCSix
in proportion, based upon the profits of the f1's :
months of that yea'r. But when, at the _end of 1 ?h 3,
the Company showed a loss for the entire year, they
felt no obligation to return any part of t!us money':
Their heads-I-win-tails-you-lose ethics did not en
compass such painful restitution of thfese pllie_ma-t:tx;g
and over-optimistic self-awards. Mr. Mitche insi :
that, once received, the money was legally theirs for
keeps. As a concession to possible differences 0£ 0pt1}111(;
ion on this point, however, he deemed it wise or
officers to consent to treat these payments “purely as
an advance,” to be deducted from their share of f‘f'
ture accumulations in the management fund. This
proved a very inexpensive gesture, as therctlf we;‘siizg
subsequent management funds. The depr

d 1 that.
enh:f. z;\I/Iittcl‘—:ell’s whole attitude was not that of the
servant, but of the master, of his institution. He a'nd
his associates looked upon themselyes as son.lethlrli’g
more than mere corporate officials—in Mr. Mltchel s
own words, as “‘the equivalent of' partners in al gm—
vate banking or investment firm.” The stockholders
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were almost wholly without real power or even
knowledge of what was going on. They knew noth-
ing of these management funds, of Mr. Mitchell’s
huge personal profits, of the Company’s market op-
erations, or of its trading in the Bank’s own stock.
Even the employees of the Bank did not know hO’:\’
much the Bank’s officers received out of the Bank’s

management fund, for these amounts were paid by
checks on other institutions:

MR. PEcora: What is the reason for it?
Mg, RENTSCHLER: Well, the same reason that any other

Payroll or any other salary roll is kept in a confidential
relationship in the organization. . . .

MR. PEcora: To boil it down to a sentence: Is the rea-
son for it to avoid disclosure?

MR. RENTSCHLER: Quite so.

The affairs of the National City Company were

shrouded in even more mystery than the affairs of the
Bank. At the very inception of the Company in 1911,
the reader will remember, it had been arranged that
the stockholders of the Bapk should hold only the
“beneficial interest” in the stock of the Company.
The legal title to that stock, the voting power, all the

the self-perpetuating board of

count of their stewar
their meetings,
nual report sy

dship. They kept no minutes of
they made no reports. True, the an-
bmitted by the Mmanagement of the
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Bank to its stockholders contained some 1nf0rmat1f01;
about the Company as well, but this repc?rt was o :
very sketchy and inadequate character. PI‘IO}“ to 193“;
no balance sheet and no statement of earnings we
given out.

The secrecy which veiled the entire -mfmagex'lll;nt
of the Bank and the Company was st'nkmjgly illus-
trated in 1927, when the Bank found itself in al;rtrery
embarrassing position growing out of certain gi
loans it had made years before to several Cuban sggg -
companies. The loans aggregated more than 3Oi-
000,000, and when the Cuban sEJ.gar mdust;'y cIn
lapsed, the loans had become practically worth Ess}.]lad
an effort to protect its investment, the ]Z-:.an -
taken over the management of the underlying prop
erties, but instead of making a profit, these op;l:-
tions showed a loss of several millions per Year.‘ 2 e
national bank examiners began to complain: : ta::s:
questionable whether or not thfe management 1is =
cording stockholders and depositors the proper p
tec’iiﬁz-(;fiicers were in a quandary: t_hey wanted to
rid the Bank of these bad loans, but it would Pevler
do openly to admit such a heav.y _loss. Aclfordu:]ge ér,
the lawyers were called in, and this is what a};)pe 'be.
the stockholders of the Bank were as-ked to subscribe,
and did subscribe, to an additional issue of ﬁgogo;),:
000 of capital stock. This was equally divi eC e_
tween the Bank and the Company. Next, the Com
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pany used its $25,000,000 of this additional capital

to buy all the shares of a newly organized corpora-
tion, known as the General Sugar Corporation. Then
the General Sugar Corporation—which was now just
an alias for the National Gity Company—used this
$25,000,000, or most of it, to buy from the Bank all
of the bad sugar loans which that institution was try-
ing so desperately to get rid of.

- Thus the bad the loans of the Bank were cleared
from its books. In due course, the National City Com-
pany wrote down its investment in the stock of the
General Sugar Corporation to the munificent sum of
exactly $1. All this is 2 complicated, if typical, legal
cotporate manipulation, but the net effect is plain
enough. The Bank was “bailed out” of $25,000,000
of bad loans by its affiliate, with money supplied by
the stockholders themselves. The point is, that this
was done without giving the stockholders the least
inkling of what their money was going to be used for:

MR. Pecora: One moment right there. You say the
$25,000,000 was furnished by the shareholders. You do
ot mean by that that when the shareholders put up that
$2§.0m,000 they knew it was going to be used to finance
this sugar transaction, do you?

MR. Mrrcugry: They knew it was going to go into the
National City Company. e dat
MR. Pecora: But they did not know what the Na-

tion§1 City Company did with that $25,000,000 the very
day it was received, did they?

“ALL TREATED EXACTLY ALIKE’ 128

Mr. MrtcueLL: I hardly think there was any necessity
for it.

In Mr. Mitchell’s view, apparently, the stoclfhold-
er’s function was to put up the money, and it was
none of the stockholder’s business what was to be

done with it thereafter.
* S *

Being an “insider” in the National City organiza-
tion was, in those prosperous days, a lucra-tiye I::us1—
ness. Salaries of $25,000 and $50,000, participations
of hundreds of thousands of dollars in ‘‘management
funds”—these were not the only sources of profit.
There were also opportunities, which were grasped
with both hands, for getting in on the ground floor .of
particularly profitable flotations like the Boeing Air-
Plane and United Aircraft offerings of 1928 and 1929,
which were considered too good to be handled in
quite the ordinary manner. :

The Boeing Airplane and Transport Corporation
Was a2 holding company, controlling three subsidia-
ries successfully engaged in manufacturing airplanes
and carrying mail and passengers. In January, 1929,
its name was changed to United Aircraft and Trans-
port, Incorporated, and under that name its stock b.e-
came one of the most familiar tokens of the torrid
Wall Street gambles of that period. But before the
general public was allowed to enter the game, Ml:.
Mitchell and his friends had already used their posi-
tion as officers and directors of the National City to
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supply themselves with a full set of these tokens or
chips at reduced rates.

When the Boeing Airplane and Transport Corpo-
ration was organized in October, 1928, the National
City Company bought from it for $5.,013,000 a large
block of various kinds of the Boeing Corporation’s
stock. In the ordinary routine of its business as an in-
vestment banking house, this stock would have been
Passed on to the public as promptly as possible, with
the usual “spread” of a few points as banker’s profits.
But in this case, Mr. Mitchell and the other “insid-
ers” vetoed a public offering, ostensibly for the
Praiseworthy reason that aviation stocks were t00
speculative as yet for the National City (which had
but recently foisted without hesitation those famous
Peruvian and Brazilian bond issues discussed in the
Previous chapter), to sponsor to the public.

They were not too speculative, however, for Mr.
Mitchell and his associates, or for the National City
Company. The latter retained a large block for itself,
and the remainder of its purchase was allotted in
“‘units” of assorted common and preferred stock, to
Mr. Mitchell and a select list of “officers, directors, key
men, and special friends,” including Mr. Swenson,
then Chairman of the National City Bank; Mr.
Rentschler, President of the Bank; Mr. Percy Rocke-
feller and Colonel Stewart, directors of the Bank:
various members of the firm of Shearman and Sterl-
Ing, lawyers for the Bank; Colonel Sosthenes Behn,
of the International Telephone and Telegraph Com-
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pany; and so forth. The largest allotment of all, it is
interesting to note, went neither to Mr. Mitchell nor
toany of his fellow officers, but to Mr. Bartow, a part-
ner of J. P. Morgan and Company.

Having now safely secured the stock in their own
hands at favored prices, Mitchell, et al. experienced
an abrupt change of heart regarding its suitability for
public distribution. The decision not to make a pub-
lic offering because aviation stock was too specula-
tive, was made on October 22, 1928. On October 31,
only nine days later, request was made to list the stock
on the New York Curb Exchange. On the following
day, November 1, an advertisement appeared in the
Newspapers of New York, Chicago, San Francisco,
and Seattle, announcing that the National City had
Sponsored and privately sold these issues of common
and preferred Boeing stock. This advertisement was,
of course, well calculated to excite the greatest pub-
lic attention, Everybody felt that when the “insiders”
of the National City bought at private offering, they
bought plums, not lemons.

Trading in Boeing stock, common and preferred,
opened on the Curb the very next day, November 2,
1928. Even the opening prices were far above what
the Company or the “key men” to whom it had al-
lotted shares had paid, and the prices rose in after
months to much higher figures. The National City
Company itself, within five months, realized on its
investment of $5,013,000, a profit of over $1,659,000

In cash, plus certain stock warrants showing a paper
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Profit of $840,000. How much the “insiders” on the
pl:eferred list actually realized, could not be ascer-
tained definitely, but even at the opening prices of
November 2, which were the lowest for many
months, the profit to this group was $1,629,000. In
all probability the real profits were a great deal more.
A feu_r months later, at the end of January, 1929,
the National City Company acquired another block
of common and preferred stock of the airplane com-
pany, now called United Aircraft. This cost it about
$13,000,000 and it was soon sold for a total profit to
the Company of $1,44%,000. Most of this was sold o
the public, but once again the “insiders” kepta block
of stock for their own use. There was not even a pre-
tense of any special reason this time, other than the
obvious reason that was a fine chance for the direc-
tors and officers to make some more money. This
tlm-e the I?Iock allotted consisted of 13,000 shares of
United Aircraft common. It had cost the Company
$70 per _share; it was sold to Mr. Mitchell and a
SEFOI-ld list of select officers at $80 per share; and
within two days it was selling on the market at $96
per share. Mr. Mitchell himself had received, this
time, an allotment of 1,000 shares: if he had sold
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If the National City was indeed kind to its officers
—or perhaps it may be that the officers were kind to
themselves—in times of prosperity, they were not less
kind in times of adversity. When the big stock-mar-
ket break came in October, 1929, the officers of the
National City, who had been speculating heavily on
their own account, largely in National City Bank
stock, were caught in the crash, like everybody else.
But, unlike everybody else, they were in the fortu-
nate position of being on the inside of a bank. The
advantages of this position soon became apparent.
Within a few weeks, a large fund was set up, the so-
called “morale loan fund,” to be used for making
loans with or without collateral, and without inter-
est, to embarrassed officers “in the present emergency,
and thereby sustaining the morale of the organiza-
tion.” Under the thin cover of this pretext, $2,400,-
000 of the stockholders’ money was “‘loaned” to about
100 officers of the Bank and its affiliates.

To obviate, at least superficially, the appearance
of having made unsecured loans, or loans without in-
terest to its own officers, the “morale fund’” was not
technically loaned directly to the embarrassed officers,
but was handed over to two directors of the Bank,
who were designated as trustees to make such loans.
The practical effect was precisely the same, but the
Bank’s lawyers assured them that everything was now
perfectly legal.

Only about five per cent of this money had been
repaid at the time of the inquiry before the Senate




g e e L

128 WALL STREET UNDER OATH

Committee in F ebruary, 1933. The balance was either
written off as a loss by the Bank, or “taken over” by
the National City Company in December, 1930, and
either written off as 2 loss by it, or formally kept on
the books at a reduced amount. One officer “bor-
rowed” $296,000 and paid back $11,000. Another
“borrowed” $345.000 and paid back nothing. There
Was no attempt to collect any part of the money from
the very substantial salaries of the officers, which con-
tinued to be regularly paid.

The morale of the “higher-ups” was thus sustained
—at their stockholders’ expense. Far different was the
lot of the rank-and-fle employees of the Bank. Their
morale was also important, but it was sustained i
quite a different manner, In 1924, the Bank had put
Into effect a stock purchase plan under which officers
and higher employees were permitted to buy Na-
tional City Bank stock. In December, 1929, after the
crash, at the same time that the officers were being
“loaned” the $2,400,000 to help them out of their
difﬁculties, this stock-purchase plan was extended to

: r ranks of National City employees.
S_mce they were Présumably too poor to buy out-
right, the Bank permitted them to pay on the install-
;nent plan, over a four.year period, deducting the
Installments from thejr monthly salary checks.

The employees could now pride themselves on
being stockholders of the Bank, just like Mr.

: tschler and Mr. Percy Rocke-
feller. For this privilege the Bank charged them $200

AN t )
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and $220 a share, although, let us remember, the
book value of the stock was never above $70. Soon
their stock declined to $100, then to be.low $:1 00, tillen
to $25. At the time of the Senate hearlflgs it stoo fa:
$40. The luckless employees were still paying od
their shares, month by month, and they Stll].. owe
much more on it than the stock was worth in the
market. Under the terms of the installme'nt purchase,
the employees could escape their obl-iganons .onlg by
resigning—which was practically (-equwal.entt, in t olie
years of depression, to voluntarily enlisting in the
ranks of the unemployed. There were, for them, no
“morale loans,” no “management fund,” no con-
venient write-offs, no indefinite extensior_ls.. They
were not even relieved of the interest. ““T'o him that
hath shall it be given, and from him that hath not
shall it be taken away,” says Scripture. : 5
Mr. Rentschler, nevertheless, felt certain that. the
employees are, far and wide, entirely well satisfied
with the fact of their part in this plan.” Some of the
officers, too, he pointed out, had also bought stock on
the installment plan, and had, for once, not been re-
lieved of their obligation. In his opinion, “They were
all treated exactly alike.” ;
It is not recorded what the faithful employees, in
the privacy of their own hearts, thought of these
noble and equalitarian sentiments.
Indeed, Mr. Mitchell and his colleagues seem at
times to have been no more concerned about pro-
tecting the interests of the rank-and-file employees

e L=
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than they were to protect the interests of the rank-
and-file stockholders or of the public. The Senate
Committee’s investigation of the National Gity re-
vealed, from start to finish, shocking lapses from the
devotion to the high fiduciary standards that should
always govern the conduct of officers and directors. It
revealed scarcely a trace of recognition that a bank,
in particular, performs a public function, that it is
what lawyers call a “business affected with a public
use”’—one where the public interest must be held
Paramount.

The excesses and abuses revealed sprang from
many sources. But the Committee’s investigation
showed clearly that the two chief instruments which
facilitated these abuses were the investment affiliate
and the secrecy with which the management was al-
lowed to operate. Without the affiliate to act as an
alter ego of the Bank, free from the wise restrictions
of the National Banking Act, most of the mischief
could not even have been initiated. And had there
been full disclosure of what was being done in fur-
thera-mce of these schemes, they could not long have
survived the fierce light of publicity and criticism.

Legal chicanery and beneficent darkness were the
banker’s stoutest alljes.

7

“THE MOST POPULAR
BANKER IN WALL STREET”

vy PRIDE in the Chase National Bal:l A ‘wrote
MAlbert H. Wiggin in his letter of res'lgnat'lon of
December 21, 1982, “is the supreme satisfaction of
my business life.” o
And there was much in the record to justify that
pride. Mr. Wiggin in the course of the years had

earned for himself a position as one of the very big-

gest and most important fmanciers' in the Umfed
States at the very zenith of its business prosperity.
He first came to the Chase Bank in 19o4. The baz-lk
was, even then, an important and leadiqg ﬁnanc-lal
institution, but it was far from the titanic organiza-
tion that it subsequently became. ;

When Mr. Wiggin first joined the bank in 1904,
for example, it had twenty stockholdefrs..When the
Senate Committee investigated its affairs in October
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and November, 1933, it had no less than 89,000 stock-
holders. In 1goy, it had a capital of $1,000,000, a
surplus of $1,000,000, and deposits of $54,000,000.
In 1930, following its merger with the Equitable
Trust Company, it attained a capital of $148,000,000,
a surplus of $148,000,000, and deposits of over two
billion dollars. “It was at that time,” testified Mr.
Wiggin, “the largest bank in the world; and it is
today one of the largest banks in the world, and the
largest bank in the United States. And its ramifica-
tions are many. It is known in every town in the

country, and in a great deal of the rest of the world.

It has business in Panama. It has business in Cuba.

It has business in London, in Paris, and in the Far
East.”

During all of this great development in size and
Power, Wiggin stood at the head of the institation,
Whlci} he dominated as overwhelmingly as Charles
E. M ltchell dominated the National City. To quote
again from his letter of resignation: “During my
twenty-nine years’ association with the Chase I have
been privileged to play an intimate part in its growth.
-+« My heart and my energies have been concentrated
for many years in promoting the growth, welfare and
usefulness of the Chase National Bank. I have seen it

develop into an institution whose public service is
Commensurate with its magnitude.”

At one time Mr, Wiggin was the bank’s largest
stockholder. At all times it was admittedly under his

general direction. When he became associated with
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the bank in 1904, he was Vice-President. In 1911, he
became President. In 1918, he became Chairman of
the Board of Directors. In 1930, due to the merger
with the Rockefeller-controlled Equitable Trust
Company, the ultimate control of the Chase Bank
passed to the Rockefellers; John D. Rockefeller, Jr.,
became its largest stockholder, and Mr. Winthrop W.
Aldrich, his brother-in-law, became President of the
bank.

The bank became known, in the parlance of Wall
Street, as the “Rockefeller Bank.” But Mr. ng-g}n
still remained the active head and guiding spirit,
with the exalted title of Chairman of the Governing
Board—an inner “superboard” outranking th-e mere
rank-and-file members of the board of directors
proper. e

The reputations of the bank and of Mr. Wiggin
were as high and spotless as the bank was great and
powerful. Mr. Wiggin's prestige and influence were,
in fact, international. When a man was needed.to
represent American interests in connection with
more than half a billion dollars of frozen German
credits, he was the one selected. He was a member
of the board of directors of Armour and Company,
American Locomotive Company, Brooklyn-Ma.n-
hattan Transit Corporation, Interborough Rapid
Transit Company, International Paper Company,
Lawyers Title and Guaranty Compa}ny, Mack
Trucks, Incorporated, Underwood Elliott Flsht?r
Company, Western Union, Westinghouse Electric
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and Manufacturing Company, and many other im-
portant corporations—no less than fifty-nine in all.
He was a director and member of the executive com-
mittee of the Federal Reserve Bank of New York.
He enjoyed the distinction of being one of the
favored few on a Morgan “preferred list.”

When he resigned his chairmanship, in December,
1932, Mr. Aldrich and the other members of the

€xecutive committee of the Chase National Bank

passed what Mr. Wiggin termed a “complimentary

minute” which, together with other laudatory de-
tails, declared: “The services of Mr. Wiggin not only
to this institution, but to banking throughout the
world, have been of a preeminent character. The
Chase National Bank is in no small measure a monu-
ment to his energy, wisdom, vision and character. . . .
He has also developed, with the steadily enlarging
magnitude of the bank, a personnel in keeping with
the high responsibilities involved in directing the
affairs of so large an institution.”

Even the various National Banking Examiners in
1928-1930, found it appropriate to remark that “the
national banking system has a great standard bearer
in the Chase National Bank,” and characterized Mr.
who “dominates the policies of this institu-
tion,” as “the most popular banker in Wall Street.”

Surely, all this was enough, and more than enough,
to inspire Mr. Wiggin’s pardonable pride and “su-
preme satisfaction” in the record of the bank under
his direction. Yet, despite the bank’s €normous pres-
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tige, and despite Mr. Wiggin s prl-de in 1t.zl IZ;Sttgt
the Senate Committee’s investlgau.o g2 rfwe'm osing
this “great standard bearer,” behm.d :; : ivaf not a
facade of unassailable might and.rectltu 5 elf
whit better than the National City Bank 1}5 ti;:ution
The earlier examination OE_the 1fmer - of low
had certainly proved a shoc}cmg dlsclosu:; i
standards in high places. But it soon becam 'nlzpropel'
that the National City had no mOIlePOlY e Eestion
banking practices; that, indeed, it was 2 cgeed i
whether the Chase Bank did not actuall}’ exesources,
National City, not only in the amount of 1tilr ek
but in the magnitude of its errors as we 'N et
the characteristic evils which be.set th:u alaring
City organization flourished here in i Erogdo in-
fashion: the use of affiliate corporatwm,l 1ly do
directly that which the bank c0.u1d not C?EE :tock
directly; huge, overstuffed salaries; ﬁm;}ln g1 i
market pools; “insiders’” profits; dealings
bank’s own stock. :

Uknli(l)ce the National City, it is true,.]Lth:leng:‘:’z
Bank had no extensive high-Hressurf: retal srchasers,
sion, making direct contact with ultimate Pﬁle wEzi,
like the unfortunate Mr. Brow-n of Pottsv1. r;s cE ke
the other hand, some of the P“va_te (.)perac;“})ﬁs subor-
popular and pre-eminent Mr. ng-gmt;n record of
dinates, cannot be duplicated in the

E. Mitchell. g
in striking contrast to Mr. Mitchell’s.
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about him nothing of the latter’s aggressive super-
salesmanship. At rare intervals, he permitted a strain
of sharp humor to color his testimony. But, in gen-
eral, his answers were terse, succinct and directly to
the point, with seldom an unnecessary word. Calm,
shrewd, and cynical, he would admit that which
could not possibly be denied, and even then, with
what must strike an observer as superabundant cau-
tion. Unlike many of the leading figures who testified
before the Committee, he disdained to express more
than perfunctory regret, and while he acknowledged
certain past errors in judgment, he was not inclined
to recognize any pressing necessity for radical change.
He was most decidedly a die-hard.

Mr. Wiggin's conservatism was, indeed, too much
for his own colleagues in the Chase Bank. The hear-
ings presented at times the highly interesting spec-
tacle of a head-on collision in opinion between the
redoubtable Mr. Wiggin—for over a quarter of a
century the guiding genius of the bank—and Mr.
Aldrich, the representative of the new management
and the new banking ethics. Mr. Aldrich, who had
succeeded Mr. Wiggin as Chairman of the Govern-
ing Board, differed violently with his
ideas as to how a bank should be run, and was at
great pains to repudiate flatly many practices that
Mr. Wiggin persisted in defending.

These differences were
the country in 1933,
public, Mr. Aldrich

predecessor’s

of sensational interest to
for in the minds of the general
meant the Rockefellers, and his
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placatory attitude was taken by the public tofnllldlc?:i
a willingness on the part of the vast Rockefe erN i
terests to co-operate with the still emerging et
Deal. More recent pronouncements would seem to
indicate that Mr. Aldrich’s enthusiasm for refcn:m
has perhaps undergone a certain cooling process w1th_l
the passage of the years and the change in circum
stances. But at that time, at any rate, he fairly out-
Heroded Herod. His whole attitude was as s.everelw,r
high-minded and as militantly imbued with the
necessity for correcting bankin.g abuses as Mr. Wig-
gin's was skeptical and unbending. :

This revolution in the philosophy of -the dominant
Chase group was manifested first of all. in the re-versa}
of its long settled policy on the crucial question o
bank affiliates. The Chase National Bank was well
supplied with those useful adjuncts: whereas, as we
have seen, the National City Bank had only one affil-
late—the National City Company—the Chase Na-
tional Bank, like the planet Jupiter, had at least.ﬁ-ve
satellites. Chief among these was the Chase Securities
Corporation. This corporation in its turn completely
owned and controlled an important company knowP
as the “Metpotan” Corporation, the Chase Har.*ru
Forbes Corporation, and several others of lesser im-
portance. : ;

The Chase Securities Corporation was organized
in 1917, following the exatnp‘le-set by the National
City and other banks. The opinion was expressed by
one of the nine attorneys keeping watchful guard
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over the interests of the Chase Bank at the hearings,
that the arrangement here was “wholly different”
from that between the National City Bank and the
National City Company. The fact is, however, that
the intimate connection, amounting to practical
identity, between the Chase Bank proper and its
security affiliate did not differ, except in details, from
the National City model. It was found superfluous to
S€t up a voting trust, such as we have observed in
connection with the National City Company ar-
Tangements; but, as in the latter case, each stock-
holder in the bank was simultaneously an equal stock-
holder in the Securities Corporation, the certificates
of stock in the bank and in the affiliate corporation
were printed on reverse sides of the same piece of
paper, and the stockholder was both legally and
physically unable to sell or in any way separate his
share in the bank from his share in the affiliate.

MR. PEcora: . . . The Chase Securities Corporation
Was organized as an affiliate of the Chase National Bank
in such fashion that the identity of the stockholders of
the Chase Securities Corporation was the same as the
stockholders of the Chase National Bank and in equal
proportion?

MR. Wicein: That is correct.

Mr. PEcora: Was that not done in order to do indi-
rectly that which the bank could not do directly? Is that
not a fair conclusion, Mr. Wiggin?

MR. WiceiN: Well, it was done to give those same
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stockholders the benefit of what we thought would be a
profitable business. ]

MR. Pecora: And that profitable business was the in-
vestment or securities business, was it not?

MR. WiceIn: Yes, sir.

Mr. PECORA: And the stockholders of the bank would
not have had the opportunity or advantage of engaging
in that business except through the setup of an organiza-
tion like the Chase Securities Corporation?

MR. Wicein: That is correct.

Neither Mr. Wiggin nor the attorneys in charge
of the organization of the Chase Securities Corpora-
tion in 1917, could recall hearing anything about the
opinion of Solicitor General Lehman in 1911, that
such a setup was illegal. The National City had
“gotten away” with it, despite that opinion; the
Chase Bank would not be left behind. .

Altogether, the Chase Securities CoTchTatlon
floated over six billion dollars of new security issues.
This, while not as staggering an amount as the twen-
ty billions of the National City Company, was suffi-
ciently impressive; especially in view of the faf:t that
the Chase Securities Corporation did not “yield to
the times”—as Mr. Wiggin put it—and commence to
make public offerings, until 1928. 5

The total profits made by the Chase Securities
Corporation, from 1917 to 1933, were over $41,000,-
000, more than $12,000,000 of which were made dur-
ing the years of depression following 1929. But the
activities of the Chase Securities Corporation were
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by no means confined to offering new securities. Just
as in the case of the National City, its affiliates grad-
ually led the Chase Bank not only into the field of
investment banking proper, but into market pools,
manipulations, and other kinds of dubious transac-
tions. Yet Mr. Wiggin, as late as January, 1933, saw no
reason, so far as his own personal judgment was con-
cerned, for requiring banks to stick to the business
of banking, and forbidding them to engage, under a
transparent corporate alias, in the business of stock
gambling.

But not so Mr. Aldrich. Early in March, 1933, in
the very midst of the banking crisis, Mr. Aldrich had
issued a public statement advocating a complete
divorce of commercial banking and investment bank-
ing, and the eradication from the management of
commercial banks of “the spirit of speculation.” Ac-
cording to his own statement, he was largely influ-
enced in his conclusions by the disclosures that had
just been made before the Senate Committee of con-
ditions prevailing in the National City Bank. He was
careful to stress the fact that he was a comparative
newcomer in the banking field, and that he had only
recently become the executive head of the Chase Na-
tional Bank. He completely dissociated himself from
the policies and works of Mr. Wiggin, and by May,
1933, he had taken the necessary legal steps to bring
the bank’s double aspect to an abrupt end. The Chase
National Bank remained a commercial bank alone.
The Chase Securities Corporation survived, under

»
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the new name of the Chase Corporation, but' only H;;;
liquidate existing investments. The “security afil-

iate” was no more. :
Mr. Wiggin viewed these changes made by his suc-
cessor with tolerance, but without enthusiasm:

Mr. Prcora: Well, what are we to understand . . .
That you were in favor of the proposals [of Mr. Ald-
rich] or that you were not in favor of the propc{sals?

MRr. Wicein: 1 am absolutely in favor of backing up
the management of the bank, and therefore I was in
favor of it. :

SENATOR Couzens: You did not approve them with
enthusiasm, though, did you?

MR. Wicain: 1 approved them.

SENATOR Couzens: Not with enthusiasm?

THE CHAIRMAN (Senator Fletcher): With reserva-
tions, '

MRr. Pecora: Did you approve of these pr.oposals in
principle and apart from the question of backing up the
management?

MR. Wiccin: No; I do not think so. . . . _

MR. Pecora: Will you tell the committee candidly
your judgment as to whether those proposal's, even
though you voted for them by proxy or otherwise, rep-
resent in your opinion a beneﬁ?cial change or departure
from your pre-existin licies? . . . - )

MR?Y chzm: Changef(l)lave come pretty 1:ap1dlY in t.hc
past year, and very probably if I were still the senior
officer of the bank, I would have done the same thing.
+ . . Of course, I do not know what I would have done.
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I say the changes had been many, and I might have done
exactly what Mr. Aldrich has recommended. I do not
know. Up to the time that I left the bank I did not think
that it was N€cessary to make such a separation.

For the inability of so clever a man and so experi-
enced a banker as Mr. Wiggin to see clearly the neces-
sity for reform which was so obvious to Mr. Aldrich,
there was, of course, a reason. Mr. Aldrich could
advocate reform with the best of grace, for his was
not the responsibility for the abuses that were to be

ended. But for Mr. Wiggin, to condemn the past was
to condemn himself.

Mr. Wiggin was not accustomed to condemnation,
he was accustomed to praise. And to reward! His
Pride in the record of the bank may have been his
Supreme satisfaction, but it did not exclude more
tangible satisfactions as well. As head of the Chase
National Bank, for example, he received a salary of
;$1 75,000 in 1928, an equal amount in 1 929, $218,750
In 1930, and $250,000 in 1931. As the reader will
note, the deeper the depression, the higher Mr. Wig-
gin's salary. In 1932, Mr. Wiggin took a “cut” in
salary, and received a mere $220,300. During these
same depression years Mr. Wiggin, in his report to

stockholders, was confidently denouncing the theory

that high wages make prosperity, and declaring

firmly that American business “may reasonably ask
labor to accept a moderate reduction in wages, de-
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signed to reduce costs and to increase both employ-
ment and the buying power of labor.” Needless to
say, Mr. Wiggin saw no inconsistency between.hls
views on wages in general and his own remuneration.

The above figures, moreover, represent onlY_ Mr.
Wiggin's regular salary, as head of the Chase National
Bank. He, and certain other leading officers, also re-
ceived large additional sums as “bonus,’i aw:flrded on
the same generous principle that had inspired Mr.
Mitchell and his brother officers to set up the 'f’amous
National City Company ‘“management fund: From
this source, Mr. Wiggin received $100,000 1n 192%L
$100,000 in 1929, and, even in 1930, $75,000. Sti
further, while he received no regular salary ff-orn
the Chase Securities Corporation, the ban.k’s 'flfﬁliate»
he did receive from it large bonuses, which in some
years ran as high as ,000.

These variogus boi’{f)ses were supposet-i to be a Te-
ward for the superservices of the officers in pmducmgf
especially large profits. But there was no thought o
commensurate deductions when profits fell away.

Mg. Prcora: Will you tell the Committee, please, out
of what fund those bonuses were paid by the bank? \?Tas
there, in other words, a so-called “managemen:nt fund{-r or
anything comparable to it that was estabhshedid?om
year to year out of which these bonuses were pad

MRr. Wiccin: No, sir: there was no speqal fund. . . .

SenaTorR Apams: They credited you w1t-h being n:i
sponsible for some of their added profits in the goo
Years,
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MR. WicGIn: I think so, sir.

SENATOR ApAms: In the bad years did they charge you
in any way with responsibility for losses?
MR. Wicein: No, sir.

SENATOR ApAms: It has only worked one way?
MR. WiceIn: Only one way.

For the year 1929, for example, the bank set asidea
sum of $325,000, to be distributed as bonuses among
such of the senior officers, ‘“‘as the Chairman of ﬂ-‘e
Board of Directors [ie., Mr. Wiggin] in his dis
cretion shall determine, and in such amounts and at
such times as he shall determine.” It was, in other
words, all up to Mr. Wiggin, but delicacy prevented
him from autocratically fixing his own share. Instead,
a nice spirit of mutual appreciation and reciprocity
prevailed, with Mr. Wiggin generally winding up

with about thirty per cent of the total to be dis
tributed.

MR. PECORA: Who made that determination with re-
gard to the portion of this fund that was set aside for
additional compensation for senior officers?

MR. WiGGIN: You mean the proportion to me?

MR. PECORA: Yes, sir.

MR. Wicein: My associates always suggested the
amount and I always took it up with the board or the
committee to explain what they wanted to do.

Mgz. PEcora: Whom do you mean by your associates?

MR. Wicein: The president, vice-presidents.
MR. Pecora: Well, did you also, as chairman of the

>y l
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governing board, help to fix the amounts of their addi-
tional compensation?

Mr. WiccIn: Yes, sir.

Mz. PEcora: You helped to fix theirs and they helped
to fix yours; is that right?

Mg. WiceIN: We all sat in together.

These bonuses, to be sure, do not compare with
the truly magnificent sums voted to themselve.s by
Mr. Mitchell and his associates, out of th'f: National
City “management funds,” and amounting, as the
reader will remember, in Mr. Mitchell’s case, to more
than a million a year. As Mr. Wiggin sardonically re-

marked: “Our figures were small. It was a small
bank.”

Pity for Mr. Wiggin on this score, however, would
be premature. To begin with, we must reme:mber
that being executive head of the largest bal'.'lk -m thg
country was only a part-time job for Mr. ngg:m an
that in connection with his fifty-nine va}:legated
directorships, he was a member of numerous ﬁna-nce
committees,” “‘executive committees,” and the like.
Quite frequently, he drew down handsome sums for
his service in such capacities. The Brooklyn-M-anhat-
tan Transit, of which he was Chairman of the Finance
Committee, for example, paid him a salary of $20,-
000. Armour and Company paid hi.m $40,000. The
American Express Company paid him $3,000, West-
€ i ,000, and so on. :

mMIirr:;o:f, t$h2ese cé:rporations from which Mr. Wig-
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gin received these helpful additions to his regular
carnings, received large loans from the Chase Na-
tional ]:%ank, dominated by the same Mr. Wiggin.
Mr Wiggin, naturally, was quite positive that de-
cisions on making those loans were in no way in-
fluenced by these circumstances, and it may indeed
have been so. Yet it is obvious that these interlocking
and possibly conflicting interests did not promote a
healthy state of affairs.

But all this was only the beginning of Mr. Wiggin’s
lucrative activities. Al his salaries and bonuses put
together, would not have been great enough to begin
to pay even the Federal taxes on his total income.
Thus, in 1928, his salary as head of the bank was
$175.,000 and his bonus, $100,000, a total of $275-
000; but he, or certain private corporations which he
and members of his family completely owned and
controlled, actually had an income of over $6,800-
000, and paid Federal income taxes of approximately
$962,000! That is to say, his income for the year was
over twenty-five times as great as the combined salary

and bonus he received from the bank.
- 1821;929, he again received but a modest $275,000
e ry a-nd bonus for his devoted services to the
ase National Bank; but his total income for the
year, including that of the family corporations, was
over $?,,800,f)ool Altogether, during the years 1928-
1932, inclusive, and after deducting heavy losses of
about $4,ooo,ooﬁo for the depression years, 1981 and
1932, he and his family corporations still showed a
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net income for the whole period of over $8,600,000.
Not many Americans could look back, in 1933, upon
s0 satisfactory a balance sheet.
How were these millions made? If an humble teller
in one of the branches of the Chase Bank, earning
$4,000 a year, had suddenly been revealed as living
in a luxurious apartment, maintaining two automo-
biles and paying an income tax on an income twenty-
five times as great as his salary, you may be sure the
authorities of the bank would have manifested a keen
interest in his activities, and would have checked over
his books and general conduct very carefully indeed.
The chances that he would be allowed to continue
handling other people’s money would be very slim.
But nobody connected with the Chase Bank, of
course, would dream of insulting Mr. Wiggin in such
a fashion. It was left to the Senate Committee to find
the answer for itself. This took the Committee and
the writer many hours of patient investigation of
highly complicated corporate transactions and intri-
cate stock market maneuvers, but the result can l?e
stated, in essence, in a few plain words: Mr. Wiggin
was able to make an income many times in excess of
his salary, in large part by using his unique oppor-
tunities as the trusted and all-powerful head of a
great bank, for his personal advantage. :
To assist him in his private operations, Mr. Wig-
gin formed no less than six corporations, all of theff‘
owned and controlled by himself or members of }ns
immediate family. Three of these were Canadian
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corporations, organized in the hope that they might
prove useful in reducing income taxes—and their
story is told elsewhere in this book. The other three
were called the Shermar Corporation, the Murlyn
Corporation, and the Clingston Corporation. “There
was a little sentiment,” testified Mr. Wiggin, about
the naming of these companies; one—the Shermar—
being compounded from the first syllables in the
hames of Mr. Wiggin's first daughter, Marjorie, and
her husband, Sherburne; and the second named after
another daughter.

There was very little sentiment, though, in the
subsequent careers of these corporations. They were
active and useful sources of profit, not incorporated
heraldic monuments, When the Chase Securities
Corporation, the bank’s afhliate, was involved in
what promised to be some especially profitable bit of
ﬁnancing, for example, it was considered more tact-
ful and proper to “cut in” the impersonal-sounding
“Shermar Corporation,” rather than crudely men-
tion Mr. Wiggin by his everyday, noncorporate name.
But chiefly, these corporations of Mr. Wiggin were
used as the instruments through which he speculated,
on a huge scale and with 2 minimum of risk, in the
stock of the institution of which he himself was the
chief fiduciary, that is, in the stock of the Chase
National Bank itself.

Mr. Wiggin’s private operations in Chase Bank
stock for his own benefit, moreover, were intimately
Intertwined and synchronized with extensive and in-
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: dertaken
tricate manipulations of the same stock un

by the bank’s own affiliates. The full. story of ﬁ-—if;(é
involved relationships is an incredlbled olf-a -
National City Company, too,.had trade ko e
pendous scale in the stock of its own ba}n i i
lengths to which speculation and manipula “p
Chase Bank stock were carried on for the bened :
“Insiders,” far transcended anything that was don
in the National City.

Between September, 1927, an('i ]ulY*_lg?Jdl’ t};
Chase Securities Corporation, -elther 'd;ricm?n o
through the Metpotan Corporation, Wh'lchtl 5 ir:
participated in and largely ﬁnanced' eig pducted.
the bank’s stock. These pools were briskly con -
One was no sooner wound up, than .another w -
started. Sometimes several pools. were in OPer'f‘;lglt
simultaneously. Mr. Wiggin, 11ke“ othe’r, errclll e
financiers, did not like the term “pool,” an l;m_
ferred to call these operations by the more non-c

mittal term, *“trading accounts.”
MR. PECORA: . . . Now, is this such an account as you
would commonly call a “15(;:-;(1‘;,_
ﬁ:.. :’v}:lz:);;i:: T[V\(.F}:l11,1(;::¢:;\rlwould you characterize it in
¥ p::fr:szz?lccm: 1 would call ita n:ading accoun.t‘. " 1 "?
SEN.ATOR Couzens: Don’t you like the name "poo

Mr. Wicein: No. =
Sexator Couzens: I thought you were shying away

from it.
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MR. WiceIN: You are right. I don’t like the name
“pool.”

MR. PEcorA: Then if this account had been formed
by a number of participants that would comply with
your definition of a Pool, you still would not call it a
Pool, even if it were 2 pool?

MR. Wicein: T would not like to call it a pool, no, sir.

MR. PEcora: What is there offensive about the term
“pool,” Mr. Wiggin, that causes you to shy away from it?

MR. WiGen: Just the reputation of the word.

MR. PEcora: Just the reputation of the word?
MR. Wicein: Yes.

MR. Pecora: WEell, does it connote something that is
reprehensible?

MR. WiceIn: It does in some people’s mind, yes.

MR. Pecora: Reprehensible in what respect?

MR. Wicein: I

\ don’t know. I don’t know, but there is
that feeling against the use of the word “pool.”

However elegantly designated, the essential nature
of th

€ transactions could not be obscured. Altogether,
they resulted in the purchase or sale of millions of
§hares of Chase Bank stock, involving $480.,772,795
In purchases and $ 42 9:949.210 in sales, a total of over
$860,700,ooo.

Mr. Wiggin could not be brought to admit that

there was the slightest Impropriety in the bank’s en-
couragement of ici

»” l 1
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Jones and Company, or Potter and Company, 01‘;23
investment bankers Dillon, Read and Companyl;abl
J. and W. Seligman and Company, were Pr:: i bu}::
participating for the purpose of n-lakmg monhy'Met-
the Chase Securities Corporation 1t5f:lf, and t e :
potan, its subsidiary, were not similarly motlvater‘;
While not indifferent to possible profit, ﬂ"eyi:ein
primarily interested, according to MI‘- Wigg rr;ber
“stabilizing the market,” in increasing .the s 3¢
of stockholders, in “providing purfhasmg Eowri::e
and in exercising a “steadying effect” upon the p
of Chase Bank stock.
Unfortunately, despite their best efforts, thejlz cg:ii
not prevent the stock of the Chase Nationa o
from rising from 575, on September 21, 1927, t ?ﬁva‘i
the first of these eight pools was start-ed, to the eqd o
lent of 1415 (the stock had been split 5 for ’1'1’ artll e
high for the new stock was 283), In 1929, 8 or {Fd =
fore the bubble burst, at which price it was so i
large amounts to the public. By 1933, the Ille“:;’ 21; 89
up stock had declined to 173 (the equivalen =
for the old stock). It is evident that as a mlf .
“steadying the market” in Chase Bank stock,
pools were a woeful failure.

It is quite true, however, that the amount ;ﬁl ;e)r];lzti
ultimately realized was by no means greza.t.t el
potan Corporation, the ch1e£. instrumen i
which the bank participated in thes?e.transac e 0;
could show only the relatively negligible pro
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$159,000 for the wh
in Chase Bank stoc
of co

dollars incurred in 1930 and especially 1931, in such
trading; in 1929, for example, Metpotan made 2
profit on Chase Bank stock of about $1,800,000. But
even allowing for this factor, the results were small
indeed, considering the vast scale of the trading.
A very different picture is presented when one
turns to the private operations of Mr. Wiggin %nd
his family corporations in the same stock and dun.ng
the same period. It at once appears that Mr. Wiggin,
in his private capacity, was marvelously more success-
ful at this business of trading in Chase National Ban-k
stock, than he was as head of the Bank. The contrast is
astonishing. Whereas Metpotan, as we have seen, in

pool transactions aggregating over $860,000,000,
made only a miserable $159,000 profit for the whole
period of 1928-1932, Mr. Wiggin and his corpora-
tions, during substantially the same period, from
trades in the same stock, actually realized a cash profit
of over $10, 42 5,000—sixty-five times as much!

A part, but only a small part, of these millions
came to Mr. Wiggin because the Chase Securities

: Obligingly “cut in” Mr.

Corporation of Metpotan
Wiggin’s Shermar Corporation on some of the eight
Pools in the bank’s stock alread

vast bulk of th
from transacti

of its affiliates

y described. But the
€ money came from a different source,
ons in which neither the Bank nor any
shared a penny of profit,
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ole five years (1928-1 932) trading
k. This low figure was due in part,
urse, to losses of almost two and a half million
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Furthermore, a large part of -thlsin$eol;i:é) Na-
which Mr. Wiggin made by tradmg oo A reaped
tional Bank stock, $4,008,538 to be eane’ tember 19,
in the amazingly short period bet‘;efm thflrj very midst
1929 and December 11, 1929, an mke four million
of the great Wall Street crash. To ma illiant achieve-
dollars at any time is considered a .bri than three
ment; to make that much money, 1n less SR
months, and during the greatest couapsteo call for a
tory of the stock market, would s'eemteries the an-
mysterious genius. But, like other H;Ys Mr. Wiggin
swer, once found, was quite simp ei\} tio.nal Bank
made all that money by selling Chase Na
stock short. S : haps,
The mechanics of “short selling re&urlri? (I:zz wli)lo
a word of explanation. The short selle e B
sells stock which he does not own. ReVE]::S sglater, ex-
ural order of events, he sells first and Iﬂfl go down.
pecting that in the interim the price V\; LT
Meanwhile, in order to satisfy the buye sary number
has sold the stock, he borrows the nefif;r ?\iho keeps
of shares, generally from anot}ler bro w,iggin, e
the purchase money as security. a5 will be made
ever, proceeded a little differently a; short seller
clea;' sty COurSt;- E:E: trllljtllllyl;’e: otf: shares he has
“covers,” i.e., buys the sa whom
he borrowed the stock, and re “covering” at a price
;:i?r Thc;!:lefl;altf EE: :\:;ﬁiifﬁz slzar:'iginally sold short, the

Ve




154 WALL STREET UNDER OATH

difference between the price he paid for the stock and
the price for which he sold it represents his profi.
Mr. Wiggin not only sold short before the crash,
he kept on selling short right through the crash, right
through the fateful days of October and November,
1929, when so many members of his own Wall Street
community were frantically facing destruction, and
while he himself was a leading member of the famous
“bankers’ consortium,” organized to stabilize the
market so far as possible. He did not stop until De-
cember 2, 1929, by which time he had sold 42,596
shares. Soon after, on December 11, 1929, he safely
covered his short position, and realized that amazing
profit of over $4,000,000.
By contrast, Mr. Mitchell looms up as an heroic
and laudable figure; for Mr. Mitchell, you will re:
member, when the crash came, did not see in it a
nice opportunity to make a few additional millions
by selling his bank’s stock short, and thus adding to
its further demoralization and increasing the stock-
holders’ loss; on the contrary, he testified that he
bought National City stock more heavily in 1929, “in
the midst of the panic,” than at any other time, and
“putall that I had back into this institution and for its
stability.” If some of his operations smacked of finan-
cial freebooting, he at least went down with his ship
in the hour of crisis. But Mr. Wiggin was a business-
man, and “most popular banker in Wal] Street” or
not, business came before sentiment, before loyalty
to the institution which was the confessed pride of his
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life, and to its 89,000 stockholders who trusted him
so implicitly. _

Bear in mind, also, that during this same pe-rlod,
the Chase National Bank itself, through its afﬁ}‘lates,
was participating in a pool for the purpose of. stab-
ilizing” the market. To the extent that this was
successfully accomplished, it of course helpedt Mr.
Wiggin by tending to hold up the market, while he
was selling short. Not only this, but 5,000 of tl;::l
shares which Mr. Wiggin sold short, were SO
directly to this very pool. ;

NorYwas this alliyt}i::at the bank did to a.id Mr. Wig-
gin's profitable venture. Both at this time and for
years previously, Mr. Wiggin's private corporatxon;
had been granted credit freely by the bank, and ha
borrowed many millions—sometimes as rmfch. as $5,Ci
000,000 in one week’s time—which Mr. Wiggin use
for his private purposes. To be sure, these loans were
made on the security of ample collateralt and we;e
duly authorized by the Chase’s board of d1rect'ors. n
November and December, 1929, the bank in this

manner loaned over $8,000,000 to on€ or- another of
Mr. Wiggin's family corporations, and it was tth:i
this money that Mr. Wiggin used to buy the s %

with which he covered his short sales, on December

1)1 4

Tl?: 9Wiggin family owned more than -enough
shares of Chase National Bank stock, at -all times, :;)

have covered Mr. Wiggin’s sale w?th their own hol d

ings. Indeed, Mr. Wiggin for this reason proteste

4
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that his sales were only technically short sales—that
they were really sales “against the box.” He declared
that in his opinion, prices of bank stocks, including
Chase, had risen to a “ridiculous” height in 1929,
and that he therefore wished to reduce his family
holdings, and at the same time “provide purchasing
power”—i.e., help break the fall by covering pur-
chases—if and when such a fall took place. The only
trouble with these innocent and meritorious explana-
tions was that Mr. Wiggin, when the time came to
cover, did not use his own family holdings of Chase
stock. He did not even buy in the open market. In-
stead, he bought the necessary stock from Metpotan,
the bank’s subsidiary, itself. How such a private pur-
chase, unknown to any but the participants, could
help stabilize the market in Chase stock, Mr. Wiggin
could not explain. Nor, of course, did the whole
operation “reduce the family holdings” by a share.
It did, however, increase the family exchequer by
millions.

"To make the story complete, Mr. Wiggin did not
Pay one cent of income tax on this $4,008,538 profit.
T?lis, too, required only a simple bit of legal jug-
gling. Had Mr. Wiggin sold short in his own name,
and covered in his own name, he would have had to
Pay a large tax. But it was not Mr. Wiggin person-
ally, it was the Shermar Corporation, which sold
short. When December ; 1, 1929, arrived, however,
and Mr. Wiggin wished to cover his short sales, the
Shermar Corporation, which had done the selling,

..........
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did not do the buying. Instead, Mr. Wiggin had an-

other of his family corporations, the Murlyn, buy the

stock, and lend it to Shermar. Shermar cc?uld now

say that it had not yet realized any profit, as it had not

yet completed the transaction by an actual covering

purchase. Murlyn, on the other hand, had surely real-
ized no profit, for it had merely purc.hased some
stock and then loaned it. And Mr. Wiggin could say
that he himself had not realized any proﬁt., because
in the eyes of the law, he and his corporations were
entirely distinct entities from one another. Thus the
matter stood, until 1931, when the Shermar and
Murlyn Corporations merged. But even then, Mr.
Wiggin did not have to pay any tax on these profits,
for he was able to show losses for his corporations chn'
that year great enough to absorb the $4,000,000 gain
made two years before. :

To summarize, when the technicalitlcs_ are re-
solved, and the fog of subsidiary corporations sur-
rounding the Bank and Mr. Wiggin pt::ne-trated, tl:le
record amounts to this: While Mr. Wiggin was still
the all-dominant head of the Chase National Bank,
he saw fit to sell short tens of thousands of shares of
his own bank. While he was doir}g this, ‘t‘he bank
Obligingly helped him keep the' price up—"kept tl:e
boat from rocking.” In part, his short sales were to
the bank itself. When the time came to cover, t}le
bank furnished the necessary stock, and lf)ane‘d him
the necessary money with which to buy it. Fmaugt'
by legal jugglery, the technical taking of the pro
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was deferred until it could be neutralized, so that no
tax need be paid on it. Score: United States Govern-
ment, o; Chase National Bank, o; Mr. Wiggin,
$4,000,000.

* * *

It would, of course, have been wholly impossible
for Mr. Wiggin to have carried on such extensive
operations in Chase Bank stock without the knowl-
edge and approval of his brother officers. They, how-
ever, were in no position to object to such activities,
even if they had possessed any desire to do so. With
admirable foresight, Mr. Wiggin had long previously
taken care of that. Many of the leading figures of the
bank had been made officers or directors of Shermar
Corporation, and knew all about its doings at every
step. Many others were the recipients of large loans
from Mr. Wiggin or Shermar Corporation. Many
were taken along by Mr. Wiggin and given a share in
underwritings or joint-accounts, which Mr. Wiggin
in his turn had obtained through sub-allotment from
the !)ank. He stopped their mouths, and killed any
possible disposition to cavil, by intermingling his
private business with the bank’s; by making his in-
terests their interests too; by being generous and
considerate to them, just as the bank was to him.
Th_mf, Mr. Robert L. Clarkson, President of Chase
Securities Corporation, was a director of Shermar.
Mr. Lynde Selden (Mr. Wiggin's son-in-law) , a Vice-
President of the Bank, was Vice-President ;f Sher-

2
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mar. Mr. William P. Holly, a Vice-President and
Cashier of the bank, was a director of Shermar. I.rlalf
a dozen other vice-presidents of the bank were direc-
tors of Shermar. Mr. Bisbee, head of the eminent law
firm which was counsel to the bank, was a director of
Shermar. On December 31, 1932, Mr. H. G. Fre'e-
man, formerly Chairman of the Executive Commit-
tee of the bank, owed Shermar Corporation $163,000.
Mr. Murray Dodge, ex-Vice-President and d'}rector,
owed Shermar $300,000. Gerhard M. Dahl, director,
owed it over $700,000, and so on. Mr. Freeman, Mr.
Dodge, and Mr. Callahan, who were a majority of
the active senior officers of the Chase Securities. (;OI‘-
poration, granting participations, or subparticipa-
tions, to Shermar, were all indebted to Shermar Cor-
poration either for money or favors. These were
hardly the men to restrain Mr. Wiggin.

Mz. Prcora: Well, has there developed through the
years a system whereby those executive officers of th_e
Chase Securities Corporation, in the exercise of .tl-leu-
judgment, gave your family corporations a subparum}aa-
tion in interests, such as Chase Securities Corporation
Syndicate accounts, and you and your family corpora-
tions gave to those individual officers subparticipations
in some of your syndicate interests?

Mgr. Wicein: Occasionally.

Mr. Pecora: What was that? A sort of logrolling
scheme?

Mr. Wicein: No. It was that they wanted to reduce
the risk. . . . And I also had the theory that those key men
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should have, that it was wise for them to have something
besides their salaries, . . . You will understand that this
Was not a case of heads I win and tails you lose. They
took the risk. . . . That is my theory, that their self—intel:esl
made them better judges of the matter than otherwise.

For his own part, Mr. Wiggin professed to self:
nothing wrong in his own short selling of Chase Ban

stock, or in the bank’s having loaned him the money
with which to cover,

MR. Pecora: Then this short position commcn;ﬂi
about a month before the more or less famous marke
crash of October 26, 1929.

MR. WiceIn: It began; yes.

MR. PEcora: I suppose you made them because you
read the financial skies and concluded that the trend wa:
going to be downward in the value of the Chase Ban
stock.

MR. WiGeIn: I do not think I was wise enough for that.
MR. PEecora: You dj

September?
MR. WiceIn: Yes;

market was hi

bank stock.

d sell it short commencing with

and I did think that the bank stock
gh and I did want a buying power for that

MR. PEcora: And you developed that buying power
through the operations of your own private corporation

at what proved to be eventually a substantial profit to
your corporation?

MR. WiceIn: On th
MR. PEcora: Do
for the head of a ba

at transaction; yes, sir.

you consider that an ethical practice
nk to engage in?
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ide a
MR. WicGin: I think it is com]l:nendable to provid
g stock. . . . 5

bumgpp;;;ii -forgg 22:1 (::ir;k, Mr. Wiggin, ltkls fosa‘:l‘;“ti
and ethical policy for a national !:)ank t?t?:nable ciEes
individuals among its officers or d}t&ctﬁr S ek
officers or directors, either ir{dwldua ) B e L
medium of private corporations, to enfgf-hge e i
activities in connection with the stock ;31 iyt e

MR, Wiccin: 1 think so, as long as tde i A
erly secured. . . . I think it is fﬂghl)’ ;sin G iy o
officers of the bank should be intereste
the bank.

ment
Mr. Aldrich, however, and the newh?:igi%i‘ather-
of the Bank, and the country at la_r ge,(; as Chairman
wise. When Mr. Wiggin had reSIgEe 1932, he had
of the Governing Board, in Decem e;,:m of $100,000
been granted what was in effecta pef in recognition
annually, with many polite encc-.mlt.; the Bank. But
ot his many yeare gf SRR SH U b
when the facts of his stewardship the storm of pop-
light before the Senate Commltt‘se,t Mr. Wiggin felt
ular disapproval was so great t ?on
constrained to renounce the pe:::t in.justice was here
One cannot f.eeli;hzll; ilr?e, é:rntire investigation, it tls
Gl i chre s anothr nsance of  corporste
e}(:::cutive who so thorou‘c_:’*}l‘f s Sl:_cif,‘;ii l;r;ﬁt.
official and fiduciary position for p

e




e e Y

3

“MORE OR LESS OF A JOKE”

HE Chase Securities Corporation, as the reader

will remember, was in one aspect an investment
house, and participated in bringing out over six bil
lion dollars of new securities. In this department of
its activities, investment banking proper, as practiced
by J. P. Morgan and Company or Kuhn, Loeb and
Company, the Chase Securities Corporation was by
10 means uniformly happy in its experiences. In the
general scramble among investment bankers, for
example, the Chase people struggled valiantly to gain

a foothold in the business of bringing out foreign

bond issues. But though they actually succeeded, in
Cuba, in nosing out :

_ P. Morgan and Company and
t!le National City interests, they eventually derived
little joy or profit from their victory.

Their difficulties o

: n this tropical island were many
and vexatious. To begin with, there was, somewhat

surprisingly, the American Ambassador himself,
162
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General Enoch Crowder. The General had been on
the scene in 1922, when J. P. Morgan and .Cor}?p;;lz
floated a $50,000,000 Cuban loan; and while fe -
nothing against the Chase, he appeared to pre erThe
Morgan firm for handling any new ﬁnamcmgé :
situation required the most tactful treatment, orda :
ambassador, especially a United Sfates Ambassa 1(1).

to Cuba, is not without influence 1n matters of ; is
sort. The Chase representative on the grcnmd(,1 adtz
conferring with General Crowder, recommende

his superiors, with fine realism, as follows:

It is clear that the bank should preserve cordla:l rela-
tions with the United States Ambassador, but w}nle ncz:
telling him anything that would damage our mte;(?sdl
in Cuba, to be careful not to make any statements Wil
he might easily learn were contrary to fact.

"This would seem to be a Pl‘actical admonition
against inartistic prevarication. s

gaThcn i wefe tiresome legal tec.hmcalltles to bco;f
dealt With, arising out of the hiStOI'lC. Plii-tt Aglez 2
ment embodied in the Cuban Constitution. Un er
one of the sections of this Amendment, Cupadw:;s
bound to refrain from contracting an}! public eht
which could not be serviced and arnf)ruzed out of ‘t e
“ordinary revenues” of the Republic. The_gran::;sz
public works projects, on the other hafld, in co 4
tion with which the proposed financing was o
undertaken, were to be paid for, under the Cuban

A




164 WALL STREET UNDER OATH

law, out of certain taxes designated as “special reven-
ues” and not forming a part of the ordinary bu.dget-
The Chase Bank, however, retained Dr. Anton'lo de
Bustamente, leader of the Cuban bar and eminent
member of the World Court, who rendered an Sp
ion that the proposed financing was legal and valid;
Rushmore, Bisbee, and Stern, the eminent New York
law firm, came to the same conclusion; and in due
course, the United States Department of State com-
Placently indicated that it did not intend to raise any
objections. Thus, this hurdle, too, was overcome.

It remained, however, to win over the Cuban Ofﬁ'
cials themselyes. President Machado was then in
office and all-powerful. It so happened that 0{15
Henry W. Catlin, a lawyer on the advisory commit-
tee of the Havana branch of the bank, was one of
Machado’s closest friends, “running in and out of the
palace” continually. He was, in fact, a business asso-
ciate of the Cuban dictator, being President of a loca'l
electrical concern of which the latter was Vice-Presi-
dent. To Mr. Catlin the Chase Bank paid $55,000 fo.r
his labor in connection with its new financial busi-
ness. It was asserted, however, most positively, that
this sum was not paid to him as an Intermediary or as
a commission or anything of that sort, but solely to
compensate him for his “legal services.” The fact that
he was a friend and business associate of the Cuban

President assuredly had nothing to do with it. The
Chase Bank, it was intimated, would

not stoop to
such tactics.
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Mr. Catlin, none the less, received most cggszie
erate attention, In addition to the above $5i51230 Chase
was permitted to run up an OVer,draft ik 1932
Bank which, at the time of his death o tte%l t(;
amounted to over $50,000. He also “{as p}grn(;ctober,
borrow very freely on collateral security. by gy
1929, he had somehow accumulated $937,00 ed him
of stocks and bonds, on which the ban'khloa:s appar-
$766,000, a very substantial part of Whulzc twdrOPPed.
ently lost by the Bank after the marke S
President Machado himself was also gr ant]jut these
sometimes as high as $200,000 at a u(r:ne,los Miguel
were all duly paid with interesf. Dr. kar an ‘impor-
de Cespedes, Secretary of Public Wor s{‘k o
tant member of Machado’s Cabinet, I1 ewThese,
ceived large loans, running up to $200,000.
too, were paid in full.

mit‘:rvas s[zill further possible for the Cclllastlfﬂiazi‘hz
show a friendly spirit. President M'.itcha 0, rdi

fathers, had son-in-law troubl?- in Sonrlnon ’as Ha
José Obregén, was described in the tlisu?essystand-
very handsome fellow” but ‘-‘fro'm s tUSIrevent him

Polnt perfectly il o D s

from being appointed joint manager o e

branch of the Chase Bank. Why this was Onﬁ Attt

cated very clearly in the words of a co L

memorandum of the Bank, penned by an

i iors in February, 1931: .
hls&ssuwlzzrll(?lrjw from any business standpoint he [José

Obregén] is perfectly useless. He has neither any ability

mf\
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for banking, nor has he the slightest ability in negotiat-
Ing, which was something which we thought it might be
possible to build him up to do. The only use that Joe
_[josé] has would be to do a certain amount of entertain-
ing of our more important customers when they come to
Havana in the winter, and also to do a certain amount of
contact with regard to new business, etc. . . . From what
I could gather listening to some of the Cubans’ talk is that
Joe has very little standing with the President, and I
think this is probably true. On the other hand, where the
rub comes in is that if we did not pay him his salary the
President would have to give him an allowance and in
times as hard as these this might be fairly difficult to do. . .-

Finally, there was the press. Unlike the press of
America, it was possible in Cuba to buy favorable
newspaper publicity and propaganda by judicious
payments; and cheaply, too, for this cost onlya couple
of thousand dollars extra, listed as “incidental ex-
pense.”

The loans to Cuba by the Chase started modestly
cnough, with a $10,000,000 bankers’ credit in 1927
But In 1928, the loan was increased to $60,000,000,
and in 1930, to $80,000,000. In addition, there were
three “minor” short-term loans, amounting to $7-
500,000. Associated with the Chase National Bank
and the Chase Securities Corporation in different
Stages of this financing, were Blair and Company,
JE:,qultable Trust Company, and the Continental Na-
tional Bank and Trust Company of Chicago.

The details of the financial transaction by which
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these loans were effected were quite complicated. It
will suffice here to say that eventually of the $80,000,-
000 “major” loans, $20,000,000 was advanced as a
“bank credit” by the syndicate, with no a.ltt.empt to
pass the burden on to the public; the remaining $60,-
000,000 was represented by $20,000,000 short-term
bonds, issued in 1928, and $40,000,000 long-term
bonds, issued in 19go, which the syr&dxcau? sold, so
far as they were able to do so, to private investors.
Almost from the beginning, these loans were @
problem. Even when the “special revenues - s€t aside
by law to take care of them came up to bgdget;n::
expectations, the Cubans spent money so rapidly tha
they were soon in hot water. When, in addition, the
effects of the depression began to be felt, and revei;
nues fell off, the bankers had to step into the breac E
again and again. Despite their intimate knowledge o
the unenviable state of Cuban finances, howefzer, the
prospectuses which the bankers dis.tributed, in iloslt-
ing these various bond issues, contained not a syl ; e
to put an investor on his guard with respect to these
factors. Some of the statements contame('i in them,
such as the summary of the Cuban natn:::nalJE cleb:-,l
were so ambiguous, to say the least, that even a ;;;:r t:;u
hour’s questioning, the Senate Committee itself s
was uncertain as to their meaning, and still more as
to their accuracy. Taken as a whole, they .xvlerii ‘111:1-
questionably inadequate if not a_ctually mislead1 gé
Nor did the bankers conceive it to be any part ((;s
their duty to see that the proceeds of these bon




r&:gml'ar“u- S T T

L I S —

168 WALL STREET UNDER OATH

were actually and properly used for the purposes
stated, and not dissipated by extravagance or graft—
although they admitted that it was commonly
charged that these public works projects were costing
50 per cent more than their legitimate cost. In their
opinion, and no doubt quite in line with banking
precedents, this was no business of theirs. “A banker
is not an auditor in this case.”

Despite all the toil and trouble which this finan-
cing involved, the results in dollars and cents were
comparatively dismal. All told, the members of all
the underwriting and distributing groups, including
a “selling group” of six hundred, made a net prOﬁl[’
including bankers’ commissions, of about three mil-
lion dollars. The share of the Chase Bank and its
affiliates was only about $800,000, “including every-
thing” and covering “a period of seven years.” On
the other hand, the bankers had to keep loaning
Cuba $20,000,000 of their own money; they had to
take over about $870,000 of short-term bonds that the
Cuban Government could not meet at maturity; and
they were also stuck with an indeterminate quamitY
of the $40,000,000 long-term bonds, which they had

failed to get rid of. The Chase Bank, itself, retained
$3,000,000 of these bonds in its investment portfolio,
as a melancholy souvenir of its Cuban adventure.
* * *
In marked contrast to these uninspiring results,

the Chase Bank seems to have succeeded much better
when it mixed its underwriting of new issues with
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some plain and fancy stock market speculation. Heree
itwas in its own sphere, and it knew the t.echmqu :
The writer was particularly interestefi in theds-o-
clled “Cutten pool” of 1928-1929, which traded 1n
the stock of the Sinclair Consolidated Oil Corpora-
tion,

This was a most ingenious and proﬁtak_)le o.pera-
tion. Credit for its authorship belongs primarily to
Mr. Harry F. Sinclair, of Teapot Dome fame. Mhr.
Sinclair was, in 1928, Chairman ofl the Board of the
Sinclair Consolidated Oil Corporation, a well-kncni\m
oil producer and distributor. He looked' about hlr_n
and meditated and came to the conc]}usmn that his
corporation did not have enough capital. It_ was not
In straits and there was no especially pressing debt.
But it is always good to have more money In t.hic1
treasury, for there is much which may be done wit
it, if you have it. _ _

Now, how to raise the new capital? Mr. Sinclair
did not resort to any of the more orthoslox mf?thods,
such as we have observed in connection with the
business of J. P. Morgan and Company or Kuhn,,,

Loeb and Company. There was no “hous:s: Ef 15511:-6,
or triplicate series of “originat?ng group, ba? m];g
group” and “selling group,” with the aium of dlSt‘[‘; -
uting new securities to purchasers via the regu ar
channels of investment banking. These conv?ntxonal

methods might or might not have yieldt.ad saflsfactory

results from the point of view of the Sinclair C(-)rpo-
ration, but it was quite clear that, whatever their re-
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sult, they would have yielded no profit to Mr. Sir
clair personally. This probably was not a very pleas
ant thought, and it did not take Mr. Sinclair long to
decide to use a different method.

Instead of the more usual procedure, he went di-
rectly to Arthur W. Cutten, one of the most famous
and spectacular market operators in the entire gal-
axy of the New Era. In conjunction with the lattera
little group was formed, composed only of the two of
them, and the Chase Securities Corporation and
Blair and Company, and, of course, the inevitable
Shermar Corporation—and this group was to pur
chase from the Sinclair Consolidated Oil Corporation
1,130,000 new shares of that company’s stock at §30
per share. This new stock Mr. Cutten could then ar:
range to sell for the group directly on the floor of the

:Stcrck Exchange, for whatever the public could be
Induced to pay.
‘ This was a comparatively little used method, but
it had, for Mr. Sinclair and Mr. Cutten, very decided
advantages. By resorting to i, they would not have 10
bother with a lot of intermediaries, or turn over 2
profitable opportunity to alien hands, or limit their
own profits to the meager percentages of J. P. Mor-
gan and Company or Kuhn, Loeb and Company.
4fter some demur about the price of $30 a share,
which Mr. Cutten thought a bit high—reasonably
f:nough, Zfs the existing common stock of the Sinclair
Orporation had not sold at that price for the four
Previous years—the deal went through. A formal
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agreement between Mr. Cutten and the Corporation
was officially signed on October 25, 1928. No sooner
did the public hear the good news that Mr. Cutten
was going to operate a huge pool in Sinclair stock
than the price began to jump.
When negotiations began, the stock had been sell-
ing at 28. On October 24, the stock opened at 32 and
went up almost four points before the close. On that
and the succeeding day alone, almost a million shares
of Sinclair Oil were traded in. The group, which
eventually included certain new members, oPerate,:d
until April 16, 1929. During the intervening six
months, they had sold, at prices fluctuating mostly be-
tween g5 and 45, not only the 1,130,000 NEW shares
they had started out to dispose of, but 700,000 addi-
tional shares bought in the open market because the
trading had turned out to be so profitable.

Altogether, this syndicate made a profit ot: over
$12,000,000—on an issue of $33,900,000. This was
beating the big investment bankers at their own
game, with a vengeance.

The public which frantically bought all t-hese
shares had little thought of such thir-xg-s as earnings,

business practices, book value or d'wl(.lend record.
They bought because there was magic—in those days
—in the name of Cutten, and in the blind tfope that a
stock in which he and his associates were u?terested.
was going to go up. Even Mr. Wiggin testified that

this was, for him, the decisive factor.

'y |
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MR. PEcora: What did you know about the Sinclair
qonsolidated Oil Corporation’s common stock at the
e that caused you to have your family corporation
participate in this syndicate to the extent to which it did?

MR. WicGIn: I think the participation was based more
on the confidence that Cutten would handle the syndi
cate successfully than it was from knowledge of the stock.
> MR. PEcora: What did you know about Cutten's abil
1ty to handle syndicate operations successfully?

MR. WicGIn: Well, I knew Mr. Cutten and I knew that
he had handled things successfully.

To be sure, the syndicate was far too efficient and
cautious to rely solely on Mr. Cutten’s prestige. It
utilized as well all the resources of sophisticated mar-
ket technique in support of new issues, with which
i became familiar in connection with the opera
tlo.ns of the orthodox investment bankers and under-
writers.

In addition to the original syndicate which pur-
chased the 1,; 80,000 new shares of common stock
from the Sinclair Consolidated Qil Corporation,
there was organized a second, so-called “‘trading

group,” the primary object of which was to “main-
tain a_rr{arket” for the stock, during the months that
the original syndicate was unloading its hundreds of
thousands of shares on the public.

Whenever the market in Sinclair stock sagged, this
secondary syndicate stepped into the breach and
bought; as soon as the market recovered, it sold.
Often, this secondary “trading group” bought and
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sold on the same day, and at the same time as the
main “purchasing group” was likewise selling. The
public, of course, knew nothing of these intricate day-
by-day, or rather hour-by-hour, manipulations, and
accepted all this activity as genuine.

This secondary “trading group,” by itself, bought
and sold over 1,200,000 shares of Sinclair Corpora-
tion stock in this manner, and it incidentally made a
profit of about half a million dollars, thus killing two
birds with one stone. It consisted of thirty-two par-
ticipants, including various persons identified with
the Sinclair Corporation and with the Chase Na-
tional Bank or its affiliate.

Mr. Sinclair protested most vigorously that his en-
tire conduct in this whole transaction was dictated
solely by his conception of the interests of th-e Sin-
clair Corporation, and that he was “not trying to
make money” for himself:

Mgr. SincLAIR: . . . ] was promoting the intere.sts of the
corporation in trying to sell those shares, in trying to do
that, and not trying to make money. 1 would have been
very happy to have given all of my p
I came into it to help the corporation. I

articipation away.
did not seek it.

Nevertheless, despite his altruistic and disinterested
motives, Mr. Sinclair, by virtue of his 22 }/z pex conk
interest in the original “purchasing group, did real-
ize a profit of over $2,600,000 in less_) t.han.snc 'r’nonths-
It is true that he granted “subparticipations to sev-
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enteen other persons, and thereby very materially re
duced his profits, but he still actually retained for
himself the sum of $ 1,400,000. This can hardly bere-
garded as trivial, considering that he was “not trying
to make money.” One may only surmise how much
he would have made, had he really tried.
Mr. Cutten did not fare badly either. He, too, had
a 2214 per cent interest in the “buying group,” and
therefore also realized a profit of over $2,600,000. He
also had granted subparticipations; but in his cast,
there were only two of these, amounting to about
$877,000, so Mr. Cutten’s final profit was about
$1.755,000.

Nor did Mr. Wiggin find himself neglected. His
Shermar Corporation, with a 714 per cent interest,
came in for a $87%,000 share in the profits; and even
after granting a number of subparticipations, he ¢
tained approximately $600,000. The Chase Securi-
ties Corporation, with a 1 5 per cent interest, made

$1,755,000. Blair and Company made $2,632,000.

: Even these luscious figures fail to reveal the full
rlchr?ess of the story. For most of the members of the
syndicate made these profits without actually putting
up a single dollar of their own money. The agree
ment of October 24, 1928, between the Sinclair Con-
solidated Oil Corporation and Mr. Cutten, provided,
of course, that the corporation should receive the
purchase price of $38.900,000; but the actual deliv-

ery of the shares and Payment for them was not to
take place until December.

’? l
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In the meantime, however, the syndicat.e hau:éL a11:
ready been actively trading in the stock; 1t ha 125' (I
ready realized a profit of $2,000,000 O its sa ec:l | . _
and the quotation for the stock had '.ixlready advanc . bl
from g0 to around 40. When the time for paymes
came, therefore, the syndicate already had 2 mz'n“gn;
of about twenty-five per cent, and on the secuntie(;s
this margin, E. F. Hutton and Company, the blro ol
for the syndicate, itself advanced the money— al‘gNY_
out of funds borrowed, in turn, from the_Cha»:f a-
tional Bank. The syndicate members'-—wmh t ede)tco
ception of Blair and Company, Wl:llch wante i
avoid interest charges, and to a limited extent, :
Shermar Corporation—did not have to advance ar;zl
thing. As Mr. Cutten testified, ““There was nof rthe
money put in then.” Such are the usages o
higher finance.

gWhere, the reader may inquire, was tk}e board of
directors of the Sinclair Consolidated 0Oil Corpora-
tion all this time? Why did they consent to an &~
rangement that put all this profit into private Ip 5
ets instead of into the corporation’s treasury? ttl .
pertinent question. The Sinclair board of duéec Oeci
however, was dominated by the very men Whg I?E?in-

the majority of the “buying SYf-ldlcate’ . A not
numerable other officers and d1rect'ors, they A
hesitate to utilize their inside position E-or these o;vn
profit, or for the profit of the outside mui:_esftsﬁt utz
represented. Mr. Sinclair himself was the c 1e.d gt of
in the company. Mr. Elisha Walker, the presiden
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l?lalr and Company, was a leading member of the
ti:: Tg,oind Sy the representative of Chase Securi-
disdosedpfratlllon. Each .of these men, it is true, had
SR Iho the Othf{r dlrector-s that they were inter
most rigid ?—1 trans-ac[lo.n, and, in accordance with the
ing the gdi Tla.nclal thgacke had left the room dur-
E53 scussion and refrained from voting. But no-
bga:d ;d d}(()iubted for an instant that the rest of the
consent I?;d bfPIlo‘:V their lead. Indeed, the boards
een simply taken for granted through-

out the negotiations.
th fr?l'n‘:;izione's confidence in the independence ?f
CorPOratiozlng members of the board of the Sinclair
than a m omlf tl‘;ﬂgthened by the revelation that: less
these disinte N thf-: agreement was signed, siX of
“subpartici a:‘.e Stef! d.lrectors themselves received
profits of ﬂ[i‘e :ioer:i _hl'.e,, a chance to share in' the
approved| which they had just impartially
orc{sn sﬁiﬁ?h{; thhese “subparticipations,” the rec
per cent of the : ﬁe syndicate gave $300,000—2%;
rick, president ofpll? ts—t.o, MI'-. William S. Fitzpat-
This g bet e Prairie O-II and Gas Company.
rick was not an oﬂia el uzzling item. Mr. Fitzpat-
poration, nor was }fer or director of the Sinclair Cor-
the members of theescolzlrfected officially with any of
assume any risk of loss,ynH icate. He was not asked to
of $300,000. When the S: was simply made a present
ascertain why a grmp o?a::s :J;:ammlttee soug!.u to
-hardened syndicate

“MORE OR LESS OF A JOKE"

members had exercised this mysterious generosity,
they were at first met by a blank wall of most
ing ignorance. Arthur Cutten’s testimony,
stance, was of the vaguest nature:

participants.

177

amaz-
for in-

MR, PEcorA: . . . Now, let me ask you, why was Wil-
liam S. Fitzpatrick paid 214
profits of over 12 million dollars?

Mg. Curren: I don’t know. . . .

Mr. Pecora: Upon whose suggest
paid 274 per cent of the total profits?

per cent out of the total net

ion was Fitzpatrick

Mr. Cutten: I could not say.
Mg. Pecora: Well, you were the manager of the pur-

chasing syndicate, weren't you?

MRr. CurtEN: Yes, sir. ;
M. Prcora: Who asked you to pay Fitzpatrick 233

per cent of the profits?

Mz. CutTENn: Nobody asked me.
MR. PEcorA: Then why was it paid to him?
Mr. Cutren: It must have been arranged among the

Mg. PEcora: Well, you were one of the participants.
M. Cutren: Well, 1 was not consulted.

Mr. Pecora: You contributed to that $300,000, did

you not?
Mg. CutTen: Yes. .
Mgz, Pecora: You had a twenty-five per cent interest

in those profits . .. so that your contribution to Mr. Fitz-

patrick was . . . $75,000.
Mgr. Curren: There must have been some reason for

it that 1 have forgotten.
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Mr. Ruloff Cutten, cousin of Arthur Cutten, and
a member of E. F. Hutton and Company, in charge of
the actual trading on the Stock Exchange, likewise
testified that he knew of no reason for the payment
to Mr. Fitzpatrick. He was instructed to pay $300,000
to the latter by Blair and Company, and he simply
carried out his instructions. Mr. Sinclair, too, knev
positively nothing. He had cheerfully agreed to relin-
quish the money, because Blair and Company mad¢
the suggestion, but why, he knew not:

SENATOR Couzens: What did Mr. Fitzpatrick do for
this money? He was not a participant in the syndicatt,
and so what did he do for it}

MR. SivcrLamr: I don’t know. He didn’t do anything
for me.

MR. PECORA: Was this a gift to Mr. Fitzpatrick?

MR. SincLAIR: You may call it what you wish.

MR. PEcora: What would you call it?

MR. SiNcLAIR: Well, it wasn’t Christmas.

--------------

MR. PEcora: So that Blair and Company were making

him Some money at the expense of all the other syndicate
participants?

MR. SiNcLAR: There is no doubt about that. . - -
= Mg, PEC(?RA: So that you were one of the Sﬂl{"a
~auses? This was a Santa Claus syndicate, so far as gV
ing Fitzpatrick $300,000 was concerned?

R. SINCLAIR: It sounds a bit like it, doesn't it? . . -

C]MR’. PECora: Did you know they were hanging Santa
aus’ whiskers on you at that time?

LR 1
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Mg. SincrAIR: Yes, sir. A
Mgr. PEcora: You were willing to wear them
Mr. Sincramr: 1 did.

A good deal of this murky darkness, howevellzl, :;’;i
dispelled by subsequent testimony. I't developed t! >
Mr. Fitzpatrick had been in the service of the Przu:’he
Oil and Gas Company for twenty years, and that :
Rockefellers, who dominated the company, were coc;li-
sidering selling out some of their interest to 2 syx; ;
cate headed by Blair and Company. Thus far evasrya
one was agreed; but from here on, there W
peculiar divergence.

According %o Mr. Fitzpatrick, he had beco-me_
alarmed for his financial security because of thfolvtzr
pending possibility of loss of Rockefeller ccglgom =
his company; and the $300,000 he receive : ; oo
Sinclair pool came to him as the result of-t. e <
feller interests’ kind decision, in recogn}tlc?nﬂo -
many years of faithful service, to use tl}f:lrkm ;Ce =
and “arrange” something that would “take ¢ ot
him.” True, the $300,000 did not come out i v
Rockefellers own pocket, but Mr. FlthEtncd e

too pleased about itall to allow himself to broo
such a trifling inconsistency- :

Thist was gindeed an affecting tale of v1rt;181\z-
warded and of paternal solic1‘tude. Howe}ie ,k efel:
Bertram Cutler, financial ac_1v1ser to tht? t;o; e
lers, most disappointingly f?ﬂe,d'to susta-md. nation.
He testified, to Mr. Fitzpatrick’s intense 1n ig 5
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that all this was news to him: he had “arranged”
nothing of the sort, he had not even known that Mr.
Fitzpatrick got the $300,000, and he would not have
approved of the president of his company accepting
such a sum from a syndicate including various rep-
resentatives of a rival corporation, if he had known
of it. All that he had consented to, or suggested, was
that Fitzpatrick be permitted to buy some of the stock
of the Prairie Company, on the same terms as other
members of the syndicate purchasing from the
Rockefellers.

Mr. Elisha Walker, formerly President of Blair

and Compan}’, had still a third version to offer. Ac
cording to him, Blair and Company were acting
strictly from self-interest, and not at all to oblige the
Rockefellers. The arrangement to “take care” of
Fitzpatrick, he said, sprang from the fact that the syn-
dicate buying Prairie stock wanted to assure itself of
the full favor and co-operation of the management of
the company it was buying into. It was quite usual in
such transactions, testified Mr. Walker, to accord
some such privileges—a chance to acquire stock on
favorable terms, or a share in the profits—to the man-
agement. Bankers and other wise investors, appar-
ently, were somewhat reluctant to rely solely upon
the stern sense of duty of corporate officials, unstimu-
lated by such tokens of good will.

It also developed that the Prairie Oil and Gas Com-
Pany and the Sinclair Consolidated Oi

1 Corporatiorl
were,

to a certain extent, competitors; that negotia-

“MORE OR LESS OF A JOKE
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tions for a consolidation of the two cOTPOratlon(S)l?;i
commenced early in 1928; and that the dcc-ms 1G42,
tion was finally successfully ansumm.ate mof che
Mr. Fitzpatrick becoming Vlce'ch?lrmiin rpora-
Executive Committee of the cons(?hdate_ peh be-
tion. So that, at the very time Mr. Fltzl)?trmk lw z;sego_
ing so generously treated by the Sinclar poo }’1i5 e
tiations for a union were in progress ]?etweeiln uccess
poration and Mr. Sinclair’s—negotiations the s e
or failure of which might well depend upon
Fitzpatrick’s own attitude. _ whether
No matter whose story one behe\{es: o n edi-
one draws conclusions of one’s own, 1t ::ezoltl;‘e dis-
fying picture that the Senate. e to disturb
covered. It took more than this, however, dmitted
Mr. Sinclair’s nonchalant amusem.ent- H:ka br?lt the
that it was “‘pretty soft” for I}:{r.e ::::}: z;t;rl]at:? investi-
inquiry into this payment, the i
;?;Ti;n;;ctt, seelznZd to him, at least momentarily,

“more or less of a joke.
i i ion for
Mr. PEcora: What did you discuss this transactio

: t Saturday? . :
“";}; MSr. (:L.l:trin i He was at lunch at this party's DG
R. SIN Paes

5 3 TR

and as a matter of fact, I thought his testimony wa

joke. ' .

] Mgr. Pecora: Thought his tesumcrnk
Mgr. SincLAIR: More or less of a jo (;
Mg, Prcora: More or less of 2 wha

Mr. SincrLAIR: Joke.

y was what?

B e
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MR. PEcora: Joke?

MR. SincrAirR: Uh, huh.

MR. PEcora: Did it seem that funny to you?

MR. SincLAr: It did.

MR. PEcOrA: What was there funny about it?

MR. Sincrair: The whole transaction was funny.

MR. PEcora: Which transaction do you mean?

MR. SincrLAIR: I mean this investigation.

MR. PEcorA: Oh, this investigation is funny?

MR. SiNcLAIR: Yes.

MR. PEcora: Is it still a subject of amusement to you?

MR. SiNcLAIR: Rather.

MR. PEcorA: Quite a joke?

MR. SincrLAIR: A little.

Mr. PECORA: Are you testifying because you think
this whole thing is a joke?

MR. SiNncLAR: I am not.

MR. PEcora: Are you imbued with the spirit that it is
a joke in giving your testimony? :

MR. SincrAmr: I am not. I endeavor to give my testr
mony as I remember it.

Mr. Pecora: Do you think it is a joke for this com
mittee to inquire into an operation whereby a small
group of men engaged in stock market operations in the
stock of a company in which some of those men were
interested as executive officers and directors and whereby
they made, in a period of six months’ time, something
like $12,000,000 profit at the expense of the public? Do
you think that is a joke?

MRr. SiNcLAmR: I do not. . . . My idea of what I thought
was a joke ... was Mr. Cutten’s testimony, not your meet-
ing. . .

%) l8
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Mr. Pecora: I thought you said when I asked.YEu
specifically if the testimony O.f M_r. Cutten was a Joke,
you said no, the whole investigation.

Mr. SincLAR: No; I did not mean tclllat. .
like to have it canceled from the record. . - -

SenaTor Couzens: A good many people though; Tea;
pot Dome was a joke at one time. I hop:ae that.th‘_eY Ot?o-
go through the same sentiments during this investiga
tion.

MR. PEcora: It was a joke,

the joke was on. -
SenATOR Couzens: I think the public do.

.. 1 would

but I do not know yet whom

Let us leave it at that.
# % *

The transaction in Sinclair Oil s :
out of many stock-market operations in =
Chase Bank or its affiliate was interested.. In ad 1t10r£
to such left-handed “underwritings"’ via thf-! Stoc8
Exchange direct, the bank or its affiliate wasfm 1gt12_l !
and the years following, 2 member—and often

in the most diverse
manager—of dozens of pools 1n

2 y ing whatsoever to
. ities which had nothmg 4
kinds of securities, out new issues. It

do with the business of bringing o
was wholly unhampered _bY any ﬁrff'sp‘; iy
tion hetween legitimate “investment &5 I:n e
tion.” To Mr. Wiggin, the distinction was“An 2!
between ability and failure to’ 'make mlonez. it
vestment that 1s unsuccessful, he declared,

ally called a speculation”—2 pragmatic definition that

tock was only one
which the
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reﬂects, faithfully enough, the typical Wall Street
philosophy of don’t-get-caught.

The Chase National Bank, through its affiliates,
was a member of pools trading in, among other secu-
rities, .General Gas and Electric Company stock; In-
ternational Paper and Power, preferred; American
Woo%en Company, preferred and common; Curtis
Publishing Company, preferred; Prairie Oil and Gas
Comlpany and Prairie Pipe Line Company; Trans
continental Oil Company; St. Louis, San Francisco
Railway; Polish, Cuban, and East Prussian bonds;
Ct.xba Cane Sugar Corporation warrants; Vacuum
Oil Company common; Seaboard Air Line; Bethle:
hem Steel Corporation, and Grigsby-Grunow Conr
pany. Possibly the reader may recognize some old
friends on this partial list. But the chances are that
the memories they revive will not be happy ones-

Generally it was the Chase Securities Corporation
that acted for the bank. Other members of these
Hools were equally solid, highly respectable institu-
tions: Blair and Company, Brown Brothers, Dillon,
Read and Company, Bankers Trust Company, J.and
W. Seligman and Company, etc., as well as leading
brokerage houses like Pynchon and Company and
Hzfyd_en, Stone and Company. And, of course, MT-

tW'lggm’s Shermar Corporation was seldom forgot
en.

There was nothing about these “trading accounts”
that had anything to do with the proper functions of
the Chase National Bank or any other bank. They

185
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were simply raiding expeditions on the market in the
spirit of the times. Like the National City Bank, the
Chase, which should have exercised every means in
its power to abate the speculative frenzy, poured oil
on the flames, for its own profit.

Mr. Wiggin’s ingenuity could evolve no satisfac-
tory rationale for these pools. Nevertheless, while he
would not go so far as to denounce them flatly, on
principle, he did manifest a cautious respect for
aroused public resentment.

the Chase Securities

ts existence, partici-
behalf of the Met-

Mr. PEcora: As a matter of fact,
Corporation, during the years of i
pated either on its own behalf or in
potan Securities Corporation, its wholly owned subsidi-
ary, in trading accounts that dealt in common shares of
many other corporations than the Chase National Bank,
did it not?

MR. Wicein: Yes, sir; more after 1928 or 1929 than
earlier.

MR. PEcorA: . .. What promptcd the Chase Securities
Corporation to engage in these trading accounts in the
open market, dealing in securities other than the Chase

National Bank from 1928 down?

Mr. Wiccin: 1 think the times.

Mz, Prcora: What do you mean by that? That is a
very general statement. You say you think, the times.

Mr. Wicemn: 1 cannot answer that any better than
that, sir.

Mz, PEcora: What do you mean by “the times’? . . .
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: SENATOR Couzens: I assume you mean the speculd
tive atmosphere?
MR. Wiccin: I think perhaps that covers it. There was
a great deal of atmosphere. . . .

‘ MR. Pecora: Did you yield to the temper of the times
in that respect?

ﬁk. WicGIn: I am afraid so.
= R.fPECORA: Do you now think that it is a wholesome
thmghor a T:Tank affiliate to-day to do that? . .. Whether
& cy f:i c'mld indulge in the kind of speculation you méf
pl?lel; dl]n aﬁwer to Senator Couzens’ question, Of im-
at the Chase Securiti i d e
St urities Corporation ha
ml\l:IR. WI(:?GIN: Of course I do not think they should
?V_[ ¢ 311;1)’ Investments that do not prove profitable.
M:. ‘:;CORA: That does not answer the question.
Pecor; bIGGIN: I do not mean to treat it lightly, Mr
e » but as you know, speculation is a very indefinite
Whl'zirl:. PECORA: You ascribed a certain meaning tO it
iy you answered Senator Couzens' question a few
deﬁn?tl'ns ago. You must have had in your mind somé
in ; :)on for sPeculation. Do you now think that a D&
. al bank afﬁ!zate should engage in stock-market spect
I\;: c‘ofvthe kind that you then had in mind?
: = YVIO0IN: No, sir; if for no other reason than 1€
PgCt for public opinion.
opi:f;ATgn Couzens: Oh. That is a new one! So public
e n does have some effect upon Wall Street?
M:. ;VIGGIN: I think it has a pretty good effect.
Mg, ‘5:“:::“‘: :‘Vhat is your own personal judgment?
N: i
certainly would not do anything today

& i
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that, if it turned out unfortunately, was going to t-)e
criticized. And that is what would happen if we did
make a mistake. Therefore 1 would not take the risk.

Sexator Couzens: Then these hearings are a gOOd
thing, aren’t they?

Mr. Wicein: I hope so, Senator.

Mr. Prcora: Do you think they
ion with respect to the existence of
ing and stock-market circles?

Mr. Wicein: 1 hope so.

educate public opin-
certain evils in bank-

on, coming from Mr.
the new head of the
at all in his attitude.
that:

This was quite an admissi
Wiggin. As for Mr. Aldrich,
bank, there was no ambiguity
He testified then, on November 29, 1933,

rved events or who is familiar with

the testimony presented to your Comumittee during t?xe
past year can have failed to be impressed b}' the nCFESSI:tY
of change. . . . The officers of our commercial banking .m-
stitutions should have constantly before them a_reahza-
tion of their great rcsponsibilities to the public. The-
bank officer’s usefulness to his bank and to th_e -comm.u
nity is dependent upon public confidence mhh:s ;T:gtr}:z
of purpose. His actions must be of such chara

when they are fully exposed to pubhc v}cw: ncrtd«t:t‘:)lr)lz
can arise as to his motives. 1f our financial l!’lStl'l: tl e
are to be preserved, the public is not [only] emr:‘t ebmi_
expect, but it must have absolute assx.nance tt-\a(; the s
ness of our commercial banks is being carme out 1

manner which commands complete confidence.

No one who has obse

i
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It would be painting the lily to attempt to add to
e .eloquem statement of Mr. Aldrich. All we can
say is that we agreed with it most heartily in 1933
and we still agree with every word of it, in 1939

9

HOW TO LIVE WELL
ON NOTHING A YEAR

KL readers of Thackeray’s perennially refreshing
Vanity Fair will recall the success of the im-
pecunious Rawdon Crawley, guided by his charming
Becky, in managing, without means, to live a life of
comfort and luxury in the heart of fashionable Lon-
don. But the Crawleys, brilliant exemplars that they
were of the difficult art of living well on nothing a
year, suffered many vexing inconveniences. They
were constantly being dunned by shopkeepers, they
were often painfully short of ready cash, they had
practically to cheat at cards, and even WOTS€.
Modern finance has improved on Becky Sharp. For
a number of years after 1929, the Senate Committee’s
investigation revealed, there were quite a few gen-
tlemen who lived in the finest of town apartments
and country estates, who enjoyed automobiles and
189
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a
;a?;;st l:amccll -?ither refinements of living—and yet, ap-
5 taxagfe iln not have one cent of income, or rather,
no income tac s anW that, because they paid
s Bapiorton xes. But, unlike the luckless Crawleys,
men, the ate tradesmen ever dunned these gentle-
neve’r Onc); never seemed to be short of cash, and
ik O“’Oul:d any of them have stooped to cheat
most hor.l Illglt £ Ay, they were amongst the
Mr. | Ic;rz;\ff e and distinguished of citizens.
ot inc.o rr.1e ‘taxorg'an, for i1.1stance, did not pay a dollar
the years 1 to the United States Government for
his Partner23°’.’93‘* and 1932. Neither did any of
S —with tl{e exception of a few who paid
the year 1 nots,ﬁ:malmg approximately $50,000, for
come tax ast}?z’ali £ nd Mr. Otto H. Kahn paid no i
el e or any of those three years. Undoubt-
inent, who e:; e many others, only slightly less prom-
How did th&ped M the.same fashion.
swers to this S1 Meuage it? There are as many an-
law. No ﬁelclqlflesnc'n as there were loopholes in the
ingenious sche as afforded more fertile ground for
it is the law mes and subtle technicalities. Mostly
triotic work y?s l“fho ha}f’e taken the lead in this pa-
his affairs 500 a:e ling a rich client just how to arrangeé
legally possible t](;, pay the very least in taxes that i
institutions of : u-t bank.s: financial “advisers,” and
helpfully. Cha ongtn kinds have all contributed
ample as'ubsids‘e Harris Forbes Corporation, for €x-
to ha\:e devi 1ary of the Chase National Bank, seems
evised schemes and offered to maké them

i £
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available to customers for this purpose as 4 regular
practice on its own initiative, “as part of their sales-
manship” in selling securities. And according to Mr.

Wiggin, this was ‘‘quite a common plan.”

The great distinction in this field is between taX
“avoidance” and tax “evasion.” Tax “evasion” 18
considered very, very bad, very wicked and criminal,
and if you get caught, you may be put in jail for it.
Tax “avoidance,” however, or “minimizing’ taxes,
as it is sometimes still more euphemistically styled, is
quite respectable, and is indulged in by our best peo-
ple. To be sure, it is sometimes difficult to know, in
practice, when a certain devious procedure i going
to be classed as tax “evasion” and when it will be
considered tax “avoidance.” The courss have laid
down certain tests, but their application is by no
means always clear. The distinction has on occasion
eluded the grasp of even some VeTy eminent attor-
neys, with disastrous results to their clients. If the
courts subsequently throw it out as a palpable subter-
fuge, it is “‘evasion”; if the courts approve, itisa
proper method of “minimizing.” This description
will scarcely satisfy the learned brethren of the

author’s own profession, but it will serve to give the

layman a rough idea about it.
The Senate Committee, of course, was interested
in the subject of tax avoidance only incidentally, and
xhaustive study. Neverthe-

made no attempt at an €
less, there came to light quite a few striking instances
the rich. We have al-

of practices obtaining among
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ready seen how successfully Mr. Wiggin managed to
avoid paying any income on the millions he made
selling Chase Bank stock short during the panic of
1929. There were many other illuminating examples.

One of the most popular ways was simply to sell
stock which had been bought at higher prices.
Wealthy persons during the depression had plenty of
such stock, bought during the boom. Provided they
did not repurchase the stock within thirty days, the
law allowed them to deduct their loss on the stock in
figuring their current income. Actually, there was
very often no real change of position at all, for if the
taxpayer selected his time carefully, he might ha\.!e
every reasonable expectation of picking it up again

at substantially the same price, and frequently he
did so.

MR. WIGGIN: . . . Of course that sort of thing goes 01
with millions and millions of transactions every year.

MR. Pecora: What sort of thing do you refer to?

MRr. WicaGin: Selling securities to take tax losses. .

MR. PEcora: And with the intention of repurchasing
them after thirty days? ¢

Mgr. Wiccin: Very likely. In some cases yes and 10
some no. But that is the commonest form.

MR. PEcora: The commonest form of what?

MRr. WiceIin: Of minimizing taxes.

MR. Pecora: Of avoiding income taxes?

Mr. WicGin: Or reducing.

Mgr. PEcora: And you know, as a matter of personal
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! ice, or has
knowledge, that that is a very common practic

e ractice
Mg. Wiccin: Oh, I know it is a very common p )
You hear it talked about all the time. . . -

Mg. PEcora: Do you approve the ethics of that?

Mr. Wicein: I think that you are t.)ound o
people save taxes where they can according to law.
I see no reason why it is not in order.

This was a pretty good method, but there was sl

a certain risk about it: suppose, after e Ezp;
pened perversely to advance during the thqu‘zv Ou{’d
you were not allowed to repurchase? i ly in-
actually have lost money, by what o Il?erijited
tended as a clever maneuver to outwit t'1:2h nrc’b-
States Treasury. This would not do at all. 1he ploss
lem, therefore, was how to sell your stock. 2t 8 J0,
but keep it too. <
Insoluble as this problem ap : %
of facct) ;lolvf;d to thé) complete sati?i"f_actlon a5 mi;"rllf:
ous eminent financiers, and very s1mp1Yt; Eﬁoir OWI‘I‘,!I
merely “sold” the stock to members ?r inestance—-
family—their own wives or daughters, ‘; cessary
instead of in the open market. Oan: ttﬁageto have
interval had elapsed, nothing was eauuerlc i
the wife or daughter transfer t}.le Btoe th gn just as
again. Without any risk, everything was h f fi) o
it had been in the ‘oe:gi1rming-—t=::vccl“-‘Pt the ’how b
purposes, the husband or father had some

pears, it was in point

LD




{iy
f
i
i
\

194 WALL STREET UNDER OATH

fered a great loss which he could deduct from his tax-
able income.

This was the technique employed by Mr. Charles
E. Mitchell in 1929. Mr. Mitchell late in that year
purported to sell a large quantity of National City
Bar}k stock to his wife. The paper loss on this trans-
action was over two and one-half million dollars,
thich Mr. Mitchell duly deducted in making out his
income-tax return. In consequence, he paid no tax
at all for 1929—thus improving even the record of
Mr. Morgan and his partners and Mr. Kahn, all of
whom paid taxes for that year at least. Several years
later, in 1932, when National City stock had dropped
hundreds of points further, Mr. Mitchell decided, so
he testified, that it was not fair for his wife to stand
all that loss, so he generously repurchased the stock—
at the same price at which he had sold it to her in
1929.

Mr. Mitchell readily admitted that the sale was
for income-tax purposes, but claimed it was never
theless a bona fide transaction.

MR. MrrcHeLL: I sold this stock, frankly, for tax pur
poses.

SENATOR BRrOOKHART: That was to avoid income tax?

MR.. MircueLL: Throwing my fortune into the breach
as 1 d.ld for the benefit of this institution, Senator Brook-
hart, in 1929 I had a definite loss in that stock which I was
forced to take. . ..

SENATOR BrookHART: And then you bought it back
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. The one to whom 1 sold
had no ability to take
and at the end of last

Mgr. MitcHELL: Yes, Sir. .
this stock, a person of some means,
the loss that existed in that stock
year [1932]. I bought the stock back at what had been

paid for it.

SENATOR BROOKHART: At the same price?
Mg. MrTcHELL: Yes, sir.

SEnATOR BrookHART: That sale was just really a sale

of convenience, to reduce your income tax?

Mr. MrrcueLy: You can call it that if you will.

SENATOR BroOKHART: Well, is that right?

Mgr. MitcueLL: Yes; it was a sale, frankly, for that pur-
pose, where you hope the buyer would be able to make a
profit. And it was bought with the idea of making a profit.
But the accumulated loss was so great that 1 offered, an.ld
did buy, the stock back this year at what had been paid
for it.

SENATOR BROOKHART:
yours, of course. He had favored you and yo

favor him. 5
Mz, Mircuerr: It was not that kind of negotiation.

But I simply could not see that buyer take that loss. And
I hold today that stock.

This buyer was 2 friend of
u wanted to

(As already noted, the buyer happened to be Mr.

Mitchell’s wife.)

Bona fide business transactions, of course, are not
customarily carried out in this manner and a few
months later criminal proceedings were brought
against Mr. Mitchell for income-tax evasion. After a

trial lasting six weeks, he was acquitted. But the tax
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a;:?fs?t}lﬁs thereupon brought civil proceedings
the case fol;l’ hand although Mr. Mitchell contested
Jatse s three years a!l the way up to the United
Board of l'}r‘em; Court, his efforts were in vain. The
pealed fou a;‘ ppeals and the courts to which heap
fide, and hn that his “‘sale” to his wife was not bona
$70:t) e was ordered to pay the Government over
,000 back taxes.
rea(d?rlllg]:t)lfzemll)ler 28th, 1938, while the writer was
papers re galley proofs of this chapter, the news-
amountin port?d Fhat the Government’s tax lien,
amounting, with inteest and penalis, 0 $1 534
e ;9 , was 1tharged that day by payment, although
OtI}Illount paid was not specified.)

as Mr.e&;?c? ltlhd' not bother to wait as long a time
ferred to th ell did, before having the stock retrans-
S emselves. You.ng Mr. Thomas S. Lamont,
Tl Poe, sold a quan'tlty of stock to his wife on De-
il d3 f,r 1930, showing a loss of $114,000, duly
the stock t Ol.rll:l . Mr. Lamont not only sold
money_cmo ldeIfe’ l?m obligingly loaned her the
agreement good security—to buy it. “There was no
should an m:? any understanding between us that I
from her o);' e las i _repurchase these shares
complete an::ling i th.em' I intended the sale to be 2
understood it t ngl dlsl-),osal of these shares, and she
later, on April 8D e so.” Nevertheless, three months
his wife atpth st I,]e repurchased the stock from
wife the ¢ same price she had paid him, and his
reupon repaid the loan to him. All this was
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flccomplished with the greatest of ease: there were no
mEErmediaries, and loans and payments W
plished by merely making the proper entrt
books of J. P. Morgan and Company.
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ere accom-
ies in the

only stock on which Mr. Lamont
t‘?Ok a loss in somewhat unusual fashion. At the same
tllme that he “sold” the block of stock to his wife
directly—December go, 19g0—he also sold some stock
publicly, to strangers. But Mrs. Lamont, it turned
out, at the same time, bought exactly the same
amount of the same kind—also with money borrowed
from her husband. When, in April, 1930, he repur-
chased the stock he had sold to her directly, he also
bought from her this other block. Mr. Lamont now
had his stock back, at the same price he had sold it—
and had also deducted his “loss” on it from his in-

come.

This was not the

hip, it was even easier to

If you were in a partners
1 hold on to your stock.

deduct your “loss” and stil
All that was necessary was to take in a new partner,

or for an old partner to retire. In the eyes of the law,
that ends the old partnership, and creates a new €n-
tity, and the law decrees that upon the creation of
this new entity, the partners may clean the slate of
former losses. All stock held by
upon such a change in personne
valued. If there has been 2 loss,
deducted for income-tax purposes,

the parmership is,
1, subject to be T€-
that loss can be
without actually




IR S e L e
LS SRR s o

e,

198

WALL STREET UNDER OATH

selling th ;
fOTmsgof ::g 1slti(;’lcgk., or even troubling to go through the
pa;l;:istz;s tl;e principal reason why none of the
e J. P. Morgan al}d Company paid any tax
o 1932, and practically none for 193o. Each
b ’a R was a change in partnership personnel
the losses thlelatlo?. e tax law, moreover, allowed
carried forw. m:tlcally sustained in this manner to be
SO great as tar for two years. That is, if the loss was
and still 1 & otpe ouF the profits of the next year,
be used tcf ave something over, the extra loss could
following 'IC': t down the profits of the second year
B e- 2 squeeze the Ias.t possible morsel of legal
Morg‘angand c&m these provisions of the law, J. P.
ing in of a ne ompany arranged that the formal tak-
Sl w gartner should not occur until Jan-
loss on’re?rgh; atn January 2, 1932. In this way, the
each case be oy of the partnership stocks could in
SE Parkcarrxe.d forward a year further than if
Dickey had ber Gilbert or Mr. Charles Denston
S o D8 S IR two-vaye previously.
No dou%imt;?f i it is all a matter of “timing.”
all done on ,th 1:, was strictly within the law. It was
Mr. Morgan e = legaln and technical advice, and
the details “IPCTSIO nally did not bother himself with
S the. “Trea ly do not know anything whatever
testified I;ncf.;me-tax statements of the office,” he
Whether- he hi ct, he could not even remember
tax for — ha.d personally paid any income
1930. Such minor matters did not impress

& da
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If he had paid no tax, he

themselves on his memory.
es were

argued, that was merely because his loss
greater than his income.

Mgr. Morcan: There was no tax to be paid. I am not
responsible for these figures. I viewed them with great
regret when they appeared.

What Mr. Morgan did not stress, however, was the
fact that while his income had actually been received
by him, the losses which he deducted from that in-

come were only "paper" losses.

Whether Mr. Morgan knew it or
Revenue agents of that era made little pretense of

seriously questioning whatever account J. P. Morgan
and Company chose to render. Only one day was
spent, for example, in examining the partnership
return of J. P. Morgan and Company and Drexel and
Company for the year 1930- Even if the tax return
was not that of a Morgan partner, but simply pre-
pared by the Morgan office, the mere imprint of the
firm’s approval was likely to be final. Thus, one tax-
payer’s return was approved by the local revenue

agent with the following comment: “Returned with-
the reason that the return was

f J. P. Morgan and Company
at any schedule

not, the Internal

out examination for
prepared in the office O
and it has been our €

made by that office is correct.” -
The Bible tells us that a good name 1s rather to be

chosen than great riches. But it was vouchsafed to the

xperience th

e ﬂwumw._mw_m‘_; - SIS S M-
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members of J. P. Morgan and Company to enjoy
both.

* * *

Taking losses after the painless fashion of the
Morgan partners or Mr. Mitchell was one way to
“minimize” taxes. An even better expedient, if avail
able, was not to make a profit in the first place—at
least, not a profit that one has to pay taxes on.

For this purpose, the proper understanding and
dexterous employment of the great legal invention
of the corporation, especially the foreign corpora-
tion, has often proved invaluable. A properly organ-
ized “personal holding” company, or a well-regu-
lated Canadian corporation, wholly owned by an
American taxpayer, was a commonplace part of a rich
man’s equipment. These corporations were what the
layman, and sometimes the lawyer, would call mere
dummies, but they served their purpose none the less.

Mr. Wiggin, for example, as we have seen, in addi-
tion to owning three American family corporations,
had organized three Canadian corporations. These
were admittedly for the purpose of “minimizing”
taxes. The entire personnel of these three Canadian

corporations consisted of one man, an employee of a
Canadian law firm retained by Mr. Wiggin. When
Mr. Wiggin (or rather, one of the Wiggin family
corporations) wished to sell stock at a profit, and not
have to show a taxable profit, they simply exchanged
the stock they wished to sell for some of the capital
stock of one of these Canadian corporations. Such an

1
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exchange of stock was not technically a sale and. under
the tax laws no gain or loss had to be rep.orted. in con-
nection with it. The Canadian corporation—1.€., Mrl';
Wiggin's dummy—then sold at a pro'ﬁt tl}e stoc
which it had received, in accordance with directions
furnished by New York, and since this latter sale E)ok
place in Canada, it did not have to be reported here
in America. As for the Canadian income-tax la?vs,
there were Canadian lawyers and perhaps Canadian
loopholes.

This may seem pretty ingenious to the reader:ibll)u
it was no more so than the procedure followe ];
Mr. William Ewing, one of the partners of J. e
Morgan and Company. Mr. Evymg was trust;e b
four trusts, originally set up with $1,000 each, DY

Mrs. Ewing, one for each of their children. Mr. and

Mrs. Ewing owned over 4,000 shares of ]ohlns—Mzg
ville stock, which they had bought at 47%2- 11 19 1%
the price of ]ohns-Manville stock went so::trll(;lil o
Mr. and Mrs. Ewing had then sold, they 1:1!011]1“8 56
made a profit of over $450,000 and wou e
to pay a tax on this of $113,000, between ; eli i
Mr. and Mrs. Ewing, however, did no ;that fo
stock, even though Mr. Ewing was c-::».nvnflcedm 5
price had gone too high and was going t:‘i} i ,E;king
parently he was not sufficiently intereste £1 s
money for himself. As the trustee-of thesi c1>1 s Ami
however, he did sell ]ohns-Manvﬂle stock short.

what is more, Mr. Ewing, as t

rustee, sold short for

e %
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$654,000 the precise number of shares that Mr. and
Mrs. Ewing, as individuals, owned. He and Mrs.
Ewing then, as individuals, loaned the stock to Mr.
Ewing, as trustee, with which to make delivery; and
when the $654,000 was received by him, as trustee,
for the stock so delivered, he promptly turned it over
to himself and Mrs. Ewing, as individuals, as security
for the loan of the stock.
All this is quite in accordance with the usual prac-

tice in connection with short sales. But the rest of
the story is not. Johns-Manville stock kept falling
and falling, but with the exception of 1,000 shares
which had been covered in 1929, before the crash,
Mr. Ewing, as trustee, did nothing. Finally, the stock
reached a low of 12%4. This represented a paper
profit on the short sales of anywhere from 108 to 188

points. Surely this was time for even the most gr eedy

and speculative of short sellers to cover and take the

profit—let alone a parent trustee. But still Mr. Ewing
did nothing. He was, he testified, waiting for the
stock to drop even lower. At the time of his testi-
mony before the Senate Committee, he had still not
covered; he was still waiting.

If the reader will observe carefully, he will see that
Mr. Ewing’s inaction, as trustee, was anything but
disadvantageous to Mr. Ewing and his wife, as in-
dividuals. So long as he simply did nothing, the trusts
did not have to pay any tax—for there was no profit
on the short sale until the transaction was closed by 2
covering purchase—and he and Mrs. Ewing person-
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ally did not have to pay any tax—for they had.not
themselves sold this stock, but had only Ioane.d it to
him as trustee. In the meantime, they were in pre-
cisely the position they would have been, if they had
actually sold in the usual manner—that is, they -had
the unrestricted use of the money actually _derwefl
from the sale. No difficulty could possibly arise until
the short sale was covered by the family trusts, and
this was a matter for the discretion of the trustee,
and the trustee was Mr. Ewing.

The scheme, was, indeed, so extraordinarily well
thought out that the tax authorities, after first ques-
tioning it, decided that it was a perfectly legal and
proper transaction. .

In a number of other instances, Mr. Ewing, as
trustee, sold blocks of stock short in the same manner,
although never while a partner in J. P. Morgan and
Company had he sold short on his own account. In
each case, he or his wife owned either the same
amount, or more than the amount, sold short by the
trust. In none of these cases did Mr. Ewing, as t‘rustee.
see fit to complete the transaction by covering. In
each case, the tax authorities finally approved the
legality of what had been done.

g;Ir.YEwing, of course, was Very positive that there
was no tax avoidance in his conduct:

Mg, Pecora: Now, Mr. Ewing, is it am‘iss to say that
the procedure followed by you in connection with thesgl
short sales . . . and the way they have not been covere
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with respect to the major portion thereof is nothing but
an artifice to avoid payment of an income tax?

MRr. Ewine: That is not true, sir; that statement is not
true. . . . I as trustee, have a definite commitment and
obligation to those trusts for the profit when they are
covered. . . . Those trusts are nonrevocable trusts. They
are absolutely legal. I haven’t any right as an individual
in any way to benefit from anything made for those
trusts, None whatsoever.

MR. PEcora: That is why I marvel, Mr. Ewing, at the
fi-i(.‘l that you did not cover these short sales long ago, par-
ticularly when the price reached around $12 a share.

Very substantial sums were recovered by the Unit-
ed States Treasury in tax proceedings growing out of
transactions testified to before the Senate Committee.
Millions of dollars more, as Senator Couzens once in-
formed the writer after inquiry at the treasury, had
been voluntarily paid in as back taxes by individuals
who had become frightened by the Committee’s pro-
ceedings and Mr. Mitchell’s indictment. As the Sena-
tor.also observed at the time, this represented quite
a sizable dividend upon the Government’s invest-
ment of about $182,000, which was the cost of the
Senate Committee’s investigation during the seven-
teen months that the writer was its counsel.

The sensational disclosures made by the Senate
Committee had, indeed, produced a very strong pop-
ular reaction. Approved by the existing tax authori-
ties or not, the public could not see the justice or
equity of financial giants paying nothing, while Tom,
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ottom of their modest

Dick, and Harry scraped the b
purses to meet their tax obligations to the Govern-
ment. They indignantly contrasted Mr. Morga;n S
willingness to make use of whatever means the law
allowed, however technical, to reduce his payments,
with the public-spirited gesture of a Stanley Bal'dwln_
gratuitously contributing twenty per cent of his en
tire fortune to the British Government after d-le w;r'
The country, in 1933, was in no mood ‘for i
tinctions between tax “evasion”” and tax 7 avmdanceoe_
Since those days, many loopholes have ‘beerll1 as‘r 3
curely plugged up, some remain. So long as we i
tax statutes, no doubt, we will have keen-eyed la‘?er
and accountants seeking how to circu.mvent t ;;111‘;
But it is not likely that it will ever BRI be EO = 5
for the greatest among us, financially speaxing. 2
contribute least to the support of the. common §g
ernment in the time of the nation’s dire need.
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“WE COULD HAVE TAKEN
ONE HUNDRED PER CENT!

I N YOUR hands or in the writer’s hands, a dollar is
only a dollar. It can buy a dollar’s worth of bread,
or a dollar’s worth of merchandise, or a dollar’s worth
of corporate stock. The skilled ﬁnancier, however,
would not go very far in his profession if he could
not do bet!_:er than that. In his hands, a dollar goes 2
long way: it frequently buys control of ten, or twen-
ty, or even one hundred times as much money as the
financier himself invests.
th:n this chapter, we shall tell the story of three of
i most outstanding and spectacular examples of
: process f:ncountered during the Senate Investi-
gation: the investment trusts of Dillon, Read and
gomPany, the railroad empire of the brothers Van
Ir:svzlﬁngen, and the illfated pyramid of Mr. Samuel
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Like J. P. Morgan and Company and Kuhn, Loel.;)
and Company, Dillon, Read and Company were prl-
vate bankers. They did not, however, take deposits to
any considerable extent, but concentrated on the
creation and sale of new securities. Here they did a

huge quantity of business, issuing nearly four billion

dollars of government, municipal and corporate
bonds and stocks for the fifteen years following the
war. This was more than Kuhn, Loeb and Company,
but less than J. P. Morgan and Company. :
Since they took no large amount of deposits, Dil-
lon, Read and Company did not have in their con-
trol, from this source, any great fund of “‘other
people’s money,” as did the Morgans and Kuhn,
Loeb. But they contrived a scheme which from .then"
point of view was superior to the bankers’ traditional
technique. They were able to get control.of the pu_b-
lic’s money, yet simultaneously they avoided the in-
convenient necessity of keeping that money pa.nyablc
on demand, as is the way with ordinary deposu's.
This new superior technique was an amazingly

' inati ices: tment
simple combination of two devices: the “invest

trust” and ‘“‘nonvoting stock,” together withl some
added features of Dillon, Read and Company s ownl
invention. L
The first step, taken in 1924, was the organization
of a corporation known as the United States and For-

eign Securities Corpo
vestment trust, i.€.,, 2 C
curities, just like any pr

ration. This was to be an in-
ompany which invests in se-
ivate person, but with the
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asse.rted advantage of trained management and great
-capltal resources. There were three classes of stock
in the new corporation—first preferred, second pre-
ferred, and common. There were 250,000 shares of
the first-named class, 50,000 shares of the second, and
1,000,000 shares of the common. The “first pre-
ferr(?d” stock was so called because it was entitled to
receive dividends of six per cent before the other
classes. of stock received anything, but in the matter
of voting rights and control, it was anything but pre-
ferred. So long as dividends were regularly paid it
could not vote at all, it had not the slightest voice in
f‘he manflgement. It was, in short, what is known as
nonvoting stock,” one of the devices which Mr.
(?tto Kahn had picturesquely denounced as “inven-
tions of the devil.” Under all ordinary conditions,
only the common stock could vote, and therefore
whoever.controlled the common stock controlled the
corporation.

The entire 250,000 shares of “first preferred stock”
were sc.)ld to the public for $25,000,000. As an added
attraction, the public was also given 250,000 shares
of the common stock—one share of common Wwith
each share of first preferred. That left unsold the
50,000 shares of second preferred stock, and 750,000
shares of common stock. All of this Dillon, Read and
f]ompany bought for $5,100,000. Thus, although it
invested only one fifth as much as the public, Dillon,
Read and Company, owning three fourths of the

P N
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common stock, the only stock that could vote, com-
pletely controlled the corporation.

The United States and Foreign Securities Corpora-
tion, ably managed and operated during an era of
rising stock prices, prospered greatly. By 1928 there
was a cash surplus of $10,000,000. What had the pub-
lic, who contributed $25,000,000 of the corporation’s
$30,000,000, gotten out of this prosperity? They had
gotten their six per cent dividends on their first pre-
ferred stock—and that is all.

True, they also owned 250,000 shares of common
stock, but in spite of the $10,000,000 cash surplus,
there had never been any dividend declared on the
common stock. To anticipate a little, there never was
any dividend on this stock.

What had Dillon, Read and Company
the first place, it had, like the public, been regularly

receiving by way of dividends on its second preferred

stock, six per cent on the money it had invested. In
ut $340,000 as its

the second place, it had made abo
share of the bankers’ “spread” in the sale of the cor-
poration securities to the public. In the third place,
it now had complete control, unhampered by any

possibility of withdrawal, not only of the original

$25,000,000 public contribution, but also of the

$10,000,000 cash surplus which had been earned by
the use of that money. The Dillon, Read and Com-
ch had originally controlled an
ow controlled $35,000,000-

moreover,

realized? In

pany investment, whi
additional $25,000,000, 1
The best part of the whole transaction,
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was that Dillon, Read and Company and individual
members of that firm still retained practically all
their 450,000 shares of common stock; and this com-
mon stock, which at the time of its original acquisi-
tion had been assigned a nominal value of 20 cents
per share and according to Mr. Dillon, “was worth
less,” with a book value of ‘‘a million dollars less than
nothing,” had risen greatly, eventually going as high
as $72 a share. Hence, an investment of, at the most, 2
few hundred thousand dollars, had brought in po-

tential profits of thirty to forty million dollars for the
bankers.

MR. Pecora: This common stock which had a minus
value at the time of its issuance in October, 1924, by the
end of 1928 or 1929, reached a market value on the New
York Stock Exchange of as high as $72 a share, did it not?

MR. Dirron: That is correct, and had a book value of
«..$48 I amtold....

MR. PEcora: So this infant which was born with prac-
tically no life assumed the lusty proportions of a $72
stock within four years’ time?

Mr. DiLron: And had a book value, they tell me, of
$48. We do not want to claim any magician’s power. It

was in that very rapidly advancing market that those great
profits accrued.

Even these astonishingly fortunate developments
did not satisfy Dillon, Read and Company. There was
still that $10,000,000 cash surplus fairly asking to be
put to work. How employ it better than by repeating

£ 11
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on a larger scale the same operation that had alreacy
worked out so well?

osoea Sgcon d corporation, a second investrflent trust,
was formed. This one was called the ijted_ 2
and International Securities Corporation. L11$e th.e
United States and Foreign Securities Corporation, it
had three classes of stock, first preferred, seco?d Prfi‘i
ferred and common. As in the first cofpomtlon,er.
voting power under ordinary Cir?umsmnces “::Zemo
cised by the common stock. As In (e ﬁ?t (?$ 6,000
the public was allowed to buy--tis B cl):‘ ?th onl’Y
00o—only the “nonvoting” preferred stoc vaut there
a minority of the common stock e m'-ll Read
was one salient difference: this time, D1 oln " dollar
and Company did not have to in.vest a single o
of its own. Instead, it was the U‘n S S ;? '565 ;?0 000,
eign Securities Corporation, wigti ok to secure
000 cash surplus, now put up the money

complete control. G
There were now two investment corpora

the second with a $60,000,000 caPltal, c(;;‘nt*}rlol’l::;:li1 :12
the first with a $30,000,000 c-apltal;R ar;d I; ntzl b
$90,000,000 controlled by Dllion, 'ni:rested e
pany, which had four years before 1

oocl; id we say that the organization of this. new clogp::
ration, bringing with it control of .an adtd::t;s:u]a) - 11—',0;1’
000,000 of the public's money did no S
Read and Company 2 dollar? It was a gT' o
statement: Dillon, Read and Company

e
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did n
g d(::lllziiz,_;hey I:Nere them.selves paid—over a mil-
organizing thf r their share in the arduous labor of
The followin Cor:Pany and ﬂoating its securities.
et p thegn)i ari31929, prices went still higher,
pany thought it e of D1¥10n, Read and Com-
share a little of ?}? opportune time to let the public
consented to sell ;11- good fortune. They therefore
States and Forei about 75,000 shares of their United
i certgl‘j common stoek, at $477.50 or better
Dominicl,c who d}n poss OIganlzed by Dominick and
They also sold anlsiosed wi iealeabpin o S
Read and Com aOt er 45,000 shares through Dillon,
around $56 erp hny, to the firm’s own customers at
mately 120 (I))O & Share. Altogether, for these approxi-
750,000 to lzlistuls'ba]l;)e S (not enough of the original
tied et 358 illon, Read’.s control) , they re-
$1,500,000 more,tgo,ooo' This in itself was over
investment, and i an the whole firm’s entire original
e Of,th d 1t was realized from only a petty
Sy eir total common-stock holdings.
not go so x:eflto'?[}(l;mgk?t crash in 1929, things did
et ties i E;rti e1 nited .States and International
ing at one tipm cular, sustained large losses amount-
which Dillon Iitodabout $26,000,000. The stock in
vest the $10 0,00 ead and Company had seen fit to in-
oo 8, ,000 cash surplus of the first corpora-
ToS 985 wis completely wiped ont.
i Ofe:;t;):l‘vCOUEm, the taking of this $10,000,000
oy est.ment trust you own, or which you
, rather, its ownership being in the public

& i

i
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hands,” and putting it “in another investment trust to

further augment your own profits,” seemed ‘‘rotten
ethics,” and “reprehensible.” To Mr. Clarence Dillon

this and all the rest of the story seemed peffeCtIY
proper even in retrospect.

SEnNATOR Couzens: May I ask you, Mr. Dillon, if you
weato organize two investment trusts again, would you,
in view of the disclosures, follow the same proeedure?

Mg. DiLion: Yes; I do not think I should vary it, €x-
cept that when I subscribe the junior money 1 might not

have different classes of stocks ..o

erms of Wall Street usage

a.nd legality, and from that point of view he even con-
sidered that the public had been treated with rare

generosity and fairness. True, the public had con-

tributed five times as much as Dillon, Read and Com-
reign Securities Gor-

pany to the United States and Fo

poration, and had received only one third as much
of its common stock in return, but Mr. Dillon pointed
out—and who can deny jt—there was nothing to stop

Dillon, Read and Company from having taken, not

only %50,000 shares of this common stock, but the
lic any interest at

whole 1,000,000. Giving the pub
all in these shares, even 2 minority interest, was a
sheer act of grace. In his own words:

Mr. Dillon thought in t

We could have taken 100 per cent. We could have
taken all that profit. We could have bought all the com-

mon stock for $5,000,000-

e e =
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To which perha i
ps the only fitting response is that of
Senator Adams, who replied: it ok

D‘_’ you remember what Lord Clive said? “When I
consider my opportunities, I marvel at my moderation.”

* * *

We come now to a far more lengthy and compli-
cated, but essentially similar story: the rise of O. P.
fi‘nd M. J. Van Sweringen. The reader will have to

watch closely,” as the conjurer says, or he will not
understal?d by what magic a system comprising eight
C-Ila-ss I railroads, with a large number of smaller sub-
Sl.dlflrles, having combined assets of more than two
billion dollars, and extending over 29,431 miles of
traclf, was captured by two brothers who originally
put in $1,000,000 of their own money.

: MR. O. P. VAN SWERINGEN: Mr. Pecora, just as we ad-
journed on yesterday, you asked the question as to how
many dollars my brother and I and our associates had put
into these. railroad ventures, if you will, our own money
to sta-rt. with, not borrowed, not obtained by the sale of
securities. I read, and we read, your question last evening,
and I am pleased that it is in a form I can answer frankly.
That amount of dollars, to come straight to the point,
was $1,000,000. . . .

: MRr. PEcora: Do you mean by that, Mr. Van Swer-
ingen, among other things, that the total amount of cash,
constituting the personal means of you and your brother
and your immediate associates in these various railroad
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enterprises that have been described by you, was $1-

000,0007
Mr. VAN SWERINGEN: At the start, that was the amount

of dollars that we put in, and others grew. You might say
that that starting was a shoestring, and I think I would
be inclined to agree with you that that is so. Neverthe-
less, we made of that shoestring what we have today-

Strictly speaking, the Van Sweringen brothers did
not put in even this $1,000,000, but only $500,000,
the remainder having been contributed by their as-
sociates, and, strictly speaking, even this $500,000
was not actually their cash, but money borrowed
from the bank on collateral which they ownec.l.

This $1,000,000, which was the original invest-
ment of the Van Sweringens and their associates, Was

first employed in 1916 in the following manner: The

Van Sweringens were then Cleveland real-estate

operators, not railroad men, but at this time their
attention was directed to what looked like 2 good op-
portunity to enter the railroad world. The New
York, Chicago and St. Louis Railroad, commonly
known as the “Nickel Plate,” which ran through
Cleveland, was owned by the New York (;.entml, afld
the Van Sweringens had heard that it might be will-
ing to sell at what seemed very advantageous terms.
They made an offer and finally su.cceeded in purchasl;
ing for $8,500,000 2 controlling interest 1N the stoc

of the Nickel Plate Railroad Company-
Of course, the Van Sweringens an

d their associates
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did no
but int;lez;‘;fnﬁs;i?%om? i into the transaction,
i s resogr lft ; this dlf.ﬁculty, they manifested
the course of (l:f Uhn.e ss which was characteristic of
il Ao all their future dealings. They bor-
e inte;est ,i(;o?hfrom a ba'nk on the security of
ing, and this cash b stock which they were purchas
For the balanc S ft ey paid to the New York Central.
York Central eto $6,500,000 .they induced the New
over a period Ed take promissory notes maturing
their associates en years. The Van Sweringens and
sad wiAthont asnot‘:; E;Vrfed the Nickel Plate Rail-
own money into iz ving put one dollar of their
Bu
repai;_t}:y“gzd;ﬁgoweé $2,000,000, which had to be
and their associate . l?;lomt t-h at the Van Sweringens
fE iR Thrtorriets their one and only cash con
Plate Sec“ritiesy C(:)rmed anew corporation, the Nickel
company their i of e and turned over to this
just purchased 'nt;reSt o the stock which they had
new compan e Nickel Plate Railroad, and the
Ty loznon f;llts part .agre-ed to take over the
$6,500,000 notesanThthe Ghiaad t remaining
sociates then bm; h S anowenngon and their as-
the new cor orag- t a quantity of preferred stock in
$1,000,000 wss e i $.1 ,000,000, and another
Sipferid StOCkratllsed by selling an equal quantity of
$2,000,000 was ol?ta(-)ther persons. In this way, the
pressing bank loan. ined to pay off the immediately

an S y
g »
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one hal of the preferred stock, but all of the corr
mon stock, and just as in the case of the Dillon, Read-
controlled United States and Foreign Securities Cor-
poration, normally it was only the common stock that
could vote. They therefore completely controlled the
Nickel Plate Securities Corporation, which in its
turn completely controlled the Nickel Plate Rail-

road. So, for $500,000 of their own money, plus $500,-

000 of their associates’ MmoOney, plus certain other
d to the Nickel

properties which they contribute
Plate Securities Company, the Van Sweringens NoOw
owned the railroad.

But they still owed $6,500,000 to the New York
Central. To be sure, these were Very long-term obli-
gations, and with so much time 1n which to operate,
Pl'esented no insuperable obstacle to the Van Swer-
ingens’ financial genius. Several million dollars were
in fact paid off out of the earnings of the Nickel
Plate System, but the bulk, about $4,500,000, Was
once again supplied by an unwitting public. The
Nickel Plate Railroad was combined with two other

lines acquired in much the same manner as the
Nickel Plate was acquired—that is, without any cash
hemselves-—and

contribution by the Van Sweringens t :
with much deferred debt. The Nickel Plate Securi-

ties Corporation, in place of the stock which i-t had
held in the old Nickel Plate Railroad, received in the
new setup stock of the combined new system. Some

of this stock was common,
on stoc

again it was the comm

some preferred. Once
k which had the voting
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power. So nothing was easier than for the Nickel
Plate Securities Company to sell a large amount of
the preferred stock to the public, pay off the $4,500-
000 still owed to the New York Central, with the
proceeds, and still, through its continued ownership
of the common stock, retain all its control.

Thus, within a few years, the Van Sweringen

power over the Nickel Plate Railroad was consoli
(.:lated, and their title to the stock, which during the
interim had remained in pledge as security for the
debts, was now made absolute.
: We have now traced in rough outline the manner
in which the Van Sweringens acquired their first
railroad. The same methods and devices were used
over and over again, with ever-growing complexity,
in the years that followed. Starting with a small con-
tribution of their own to tide over the first perilous
stages with the aid of friendly bankers, eventually
pay-ing off their debt by the public sale of large ¢
curity issues, stripped of voting rights—these Were
their customary tactics. In each instance it was the
public, with its ever ready coffers, which in the end
was permitted to bail them out.

The Nickel Plate Securities Corporation was 0né
of the first of a long series of holding companies 0T
ganized and controlled by the Van Sweringens in the
following decade. It would be literally impossible t0
e_nurnerate and explain the scores of minor corpora-
tions of this character, some of which had a life of
several years, while others were active only for very
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brief periods. Whenever there was a new railroad—

or perhaps a coal mine or a real-estate company—

control of which was to be acquired, there was likely

to be a new holding company to do the job. Some-

times for one reason or another, possibly for the pur-

pose of “minimizing taxes,” there were tWo or three

holding companies organized in connection with the

acquisition of the stock of a single railroad company-
In the maze of corporations, no uniform pattern was
employed. The railroad companies were themselves
often used for holding stock of other railroads. One
holding company would frequently be used to hold
stock of another holding company- Paradoxically
enough, some of the stock of 2 holding company
would be held by a railroad. -

Among the welter of holding companies, tt_ler:s.:
were certain so-called “top holding companies,
which for different periods had 2 special and pre-
dominant position in the system. The Nlcke% Plat.e
Securities Corporation, which was the.ﬁrst in this
series, lasted until 1924, when it was dlssolved.-S_ev-
eral years prior to this, however, in 1 9:0.2, the pos1t1c(;n
of central importance which it occupied had already

shifted to another holding company known as the

“Vaness” Corporation, 2 euphonious abbreviation of
This new top hold-

the Van Sweringen family name. . e
ing Corporation which Mr. O. P. Van Sweringen d€

scribed as “‘our own personal basket,”” was completely

owned at the outset by the
associates, and all the Van

Van Sweringens and their
Sweringen holdings in the
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It\ch-kel Plate Securities Corporation were transferred
o it. It long remained the keystone of the Van

Sweringen system.
& Sln.ce the early d_a)fs of the Nickel Plate acquisition,
e aims and ambitions of the Van Sweringens had
gli”eatly broadened. The Transportation Act of 1920
l'ec-ted the Interstate Commerce Commission to
P-rofﬂde for the consolidation of the railroads into 2
hmlt.ed number of systems, designed to rationalize
and insure free competition in the railroad industry.
ghe Van Sweringens decided that there should be
thl;tt fﬁll.r great s?rstems east of the Mississippl, and
nucleu’:lr i?Wn Nickel Plate Railroad ought to be the
i ngceone of these. :To .further their ambition,
e ssary to acquire interests in many roads
e counter to the plans of the great estab-
el b4 ems—th-e Pennsylvania, the New York Cen-
a a-nd the Baltimore and Ohio. By 1925 the Van
Sweringens hf*d acquired large, controlling, and 1n
;)PIE clases majority, interests in five key ra ilroads—the
Su::‘):siZiaPlatei-, the Che-sapeake and Ohio, the latter’s
o ia et s el the Erie, and the
o (Euette. To -do so it was of course necessary
Van Sweri(; engage in extensive financing, but the
gens were fortunate in having behind

perience and
and Company. and support of J. P. Morgan

M
R. O. P. VAN SWERINGEN: We talked with J. P. Mor-

L3 2
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gan and Company, whom we regarded, as does the world,
as wise counselors in matters of finance.

As a matter of fact, the Morgans had become ac-
quainted with the Van Sweringens as far back as
1916, and from 1920 on had had, in Mr. George Whit-
ney’s language: “A great faith in their aims of trying
to build this railroad system. . - - We . . . had busi-
ness relations with them for a great ma
have believed in them . . . and we have gone 2
bankers with them.”

ny years. We
long as

In 1925 a formal application was made to the In-
for leave to form

terstate Commerce Commission,
such a system under unified corporate control. The
Commission, however, refused its permission pri-

marily on the ground that the whole plan “was ar-
ranged with the intention of keeping the control in
the hands of its proponents, even though their in-
terest is a minority one in fact.”
The adverse decision of the I
Commission did not, however,
Sweringens. Instead, they acquired additional stocks
in the companies in which they already had an in-
terest, and continued the process of organizing hold-
ing companies in the main dominated by Vaness. In
this way they formed a whole series of holding com-
panies: the Special Investment Corporation, the Vir-
ginia Transportation Company, the Pere Marquette
Corporation, the Special Securities Corporation, and

others. In particular,

nterstate Commerce
discourage the Van

they formed the Chesapeake

T A e T e
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Fjorporatlon, chiefly for the purpose of Aokt
]1]1:)8 tl}l)e Chesapeake and Ohio Railroad, which had
Mc‘;\;t oefctt)lllne the key 1.'oad in the proposed system.
S es’e companies were duly dissolved when
theze se}:& ed their purpose. The money to acquire
st t};ur;{ ases were derived in the main by loans
T e e Of_MOI'gan, and by the sale of securi-

es either of holding companies or of the railroads
themselves.

These secrxrity issues through which the public’s
money was invested in the Morgan-Van Sweringen
scheme, were very large, some of them aggregating
§25,000,000 and even $48,000,000 in a single issue.
But no matter how much public money was obtained,
it was always carefully arranged that control should
gfvn;:'m s unc.lismrbed in the hands of the Van
mer;ﬂg;ns. Deipits the_ action of the Interstate Com-
o lem.1551on, Whlch. had pointed out that “the
SR SRS E_the only railroad of importance in the
ba ?1, e oA ich the preferred stockholders do not

ve the right to vote,” Mr. O. P. Van Sweringen
;toutly defended the practice. In his own words: “We
W%)l::ifldbthat- tl.le investor wanted to be let alone and
e ;nilwlhng to Iet.us alone.” Willing or not, this

: y course which the Van Sweringens left for
the investors to follow. &
we"ll;hse: ;:(t);l'c gf these various railroads was thus pretty
nated b thevamong 4 he holding companies domi-
e Y e Van Sweringens, and among the compo-

nt railroads themselves. In order to bring together

e .
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ringens formed

this vast system, in 1929 the Van Swe
the superparent holding company; the Alleghany
Corporation, of Morgan and Company preferred list
fame.

The securities which the Van Sweringen brothers
turned over to the Alleghany Corporation had a total
market value of approximately $52,000,000. In Te€-
turn, they received either in cash or securities of the
Alleghany Corporation, Or other consideration, 2
total of more than $84,000,000, representing a gross
profit of $32,000,000. Moreover, if the Alleghany
stock received by them was valued not at its $20 book
value, but at the much higher average market price
actually obtained by some of the Van Sweringen
holding companies in the succeeding months, their
potential profit would have been not $32,000,000 but
$93,000,000—not a bad return on their original
$1,000,000 investment.

The Alleghany Corporation, like its predecessor,
continued industriously to add to and rearrange the
Van Sweringen railroad holdings, its principal new
acquisition being the securities of the Missouri Pa-

cific. With this purchase, e have reached the place

where Alleghany in a general way had acquired the
btain.”

properties it was seeking to O
The collapse of 1929 and the ensuing depression,

which was particularly severe in the railroad indus-
try, put a quietus on the Van Sweringens’ grandiose
schemes. Eventually, as everyone now knows, they
lost control of the mighty s

tructure they had erected
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:gelaborlous_ly. But at the time of the investigation
y were still at the helm. Looking back upon their
;evemeen years of activity, during which they had
c?):]r]neci ‘many, many corporations, mostly holding
- panies, in furtherance of their aims, Mr. O. P.
han Sweringen saw no evil in what they had done. If
:hzrlti ;Tg? Iimythmg to criticize, he thought, it was not

g-company structure, but its investigation
by the Senate Committee.

m:::.tV%N S.WERIT\IGEN: o What we need is encourage
. o business instead, if I can be frank, of frighten-
ing pe-oplf:. I do not want to get too personal, but these
investigations are terrifically destructive. ;

inxsl;-igzzr(;niw:rmgen was sur:e‘ly right. Senatorial
=i anies re, s.ome'tlmes, terrifically destruc-
o ek v To the public
i ,ea instance, had .been induced for seven-
= years to pour money into the Van Sweringen
rs—or to the wizards who run $1,000,000 up t0
$100,00(.),000, without risk to themeslves? As the
proverbial small boy says: “It was the medicine that
made me sick.”
* * *
en:::;h \éz:::: eiwermgen empire was complicated
e it = -den more so was that of Mr. Samuel
% un& said that oonIY. twelve men were qualiﬁed
erstand the Einstein theory of relativity; but
the Insull structure was so complex that no one c;ould
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fully grasp it, not even, probably, Mr. Insull himself.
Mr. Owen D. Young, Chairman of the Board of

the General Electric Company, and certainly no
novice in matters of this kind, testified very candidly

that for his part it was beyond him.

in the course of your testi-

Mg. PEcora: You referred
the Insull companies being

mony here to the structure of
a very complicated one.

Mgr. Youne: Yes.
Mg. PEcorA: As Chairman of the Board of the General

Electric Company, you have found it necessary and ad-
visable through the years to observe and study condi-
tions in the public utility field, have you not?

Mgr. Youne: I have.

Mgz, PEcora: When you refer to the structure of the

Insull Companies as being a very complicated one, will

you tell the Committee just what you mean by that?
Mz. Younc: Well, I confess to 2 feeling of helpless-

ness as I began to examine in February, 1932, the compli-

cated structure of that organization.
Mg, Pecora: Did you find that it embraced a large

number of companies of
Mg, YounG: Great numbers of operating utilities, with
holding companies superimposed on the utilities, and

holding companies superimposed on those holding com-
:es and affiliates, which made

panies, investment compant

it, as 1 thought then and think now, impossible for any

man, however able, really to grasp the real situation.
SENATOR BROOKHART: An

Mgr. Younc: I express no 0

various kinds?

d all overcapitalized?
pinion on that, because I
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do not knolw. But I say it is impossible for any man to
grasp the situation of that vast structure. And if I may
add: I should like to say here that I believe Mr. Samuel
Insull was very largely the victim of that complicated
structure, which got even beyond his power, competent
as he was, to understand it. : .
i?:A;(;R BR-OOKHA.ART: Although he created it himself?
il e).(ccuzli:(;. I t.h.lnk z%ll the people in administrative
: e positions in those different units, looking
at their particular problem, did the thing which they
thought was wise. But if one company needed money and
another company had it, and they had control of both
companies, they naturally transferred funds from the
flompfmy which had it to the company which did not
ave it; and all the way along in this vast structure.

At _the peak of their power, the Insulls were
suzerain over a tremendous and far-flung system of
powe-r'and light. Theirs was the third largest group
c..f utility companies in the country, exceeded only in
size by th.e Electric Bond and Share and the United
(?Ol'poratlon. The main elements of the system con-
sisted of five holding companies in each of which the
.Insulls ownfed a minority interest. These five hold-
ing companies in turn owned controlling interests in
numerous subsidiaries which were directly engaged
in the business of marketing gas and electricity.

:The largest of these holding companies was the
Middle West Utilities Company which had assets of
over $1,200,000,000 and no less than one hundred and
eleven subsidiaries. The Commonwealth Edison
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Company, which was the second largest, had assets
in excess of $450,000,000 and six subidiary compa-
nies. The Midland United Company, the third in
point of size, had assets of approximately $352,000,-
000 and thirty subsidiaries. The fourth company was
the People’s Gas, Light and Coke Company, whose
assets exceeded $211,000,000, and which controlled
eight subsidiaries. And finally there was the Public
Service Company of Northern Illinois, with assets
of $210,000,000, and but one subsidiary.

It will be seen that the combined assets of these
five holding company groups aggregated well over
$2,500,000,000. In 1930, at the height of its pros-
perity, this system was furnishing gas or electricity
or both to more than 4,500,000 customers. It pro-
duced more than one eighth of the total electric
power of the country.

Theoretically, a corporation belongs to the in-
dividuals who own its stock, and the law says that the
owners of fifty-one per cent of this stock control the
corporation. But the Jaw must be considered an op-
timist in this regard. Not fifty-one per cent, but
twenty per cent and often less, is sufficient to ensure
effective working control. The great bulk of the stock
of a huge modern corporation i held by so many
thousands of relatively small stockholders scattered

all over the country, who
and have no means of organizi
of a substantial corporate minori
difficulty in running things to sui

do not know each other
ng, that the owners
ty generally have no
t themselves.

i

72
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This control by minority groups is much facili-
tated through the instrumentality of the holding
company. One holding company adequately supplied
with the public’s funds, and itself controlled by a
small group of minority stockholders, may in its turn
contrql any number of operating companies by simi-
lar fnmority stock ownership. Other holding com-
panies may be superimposed on the first holding
company, as additional vehicles for borrowing or for
the public sale of securities. In the end a vast and
cqmplicated structure is thus erected over which,
with a comparatively small investment, large sums of
plf]:tlic money are controlled. Mr. Owen D. Young
criticized this system. ‘

Mgr. Pecora: Mr. Young, would you say that the sys-
tem of superimposition of company upon company in 2
structure of that kind would easily lend itself to over-
capitalization of the various companies?

MR.. Youne: It would lend itself, I think, to overcapi-
talization, but it is not that aspect, or that so much
which disturbs me. It is this: if I am right in thinking
that Mr. Insull himself was not able ultimately to un-
ders.tand that structure, how can the ordinary investor,
buying shares or buying obligations, especially of the last
companies, on the top, how can they be expected to
know, or even to inform themselves, conscientious and

abl? - they might be, really as to the value of those se-
curities? :

The control which the Insulls exercised over this
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system did not, however, seem (O them to be very
secure. The stocks of all these companies were listed
on the Exchanges, hence anyon€ SO disposed could
purchase them; and so the Insulls might suddenly
find an opposition group in control of what they re-
garded as their own holding companies. In fact, near
the close of 1928, Mr. Samuel Insull was so concerned
about the activities of some groups who were engaged
in buying the stocks of his companies, that he con-
ferred with Mr. Owen D. Young and solicited his
aid. Mr. Young told the Committee of this visit
which Mr. Insull paid to him in December of 1928
and went on to explain that:

Mr. Insull said that that threat was having a very bad
effect upon the morale of his operating organization.
They were fearful that those outside groups, wh.o then
could buy the shares of those operating companies and
sell shares of investment trusts against them even at
higher prices than the aggregate value of the market
shares they held, would be able in that way to accumu-
late such a block of shares that they might threaten the
that the men in important
mpanies were Very nervous
w of the fact that he, Mr.

existing management. And
positions in his operating CO
about it, particularly in vie ]
Samuel Insull, was getting along in years, and that his
natural span of life, in the natural course, would be
short; and because his son was not then old enough to

come along and take his place.

This was the problem, but its solution presented
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some obstacles. It was necessary to acquire additional
shares of these holding companies, enough to prevent
the rival groups from getting a foothold therein. To
do this, however, required money. And the Insulls,
acting in accordance with the mores of the times,
exemplified as we have seen by many distinguished
men of that era, naturally determined to obtain this
money from the great reservoir of wealth—the pub-
lic. The thing to do was to organize a holding com-
pany—or, if you will, a superholding company—fOr
the purpose of obtaining control of the five existing
holding companies.

The new company was quickly formed and was
called Insull Utility Investments (Incorporated). The
total amount of securities issued by this company was
approximately $150,000,000. Of this amount, the In-
sulls themselves contributed between $8,000,000 and
$9,000,000 by transferring the stock owned by them
in the other holding companies to this new corpora
tion. The new corporation employed its funds, of
course, in purchasing additional stock in the five hold-
ing companies which the Insulls dominated. The In-
sulls were thus, with the aid of the money contributed
by the public, enabled to establish themselves more
firmly in control of their utility empire.

Apparently, however, the danger which brought
about the organization of Insull Utility Investments
(Incorporated) still continued, for again the stock of
the new company was listed on the Exchange and, as
the Insulls owned only a minority of it, there was
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a real danger that competing groups might gain con-
trol of the whole pyramid by the simple process of
acquiring a large block of the stock of the superhold—
ing company in the open market. _

In order to forestall this unpleasant contingency,
the Insulls again went to the public for a further
contribution. This was in 1929, when they fo'rmed
the Corporation Securities Company of Ch.lcagc.).
Again the Insulls acquired a minority intere.st. in this
new corporation by the exchange of §ecur1txes and
a comparatively small cash contributlon.-'}"he new
company also invested heavily in the securities of the
Insull Utility Investments (Incorporated). The latter
had in its portfolio securities of an aggregate market
value of $285,000,000, and the Corporation Securl-
ties Company of Chicago had about $150,700,000 of
similar securities. _

The control by the Insulls and their associates of
this vast system seemed now complete, a}though they
did not own a majority of the stock of either of these
top holding companies. Thus they ow?ed only 469
per cent of the stock of the Corporation Securities
Company of Chicago, and only 19.2 per cent of the
stock of Insull Utility Investments (Incorp.orated).

By causing the former corporation to acquire 25.7
per cent of the stock of the latter, and by causing the
latter corporation to acquire 11.5 per cent of the stock
of the former, the Insulls were able effectively to con-
trol both corporations, and through them, the entire

pyramidic structure.
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In all, by January g1, 1932, the Insulls had formed
more than ninety-five holding companies and two
hundred and fifty-five operating companies. The in-
vestment which the Insulls had made to secure the
dlrectlpn of this pyramid was something less than
one million dollars. If we consider the market value
of their holdings in March, 1930, it amounted to more
than $100,000,000. This $100,000,000, in turn, now
controlled $2,500,000,000. For every dollar that the
Insulls originally invested, they now controlled
$2,500 of the public’s money. -

The Insulls were not absentee owners. They were
engaged in the actual management and supervision
of the affairs of their dynasty. Mr. Samuel Insull him-
self was chairman of the board of all five of the origi-
nal holding companies, and Mr. Samuel Insull, Jr., his
son, was the vice-chairman of four of the copmanies
and the president of the fifth. Martin J. Insull, a
br(?tht_:r of Samuel, was the President of Middle West
Utilities Company and a member of the board of di-
rectors of each of the other four companies. When the
two superholding companies were formed, Samuel
Insull became the chairman of the board of both and
Samuel Insull, Jr., the president of both, and Martin
J- Insull served on the board of both.

Naturally, the participation by the public in these
large corporations engineered by the Insulls could
h'ardl;.f be effected without the efficient aid of dis-
tx.ngulshed members of the securities-selling frater-
nity. To this end, the Insulls associated with them-
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selves the banking firm of Halsey, Stuart and Com-
pany. Through its efforts hundreds of millions of
dollars of Insull stocks and bonds were distributed to
the public. Their task was not a simple one and they
had to employ all of the strategy known to their pro-
fession. Indeed, it must be admitted that they spared
no expense and left no device untried.

In addition to the garden variety methods so com-
mon in Wall Street—and some of which we have here-
tofore described—they initiated an interesting I'E:lle
program, presided over by a professor of the.z Univer-
sity of Chicago, who came in the course of time to be
known to the public as “The Old Counselor.” He
delivered very stirring and persuasive speeches, all of
which were prepared for him by employees of the ﬁr.m
of Halsey, Stuart and Company- His task was to in-
spire the public with his mellow voice and winning
personality, and to make them feel the real advantages
to be derived from purchasing securities spo?sored
by Halsey, Stuart and Company, among which, of
course, the Insull securities loomed large.

The rest of the story of Insull’s empire—its co}-
lapse despite every effort to preserve it, M. -Insull s
self-imposed exile and enforced return to Elus coun-
try-to stand criminal trial, and his dramatic aer pa-
thetic death in a Paris subway—are all too fresh 1n t-he
public memory to need repetition here. No financier
in our time had a more dazzling rise or suffered a more
tragic fall. The greater pity, however, is that tens of
thousands of innocent investors went down too.
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“IT,S UP
TO THE GOVERNMENT”

M:;S'I;toil t}[;e banks and investment houses inves-
reddip %;orf Y thf? Sena!;e Committee were “Wall
iy i bcer;lls, elfher situated in that geographi-
dc)minat};d lgt -nancmlly mighty center of finance, or
et i );?r it. We come now to some banks which
oy T from New York City, and under differ-
banks”po(;estﬁnm:ely' These were the famous “group
Fibeiaty 1o e Clltyd Dj _ Detroit, whose collapse, in
holli_ oy the £ osliéwgng n{:‘;;i}i to the national bank
o cl'?f;:s :Vt;:’eldt.vm such “group banks” in Detroit.
Sk stiek- of t;; ing company, owning all of the capi-
s e ; t\Iflarlous ux}lt banks affiliated with it.
Incorporatede Thc Guardian Detroit Union Group,
iy . The other was called the Detroit Bank-

pany. They were, prior to their collapse at
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least, very imposing institutions. The Guardian
Group, organized in December, 1929, had the bless-
ing of the magic name of Henry Ford himself, for no
less a person than Henry Ford’s own son, Edsel Ford,
sat on the board of directors, and Mr. Ernest Kanz-
ler, Edsel Ford’s brother-in-law, served for a time as
its Chairman.

Many other famous and nationally known figures
of the automobile industry likewise served as direc-
tors, including Roy Chapin, of the Hudson Motor
Car Company; William Fisher, of the Fisher Body
Corporation; Alvin Macauley, of the Packard Motor
Car Company; and Ransom Olds, Chairman of the

Reo Motor Car Company. Mr. Charles S. Mott and

Mr. Fred J. Fisher, Vice-Presidents of the General
Motors orporation, Were also identified with the
original formation of “‘the Guardian group.” Indeed,
there were so many noted figures from the automobile
world, that the Guardian Group became known
throughout the country as an “automobile” bank. At
its peak, this group controlled twenty banks in six-
teen Michigan communi
porations as well, with resources O
dollars.

The other “group bank,
Company, organized in January, 1930 had to get
along without the prestige of a member of the Ford
family on its board, but it was even larger than the
Guardian Group. At its inception, it had combined
resources of $725,000,000 and capital, surplus and

ties, and thirteen other cor-
f over half a billion

» the Detroit Bankers

R e
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updnvnded.proﬁts of $90,000,000. One of its units, the
First National Bank in Detroit, itself had 194
branches and seventy-six directors, and was the third
largest separate bank outside New York City. The
banks v'vhich formed the units of this group served
approximately 9goo,000 depositors.
thaThese ‘.‘group banks” were supposed to be sounder
n ordinary banks, yet they were the first great
metropolitan institutions to go under in the crisis of
1933. To understand this paradox, and to follow
clearly what happened to the banks in Detroit, it is
necessary to know just what is meant by a “group
bank,” and what the problems are which it is sup-
posed to solve.
Everyone will agree that the first desideratum of
a bank, or a system of banking, is that it should be
safe. -Nothing is of more basic importance to the eco-
nomic life of the country. Yet even before the na-
tional bank holiday of March 5, 1933, bank failures
by the hundred were a commonplace occurrence in
the world’s wealthiest country. Between January 1,
lgzx,.and March 15, 1933, over 11,000 banks, with
deposits of over five billion dollars, closed their doors.
Even during the “new era” years of fabulous plenty
from 1921 to 1929, over 5,700 banks were suspended,
with deposits of over a billion and a half. Such great
losses, _demoralizing to business and bringing cruel
hardship to millions of depositors, large and small,
:jlre 'by 310 means inherent in the nature of banking
institutions. During the same periods, for example,
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in Great Britain, the home of banking, not a single
bank failed; and in Canada, only 2 handful.

The historic banking holiday of 1933 when every
bank in the United States closed its doors, was merely

the culmination of decades of an archaic banking

structure, which finally crumpled up under the ham-

mer blows of the depression. Even today, six years
after that dramatic demonstration of fundamental un-
soundness, the problem is essentially unsolved.
From time to time, many panaceas have bce'n sug-
gested to cure these admitted evils. According to
some, the fault lies in having a multitude of small
institutions, instead of a few big ones. The devFloP-
ment of branch banking, although bringing with 1t
all the dangers of greater and greater concentration
of control over the nation’s credit by a few private
individuals or corporations, has been defem?.ed vig-
orously by this school of thought, as the logical and

gthen our banks.

necessary way to stren banking has been very
an

On the other hand, branch ;
unpopular in certain quarters, not merely because 1t

trend is in the direction of 2 “money trust,” but also
because it means the domination of smaller commu-
nities by strangers, who may care and know little of
local needs and prejudices. Justas the small town maji
prefer its own familiar grocer, to an impersona
branch of some nation-wide ch
its own bank, operated by well
to the representative of some f
big-city banker.

ain, so it may prefer
known local figures,
ar away, inaccessible
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I.V'ow, the so-called system of “‘group banks,” of
which the Detroit companies were leading exarr;ples
purports to be a compromise between the advocate;
of branch b.anking and its opponents. Under this sys-
tem, a holding company is organized, which acquires
t}.ie_stock of a number of individual banks. These in-
dividual -banks are left to operate, under their own
names, with their personnel undisturbed, and with a
high degree of independence in their management.
At Ehe same time, the common ownership enables the
various banks in a group to co-operate with one an-
oth‘er in case of need. The system is supposed to
unite the strength of a great institution with the
benefits of local autonomy, combining the best fea-
tures of both.

Such was the theory. But the practice was very dif-
ferent. The Senate Committee investigated thor-
oughly the rise and collapse of the two great “‘group
ba-nks" of Detroit; and its conclusions, to put it

ildly, dq not inspire confidence in the new system.

; To begin with, it was found that through the de-
vice of the holding company, which was the central
idea C[f the scheme, a handful of ambitious promot-
ers, with no stake of their own, could—and in the case
of one of the groups did—seize control of the whole
setup at its very inception. The Detroit Bankers
Company, as we have said, had resources of almost
three quarters of a billion dollars. Yet, incredibly
enc).ugh, control of this vast sum, representing the
major part of the banking resources of the fourth
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largest city in the country, was obtained by a dozen
men who advanced only $1,200, all told, out of their
own pockets!

How this remarkable result was accomplished is
not a secret to lawyers trained in the intricate art of
separating the management and control of a corpora-
tion from its titular ownership, and perpetuating
power over other people’s money. Mr. Julius H.
Haass was the guiding spirit. Together with eleven
other gentlemen, some of them already directors of
other banks, he organized the new corporation, the
Detroit Bankers Company. The stock of this new
corporation was of two kinds: first, there were 2,500,
000 shares of common stock at $20 a share; and, sec-

ond, there were one hundred and twenty so-called

“trustee shares,” costing $10 each. These one hun-

dred and twenty “‘trustee shares” had all the voting
rights, and they were promptly distributed among
the twelve organizers, who thereby, for $1,200, 3¢
quired complete control of the company without re-
sponsibility to anyone.

The next step was to get con
Detroit banks and unite them into one group. These
were the People’s Wayne County Bank, the First I\fa-
tional Bank in Detroit, the Detroit and Security
Trust Company, the Bank of Michigan, and the Pen-
insular State Bank. To each of the stockholders of

sent, inviting the

each of these banks, 2 letter was '
stockholder to exchange the stock he then owned In

trol of five important
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hi .
s bank for a certain number of shares of the 6t

mon stock of the new corporation.
: T.hlS letter was very skilfully drafted; it was a mas-
erpleFe of sonorous financial conservatism, shrewdly
conceived to draw the most wary stockholder into the
ETOJCCIZ. It was signed jointly by the officers of all five
anks, and stated that it was sent with the unanimous
gpproval of the boards of directors of each of the
anks. It was pointed out that the banks and trust
companies which would thus come into one family
gtlnlld fc;rm a migh ty whole, having a combined capi-
tot;lli-rp us and undivided profits of $90,000,000 and
oy ozstouli'ces of $72 5,000,000. Above all, the letter
i _dt e lure of- high dividends: “It is prOIDOSed
e COVI ends -be paid upon the common stock of the
- anr::pany, in the aggregate amount of 14 per cent
5 affun(;, p'ayable quarterly.” No stockholder
- bt orh to 1gnore so golden an opportunity, par-
oy Y when it came to him over the signature of
e officers of his own bank and other leading bank-
ers of the community.
- V\}il}llen the new structure was finished, the former
ock olders of the five banks held stock in the new
holding corporation instead: the new corporation—
the Detroit Bankers Company—held all the capital
.?tock of the five banks; and the twelve trustees, own-
ing .$1,.2oo worth of shares, controlled the whole or-
ganization.
'l:'he other group bank—the Guardian Detroit
Union Group, Incorporated—was formed by the mer-
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. There were no

“trustee shares” in this organization, but the spirit of

ger of two earlier holding companies

bold speculation was pervasively present. The leading
organizer here, and the pioneer in introducing group
banking to the State of Michigan, was Mr. Robe.rt 0.
Lord. Mr. Lord had spent many years in a Chicago
bank before coming to Detroit in 1927, but he was
nevertheless characterized by Alfred Leyburn, the
dispassionate National Bank Examiner for the De-

troit district, as follows:

It is very apparent that Mr. Lord of the Guardian
Group is not a banker and he never has been and never
will be one. He is more of a glad-hand promotion type,
and he always chooses the path of least resistance, whl_cillzl
has now [ June, 1932] created the present problem wi

the group.

From the very beginning, as was (o be exp'ected,
the stocks of the new group banks were th.e subject of
furious speculation. They were at once listed on the

Detroit Stock Exchange. In 1929, Guardian Gsroup
stock sold in quantities at around 250 to 300. SOME
Within a year the price

shares reached as high as 350- VW1 gl
had dropped to 75 or 80- Such “nose dives’ 1n the

market price of the stock of the hol'ding company
naturally caused profound apprehens.lon and. ugeasl:;
ness among the depositors of the various unit - a? 1
forming the group. Large withdraw?ls of deposits fol-
lowed. Instead of the weak units being buoyed up by
the strength of the group, as they were supposed to be
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in theory, it generally worked the other way around.
Like the rotten apple in the fable, a sick member
tended to contaminate its healthier fellows, and
caused s.uspicion of the whole group. Failure of con-
fidence in the group as a whole, in its turn, dragged
down the individual units as well.

Mr. Lord testified that “the decline in the quoted
price of group shares was adversely affecting the insti-
tution’s standing with an already hysterical public.”
Mr. Kanzler testified that the market price of the
.vftock was “inherently and unfortunately” bound up
in the public’s mind with the caliber of the institu-
tions represented by the stock. Dr. Fred Murphy,
Chairman of the Board of the Guardian National
Bank of Commerce, one of the units of the group,
wrote: ““There can be no question but that brokers,
as a class, are interested solely in the buying or selling
of astock in order that they may collect a commission.
Undoubtedly their constant telephoning to stock-
holflers has been very unsettling.” In the opinion of
various other officers, the stock was being “batted
around from pillar to post like a football,” and “a
large percentage of the decrease in group deposits can
be traced directly to market quotations on its stock.”

- These are the statements of officers of the Guar-
dian Group, or of its units themselves. Yet, despite
urgent suggestions, those in control refused to take
the s:tock off the Exchange. That would be “too un-
settling”; it would be construed as an admission of
weakness. Instead, the dominant spirits preferred to
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put on as bold a face as possible, to keep up appear-
ances at all costs. A $27,000,000 pool was formed for
the purpose of trying to sustain the market price of
the stock. High dividends were declared, just as
though all were really well, to reassure the public.
Glowing statements of the banks condition were

sent out to stockholders, drawn to mask or conceal the
that actually existed. As one

profound weaknesses :
ly put it, it was decided

memorandum somewhat naive
that the consolidated financial statement should be in
the “standard form’’ rather than the «“understandable
form,” which was felt not suited to the times.

Often resort was had to barefaced juggling and
shifting about of funds from bank to bank, on the eve
of an expected examination, so that ban}:s really
heavily in debt could make 2 fictitious showing of be-
ing wholly out of debt. We will spare the reader the
intricate details, which would lead us into a bewilder-
ing maze of evasive technicalities and accounting
magic. So fair a picture was painted, indeed, that even
colleagues in the banking fraternity throughout the
country were misled into congratulation. The Na-
tional City Bank of New York wrote, “You have made
a good showing.” The Chase National Bank assured
them, ““You have every reason to be proud.” The Irv-

ing Trust Company felt, «1f all the banks of the coun-

try pursued a similar policy [with r.egard to df‘:'bt],
there would be a far greater stability In banl.cmg. To
the Bank of America, New York, the showing of the
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Guardian Group seemed “little short of miraculous.”
Dozens of other banks sent similar messages.

As late as January 24, 1933, the stockholders of
the Guardian Group were told that “while bettering
their liquid position, our banks have at all times con-
tinued to render constructive, helpful service. .
Consolidated net earnings of the Group Company,
banks, trust companies, and all other affiliated com-
panies amounted to $1,316,952. . . . Nothwithstand-
ing the exceptionally trying times . . . our unit banks
are entering the new year prepared to furnish better
and more efficient banking service to the communi-
ties which they serve.”

But even before such a gratifying and reassuring
report could be properly printed and distributed,
these highly efficient and liquid institutions col-
lapsed!

Behind the scenes, of course, the Guardian Group
had long been in bad straits. The group had com-
menced operations after the beginning of the de-
pression in 1929; but the latter’s unparalleled extent,
especially the paralysis of the automobile industry
upon which almost all values ultimately rested in De-
troit, shook Detroit banks to their foundation. The
situation, at its best, was grave in the extreme, and
called for the most prudent and conservative banking
policy.

This was just what the Guardian Group did not
pursue. The group was a boomtime project, con-
ceived in a boomtime mood, and it was managed
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with boomtime nonchalance. The vaunted “auton-
omy” of the individual banks which fol‘r{led the units
of the group covered a shocking laxity the super-
vision of their activities by: the centra} Istiturion.
These units had been permitted to !)ecome en-
meshed in bad loans of huge amounts which were not

charged off as losses, and in many “slow andddlub;
ful” assets. Tens of millions of dollars ha % ee :
loaned on the security of real estate, which could no

i itions.

possibly be liquidated under depression condrlit: i
Further millions were loaned on -the secu -

Detroit Union Group, In-

shares of the Guardian

corporated, itself. It is, of course, illegal, for a bank

to loan money on the security c:f its own stocltc.ﬁ?::l:
the holding company was technically dlff'eren e
the banks whose stock it owned; and t}!1s techn
distinction, thin as it was, sufficed to satisfy thf e;in
standards that prevailed. These 1oan§ werehI:: t‘; o—Y-
illegal in all but the technical sense—if ﬂolt; : o,int of
they were also highly jmproper from t 61 dP i
view of sound banking. For the banl.cs COu-11 If] rther
out such collateral without depressing 51:1 s c:llusing
the market price of group stock, and thu

¢ f confi-
more withdrawals of deposits and more loss'o

- rity at all.
dence. In effect, such security was no security

National bank examiners rotested and warned re-

med the “out-

. ter
peatedly against wh%

— teral in grou
ration” of colla :
rageous concent W

f the various banks 1n

but to no avail. Many of t
made to officers and directors O
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the group itself, to enable them to buy group stock.
Toward these officers and directors the utmost leni-
ency was exercised. Such loans on group collateral
were practically never called. At least partly on this

sort of worthless security, the Guardian National ,

Bank ?f Commerce, one of the banks of the Guardian
Detroit Union Group, loaned to its directors over
$‘-4,400,000 in direct loans and over $3,500,000 in in-
direct loans. Similar loans by other banks in the
group were on the same scale. As for the Detroit
Bankers Company, the figures here were even
largel.‘: the banks in this group loaned to their direc-
tors, in direct loans and affiliated borrowings, no less
than $42,000,000.

The banks in the Guardian Group were still fur-
Fher weakened by losses which sprang from nonbank-
Ing corporations owned by the group. There was ab-
solutely nothing to prevent the group corporation
from. entangling itself in any kind of dangerous busi-
ness it pleased. Not being itself a bank, but a holding
company, it was in no way subject to the supervision
or co.nt.rol of the banking authorities, or to the legal
restrictions that governed the operations of a bank,
any more than “security affiliates” like the National
City Company or the Chase Securities Corporation
were. There was therefore nothing to prevent the
Guardian Group from buying control of K eane, Hig-

bie and Company, a Michigan investment and bro-
kv:arage house; and when this company got into severe
difficulties, it was the group that had to come to the
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rescue. The strain which this put upon the group’s
resources was, indeed, listed by National Bank Ex-
aminer Leyburn as one of the principal reasons for
its eventual downfall.

Altogether, it became clear that the group corpora-
tion was a liability, rather than an asset, to the banks
it controlled—at least to such as had any degree of
soundness. The holding company desperately needed
money, not only to sustain morale and confidence by
paying dividends to its own stockholders, but to meet
about $850,000 annual expenses, covering operating
expenses and interest charges on Over $14,000,000 1t
had been forced to borrow. It had no source of sub-
stantial income other than dividends paid to it by the
banks whose stock it owned; and in the'eyes of Fhe
officials of the holding company, the chief -fL{nctlon
of these banks was the production of such d1’v1der.1ds.
The unit banks were ruthlessly “milked,” against
every dictate of banking prudence :.m.d cautlonl. So
flagrantly improvident were these dividend declara-

tions, in view of the shrunken state of the bank’s as-
sets, that in the opinion of Bank Exflmlner Leyburn
they were “absolutely unwarranted_' not only from a
business, but from a legal, standpoint as well. :
Nevertheless, from 1929 to 1932 the Guardian De-
troit Union Group, Incorporated, squeezed more

than $9,700,000 in dividends out of its _unit banks,
and paid over to its stockholders approxnmat'elylr $9.-
$00,000. Time after time, banks whose capita was

. . - it
actually impaired, according t0 the impartial audi
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of the bank examiners, were forced to deplete still
further their already alarmingly inadequate means.
Thus, in May, 1932, the bank examiner reported
that the Guardian National Bank of Commerce had
taken a loss of $1,200,000, but that this sum was
merely “nominal” in comparison with the actual
loss, which was so great in amount that the authori-
ties did not dare make it public; that the bank de-
rived no strength from the group, which was a con-
stant drain upon it, and that “the situation is a seri-
ous one.” Yet this bank had paid out a dividend of
$200,000 for the first quarter of 1932.

In November, 1932, another bank examiner re-
ported that the “doubtful” loans of this same bank
then exceeded the entire capital funds of the bank; yet
a dividend of $150,000 was declared by it, for the final
quarter of 1932. Whatever scruples or hesitation the
officers of individual banks might manifest were
suavely over-ridden by imperative and very specific
“suggestions” from the parent body. It was at all
times the Group Corporation, the supposed reservoir
of strength and safety, which exercised this disin-
tegrating pressure.

The Detroit Bankers Company—the other group
—was equally reckless in its dividend policy. It had,
as the reader will remember, promised its stockhold-
ers dividends of seventeen per cent, in the palmy days
of 1929, and, depression or no depression, this was
one promise the directors kept. The full seventeen
per cent was paid throughout 1930 and 1931, despite
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the increasing gravity of the banking situation. In the
first quarter of 1932, a reduction was finally made—

to sixteen per cent!
In order to maintain these dividends, the stronger

banks in the group were subjected to a terrific strain.
As business conditions went down, dividends .frorn
these banks went up. The important First National
Bank in Detroit, for example, had paid average divi-
dends, from 1925 to 1929, of about $g7gf,ooo. annu-
ally. In 1930, after joining the group, it raised its
dividend to $1,187,000; and in 1931, the bank fctund
it possible to pay dividends of $4.6 5o,fJoo—four times
as much as in 1930, and almost five times :jls.much as
in the prosperous years before it had joined téle
group! Even in 1932, in the Vvery depths of .thed. -
Pressiop, this bank paid out over $2,80.0,000 in divi-
dends—almost three times as much as 1n 1929. :
Mr. John Ballantyne, the President of the Detroit
Bankers Company in 1931 and 1932, was completﬂ,y
unprepared to defend this dissipation of the bank's

Teserves:

ou recall any facts and circum-
stances which warranted the payment, having in mm(i
business and banking conditions as they were in 1931, ol
that dividend of over $4,600,000 by the First Nationa
Bank?

MRgR. BALLANTYNE: 1 could not h
subject. . . . I was giving all my time to

Mr. Pecora: ... Doy

ave any idea on that
the question of
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4 . i ot-
credits in the bank. . . . I do not have any personal knowl- banks. The First National Bank of Detroit was not 1 'y

edge of what the dividends were. . . .

MRr. Pecora: Had this dividend of over four and 2
half million dollars been earned?

MR. BALLANTYNE: I am not prepared to say. . - -

MR. PEcora: What can you tell us about the declara-
tion of these dividends of over four million, six hundred
thousand, in the year 1931?

MR. BALLANTYNE: I cannot tell you a thing.

How little warrant there was for such dividends
was clearly shown in the reports of a number of bank
examiners. In July, 1932, the losses had been fount‘1
so great, that the examiners feared to tell even the di-
rectors of the bank their full extent, lest utter dl?-
moralization result. In November, 1932, the exam¥
ner reported:

The enormous amount listed as doubtful cannot but
help reveal the extent of losses this bank will be called
upon to absorb. . . . Loan after loan in sizable amounts
was made to persons who had no license whatever t0
borrow money and who are so badly involved that it 13
useless to even consider that they can ever attempt to pay:

Examiner Leyburn testified before the Senaté
Committee that the First National Bank had becom€

a veritable ‘“‘monkey house.”

MRgr. LEyBurn: In t place, let us get thi

ten—it was putrid. . . . Tm& th.is bank, as in t'htf
case of the Guardian Detroit _
volved condition of the holding company, the Det.r01tL
Bankers Group . . . the ta ing over of the American/
State Bank and the banks at Redford. SEAI
percentage of loans secured by real-estate €O ad tha..
Speculative loans did not have proper attentlon,-ar;r o
most incompetent management that the examin

ever contacted in a large bank was met with.

The beautiful annual financial statements whic
had aroused so much enthusiasm and congratulatlcljln
among their banking colleagues d_id not arrest tﬂe
debacle in either group. The public was apparently
harder to fool than the bankers. They kept dréwmg
their money out by the millions. Guardian ro:.xp
stock, which had sold in the go0’s, dropped to 5{/:,
and was actually not freely disposable 1n qua;z c:d{
even at that price. Detroit Bankers Comli';antglf] e
dropped to $80 by the end of 1930, to $30 ,fd e
of 1931, to $10-15 by the end of 1932, and,
months later, to nothing. el il

By February, 1933, the long- . :
onirfg was atnlrland. It was in the Union (ﬁ;uaédxzi
Trust Company, one of the unit banks in the LU

dian Group, that the most acute dlstres;;o‘;)trsolcgdo:;:
The group authorities made desperate etam e
hausted every means of help. The 1m;c:lolt;_ T
bile magnates who were directors an 1gd T
ers had already, at various times, advance

You have heard a story about rotten loans and rotiei—
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$2%7,000,000 of their own money, by way of loans, to
help keep the structure intact. The Ford interests
alone had advanced $16,000,000, in one form or an-
other, in the preceding three years. In this emer-
gency, the group turned to the Reconstruction
Finance Corporation, organized under President
Hoover in 1932. This body had already loaned the
Guardian Group banks over $16,000,000 (part of
which had been canceled) . Now they were asked to
make a loan of an additional forty-nine millions and
a half or, at the very minimum, forty-three millions
and a half.

The Reconstruction Finance Corporation, how-
ever, felt that the assets which the Guardian Group
could offer as collateral were, at their most liberal
valuation, insufficient to cover this proposed loan.
Mr. Ford, who was asked to help by subordinating
$7,500,000 Ford deposits, declined, feeling that he
had already done enough. The Reconstruction
Finance Corporation concluded that its offer was the
maximum it could legally make. The difference be-
tween at least temporary safety and a crash was very
narrow—not more than ten or thirteen million dol-
lars.

Mr. Kanzler, in fact, testified:

The board of the Reconstruction Finance Corpora:
tion was willing to lend thirty-seven and a half million
dollars, but forty-three and a half million dollars was
necessary.

22
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Six million dollars would have kept these institutions

from closing.

Six million dollars—and the Guardfian Group hag
disbursed over mine million dollars in unwarrante

dividends! D "
Chief Examiner Leyburn gave 2 vivid picture ©

the negotiations:

Mg. LEYBURN: . . . The Reconstruction Finance Cor-
poration talked to us about the loan. They ﬁgu:r;d ltlh:}z
was not enough security there. And they asked 2 .
time, “Well, what will Mr. Ford do?” - -~ At that r:;:’.‘een
ing was Ogden Mills, the Secretary of the Treahs;réanhy,
Undersecretary Ballantyne, Jesse Jones, Mr. Mc :
who was a member from Utah, and . . - Pomerene,

uess it 1s. . . - .
? Their idea was all the way through, or thellrc;zlz:gj:
was—and they did not hesitate to say SO anc_l ey
call whether they stated that openly, 1 wals; mthe 0
ing of course by myself; 1 don-’t recall whet ert acibut 2
it openly or just at the meeting 1 was pr?.s fll-lhe figured
was, ‘“Why should we bail out Mr. Ford? Y

that he should come to the rescue up ther.:i.n BEC
Just about the conclusion of that meeting

|

om-
a uzens to TEC
“Wh e want to get Sen or 2