So when he said to Mr. Perkins, “As you want the stock 765s0 badly, to keep the
Belmont board in control and protect the Southern Railway, | will let you have it if you
will pay me ten millions more than it cost,” the proposition was promptly accepted;
and the deal was closed on this basis. The Louisville & Nashville and the Southern
Railway companies were supposed to have been jointly interested in the purchase,
but the Gates stock was finally turned over to the Atlantic Seaboard Air Line.

Buying control of the Louisville & Nashville by Mr. Gates was a far bolder operation
than President Hill’s purchase of the stock of the Burlington & Quincy for the Great
Northern, orthan the Moore Brothers’ purchase of control of the Rock Island and their
subsequent great inflation of its stock and bonded debt, because Gates bought it
merely as a speculation, without any desire to manage the road. He was fortunate in
being able to sellit so easily to those he had frightened by his daring coup.

It is interesting to compare the leadinginfluences, or principalfactors,in Wall Street in
1903 with those of 1901 and 1902. Stock Exchange transactions in that year were very
much smallerthan in 1902, but not nearly as much so as the totalin 1902 had fallen
below those of 1901, the year of the greatest activity and excitementin this
memorable speculative period. The sales in 1903 aggregated 161,099,800 shares,
against188,497,600in 1902 and 265,945,700in 1901. The largest total on any one day
in 1903 was 1,539,000, against 1,996,000 in 1902 and 3,202,200 in 1901. The largest
inany month in 1903 was that of January, 16,002,300, against 26,568,000 in April,
1902, and the smallestin 1903 was 10,731,000 in November, against 7,884,900 in
June, 1902.

The barometer of the iron trade was still rising at the opening of 1903. Good crops had
been gathered and were being sold at good prices; railway earnings were large, and
railway companies were making heavy expenditures for new equipment and
improvements, and every department of business and manufacturing industry
seemed prosperous, with the 766iron trade enjoying its full share of that prosperity. So
heavy, indeed, was the demand foriron and steel that the capacity of our works was
unequalto it, and we were importing iron and steel largely, as we had been in 1902.

ButinJune theiron industry experienced one of its time-honored lightning changes.
That barometer suddenly fell. The demand subsided with surprising celerity in all
lines, and by November prices in some of these were fifty per cent. lower than in
January. The boom in theiron trade which commenced in 1899 was at an end after
lasting for four years. At the end of the year, however, the trade began to revive, and
1904 witnessed a slow but steady improvementin it, as the reports of the United
States Steel Corporation’s earnings have shown. Consequently that highly inflated



company, after being forced in 1903 to suspend dividends on its common stock, was
encouraged to continue them at seven per cent. on its preferred stock. But this carried
cold comfort to the hundreds of thousands who had been impoverished by buying
these stocks at the high prices at which they were floated here and in Europe.

Before the end of 1903 liquidation on a large scale in stocks had run its course and
exhausted itself, and the market quieted into comparative steadiness; and in 1904 we
had, on the whole, nothing more than a dull trading market, with the outside public
very largely absent. But there has been a general tendency toward slow improvement,
although the net earnings of both railways and industrial companies have, on the
average, shown a heavy shrinkage, a reflection of the reduced volume of trade and
more or less industrial depression following the overstimulated boom of previous
years. Justas 1901 was the year of the most unbridled and unrestrained inflation,
1902 witnessed a constant battle against the tendency to a downward reaction, and
1903 saw and felt the reaction, which was all the more severe because it had been so
long delayed.

In the cotton market, however, as wild and extraordinary a bull speculation raged in
1903 and the early part of 1904, 767under the lead of DanielJ. Sully in New York, and
William P. Brown and a Southern clique in New Orleans, as ever excited the Stock
Exchange. Through their manipulation, helped by the statistical position of cotton and
the prospect of reduced production, cotton rose, under an enormous and
unprecedented volume of transactions, from about eight cents a pound here to
seventeen cents, with frequent violent fluctuations, and Mr. Sully was avowedly
planning to carry it up to twenty cents, when he found his resources insufficient to
carry, on a falling market, the amount of cotton sold to him. So after going up like a
rocket, he came down like the rocket stick, although his previous profits by the rapid
rise had run into several millions. It was well that a halt was thus practically called to
this excited speculation and excessive advance in cotton, forit had inflicted heavy
losses upon spinners and caused the closing of many mills. Sully’s failure was the
logicalresult of a too daring speculative campaign, and reminds us of that vaulting
ambition which overleaps itself and falls on the other side.

Glancing at other countries, | find that Canada made more material progress in 1903
than in any previous year in her history, business increasing substantially in nearly
every branch of trade and finance, stimulated by bountiful crops and 150,000
immigrants. Butin England the continued decline of British Consols to the lowest
prices in a generation reflected a low financial barometer, the legacy of the costly
South African war. France, however, made the best showing of the yearin Europein
finance and general prosperity, while in Germany a vigorous industrial revival lifted



that country out of its previous depression consequent on over-speculation and bank
failures.

One question of great interest in relation to our new industrial combinations is
whether a proper readjustment of their hugely inflated capital and excessive charges
will place them permanently in a condition of efficiency, productiveness, solvency,
and prosperity, or whether they will ultimately drift, one by one, into the hands of
receivers through their 768inability to make both ends meet, or become hopeless
wrecks, like the Shipbuilding Trust. The same fateis liable to overtake many other
large flotations into which there was a too copious flow of water, supplemented by
chicanery and misrepresentation. Many of these have been organizedin disregard and
defiance of legitimate finance, and have exposed the stock market and all the
monetary interests depending upon them to risks and disastrous disturbances
inseparable from organizations whose foundations rest largely on wind and water and
on prospectuses and book-keeping that often failed to tell the truth, the whole truth,
and nothing but the truth.

It was well that a stop was practically put to the creation of such inflated industrial
combinations, as well as to needless combinations and highly inflated stock issues
among therailroads for power and profit and stock-jobbing purposes, by the course of
the Wall Street banking interest, to which | have referred, in coming to the conclusion
that the over-watering of new companies, the marketing of new stocks, and therise of
prices on the Stock Exchange had been carried beyond the point of safety, and that
the outside public had bought more speculative industrial and railway stocks than
they would be able to carry on a falling market.

They argued, therefore, that their buying power and their inclination to buy were nearly
exhausted, and that the stock market had become largely a field of action for certain
heavy and reckless speculators, each of whom had suddenly made many millions by
the formation of new trusts and railway combinations. Some of these had become
multi-millionaires through the early sale of the heavy amounts of United States Steel
stock they received in exchange for their plants when that huge corporation was
launched in its sea of water. In this they were like some others who enriched
themselves by their industrial combinations in the West before they branched outin
Wall Street.

Very large bank loans to the brokers of these big operators were gradually called in
and fresh accommodations refused 769them. Without loans it was impossible for
them to buy and run up stocks to inordinately high prices, as they had been doing.



Therefore they found that, to a large extent, their occupation was, like Othello’s, gone.
They were eagles with clipped wings.

The heavy liquidation by large and small operators in 1903 caused a heavy and almost
continuous decline in prices on the Stock Exchange. Many rich men were compelled
by this shrinkage and the calling in of their loans by the banks to sell out heavy lines of
both railway and industrial stocks. Not a few of these lost practically all their capital,
while nearly all the rest sold a large part of their best holdings to protect the
remainder, which became unmarketable.

This period of liquidation and depression left Wall Street and the country at large in
1904 thickly sprinkled with poor rich men, capitalists with a good deal of property, real
and personal, including stocks, but allunsalable in the market except at an almost
ruinous loss. Their policy is naturally to hold on to what they have left till the tide turns,
and if they are strong enough to be able to do this they will doubtless meet with their
reward. History repeats itself in Wall Street as well as elsewhere, and with this
prospect in view they can cheerfully say, as the old song says, “There’s a good time
coming, boys; only wait a little longer.”

Meanwhile, those who were active in Wall Street during this eventful period of inflation
and speculation must note, more than others, the vast change that has come over
sentiment and opinion in Wall Street and everywhere else.

Both Wall Street and the outside public have lost the faith that they had in many of the
stock-market leaders, the men who were once followed blindly in their schemes of
inflation and regarded as omnipotentin their execution. The power and prestige of
these leaders, for the present at least, have passed entirely away, and none are so
poor as to do them reverence. The devotees of the Street no longer worship the old
idols.

Wall Street and the public also lost faith in allnew 770ventures and new railway and
industrialbond and stock issues, aswell as in the good judgment and good faith of the
promoters and corporations concerned. The revelations of fraud, chicanery, and
excessive capitalization that have been made in the courts and elsewhere, have
undeceived even the dullest and most credulous believers in the schemes and
schemers that took the country by storm in the days of Wall Street’s wild and
pyrotechnical speculation.

Out of evil there cometh good, and this great change from blind credulity and
inordinate inflation to discriminating distrust and severe contraction has exerted a
wholesome effect in paving the way to a sounder, safer, and generally better state of



things both in and out of Wall Street. But meanwhile one bad sign is noteworthy. The
large corporations, being unable to market new bond issues, are borrowing heavily
from banking syndicates at five to six per cent. on notes running from one to three
years. There is dangerin this, and the way of the borrower on these terms may, like
that of the transgressor, be hard. But the end may justify the means; and the nation is
still growing as rapidly and as grandly as ever in our history from ocean to ocean.

There is nothing to provoke pessimism in the magnificent strides we are making in the
march of progress; Wall Street is always sure to reflect this progress and our growth in
material prosperity, as well as any periods of depression we may encounter, foritis
the great barometer not only of the country and the times, but very largely of the
world.
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CHAPTER LXIX.

REVIEW OF THE PANIC YEAR, 1903.

Theyear 1903 passed into history with few pleasant memories. To a great number of
individuals itwas a year of disappointment and loss. To the very few it was a year of
golden experience, demonstrating anew that real success only comes from rigid
adherence to sound business principles and abstention from illegitimate speculation.
Those who remained steadfast to well-established methods of finance and business
weathered the storms of the year with little injury; while those who defied economic
laws and ventured on the untried highways to success were, later, chiefly engaged in
repairing battered fortunes and gathering together their scattered senses.

Nineteen hundred and three was chiefly conspicuous as marking the culmination and
collapse of the great trust movement which began five or six years ago. The country
had fairly gone combination mad, both capital and labor emulating each otherin the
furious race toward combination and monopoly. All consequences were blindly
disregarded, only the advantages of combination receiving any serious attention, and
no regard whatever was paid to the workings of these huge combinations. Whoever
pointed out their inherent defects, their defiance of natural economic laws, their
ineradicable oppositionto human nature, their socialistic tendencies, their opposition
to individuality, their inability to suppress competition—whoever was bold enough to
oppose these tendencies on such grounds was swept aside with contempt and
indifference. This phase of the movement, however, was by no means the end of the



trust mania. It received an enormous stimulus from Wall Street, where the 772clever
promoter quickly discovered in the increased profits and power of these combines
something new to capitalize. These forced profits, together with the premiums paid to
original owners for control of good will and for promoters’ commissions, were the
basis of an enormous overcapitalization, the new concerns frequently being
capitalized at several times their real value. Not less than $6,000,000,000 of these
new creations was made within a few short years, forming the basis of a colossal
speculation, backed by unequaled financial power and launched upon an
unprecedented industrial boom. Itis not the purpose of this brief review to cite
instances of failure. Fortunately, the losses resulting from inability to unload on the
public fell chiefly upon those best able to bearthem, the panic being strictly financial
and, fortunately, not commercial or industrial. For the original shareholders in these
combinations who failed to sell, the losses were chiefly on paper; but they were
sufficiently heavy to seriously cripple many rich men whose fortunes had been locked
up in these enormously inflated new creations. Syndicate after syndicate was formed
to finance these organizations; some made fabulous profits, but others were closed
out with heavy losses, bringing the country to the verge of the greatest panicin history.
Fortunately, the country’s general prosperity was only slightly impaired by the
tremendous strain thus imposed on Wall Street. The storm was finally safely
weathered because of the prudence of our bankers and the strength of our national
resources, as well as the continued prosperity of the farmer, who once more proved
himself the backbone of the nation. These experiences have effectually killed the trust
mania, and its revivalis exceedingly improbable. Big corporations, itis true, will
remain, for the reason that they are the best known means of doing the world’s work;
but the era of excessive capitalization of good will, promoters’ fees, monopoly profits,
and the delusions of visionary economists is happily at an end. Whether the final days
of reckoning for the trusts have been seen or notis a question that must be left until
the ultimate test of business adversity is applied, 773which we sincerely hope is still
fardistant. At best, the future of the industrials is dubious. Along with, and as a
natural sequence of, the trust movement came the labor movement. The power of
combination once discovered was as badly misused by labor as by capital; even
worse, forthe demands of labor were pushed to such extremes of extortion and
injustice as to throttle business and arouse popularindignation among those who still
preserved some ideas of individual freedom.

Next to the trust movement the most potentinfluence in the business world was the
simply phenomenal boom in the iron and steel trade. The world had never seen such
rapid development before. This was based principally upon the enormous demands of



American railroads, which have been practically reconstructed in order to meet the
tremendous rush of traffic which the nation’s growth has imposed upon them. The big
car and the big locomotive necessitated heavier rails, new bridges, and new terminal
facilities; so that hundreds and hundreds of millions were thus expended, very largely
out of current earnings, butin many cases, also, by the creation of new capitalissues.
It is probable that the heaviest portion of this work has been done, yet much remains
to be completed, and railroads will be heavy buyers of steel to continue projected
improvements. Another powerful stimulus to the iron trade was the use of the steel
frame building for office purposes. This meant a revolution in office buildings, and the
business centers of all our large cities are undergoing a process of reconstruction
which is far from complete, and was broughtto an abrupt halt by the extortionate
demands of labor. In addition to these two great sources of demand the uses of iron
and steel are steadily extending with the progress of invention, the cheapening of their
cost, and the high price of lumber. The iron trade’s pace was too rapid to last, and the
reaction came with unexpected severity in the latter half of 1903, precipitated, of
course, by the financialreaction, which, alongwith the labor agitation, discouraged all
new enterprise.
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CHAPTER LXX.

LEADING WALL STREET EVENTS UP TO THE FALL OF 1907.

The naturalresult of the panic of 1903, and the long period of depression in Wall
Street, was that an unprecedentedly large surplus reserve was accumulated by the
New York banks in 1904, reaching its maximum in August. This was still further
swelled in 1905, when speculation for a rise again assumed formidable proportions,
and new high records were made in the stock market. Both bank loans and deposits
reached a magnitude never before known, and the activity on the Stock Exchange,
combined with that in trade, and land, mining, and other speculations outside of Wall
Street, caused the clearing house exchanges to greatly exceed those of any previous
year.

Ourforeign imports also increased till they made new high records, although our

exports failed to keep pace with them. This large import trade reflected both the rising
fortunes of the rich, who had suffered severely during the depression of 1903, and the
general prosperity. Our imports are the barometer of the times. When these are good,
they are large; but in bad times they shrink enormously, for a large percentage of them



represent luxuries, and we are a luxury-loving people, and, in comparison with
Europeans, our manner of living is expensive, not to say extravagant.

Before the end of 1905 the banks of the rest of the country followed those of New York
in reporting deposits and loans larger than ever before, whereas in the early part of it
their only high record was in the amount of their cash reserves. This showed the great
demand for loans and discounts to meet the requirements of the rapidly increasing
volume of trade and speculation.

775The amount of money available for loans was largely reduced in the early part of
1905 by our heavy exports of gold. Butit was subsequently increased by the issue, up
to December 1st, of sixty millions in National Bank note circulation, which was so
much fuel added to the fire of speculation, not, however, in Wall Street, as much asin
the interior, where there was a rage for new enterprises of all kinds, mostly
speculative. Everyone with money enough to make a venture seemed to be seeking a
short cut to wealth.

This inland speculation and business activity, particularly in the West and South,
caused the exchanges or clearings of the banks all over the country, exceptin New
York, which was comparatively dull, to reach larger totals than ever before. Ouriron
production and foreign imports, at the same time, made new high records.

The gold in the United States Treasury, owned by the Government, increased under
the tariffon imports from $193,072,614, earlyin 1905, to $291,258,135, nearthe end,
and the totalamount held by it, including that held against outstanding gold
certificates, increased to $816,354,352, the largest in the Government’s history, and
also the largest held by any government or institution in the world. The next largest
sum ever held elsewhere was $591,600,000, by the Bank of Russia, in 1898. Yeton
January 31, 1895, the totalamount of gold held by Uncle Sam—that is, by the
Treasury—was only $97,353,776, and on February 12th this had dwindled to
$41,340,181, owing to the run on the Treasury through fear that the Government might
be forced to suspend gold payments. But President Cleveland’s prompt actionin
selling bonds for gold—to the Morgan-Belmont syndicate—averted this possibility.

Before glancing at more recent events, itis well to refresh our memories by looking
back at the most conspicuous features of the stirring period in Wall Street’s history,
extending from the beginning of 1901 to 1906. In 1901 we had a year of extraordinary
developments, including new company organizations and old company
amalgamations, wild 776and reckless speculation by the outside public, heavy
borrowing of European money to carry on this speculation, the failure of the corn crop,
and, except for corn, a heavy fallin the prices of our products.



In 1902 Wall Street was flooded with new bond and stock flotation schemes, all
clamoring for bank loans, although the activity of trade called for all the loanable
capital available. Coincidently, there was wild and reckless speculation in stocks by
newly madeindustrial millionaires with large bank resources and enormous loans at
their command. The outside public, however, were not tempted by the bait they
offered. Hence, the banks had an excessive burden of loans, all the greater because of
the determination, at any risk, of the speculative capitalists to carry out their flotation
schemes so as to control great industrial, railway, and other corporations. Meanwhile,
there was an immense increase in our foreign imports and a decrease in our
agricultural exports, and a great rise in raw materials and the cost of labor. But,
fortunately, the year gave us a good corn crop and other satisfactory harvests.

Then came 1903 with its train of disasters. Investors took alarm at the masses of new
securities thrown upon the market, and withdrew from it. The securities consequently
became unsalable, and prices declined rapidly. This forced liquidation in bonds and
stocks of all kinds, particularly the better kinds, to save the poorer from sacrifice by
the syndicates, corporations, firms, and persons who were over-extended and unable
to respond to the calling in of loans by the banks and other money lenders. Wall Street
was full of “undigested securities,” on which it was impossible to borrow any longer.
So multitudes of holders had to sell them for what they would bring. Then came a
heavy decline in iron and steel, among other things, an equally heavy reduction of the
profits of industrial corporations, with many corresponding reductions in dividends,
and a very sharp contraction in our before greatly expanded foreign imports owing to
the hardtimes. We had a rich man’s panic, and plenty of poorrich 777men. But, again,
we had abundant grain crops, although the cotton crop was very short, which resulted
in our shipping more cotton to Europe in the autumn than ever before, while its price
was abnormally high.

In 1904 we saw one effect of the depression of 1903 in the abnormally large surplus
reserves of the New York banks, when money on call for about eight months loaned
largely as low as one per cent. Only four times before had these reserves been
exceeded. Then came the largest gold exports ever made by us. In June the stock
market began to recover under spirited speculation for a rise, together with much
buying by investors. But reckless professional speculators carried prices so high that
the market collapsed in December. During the year there had been a slow yet general
revival of trade, in the face of extremely high prices for cotton, resulting from a short
crop and a bull movement, which paralyzed the cotton manufacture, and caused
many mills to close both here and in England. But happily this was followed by the
most bountiful cotton crop we ever had, owing to the high price of the staple having



stimulated cotton planting all over the South. A heavy fallin the price of cotton
resulted, in which the bull leader failed. But the grain crops met with disaster, and
were the smallest since 1900, which resulted in the highest prices since 1898, and the
smallest exports to Europe since 1872. The presidential campaign in the meantime
passed without creating a ripple in the tide of Wall Street.

In 1895, simultaneously with much discussion of the world’s increasing gold product,
we saw both here and in the Old World, especially in the latter part of the year,
unexampled monetary stringency with very high rates for money. The surplus reserve
of the New York banks was wiped out twice, thatis, they twice fell below the dead line
of the required twenty-five per cent. reserve on their deposits, while the Bank of
England’s condition was the lowest since 1890, and the Bank of Germany’s the lowest
since 1897. Yet we had a very active and excited bull speculation in 778stocks, justas
Germany had, despite the high rates for money, and its abnormal scarcity consequent
onits vastemploymentin trade and speculative enterprises outside of Wall Street.

That the world’s increased gold product largely stimulated speculation for a rise, both
by adding to the amount of gold in circulation and the amount of paper money issued
by the banks against it, is certain. Its effect has not been seen in lowering rates of
interest, but in lowering its own value, or purchasing power, by reason of its increased
supply or, in other words, by raising the prices of stocks, commodities, labor, and
whatever else money buys. So the increased supply of gold has only quickened the
uses forit by fostering speculation, and the demand for speculation has outrun the
increased supply of gold—that is, money—and correspondingly raised interest rates,
as well as prices. In 1905 our national prosperity was crowned with abundant
harvests, the corn crop having been the largest on record, and that of wheat the
second largest. This gave a fresh impetus to trade and speculative enterprise, with
increased railway and industrial earnings, and production, especially in iron and steel
products, at a higher pitch than ever before. Dividends and reserves also increased in
proportion. Russia’s disastrous war was waged without causing any national
disturbance in Wall Street, and her largely reduced crop of wheat helped us to secure
better prices for our own surplus wheat in Europe. Soitis anill wind that blows no one
any good.

In 1905, too, we witnessed the stormy upheavalin the Equitable Life Assurance
Society, begun by the acrimonious duel between President Alexander and Vice
President Hyde, which led to the general exposure of the waste, extravagance, graft,
and corruption in life-insurance management, through the investigation of the New
York Legislative Committee. The loss of new insurance business, caused by the
popular distrust of the companies exposed, had its principal effectin Wall Street in



their reduced power to buy bonds; and 779the prolonged stagnation in the bond
market after they ceased to be large buyers was largely attributable to this cause. But
the exposure was much needed and did great good in correcting abuses of power and
turning the rascals out.

Our exports of domestic merchandise kept pace with our tremendous industrial
prosperity, and these more than doubled in the ten years ending with June, 1906. Raw
cotton, provisions, and iron and steel manufactures were exported in the fiscal year
1906 to a value exceeding $300,000,000, iron and steel showing the largest increase,
and seventeen articles, or classes of articles, had an export value of from ten to forty-
two millions. While iron and steel have taken third place, raw cotton still holds the
first, and provisions the second, and copper manufactures have advanced from the
eleventh to the fourth place. But refined mineral oil, that was third, is now the
eleventh, and flour has dropped from fourth to seventh, although showing an increase
of seven millions, and wheat from seventh to thirteenth.

On the other hand, our exports of agriculturalimplements were five times as great in
1906 as in 1896, which advanced them from the twenty-third to the fourteenth place
in the list. Our cotton manufactures, too, advanced in value from twelfth to eighth,
that is, from $16,750,000 to $53,000,000. There is, however, stillroom for a great
increasein these, and the outlook favors a large and growing demand forthem in
China, the Philippines, and South America. We have become a great manufacturing
and mining, as well as agricultural, nation, and a lower tariff on raw materials would
swell our exports enormously. That willcome in time; but at present politics stand in
the way.

In 1906 we saw a continuation of the same big bull speculation in stocks that, with
varying fortunes, had been progressing since June, 1904, with Edward H. Harriman,
president of the Union Pacific Railway system, and James J. Hill, president of the
Great Northern Railway system, the most conspicuously dominant figures in the
railway world, and, incidentally, in the world of Wall Street. Prices on 780the Stock
Exchange, and the rates for money, both on call and time, were abnormally high, and
still tending upward, till both frequently exceeded six per cent. in August, and, in some
instances, jumped as high as thirty per cent. early in September, the excess above six,
in the case of time loans, being represented by a commission. This, on the eve of the
usualdrain of money westward and southward, to move the crop, caused much
anxiety for the future, as it was entirely without precedent in that month. But the
Secretary of the Treasury, through bank deposits and gold imports, was relied upon to
relieve the stringency when it became more acute later on, under the actualdrain of
money West and South. He did so by renewing his offer, made in April, to deposit gold



with national banks when secured by bonds, to the amount of any gold they wanted to
import, the deposits to be returned when the gold arrived. Thus they were saved loss
of interest in transit, and gold was imported largely.

The money market seemed to have no terrors for the great speculative capitalistsin
control of the stock market. Prices were still bid up boldly, and the Harriman and Hill
stocks, in particular, were marked up to figures never before quoted, just as Reading
and the other anthracite coal stocks had been long before and have been since.

The chief sensation of the year 1906 in the stock market was produced by the
Harriman announcement on Friday, August 17th, that the semi-annual dividend on
Union Pacific had been raised to five per cent., orfrom a six-per-cent. per annum
basis to ten per cent.; and that an initial dividend of two and a half per cent., or at the
rate of five per cent. per annum, had been declared on Southern Pacific. These
unexpectedly large dividends and the delay in making them known, after they had
been acted upon by the directors on Wednesday, and finally on Thursday, greatly
excited and disturbed Wall Street. They were dividends that staggered the bears and
astonished the bulls, and caused an advance of sixteen per cent. in Union Pacific and
five per cent. in 781Southern Pacific stock that day. They also made the whole market
run into a wild bull speculation, stimulated by a rush of “shorts” to cover their
contracts, and a sudden influx of fresh buyers from the outside public. Reckless
buying by these made it easy for the bull leaders to run prices up sharply, especially as
it was expected or feared by many that the example set by Union Pacific in dividend
raising would, or at least might, be followed by certain other large companies, both
railway and industrial, whether the increase was justified by actual net earnings, or
only intended for stock-jobbing purposes.

The criticisms of President Harriman and his associates to which these sensationally
large and peculiarly announced dividends gave rise, were too trenchant to bear
quotation or description. But Mr. Harriman was said to have added ten millions to his
personal fortune by therise in Union Pacific and Southern Pacific stock, which
preceded and followed these very generous distributions to the stockholders.

The fact that Mr. Harriman, the son of a quiet country clergyman, should have been
able to comeinto Wall Street and climb the ladder to wealth and power as he has
done, and with such amazing celerity, shows the unlimited possibilities of the Street
as a gold mine, for the Union Pacific Railway system, like the other great railway
systems whose stocks and bonds have always been dealtin here, was practically born
and financed in Wall Street. His rise to a position of such prominence and vast power
is far more wonderful even than the career of Russell Sage as a Wall Street money



maker; for Russell Sage never had any power but his money, whereas Edward Henry
Harriman represents and controls thousands of millions’ worth of other people’s
property, employing tens of thousands of persons. He is a moving spirit in dozens of
banks and other corporations, including the Wells Fargo Express Company, outside of
the Union Pacific and Southern Pacific system of railways and steamships. The great
stock market struggle between Harriman and Hill for the control of Northern Pacificin
1901 was a battle royal 7820n a grand yet disastrous scale, that will always be
memorable in the history of Wall Street.

When Russell Sage died in July, 1906, within a few days of his reaching ninety years,
leaving not far from a hundred millions of money, he left a will which reflected his
sagacity as a money saver, for he left all he had, except a few unimportant bequests,
to his wife. He did so, | infer, instead of distributing his great wealth himself, because
he knew that the State inheritance tax would only be one per cent. on what he gave
her, while it would be five per cent. on what he left to such relatives as he had
surviving, as well as to all others.

It was, to a certain extent, “the ruling passion strong in death,” for, of course, he knew
that his wife had no use or desire for so much money. Although his bequeathing it to
her was a tribute to her goodness and a symbol of their happy married life, she would
probably have preferred to shoulder a much lighter load of wealth. Its distribution will
be no ordinary task, although it will doubtless be a labor of love with Mrs. Sage.

Russell Sage, in his manner of life, all now agree, set a good example of frugality and
industry in an extravagant and pleasure-loving age, and hence heis held by many to
have been a public benefactor. His unusually economical and plain habits, together
with his great wealth and great age, naturally made him conspicuous and also a target
forthe wits, and in this way he became better known through caricature than matter-
of-fact description. But that was one of the penalties of publicity. He passed from
poverty to great wealth entirely of his own creation without being spoiled by it, and
remained one of the plain, unpretentious people till the end.

He owed all he had to Wall Street, and his career illustrated, more than any other has
ever done, how fertile a field for fortune making Wall Street may prove to a sagacious
man, of untiring industry, who knows how to cultivate it, and can see and avail himself
of its splendid opportunities. His rise from extreme poverty to immense wealth,
through 783his own unaided exertions, shows how one man, single-handed, may do
wonders and turn all he touches to gold, and that, too, in Wall Street. We are livingin a
stirring and rapidly progressive time, and the great and growing importance of the New



York Stock Exchange was reflected by the rise in the price of a membershipinitin
1906 to not very far from a hundred thousand dollars.

Theyear 1906 was one of immense activity and prosperity in trade. Prices were high
and stilladvancing, and profits large, particularly those of industrial corporations. At
the same time a mammoth bull movement was running its course on the Stock
Exchange, and the grain crop turned out larger than ever before in our history, while
enormous issues of new securities were announced by both railway and industrial
corporations. These new issues severely taxed the resources of the money market,
already being too heavily drawn upon by the “big men” of the Street to promote their
wild bull campaign in stocks, and spasms of stringency were frequent. Indeed, the
year 1906 from beginning to end witnessed a continuation of those inordinately heavy
demands for money from Wall Street and corporations, and these led to the disturbed
monetary conditions which were first felt in September, 1905. It was an eventful year,
a year of immense activity on the Stock Exchange, in which much that was
unprecedented occurred. It was a yearin which the stock market, after touching high
record prices and violent ups and downs, went gradually, in an excited speculation,
from bad to worse, in a limited sense, or from one critical stage to another, till it
reached the year’s end. Then it averaged only nine per cent. below the highest prices.
Butit became, in spite of the boldest bull manipulation, gradually weaker and more
demoralized. The bullmovement at length met its Waterloo in the spring of 1907,
because the plunging millionaires who had been bidding them up found no buyers for
their stocks. So they had to liquidate heavily, like the rest. It was anotherrich man’s
panic.

From a slow and irregular decline stocks good, bad, and 784indifferent passed into
the rapids of a bear market, with the bears, emboldened by success, recklessly
aggressive, and on March 14th prices broke from ten to twenty-five per cent. under
their fierce attacks, and relentless hammering, supplemented by an avalanche of long
stock forced for sale under stop orders that had been reached, or through weakened
and exhausted margins, or by holders unwilling to take any further loss.

Yet enormous as was this paniclike fallin prices on that disastrous day, many stocks
went still lower in the breaks that followed the sharp rally that succeeded it. So March,
1907, ended as itbegan, in gloom and depression, which was followed by
comparative dullness but little recovery in Apriland May. In June, however, it became
evident that liquidation had exhausted itself, and all unfavorable factors had been
discounted by the decline. Hence, although the market was almost entirely
professional, with the outside public as apathetic as ever, it began to develop an
upward tendency, notwithstanding the sharp rise in grain and cotton due to the



extensive damage done by an unusually cold spring, and the fact that we shipped
$15,000,000 in gold to France in June.

This vast and thorough liquidation had been mainly by the bull pools and richest
speculative capitalists in Wall Street, and involved tremendous losses. These leaders
of the bull movement had been caught overloaded with stocks, carried over from the
previous boom that they had recklessly engineered. They were forced to sell because
the banks were either calling in their loans, which they were unable to replace, or
calling from time to time for more margin to offset the decline in prices. Thus their
cash resources were being constantly impaired.

Meanwhile, money loaned at abnormally high rates, and five times in the spring,
autumn, and winter of 1906 the New York banks showed a deficitin their reserve.
Money, therefore, was very hard to borrow, because these giants of speculation had
overtaxed the banks’ resources by borrowing too much. Coincidently the outside
public held aloof from the 785stock market, owing to the great activity of trade and the
wild speculation in land, mines, building, and other new enterprises all over the
country.

This speculation from Maine to California absorbed an immense amount of money, of
which Wall Street saw nothing, and it left the large speculative holders of stocks
without any market for them, except among the professional traders. No wonder they
staggered, and finally, in the spring of 1907, succumbed under the heavy loads they
were carrying, which they had mistakenly bid up to excessively high prices in a vain
attempt to bring in the public as buyers. Wall Street was then the only blue spoton the
map of the United States.

To relieve the pressure for money there, and so help to bull stocks, the large interests
in Wall Street, excepting J. P. Morgan & Co., imported from Europe $40,000,000 of gold
in the spring of 1906 and $45,000,000 in the autumn.

This last greatimportation caused the Bank of England to raise its minimum rate of
discount from three to four, then to five, and then again to six per cent., the highest
since the Boer War. The rate, it was intimated, would have been advanced to seven per
cent. had we taken any more of the yellow metal. The purchase of so much gold in
England was made possible only through the Secretary of the Treasury, Mr. Leslie M.
Shaw, practically advancing the means forimporting it by lending gold to the banks,
secured by collaterals, the loaned gold to be returned when the imported gold arrived.

The spring gold importations followed the great San Francisco earthquake and fire, on
April 18th, involving an estimated loss of $250,000,000. Most of this, however, fell



upon British, German, and other foreign fire-insurance companies, which relieved this
country financially to a corresponding extent, although New York shipped more than
$50,000,000 of gold to San Francisco to fortify the banks in that city.

After the stock market had been sold to a standstill and its weak timbers eliminated,
by May, 1907, itwas only natural, 786in view of its previous drastic liquidation and
heavy decline, that with good crop weather following the backward spring, stocks
should advance. The keel of a future bull market of large dimensions had been laid by
the disastrous liquidation that had occurred, and we subsequently witnessed its
development on a rapidly ascending scale. Itis a law of nature that action follows
reaction.

This reminds us that Wall Street easily passes from one extreme to another, and that
very often the dawn is nearest when the nightis darkest, in finance as well as nature.
Moreover, Wall Street is always with us, just as the poor are, and the stock market is a
serial story that never ends.

In July, the improvementin the stock market, and especially the Harriman stocks, was
very decided, with the indications favoring a wider and more active speculation, foras
yet it was almost entirely professional. In this movement the Standard Oil and
Harriman party were the bull leaders, with Union Pacific the leading stock.
Notwithstanding their vigorous efforts, however, the outside public remained entirely
apathetic, and there was growing anxiety as to the future of the money market. This
was increased by our having, unexpectedly, to ship gold to Europe, nearly all of it to
the Bank of France, as well as by depressed monetary conditions there, with much
disturbance, under heavy liquidations, in London and Berlin. Even British Consols
declined from week to week, till they touched 81, the lowest price recorded since
1848, the year of the Smith O’Brien rebellion in Ireland, when they sold down to 80.

Then came an angry and threatening contest, and stormy litigation, between the
States of North Carolina and Alabama and the Southern Railway Company, involving
also other Southern States and railways. The main conflict was between the States
named and the United States Courts on the 2% and 2%z cents a mile rate law. This
went so far as to cause a revocation of the license of the Southern Railway to operate
its lines in Alabama. The situation for a time was extremely critical, but a truce was at
length arrived at, the 787Southern Railway agreeing to obey the State law, and leave
the ultimate decision to the United States Supreme Court.

While this disturbing controversy was at a white heat, the $29,240,000 fine inflicted by
Judge Landis, of the United States District Court, at Chicago, on the Standard Oil
Company of Indiana, fell like a thunderbolt upon not only Wall Street, but investors all



over the country. This was on Saturday, the 3d of August, and it looked so like
confiscation, and so alarmed the large speculative capitalists, who had been
supporting the stock market, that they at once withdrew their supporting orders and,
for self-protection, became heavy sellers themselves of the stocks they held. They
foresaw the effect of this disturbing decision, and the course of the Southern States
towards the railways, upon investors, in causing liquidation. Simultaneously, a
threatening report from the Bureau of Corporations added fuel to the fire of distrust.

Day after day, for twelve business days, following the opening of the stock market on
Monday, the 5th, there was an almost uninterrupted and very heavy decline in prices
for both railway and industrial stocks, the best and highest priced being the heaviest
sufferers, and falling from ten to twenty-five per cent. The scare among holders of
stocks increased as prices declined, and demoralization in the market carried these
generally below the lowest in the panic of March. It was very largely anotherrich man’s
panic, due to fears as to what might come next to disturb confidence in the value and
future dividends of both railway and industrial stocks. The worst of it was, the
innocent were, as usual, made to suffer with the guilty. But after a storm there cometh
a calm, and so itwas in this case, and perhaps all’s well that ends well. But the ordeal
was a very severe one, particularly for the large holders of stocks, and made the year
1907 stillmore memorable than before.

Rumors of impending Wall Street and industrial corporation failures, as usualin times
of disturbance, filled the air, but only one importantindustrial failure and one
unimportant Wall Street suspension occurred in August, and 788the gradual return of
confidence caused a gradualimprovement on the Stock Exchange, although the semi-
annualdividend on Southern Railway preferred stock was reduced from 2%2to 1%z per
cent., and the dividends on Erie’s first and second preferred stocks were declared
payable in four per cent. scrip warrants instead of cash. Toward the end of the month
the Secretary of the Treasury announced that weekly deposits would be made in the
national banks till October 15th, and this at once began to ease the money market
and further strengthen confidence.

Early in September, however, there came a relapse in the stock market, and another
Stock Exchange failure. This recurrence of disturbance and depression was partly due
to stagnation, followed by demoralization in the copper trade, both here and in
Europe, which caused a reduction in the price of copper by the selling agency of the
Amalgamated Co. from 25 cents a pound to 18 cents, and not long afterwards to 15
cents.



Meanwhile the Calumet and Hecla, the Quincy, and other copper companies had
reduced theirdividends, owing to the small demand for copper, and Amalgamated
copper stock declined rapidly to 572, against 121 in January. In Boston, also, the
copper stocks broke in the same demoralized way under heavy liquidation.

Railway shares sympathized with this extreme weakness of copper and the copper
stocks, but notas much as American Smelting, the U. S. Steels, and other industrial
stocks, and gradually the copper crisis ceased to dominate them. At the sametime
the general market for both railroad stocks and bonds was strengthened by the great
success of the $40,000,000 issue of 4% per cent. bonds by the City of New York, the
loan being five times over-subscribed. This showed there was a large amount of
money in the country awaiting investment in good securities. Yet, later, new low
records were made for sundry railway and industrial stocks, including Southern
Railway common and preferred, and the 789stock market, in its nervous and irregular
fluctuations, told of the timidity of the bulls and the boldness of the bears,
consequent on shrinkage in the iron trade, and uncertainty as to the business future.
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CHAPTER LXXI.

THE GREAT CRISIS OF 1907.

The worst forebodings of September were far more than realized in October, when the
monetary disturbance, and distrust of credits, spread from the Stock Exchange and
Wall Street to the banking interests, and involved the whole countryin a panic that will
always make the year 1907 memorable in our history.

Until the collapsein the “Curb” market of the stock of the United Copper Co.,
followed, on the 17th of October, by the failure of the two Stock Exchange firms that
had been manipulating this Heinze specialty for Heinze interests, the panicky
conditions of the year had been practically confined to the stock market and the
interests directly affected by it. But that collapse, involving those Heinze failures, fell
like a bombshell not only on the stock market, but on the banks of which F. A. Heinze,
the president of the United Copper Co., had, not long before, purchased control. The
fact that two of his brothers were members of one of the failed firms—Otto Heinze &
Co.—caused heavy withdrawals of deposits from these banks, and particularly the
Mercantile National Bank, of which he had become the president.



The New York Clearing House Committee took alarm the same day and examined the
Mercantile. The result was that it demanded the resignation of all its officers and
directors that night, as a condition preparatory to giving it any assistance. They
complied, President Heinze among them, and the bank was assisted to pay its
clearing-house balances for several days. But these were so large that further
assistance was then refused. Thereupon one of its old directors 791succeeded in
bringing in new capital and new directors on the day following, Sunday, so that the
bank was enabled to continue business without a break.

But meanwhile the contagion of distrust was spreading, and there was a run on the
deposits of not only the Heinze but the Thomas and the Morse banks, the Thomases
and the Heinzes having been equally prominent with Morse in buying control of banks
for speculative purposes. The Clearing House Committee took them allin hand, and
demanded the resignations of their officers and directors. In this way they stamped
these bank promoters out of the banks they had managed to get control of. Then the
banks were assisted.

Suspicion soon fell upon certain trust companies with speculative affiliations, more or
less connected with the same promoters. Suddenly a heavy and spectacular run upon
the Knickerbocker Trust Company, the second largestin New York, with more than
sixty millions of deposits, caused it to close its doors on the first day of the run. This
was on Tuesday, the 22d of October. The immediate cause of the run was the
resignation, on the previous day, of Charles T. Barney, its president, coupled with the
notification to the banks of the National Bank of Commerce, on the same day, thatit
would not clear for the Knickerbocker Trust Co. after the following day. So, this being
published in the newspapers, the depositors rushed to withdraw their deposits.

The Clearing House and Mr. J. P. Morgan, when appealed to, refused to assist the
Knickerbocker on the ground that they found it was not solvent. The collapse of the
Knickerbocker was immediately followed by extensive runs on small banks and trust
companies in New York and Brooklyn, as well as on the savings banks, and about a
dozen of the former, including seven in Brooklyn, closed their doors. But the savings
banks took advantage of the sixty and ninety days’ time allowed them by law for the
payment of deposits after notice.

Following these minor banking suspensions there were long-continued runs on the
Trust Company of America and 792its Colonial Branch, and the Lincoln Trust
Company, with all-night lines of waiting depositors. But, finally, after a hard struggle,
these were examined by Morgan committee experts and found solvent, whereupon, in
the banking conferences held for a number of days and nights at the residence of Mr.



J. P. Morgan, it was agreed to provide them with all the money necessary to meet the
run. To Mr. Morgan great credit is due for the arduous work he undertook to better the
banking situation in this critical period of storm and stress.

New low records for stocks were made meanwhile under very heavy liquidation,
Union Pacific touching 100, and Amalgamated Copper 4134, on the 24th of October,
and all others sinking to lower depths in about the same proportion, while the
abnormalscarcity and high rates for money caused trading on margins to be generally
suspended by brokers. Transactions were, of course, largely curtailed by being placed
on a cash basis, but the buying of odd lots forinvestment was very heavy all through
the crisis. The decline in Amalgamated was accelerated by copper selling down to 12
cents a pound. But much of the liquidation in the stock market was caused by the
banks and trust companies calling in their loans on stock collaterals, and thus forcing
the borrowers to sell.

The hoarding of money, and the withdrawal of deposits from the banks and trust
companies, became so extensive that these institutions had little or none to lend, and
for several days call loans were made on the New York Stock Exchange at rates
ranging from 50 to 100 per cent perannum, and in exceptionalinstances as high as
125.






E. H. Harriman.
1906

The United States Treasury came to the relief of the money market by making—under
the personaldirection of Secretary Cortelyou—unusually heavy deposits in the
National banks of the City of New York, as well as in other cities which were drawing
heavily on their New York balances. But still the banks and trust companies continued
to lose their ordinary deposits rapidly, and the money thus 793withdrawn by the timid
and distrustful was taken out of circulation by being placed in safe-deposit boxes, tin
boxes, wallets, and other receptacles. This hoarding was foolish, as well as harmful
and un-American.

New York had to dealwith a banking crisis. So, on Saturday, the 26th of October, the
members of the New York Clearing House met, and resolved to issue, on and after
that date, Clearing House certificates—bearing six per cent interest—to be used by
the banks of the Association in paying their daily balances at the Clearing House,
instead of currency. These the Clearing House at once began to issue, when called for
by any bank, to the amount of 75 per cent of the value of any acceptable assets it
might deposit with the Clearing House. This gave immediate relief to the banks, and
especially those whose reserves of currency were most largely depleted, for they
immediately availed themselves of their issue.

At the same time they saw that, in addition to the government deposits, large
importations of gold were necessary to replace, atleast in part, the hoarded money,
and aid in restoring confidence. The Clearing House certificates, by releasing much of
their gold and legal tender notes, enabled them, through “cable transfers,” to
purchase gold in England for shipmentto New York, and by the end of the first week in
November $50,000,000 had been purchased by banks and bankers for shipment to
the United States, and nearly half that amount had already reached New York. But
some of the importing banks were in other cities, including Chicago, Philadelphia,
Boston, Pittsburg, and San Francisco.

These heavy importations, however, disturbed the London money market, and on
Thursday, the 31st of October, the Bank of England raised its minimum rate of
discount from 4%2to 5% per cent, to check the outflow of gold. This not proving
sufficient, itraised it to 6 per cent on the Monday following, and to 7 percent on
Thursday, the 7th of November, a higher rate than had been reached since 1873, the
year of the great panicin this country and in Germany, 794when the Bank of England
rate was advanced to 9 per cent. Butonce, in 1866, itwentup to 10 per cent.



The Bank of France also, on the 7th of November, 1907, raised its rate from 3'2to 4 per
cent, owing to the drain of gold to this country; and such an advanceis veryrarein
France. For seven years, up to the spring of 1907, it had stood at 3 per cent. The Bank
of Germany also advanced its rate to 72, and the Bank of Belgium to 6 per cent. These
rates showed how severely the loss of this gold was felt in Europe. By November 16
our gold purchases aggregated $70,000,000.

In the interval the clearing houses in all the large cities of the United States had, in self
defence, followed the example of New York in issuing clearing house certificates.
Currency, too, had been selling at a premium ranging from 2%2to 5 per cent for
certified checks, owing to its great scarcity. At Pittsburg the Stock Exchange was
closed immediately after the announcement of the failure of the three Westinghouse
companies there. Other failures were very numerous.

In Pittsburg, Chicago, New Orleans, and many other cities, the local clearing houses
printed clearing house checks of small denominations, from 25 cents orone dollar
up, to be taken out and paid out by the banks instead of currency, when found
necessary. Several of the Western Boards of Trade closed, owingto the demoralization
in the grain market, caused by the heavy decline in prices under the rush to sellin
order to raise money, while many banks all over the country issued their own cashiers’
checks forboth small and large amounts, instead of currency or clearing house
certificates, in payment of depositors’ checks. The banks were in a partial state of
suspension from Maine to California.

The extent of the drain on bank reserves may be inferred from the fact that the
statement of totals for all the New York associated banks for the week ending on
Saturday, November 2, showed that they were collectively $38,838,825 below the
dead-line of 25 per cent reserve on their 795deposits, without counting Government
deposits, which had been very large. The detailed statement of each bank’s condition
was not published on that date, and continued to be withheld till after the crisis had
passed into history.

This large deficit of the New York banks caused much uneasiness and a further sharp
decline in the stock market, but the frequent day and night conferences of leading
bank officers with Secretary Cortelyou and Mr. J. P. Morgan, to devise ways and means
of relieving the extreme stringency and distrust of the monetary situation, were
productive of much good. This was especially the case in bringing the trust companies
together to act as a unitthrough a committee, of which Edward King, President of the
Union Trust Co., was made chairman. This committee was organized in the office of J.



P. Morgan & Co., which, indeed, was the headquarters for all banking relief outside of
the Clearing House.

Unfortunately for Europe, our purchases there of so many millions of dollars’ worth of
gold, within three weeks, seriously unsettled the London, Paris, and Berlin stock
exchanges, and a continuous decline in stock and bond prices attended its export to
this country. But, notwithstanding the relief we obtained from this great source, the
banks here still continued under a heavy strain. An indication of this was found in the
statement of the New York Clearing House, giving the totals for the week ending on
Saturday, the 9th of November, the third week of the acute stage of the crisis.

It showed that the deficit of the associated New York City banks, in their legal reserve,
had increased $13,085,800 over that of the week before, making their total deficit
$51,921,625. But as the Clearing House statements are made up on averages for each
week, and not on the actual condition of the banks at the end of the week, the gold
imported was only credited from the dates on which it was received by the banks.
Moreover, this statement was made on rising averages, that of the week before on
falling averages.

A conspicuously important feature of the arrangements 796made at the Morgan
conferences for supplying the needs and taking care of the Trust Company of America
was the sale, at par—$100 a share—of the majority of the stock of the Tennessee
Coal, Iron and R.R. Co.—which had been largely hypothecated with it—to the United
States Steel Corporation, payment for the stock to be made in its 5 per cent sinking
fund bonds at 84. This exchange of Tennessee stock for the Steel bonds was promptly
made through J. P. Morgan & Co., on and after November 7, thus adding another large
property to the many other subsidiary properties of the U. S. Steel Corporation.

This transfer was one of the most notable events of the memorable panic year—
1907—the wreckage of which it will take a long time to clear away. But meanwhile the
country will have started on a new career of prosperity, andwith eighty-four millions of
people to develop its boundless resources, we need have no fear but that its recovery
will be rapid, and its future as great and grand as we could desire. Moreover, it will be
allthe better and stronger, and all the higherin its business standards, forthe severe
yet purifying ordeal through which it has passed.
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CHAPTER LXXII.

THE CAUSES OF THE CRISIS OF 1907.%

2. An address by Henry Clews, LL.D., delivered at Cooper Institute, New York City,
February, 1908.

The wiseacres in Wall Street and elsewhere had to take many sledgehammer blows in
this panicyear. They had become like Tom Toddy—too big-headed for their bodies.
When aman knows it all, then his danger commences. My advice is, never follow such
a leader, but wait patiently and the time will come when you can safely copper him.

In September, 1906, when stock and bond prices were advanced abnormally to a 3%
to 4 per cent basis, while six months’ money was loaning at 6 per cent, it was evident
that one or the other was too high; and considering the growing demand for the use of
money it was quite apparent it was not money that was too dear, but securities. At
that time | persistently advised everyone to get out of stocks and out of debt, and keep
out fora prolonged period, only making quick turns meanwhile.

Since then security values have gone down prodigiously—$3,500,000,000 will
scarcely cover the depreciation of those dealt in on the New York Stock Exchange
alone; so those who took my advice and got out at top prices can well afford now to
buy back their stocks, if dividends are not reduced. No one can foresee changes in
these. But everything that is goodis fairly cheap and below intrinsic value, based upon
present returns. Our financial situation is vastly different to any previous one after
great panics, of which there have been many, since the one of 1857 brought on by the
failure of the Ohio Life & Trust Co., at the time of my advent in Wall Street: so | have
been in allthese panics.

798The conditions now differ from those of all the other great financial storms
because the wealth of the nation has become so vast as to make ittherichest in
actualwealth and productiveness, per capita, of all nations. As a matter of fact, our
wealth-making developments have been so excessive as to have forged ahead of our
banking facilities. This has had much to do with our recent setback. Wise and
sagacious capitalists saw the handwriting on the wall in Wall Street and elsewhere,
and those who did unloaded their securities last year, dumping their stocks at top-
notch prices, amounting to at least $800,000,000, upon weaker-backed people.

This unloading, together with the San Francisco earthquake disaster, wiped out, in
prices, $350,000,000 of property, and struck the staggering blows which did more
than anything else to pave the way to the recent panic conditions. The selling out by
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big holders was followed by all the large railroad systems in the country selling bonds,
stocks and notes. These, being offered to stockholders of record at apparently
tempting prices, were floated. This great mass of new securities coming on the market
was an indigestible one and absorbed the capital of a very large number of the rich
men of the country and putitin a fixed form: and most of these heretofore veryrich
men have ever since been in the position of a man who, having had a “Sherry dinner,”
is urged to accept the hospitality of a friend to take a “Delmonico dinner.”

What produced the panic was a number of adverse factors happening one after
anotherin rapid succession. Thefirstwas the unloading by sagacious holders of
securities at high prices; the second was the immense creation and selling of new
securities by the railroads forimprovements; the third, the revelation of scandals
started by Mr. Hughes, the investigator of the life insurance companies. We all know
what happened in that connection. Then came the Interstate Commerce examination
of Mr. Harriman as awitness and his revelations under oath; then the $29,400,000fine
by Judge Landis on the Standard Oil Co. of Indiana, and 799finally, the insistence by
Governor Hughes, against overwhelming opposition, of the passage of the Utilities
Bill, under which the investigation of the Metropolitan Surface Railroad was started
and which unearthed what really caused the shares of that great company to fall from
their high price of $127 per share to $20 a share—about the present price. This was
the straw that broke the camel’s back and caused an entire breakdown of confidence;
which is usually the major part of the foundation of credit. The undermining of this
caused the closing of the doors of the Knickerbocker Trust Co. Then a state of chaos
ensued and bedlam broke loose, and almost everybody in Wall Street stood aghast
wondering what would happen next.

As | have faithfully presented my side of the case to you, in a crude way, | ask you, as
though you were impaneled on a jury, the question: Why should all the blame of
producing the recent panic be laid to President Roosevelt? The real causes of all the
trouble can be summed up as follows: (1) The high finance manipulation in advancing
stocks to a 3%2t0 4 per cent basis, while money was loaning at 6 per cent and above,
on six and twelve months’ time on the best of collaterals; (2) capital all over the nation
having gone largely into real estate and other fixed forms, thereby losing its liquid
quality; (3) the making of injudicious loans by the Knickerbocker Trust Co., hence
suspension; (4) the unloading by certain big operators of $800,000,000 of securities,
following which were the immense sales of new securities by the railroads; (5) the
California earthquake, with losses amountingto $350,000,000; (6) the investigation of
the life insurance companies; (7) the Metropolitan Street Railroad investigation; (8) the
absurd fine by Judge Landis of $29,400,000 against a corporation with a capital of



$1,000,000; (9) the Interstate Commerce Commission’s examination into the Chicago
& Alton deal and the results thereof.

These were substantially the causes which led up to and really brought about our
present disastrous condition. Did 800President Roosevelt do any of these things? Not
one of them. But Governor Hughes was the brilliant investigator of the life insurance
companies, and also unearthed the Metropolitan Railroad scandal through being the
author of the Public Utilities law. Yet Mr. Rooseveltis condemned by many, while Mr.
Hughes is praised by the people all over the country. | ask on this showing if thereis
any justicein putting the entire blame forthe present disturbed state of financial
affairs upon President Roosevelt’s shoulders, without including Governor Hughes, as
both have been equally engaged in the same reform movement.

I am not willing to affirm that either is to blame, for both have simply done their duly in
enforcing the laws, and exposing wrongdoing. How in my opinion the market will turn
permanently when the big men of Wall Street commence to take back what they sold,
which they can already do at a difference in prices of from 30 to 50 per cent. With the
$70,000,000 of imported gold here and on the way from Europe, together with an
increase in bank notes, there will soon be no lack of money in this country. Whatis
now wanted is more confidence to increase credits. To import more gold will
embarrass London and other foreigh money centers. This should be avoided by
stopping further gold imports. Cheap money alone will not of course put up stocks.
The governing factors will be the state of trade, and net earnings, and the “big men”
will be governed by these.

801

CHAPTER LXXII.

RECENT MEN OF MARK.
Charles M. Schwab.

Born in Pennsylvania, May 30, 1851; rose, from the bottom, to be President of the
Carnegie Steel Company, then, on its incorporation, became President of the United
States Steel Corporation, butresigned, and later became President of the Bethlehem
Steel Company; has large mining interests, especially in Nevada; he travels much, but
resides on Riverside Drive, New York, in one of the largest houses in the city, builtas
an exact copy of a historical French chateau near Paris.



Daniel Gray Reid.

Born in Richmond, Ind., August 1, 1858; became Vice-President of Second National
Bank there; then went into the tin plate industry, and in 1895 became one of the
organizers of the American Tin Plate Company, afterwards merged in the United States
Steel Corporation; removed to Chicagoin 1897,andto New York in 1899, and was one
of the Executive Committee of the United States Steel Corporation when organized in
1901; also became a director and leading spirit inthe Rock Island Railway Companyin
association with the two Moore brothers, William H. and James Hobart, the Chicago
reorganization lawyers. All three are now residents of New York.
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Thomas Fortune Ryan.

Born in Virginia, October 17,1851; came to Wall Streetin 1870 from Baltimore and the
drygoods trade; became prominentin the consolidation and extension of
metropolitan street railroads, and also gas and electric light systems hereand in
Chicago, and in the American Tobacco Company, and later bought control of the stock
of the Equitable and the Washington Life Insurance companies; has been director of
many other corporations, and is also Vice-President of the Morton Trust Company.

John Warne Gates.

Born at West Chicago, Ill., 1855; kept a hardware store there; then became salesman
in Texas for barbed wire; later established the Southern Wire Companyin St. Louis and
Braddock Wire Company near Pittsburg; after absorbing two other companies, sold
out to Federal Steel Company, which was then absorbed by United States Steel
Corporation. He thus acquired great wealth, and became a large operator in Wall
Street, and organized the firm of C. G. Gates & Co., now dissolved. After buying control
in the open market of the Louisville & Nashville Railway, he sold itto J. P. Morgan & Co.

August Belmont.

Born February 18, 1853; son of the late August Belmont, and head of August Belmont
& Co., bankers, and New York representatives of the Rothschilds; is President of the
Interborough Rapid Transit Company and other corporations; also of the Coney Island
Jockey Club and other turf organizations, and keeps up a large racing stable, is also a
director in a number of banks and railways and other companies, and 803politically,
like his father, a leading Democrat; is a member of many clubs and associations;
graduated at Harvard in 1875, and has a New York residence at 44 East 34th Street,
but lives much of the year at his country home at Hempstead, Long Island. He is well



known, too, as the financial director of the Belmont Tunnel, across the East River,
between New York and Long Island City.

William H. Moore.

Bornin Utica, N. Y., October 25, 1848; located in Chicago with his younger brother,
James Hobart Moore, in 1873, and both were admitted to the Illinois bar, and
practiced as W. H. & J. H. Moore, making a specialty of reorganizing corporations;
reorganized the Carnegie Steel Company, and formed the four corporations in “the
Moore group” that were absorbed by the United States Steel Corporation; later
controlled the Rock Island and other railway and industrial corporations, partlyin
conjunction with Daniel Gray Reid.

Anthony Nicholas Brady.

Born at Lille, France, August 22, 1843; came to the United States with his parents
when a child; opened a tea store in Albanyin 1864, and afterwards other tea stores
there and in Troy; became a promoter and director of gas and electric light
corporations in Albany, Troy, Chicago, New York, and other cities, and, later, of street
railway companies in Brooklyn and elsewhere; acquired a controlling interestin the
People’s Gas Company of Chicago and a very large one in the Brooklyn Rapid Transit
Company, into which he merged his Brooklyn companies; is also a large stockholder
in the American Tobacco Company and many other industrial companies; resides at
411 State Street, Albany, but his office is at 54 Wall Street.
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Stuyvesant Fish.

Son of the late Hon. Hamilton Fish, Governor of the State of New York and Secretary of
State in General Grant’s Cabinet. Born June 24, 1851, at New York, N. Y. Educated at
Columbia College, New York, graduated 1871. Entered railway service October 1,
1871, after which he, up to June 20, 1872, became clerk in the Illinois Central
Railroad, New York office; June 20 to October, 1872, secretary to president of same
company; November 1, 1872 to December 31, 1874, clerk with Morton, Bliss & Co. at
New York, and Morton, Rose & Co. at London; January 1, 1875 to March 15, 1877,
managing clerk Morton, Bliss & Co., holding their power of attorney; December 14,
1876 to March 6, 1879, member New York Stock Exchange; March 16, 1876, elected
Director Illinois Central Railroad, and appointed treasurer and agent for purchasing
committee New Orleans, Jackson & Great Northern Railroad; November 8, 1877,
elected secretary Chicago, St. Louis & New. Orleans Railroad; and March, 1882, vice-
president Chicago, St. Louis & New Orleans Railroad; January7, 1883 to April 2, 1884,



second vice-president Illinois Central Railroad; April 2, 1884 to May 14, 1887, vice-
president; May 18, 1887 to November 7, 1906, president same road; President
American Railway Association April 27, 1904 to April 25, 1906; Chairman Seventh
Session International Railway Congress, Washington, D. C., May, 1905. Elected
Director of the National Park Bank, March, 1883, and so remains; elected a Trustee of
the Mutual Life Insurance Company of New York in the year 1888 and continued as
such until February 23, 1906, when he resigned. What Mr. Fish did forthe lllinois
Central Railroad Company while its President, is shown in the following extract from
the London Statist, and also in the Annual Reports of the Directors of the Company,
which make a marvellous exhibit of Mr. Fish’s able and sagacious management during
his long régime:

805The lllinois Centralis the mostimportant of the systems running north and south
between Chicago and the Gulf of Mexico. At one time its prosperity chiefly depended
upon the cotton crop; but although this crop still gives it a large traffic, its prosperity
has been built up by the acquisition of a large share of the grain and maize traffic. In
the old days corn, or maize, was sent through the Western States for

shipment via Boston, New York, and Baltimore, but the Illinois Central has now
succeeded in diverting a vast portion of itto New Orleans. It now derives its revenue
from carrying a large traffic at low rates in competition both with the Eastern lines and
with the water transit of the Mississippi; In recent years the Company has built
extensions which now enable it to participate in the coal and iron ore traffic required
by or originating in the Birmingham iron district. The Illinois Central has always
enjoyed good management. In its early days, when the accepted principle of railway
working was to charge high rates and to carry very little traffic, its policy conformed to
that of other well-managed undertakings. For the past twenty years its policy has
changed; it has sought to render to the public the maximum of service for the lowest
possible rate. The success of this policy has exceeded all expectations. In the twelve
months to June 30th last the Company carried traffic at a lower rate than ever before,
and yet obtained a record profit, both actually and relatively to its capital expenditure.
This success has resulted from good management, economy of operation, and
economy of capital expenditure.
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GOVERNOR HUGHES AND WALL STREET.

In respect to the present agitation at Albany, as recommended by Governor Hughes,
to investigate Wall Street methods, | do not hesitate to say that as the head of the firm
of Henry Clews & Co. | am perfectly willing at any time to allow a representative,



appointed by either the Federal or State authorities, to examine the books of my firm,
as theresult of such an examination can reflect nothing but credit on our business
methods. | should, however, object and refuse to show, in any instance, the names of
our customers, as our relations with them are confidential and will not be betrayed.
Ever since our firm was established we have made a practice of issuing notices of
purchases or sales to clients, giving in each case the name of the broker from whom
bought, orto whom sold. This is now, | believe, the custom in other offices, andis a
guarantee that brokers execute the orders on the floor of the New York Stock
Exchange.
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CHAPTER LXXIV.

NEEDED PUBLICITY AND REFORM IN CORPORATIONS.

Years ago | saw the inevitable end of the methods of some of the unscrupulous
managers and manipulators of corporations, and began to agitate the employment of
certified public accountants to examineinto, and report to the stockholders, the true
condition of the companies involved. Had my suggestions been adopted there would
have been little cause for the recent investigation by the government officials, as the
reform now sought would have been accomplished long before the present stringency
of money became a disturbing element all over the world, and would not have led to
the semi-panicky conditions which prevailed so disastrously in 1907. An address on
“Publicity and Reform,” which | delivered before the Wharton School of Finance,
University of Pennsylvania, in April, 1906, includes my urgent adoption of the policy |
have referred to, and reads as follows:

We live in a progressive age, and we are at present passing through a period of
salutary business reform. This reform means improvement, and business men of all
kinds should help and notretard it. The banking, railway, and insurance communities
should, in particular, do allthey can to promote it and invite the fullest publicity as to
their transactions and methods of doing business. In this connection the opposition
developed in the New York Legislature to the investigation of the banks was a mistake
of judgment, 808because it was calculated to excite distrust, whereas willingness to
submit to thorough investigation would allay it.

This opposition drew more public attention to the agitation for a general bank
department examination than would otherwise have been attracted to it, and the



unwillingness to submitto it suggested that there was a screw loose, or something to
conceal in connection with some of the State banks; and that they were therefore
vulnerable to attack, or at least open to criticism. This suspicion those concerned
should have avoided by not only boldly facing the legislative music, butinviting itand
leaving everything open and above board. Corporations and banking and mercantile
firms that become at all objects of suspicion should, in their own interests, speedily
clear themselves, by inviting the fullest examination and publicity. Unsoundness and
irregularity, if such existed, would thus be exposed and weeded out, instead of being
nursed in secret, and so doing harm and impairing confidence in corporations and
firms perfectly sound and regular in their methods and practices. The sound concerns
would stand better than ever after passing through this ordeal of publicity. The New
York Legislature, as well as the Legislatures of the other States, should respond to the
popular agitation for publicity by passing laws requiring all corporations, including
banks and trust companies, to make at least semi-annual reports of their condition,
certified to by registered public accountants, with power invested in the State
Superintendents to order special examinations by such accountants, at any time,
when deemed necessary; thatis, whenever they were suspected of being unsound or
irregular in their business methods. This should be done for the protection of others
as well as to clear them of suspicion and restore their credit, if found to be sound and
straight. Only the insolvent and the crooked would have anything to fear from this
wholesome publicity.

In this way disaster might be averted and impaired confidence promptly restored. | lay
stress upon the employment of skilled accountants because the certified results of
their 809examinations would be accepted as conclusive of the actual conditions
being as they stated or described. They would speak with authority. It should be made
a felony for an accountant to make a false or misleading report, and he should ever
after be disqualified from practising.

To meet the growing demand for them, every college and university should have a
department forthe special training of accountants, who on graduating should receive
a diploma ordegree, as in the medical or legal profession. Already the position held by
certified accountants is high, butit should be raised still more by the action of the
universities and colleges. Some of these have established departments for
accountants, where the students undergo thorough training by men who have had
practical experience in the profession, but allinstitutions of learning ought to have
them and maintain them in a high state of efficiency in view of their importance to the
business community. The opposition to publicity shown by the New York State
banking interest, as represented in the Legislature, where it has choked off probing,



has thereby aroused fresh suspicions and much adverse criticism. Itis not surprising
that many are led to suspect that there is much concealed that ought to be revealed.

The strong desire for secrecy in the management of corporations, especially with life
insurance companies, is obviously in defiance of public sentiment, and the
Legislature should now make the house-cleaning thorough while itis aboutit. If it
does less it will failin its duty.

It is indeed very surprising, under the circumstances, that the officers and trustees of
the great life insurance companies should have supposed that anything short of
complete cleansing and purification would satisfy their policyholders and the public.

The bankers of the country are, more or less, intimately concerned in seeing this
Augean insurance stable thoroughly cleaned out, for, unless itis, distrust will linger,
and the life insurance taint will, more or less, continue to extend to the banks,
bankers, bond dealers, and trust companies, with which 810the life insurance
companies necessarily have to do business.

For the banking interests to virtually ignore the past, and say to the life insurance
companies, “Go, and sin no more,” would be pusillanimously evading the
requirements of the situation. The cloud that drifted over Wall Street from the
insurance investigation must be entirely dispersed by the fullest investigation and
publicity and the establishment of a new regime in insurance management and its
banking methods and affiliations.

It is the duty of life insurance trustees to co-operate to this end, and for them to refuse
to do soistoimply consciousness of their own inability to stand the searching ordeal.
If such there be, owing to their purchases or sales of securities, in connection with
their respective companies, or any other doings that cannot bear the light or are open
to criticism, they should be ventilated and exposed without fear or favor.

The efforts to smother further life insurance investigation, which had their counterpart
in the opposition to the proposed banking department investigation, should be
frowned down by public opinion, both in the interests of morality and good business
practices. The banks and the banker should, like Caesar’s wife, be above suspicion,
and not less so the lifeinsurance manager and trustee.

Turning to the railways, we find the need of stricter laws in matters that favor a few at
the expense of the many, as, forinstance, in the giving of rebates. To prevent these,
not a mere fine, which can be easily paid, should be imposed, but the offence should
be made a misdemeanor, punishable with imprisonment. Railway officials would
then, with the danger of an indictment and a term in prison before them, hesitate to



violate the law. For their own reputation, as well as for the sake of their families, they
would be likely to avoid that secret and unlawful rate-cutting, disguised by the
payment of rebates, which has done so much in the past to foster unholy monopolies
and crush competition to the ruin of thousands.

In the lime-light of publicity the irregular rebate practices 811of the railways, forthe
benefit of large and favored shippers, would be impossible; and equally so would have
been the go-as-you-please and extravagant management of the life insurance
companies as revealed by the insurance investigation. Under the new order of things,
regulated by stricter laws, it should be made impossible for these irregularities ever to
occur. The death-knell should also be sounded by these stricter laws and reforms of
much of the “graft” that has been epidemic in political and business life. Publicity of
accounts would be a protection to all solvent concerns and expose and eliminate the
unsound and the fraudulent that would otherwise be a menace to them, and it should
be welcomed by all who have nothing to fear from such publicity.

We are passing through a reform—yea, a revolutionary period in business affairs. But
good will come out of it, for with ourimproved business methods will come a higher
sense of responsibility and a keener perception of duty, which cannotfail to inspire
correspondingly greater confidence and produce more certain results. We shall thus
have more conservatism in business and fewer speculative hazards and crookedness
than before.

Therefore, let the march of reform be unimpeded, for it will lead us to a higher
financialand commercial eminence than even that on which we already stand, and
hasten the time when this country will be the world’s greatest financialand
commercial centre.

It would seem that many need more conservatism and prudence in their business
ventures, and they would be the better for having the lime-light of publicity thrown on
them. When the sky-rockets of the business world fall they are not the only sufferers,
forthey injure others who are perfectly sound and conservative by creating distrust of
all.

The accounting and publicity | advocate would expose, check, and prevent the
irregularities and the one-man power abuses that have ended in so many collapses.
The one-man control of large corporations must cometo an end. An ounce of
prevention is better than a pound of cure.

812Corporations, too, should show that they have souls by not neglecting the welfare
of their employes. They should promote their health by giving them healthy



surroundings where they work, and also by making graduated provision for old age
service, or pensions in case of disability, after long service. This, or giving them a share
in the profits of the business, would do much to narrow the gulf between labor and
capital.

The one-man power in large corporations, with a lot of dummy directors subservient
toit, should also come to an end. Dummy directors are no better than so many decoy
ducks that mislead the public. They are directors who do not direct, and are not
expected to direct by those in control who selected them for election. They are
consequently a false pretence. No man ought to accept a place as director or trustee
of aninstitution, or corporation, particularly in a banking, railway, industrial or life
insurance company, who does not fully appreciate the responsibility of the position
and the care and vigilance it demands, and intend to faithfully and conscientiously
perform its duties. To intentionally become a dummy director is reprehensible, and
directors in dealing with the officers of their corporations should have opinions of
their own and not be afraid to express them. They are not alone responsible for their
own errors or wrongful acts, but for failure to expose and put a stop to the wrongdoing
of the officers or employees under their control, and they should not assume such
duties when they cannot properly attend to them.

| once knew a man of very great business renown, who during the last thirty years of
his life was much sought after because he possessed the qualifications necessary to
make him a most satisfactory dummy or dumb director. Hence he was connected
with a very large number of companies. He was a man of wealth, retired from
business, and had great capacity, butitwas of the avoirdupois kind. His chief
qualification consisted in his always attending punctually all the meetings. He came
early and stayed till the end. He watched closely to determine which way the majority
vote was 813going and always went with it. He was never known to open his mouth,
except when the luncheon was served after the directors’ meeting had adjourned. He
was much lamented by corporation managers when he died. He was their favorite
director, on the ground, as claimed, he gave no trouble and was perfectly satisfied
with the result of every meeting. When he was handed his five-dollar gold piece for
attendance it caused him to go home rejoicing. | cite him as a specimen brick among
dumb and dummy directors.

Directors should make ittheir business to learn all that is going on in the corporations
and institutions that they direct, so that they may qualify themselves to act
intelligently, instead of in a blindfolded way, as is too commonly the case. They should
assert their rights, and directin fact as well as in name, but of course necessarily
leaving all the details to the officers. They, too, should avoid grinding axes of their own



at the expense of their companies, and co-operate with both State and Federal
officials in the strict observance and enforcement of the laws, and never connive or
wink at their evasion.

All these influences for the better would promote public confidence in our ways of
doing business, and indirectly also contribute to the stability of our monetaryposition.
What we greatly need is a more stable money market in Wall Street. Such erratic
changes in the rates for Stock Exchange loans that we sometimes see would create a
convulsionin Europe if they were possible there. But as they are not possible there,
why should they be here? We are destined to ultimately become the monetary centre
of the world, but that cannot be till we acquire the stability of the Old World in interest
rates.

A freak money market, jumping up to absurdly high rates and then down again, is as
dangerous as itis intolerable. Itis inimical to the proper transaction of legitimate
business, and a disturbing factor that should be made as impossible in New York as it
isin London, Paris, or Berlin. What we need, among other things, to preventitis more
care and conservatism 814in banking circles. In the European money centres the
rates formoney rise and fallin response to supply and demand, just as they do here,
but within narrow limits beyond which they never pass. Thereis ho good reason why it
should not be so with us.

It is to be hoped that the eminently well qualified members of the committee
appointed by the New York Chamber of Commerce—consisting of Messrs. Vanderlip,
Conant, Straus, Claflin, and Clarke—will reach a solution of the problem of the money
market and define how far its vagaries and irregularities are owing to a want of
sufficient currency, capital, or credit, or sudden and excessive demands for loans,
consequent on excessive activity in speculation, or unwillingness to lend in times of
distrust and panic.

In European countries monetary stability can always be relied upon; and that element
of stability, which our money market now lacks, must exist here before we can
command the confidence of the world as the world’s financial centre. But we are now
rapidly taking steps in theright direction, and the reform movement in business and
legislation can come none too soon for our national welfare. Let the good work of
reform go on and prosper, for from it we shallreap an abundant harvest in the future.

There was no good and sufficiently sound reason why money, on call, should have
loaned in Wall Street at rates rangingfrom 100 to 125 per cent. per annum—asitdidin
December last, when in other cities all over the country it loaned no higher than six
per cent. These money spasms, while local in their actual effect, exert a disturbing



and demoralizing moralinfluence which is far-reaching. Such pernicious activity in the
money market is not natural. Itis due to artificial causes and ill-regulated methods
affecting ourlocal supply and demand.

For the rates of interest to be leaping wildly up and down, in the loan crowd of the
Stock Exchange, and changing violently every few moments, according to the shifting
bids and offers of the excited borrowers and lenders, would seem to be 815absurd
and laughable enough for opera bouffe. But in the banking and Stock Exchange
business itis a serious evil, involving large results.

Such anabnormal money marketis, of course, not very often seen, butit occurs often
enough to make itimportant for us to study its causes and seek a remedy for such
monetary excesses. Itis indeed a topic so serious as to call for the gravest
consideration. Yet neither the stringency northese minute to minute, or hourto hour,
fluctuations were caused by any fluctuation going on in the volume of the currency or
any except localinfluences.

What we have to guard against and preventis these occasional spasms. Againstthe
slow generalrise and fall of interest rates for money of from, say, 2 to 6 per cent per
annum and vice versa, there is nothing to be said, for the movementis a legitimate
one, a natural result of the varying supply and demand. We seeitin the Old World, as
well as the New World, but such rocket-like soarings, and such eccentric ups and
downs as Wall Street has experienced from time to time, are peculiar to itself. It must,
however, outgrow them, and the sooneritdoes so the better. It is not my purposein
this address to show how the end in view may be best accomplished, but that it can
and will be accomplished within no long time is certain. The faultis not so much due
to the want of elasticity in our currency system as to our local methods of doing
business in stocks and lending and borrowing money to carry them.

The causes of general monetary stringency are always apparent, but the cause of the
local scarcity of cash that sends the moneyrate up 5, 10, 20 oreven 50 percentinan
hour or so among a small group of borrowers and lenders in the Stock Exchange,
could evidently be avoided, asitis in Europe, and itis the business and duty of both
borrowers and lenders here to avoid it.

One thing tending to produce occasional local stringency is that our money market
has to contend with the evil effects of the New York Sub-Treasury, or rather the Sub-
Treasury system, 816that locks money up that ought to be kept in circulation. Every
Sub-Treasury acts practically as a Government bank, just as the old United States
National Bankin Philadelphia did, and takes in allthe money it can get, but pays out
none, except on Government vouchers. So it does not perform all the functions of a



bank, and we should have a more elastic currency if the Sub-Treasury system were
abolished, which it doubtless will be in time. Theoretically, we have no United States
National Bank, yet practically we have one in every Sub-Treasury. Until Congress
amends the Sub-Treasury and National Currency laws, the banks and trust companies
could by a united understanding prevent extreme money rates, by agreeing not to
charge in excess of 10 per cent interest; or, what would be better still, 7 per cent, on
call loans during periodical money strains. While they would lose some immediate
profits, they would be abundantly compensated later on by making New York a
greater, safer, and stronger financial centre, which would materially increase their
business.

In Germany, emergency currency may be issued by the banks in times of stringency.
This, in effect, releases them from the limit on reserves, just as, in panics, a
Government order in council releases the Bank of England from the limit placed on its
noteissues, and allows itto issue its notes to an unlimited extent. The consequent
inflation of the currency under both the German and English systems, and the revival
of confidence produced by it, brings relief in the money market.

But our only way of obtaining similar relief is for the Secretary of the Treasury to order
Treasury deposits to be made in National banks on the security of United States
bonds, orif heis willing to accept them, first class State or city bonds. Assuming the
banks to have the bonds, the Treasury may not always have the money to spare for
this purpose beyond its proper working balance, and at the bestitis a make-shift
expedient.

That we need a more elastic currency is indisputable, and also such changes in our
custom of borrowing and lending 817money on collaterals on the Stock Exchange as
will secure stability in rates of interest there, even in times of stringency. The time will
come when the circulation of the National banks will be based on gold, instead of
United States bonds, and in that way our monetary system will more closely approach
that of the principal European nations. But we need not prepare to cross the bridge
untilwe come to it.

With regard to the other matters referred to, it is always well to strike while theiron is
hot, and at present the reform movementin legislation affecting life insurance and
banking concerns is at white heat, not only in the State of New York, but elsewhere,
and it should be pressed forward until all the results aimed at are secured.

In the first place, to accomplish this the life insurance and bank investigations already
in progress, or proposed, should be carried out to the fullest extent, and, through the
employment of expert and independent book-keepers and accountants, made so



thorough as to leave nothing hidden orin doubt. The results in detail should then be
promptly published, and in a form that all could understand, so that the public would
know the plain, unvarnished truth. In this way rumors and suspicions of underhand
doings, bribery and corruption, graft, fraud, deficiencies in accounts,
misappropriation of funds, and concealed insolvency, would, if not confirmed, be
contradicted and swept away, thus leaving the concerns before under suspicionin all
the better credit and standing.

Not only should all this be done now, but the State Legislature should be equally
promptin passing the laws necessary to maintain this high standard of publicity in the
future, and making it mandatory upon the banking and insurance departments to
order frequent examinations into the condition of all State banks and banking and
insurance concerns by expert accountants, and publish their findings. All opposition
to such investigation and publicity is of itself calculated to excite suspicion, whether it
comes from banks, trust companies, life insurance officers, and trustees, or other
concerns, or parties in interest. Industrial and other corporations 818of all kinds,
including railways, ought also to be made, by mandatory laws, subject to stricter
supervision and periodical examination as to their financial condition. Hence the
Attorney-General of this and other States should be invested with new powers to this
end, and the provisions of the laws should be made mandatory upon them. They
should call for verified statements of earnings, profits, expenses, capitalization,
indebtedness, dividends, property valuations, liabilities and assets, so that large
corporations would cease to be blind pools, and fraud and misrepresentation would
be checked by being exposed; and itis exposure and publicity which is most dreaded
by those who prefer crooked ways to open and above board business methods and
integrity of purpose. Butthose who have nothing to hide have much to gain fromit,
and should welcome the lime-light of this new era of publicity. Secrecy is only the
defence of the weak.

The recent decision of the Supreme Court of the United States in the Tobacco and
Paper Trust cases, that corporations cannot take refuge in secrecy, but must give
testimony as to all their transactions, when required, even where it is self-
incriminating, is a great victory of the people. It marks the beginning of a new
departure in corporate management by enforcing existing laws, and requiring that
publicity of accounts, which large industrial, railway, and other corporations, and
most notably the large industrial trusts, have hitherto so strictly guarded againstand
avoided, after the blind poolfashion.

The decision is that the law as it stands, giving a witness the constitutional privilege of
refusing to give testimony tending to incriminate himself, does not extend to or cover



his refusal to produce books and papers that would incriminate his, or any other
corporation, the immunity being wholly personal. He cannot, therefore, assertit either
in behalf of a third person or a corporation, yet strange to say this clear and convincing
reasoning has never been put forward by lawyers opposing the trusts. But it willmake
the way of the corporation transgressor harder in the future.

819lt opens the door and clears the way for a thorough, complete, and public
examination of the affairs and accounts of the trusts. It removes the first loophole for
their escape from the consequences of their unlawful acts, and from the exposure of
their methods of opposing and crushing competitors. They will, therefore, become
liable to prosecution under the Sherman Anti-Trust Law, and all unlawful
combinations, schemes, and conspiracies will be effectually and permanently broken

up.

This decision is pf such vast and far-reaching importance, not only to all directly
concerned, but to the whole country, that its legal effect and its moralinfluence can
hardly be overestimated. It will probably become as famous in the history of the
Supreme Court as the Dred Scott decision; and it will preventin future the miscarriage
of justice for want of evidence against corporations, which has so frequently occurred
in the past. It will also raise the moral tone of corporate management by enforcing
publicity before refused, for the decision not only applies to all railway and industrial
corporations, but banks, trust companies, and insurance companies of all kinds. It
shows that a rigid enforcement of existing laws is alone necessary to correct many
abuses of long standing.

The temptation that secret acts and secretive general management present to those
disposed to wrongdoing and chicanery, malfeasance, misappropriation, and graftcan
easily be imagined; and it can also be as easily inferred that such managementis apt
to give rise to suspicions and rumors detrimental to the interest of the corporations
concerned, and indirectly injurious to others. Honesty is not only the best polity, but a
moral duty, and should be as much the watchword of corporations as of individuals,
and no man should betray his trust for either love or money, whether acting in or out of
a corporate capacity.

There is more permanent prosperity, as well as honor, to be secured by honest than
dishonest means, and to quote the Bible, “What does it profita man if he gain the
whole world, 820and lose his own soul?” Yet unscrupulousness in high places of trust
is often forced upon public attention. This should all be swept away as a debasing
element in business life, for dishonesty, like the upas tree, casts a blighting influence
wherever it is.



The corruption of judges and juries and the bribing of legislators should be more
abhorrent than larceny itself to every captain of industry and all corporate officials,
who should have equal respect for the truth and their own honor. Great wrongdoers
should be no more exempt from punishment than small offenders and mere millions
should furnish no protection to them.

Great fortunes accumulated by monopoly and oppression, and other dishonest
means, are no credit to their possessors, but really a reproach, and the abuse of
power by them is a great national evil. Every business man should take pride not only
in his regard for honesty, truth, and fair dealing, butin his own personal honor,
whether heis acting for a corporation or himself. We are now on the highroad to the
correction of a multitude of abuses and the country is to be congratulated upon this
salutary movement forimprovement and reform in our business methods. Our great
remedy is PUBLICITY, and the enforcement of the law.

The immensity and grandeur of our national progress and achievements justify us in

looking forward to a still greater and grander developmentin the future and still more
splendid triumphs of mind over matter than we have already accomplished. | do not

say with the spread-eagle Fourth of July orator:

“No pent up Utica controls our powers,
But the whole boundless continentis ours.”

Yet it cannot beignored that no other nation has such a magnificent career of
expansion, development, and progress before it as the United States, united as itis by
telegraph and telephone and our vast network of railways, from the Atlantic 821to the
Pacific, and Maine to Florida, in unbroken continuity.






WILLIAM H. MOORE.

With the growth of our population, which even now exceeds eighty millions, we shall
grow more and more in nationalimportance and wealth, not only in material wealth
butin the higher products of an advancing civilization, in the arts and sciences and
literature, and all that embellishes and glorifies mankind. Therefore we should, as we
go along, constantly endeavor to correct errors, shortcomings, and abuses, and prune
away rotten and unsound timbers in our public and business life, and make the whole
machinery of business and activities of all kinds—trade, banking, insurance,
manufacturing, legislative, and the various professions and mechanicalindustries,
work as legitimately, honestly, smoothly, and harmoniously as possible. The way to do
this can be best paved by promoting public spirit, and sweeping away the
opportunities for business wrongdoing in secret, such as rebating, by wise laws
properly enforced, and backed by public opinion, yet laws not oppressive, unjust or

” » ¢«

too inquisitorial. This would compel the “crooks,” “grafters,” “rebaters” and
“competition crushers” of the business world, who have schemed in darkness, and
shunned the light, to come outinto the open view, and this publicity alone would be a

perfect cure for many great evils. So let us have more light—the light of PUBLICITY.

822

CHAPTER LXXV.

THE MONETARY SITUATION AND ITS REMEDIES. !

3. An address to the West Virginia Banking Association at their 13th Anniversary
Meeting, at Elkins, West Virginia, June 19, 1906, by Henry Clews.

The rapid growth of our population, the great activity of all ourindustries, the general
prosperity of the country, apart from the terrible calamity at San Francisco, and the
immense speculation going on in land and mining ventures, especially in the West,
are the underlying causes of the severe monetary stringency that New York has lately
experienced. These influences have kept money to a much larger extent than usual
active in the interior and prevented its concentration not only in New York and the
other Eastern monetary centres, but at the Western centres.

Chicago in particular found that money, instead of returning there from the interior in
good volume, as it usually does in January, February, and March, continued this year
to be sent to the interior by the banks there at an average rate of $12,000,000 a month
during these three months. This movement was not so much owing to the land and


https://www.gutenberg.org/cache/epub/70377/pg70377-images.html#f3
https://www.gutenberg.org/cache/epub/70377/pg70377-images.html#r3

mining boom as to theimmense absorption of money in the various manufacturing,
mercantile, and other expanding business interests all over the West and South. So
great was, and stillis, the activity in these directions that speculation in grain,
provisions, and stocks has been more neglected in the West than for several years, as
the narrowness of the markets there has shown.

To show more precisely the effect on the money markets of this unusually great
speculative and industrial activity itis 823only necessary to say that, during this first
quarter of the year 1906, the Chicago banks steadily and heavily lost in deposits, while
their loans kept increasing. Acomparison of the condition of the national banksin that
city on April 6th, as reported to the Comptroller of the Currency, with their condition at
the date of their previous report on January 29th, showed an increase in their loans of
$8,625,237 (or4.11 per cent) and a decrease in their deposits of $6,773,490 (or2.11
per cent) and a decrease in cash resources of $14,628,960, or 10.38 per cent. These
figures explain why money was so scarce in New York. The West had none to send us,
although thereis more money in circulation than ever before. If we go back to the
condition of the same Chicago banks on March 14th, 1905, and compare it with their
report referred to, we still find that their deposits decreased $8,687,117 and theircash
resources $7,970,318, while their loans increased $1,599,774; and in their reduced
cash resources the Chicago banks reflected the condition of the banks in all the other
large cities of the West, Northwest, and Southwest. There has been a rapidly rising
volume of trade and land and mining speculation there for more than a year, and
enormous activity in new industrial enterprises. In the Southwest, particularly, the
growth of banking has been not only unprecedented but enormous. linclude in this
designation the States of Missouri, Arkansas, Louisiana, Texas, and Kansas and the
Territories of Oklahoma, Indian, New Mexico, and Arizona. The last decade has
witnessed in this section of our country more extensive and rapid material
development than was ever before seen anywhere, either in the United States or
elsewhere, and this expansion in banking was in response to that material
development, and therefore had a legitimate foundation in business requirements.
American spirit and enterprise, and Western push, overcame all obstacles in
spreading civilization and creating trade, especially in the new settlements.

In the five years ending with 1900, 101 new national and other banking institutions
were established in these nine 824 States and Territories—with a consequent increase
of $94,500,000 inindividualdepositsand $150,300,000 in aggregate resources, and in
the next five years ending with 1905 no fewerthan 1,415 new banks and banking
institutions were added to the number—a resulting increase of $73,400,000 in capital
and surplus, $383,750,000 in individual deposits and $670,350,000 in aggregate



resources. Thus, in ten years, there was an increase of 1,516 in the number of banks,
of $137,000,000 in capital and surplus, of which $79,000,000 was surplus, of
$478,000,000 in individual deposits, and of $820,750,000 in aggregate resources.

This enormous banking development reflected and stimulated the enormous
development of the country, and aided trade fully as much as trade helped the banks.
The one kept pace with the other, and marvelous progress in both was the result; and
this progress continues, and will continue indefinitely long under the stimulus of the
rapidly increasing population of that still sparsely settled section.

This banking developmentis of incalculable benefit, both locally and generally, forits
influence is far-reaching. The drain of money from the outlying districts, including New
York, to move the crops, is reduced as banking facilities in the West and South
increase.

In the South, during the same period, there has also been very great commercial and
banking development, with the banks andtrade goinghand in hand to help each other,
as in the Southwest. The South was never before so active and prosperous; and,
rapidly as itis progressing, it willgo on prospering with unabated vigor and enterprise,
forit has entered upon a new era of prosperity and immense development of its
material resources awaits it. In manufacturing and mining, as well as agriculture,
immense opportunities are open to it; and before long the naturalincrease of its
population will be largely added to by the white immigration that it needs. So the
South has a bright and magnificent future.

This vastindustrial and mercantile activity—this general 825business enterprise, this
land and mining speculation, or boom, has extended, in various degrees, all over the
United States, and the influence it has had on the money market in large cities, and
particularly in New York, was only a natural and easily foreseen result. It has produced
a corresponding activity in money, because of the greater demand for its use; and the
real estate speculation, the vastest we have to deal with, is stillincreasing.

The boom is almost entirely in land and mostly in vacant plots, or lots, suitable for
building purposes; but there is also a very active speculation in improved property,
and much speculative building. The amount of money practically locked up in this
land speculation is much largerthan is generally supposed.

Statistics of 29 of the largest cities of the United States show that in the month of May
they issued permits for the construction of 13,712 new buildings, to cost $55,074,761,
againstonly 12,036 in May, 1905, to cost $50,791,738, anincrease of 8 percent, and a
similarincrease was shown in each preceding month of 1906. The May increase was



greatest in cities remote from the Atlantic Coast; in Portland, Oregon, it was 309 per
cent; inTacoma, 111 per cent; in Seattle, 30 per cent. Butthe San Francisco
catastrophe was evidently the main cause of the large increase in Portland and
Tacoma. Yet the increase in Omaha was 75 per cent, in St. Paul 49 per cent, in Duluth
110 percent, in Louisville 50 per cent, in New Orleans 47 per cent, and in Chicago 39
per cent. These figures, dry as they may seem, are eloquent in their suggestiveness of
the extent of the demand for money from this one source, the land and building boom.

Gold and silver mining speculation, too, last year began to assume the dimensions of
a boom in Nevada, and allthe old metaland mineral mining camps, and many new
ones in other States, are, like the Lake Michigan copper regions, scenes of active
speculation in properties, as well as busy with mining, and hosts of speculators are
their own bankers, carrying large amounts of currency in their pockets.

826The money that usually returns to the money centers is thus widely scattered and
too busily employed to return. So we have to deal with a period of prosperity and
industrial activity that is something more than normal. But—without referring to the
heavy drain of cash for the relief of San Francisco, which was offset by gold imports—
although money was scarce in New York, owing to this enormous activity and general
prosperity that kept it moving from hand to hand, it was not scarce enough to justify
the excessively high rates we often witness on the Stock Exchange. These were
serious and hurtful, and to guard against such vicissitudes in our money market every
member of the Stock Exchange and every banker and bank officer should use his
influence.

How far the Chamber of Commerce Committee on the Reform of the Currency will
succeed in providing remedies forthe monetary situation remains to be seen. But
from the twenty-seven questions it has sentto bankers and others itis apparent that it
contemplates no fundamental change in our currency system. Inferentially, it will not
interfere with United States legal tender notes, nor with United States bonds as a
basis forthe circulation of the national banks. Yet both bases are indefensible on
sound economic principles. The issue of greenbacks was merely a war measure, and
intended to serve only a temporary purpose; instead of which we have made it
permanent, so keeping the Government in the banking business with its war currency
system.

There can be no question as to the false bottom on which the national bank currency
rests; for paper, thatis, paper money, should not be secured by, or redeemed in paper,
even when that paperis as indisputably good as United States bonds. All our paper
money oughtto be based on readily convertible assets and redeemablein gold.



Bonds, even United States bonds, by which national bank notes are now secured, are
only evidences of debt, and the time will come when these will be liquidated, and the
sooner the better.

The committee probably thinks that the existing order of things, notwithstanding its
fundamentalerrors, is too deeply 827rooted and strongly fortified to be materially
changed without danger of the remedy proving worse than the disease. It
consequently favors more national bank currency on the present basis. Branch banks
and rediscounting for small banks by large banks are also favored. The committee’s
questions indicate, however, that it favors the abolition of the Sub-Treasury system,
and to that result it should resolutely bend its energies. At present the Sub-Treasuries
are practically banks, like the old United States Bank at Philadelphia, with the
important difference against them that allthe money they take in remains locked up in
their vaults till paid out on Treasury drafts. The evil effect on the money market, and
particularly on Wall Street, of thus withholding money from circulation in periods of
stringency has been too often felt. It was more than usually conspicuous and severe
during the late tight money ordeal, owing to the Treasury receipts very largely
exceeding its disbursements. This greatly aggravated the scarcity of money in New
York, due to other causes, and resulted, in Wall Street, in the rates for call loans
ranging at times, within the last six months, with rapid and eccentric fluctuations,
from 15 to 30 per cent, and on one occasion touching 125 per cent. We have here a
phenomenon entirely distinct from ordinary monetary conditions.

These extremely high and highly fluctuating rates are, itis true, peculiar to the New
York Stock Exchange, but they are none the less a great evil, and they acquire national
and even internationalimportance from the fact that New York is the financial center
of the country and the New York Stock Exchange the barometer of financialvalues for
the whole United States.

However much our commanding position may in other respects fit New York to be the
world’s financial center, it cannot aspire to and secure that position of power so long
as itis the scene of these violent fluctuations in the rates of interest for call loans on
the Stock Exchange. Measures should therefore be taken not only to prevent them, but
to make their recurrence impossible; and how this can be best and

most 828efficiently accomplished is a matter for very serious consideration.

Thatitcan be accomplished is evident from the entire absence of any such violent
rate oscillations in the money markets of Europe. There the rates of interest fluctuate
slowly within a reasonably narrow range, generally between 3 and 5 per cent, the
extremes being 1 or 2 above, or below, these figures. Such unreasonable eruptions in



the money market as we have sometimes seen in the loan crowd of the New York
Stock Exchange were never seen, and would be impossible, in London, Paris, Berlin,
or any other European capital. Why, then, should they ever occur, or be possible here?

In response to questions propounded by the Chamber of Commerce Committee |
would say that, as the Sub-Treasury system is a disturbing factor in the money market,
provision should be made by Congress for the regular depositin national banks of
surplus Government money above its regular working balance of fifty millions, the
banks to pay interest at 2 per cent per annum thereon.

Bank notes, in my opinion, are a form of bank obligation the same in principle as bank
deposits, payable on demand, and these notes, as the most convenient form of
credit, should be released as much as possible from restrictions not necessary to
secure their safety, acceptability, and redemption in gold, or United States legal
tender notes, for so long as the latter may be kept outstanding.

In seeking increased flexibility for our currency | would not suggest anything that
would impair the value of United States bonds as a basis of circulation; but it deserves
consideration whether new currency might not be issued by moderately increasing,
above the par of the bonds but not above their average market value, the amount of
notes to be secured by them. Then, too, why should not national banks be authorized
to issue a fixed proportion of circulating notes upon their generalresources, these to
be secured by a guaranty fund? To induce the retirement of these notes when not
needed, owing to money being superabundant at low 829rates, this asset circulation
could be made liable to a graduated tax. The proportion of notes to capital that should
be allowed, and the amount of the tax, are matters upon which bankers differ, but |
favor strict moderation in both. This asset currency, under moderate restrictions, for
use under ordinary conditions, would be far preferable to any emergency

circulation, ISSUED UNDER A HIGH TAX, although Secretary Shaw recommended itin
his report for 1905.

As the taxes collected upon the circulation of national banks from 1864 to the end of
June, 1905, amounted to $96,220,997, and the failed banks, during that period, had
outstanding only $17,295,748 of notes, and the dividends paid on their claims
averaged 77.95 per cent, it follows, at the same ratable proportion of loss, that the
deficiency on account of their notes would have been only $3,813,712, or22.05 per
cent of their total circulation. So in the light of this experience | see no great riskin a
guaranty fund, consisting of the taxes paid upon circulation, nor do | see why it would
not be sufficientto redeem all the notes of failed banks.



| would make the asset currency a first lien upon the assets of the issuing banks, and
allow the banks to redeem their notes at appointed redemption places in the large
cities. This would save the trouble and delay of sending them to Washington, and by
facilitating redemptions when money was easy, give more ebb and flow to the
currency and tend to prevent excessive speculation in times when there is a glut of
money. Under the Canadian banking system there are several central redemption
cities for bank notes; but | would not, asis the case in Canada, limittherightto issue
notes to banks of not less capital than $500,000. There is safety in numbers, in regard
to banks as well as other matters. Then, too, it would be well to make all the Sub-
Treasuries in the country useful as national bank note redemption points, because it
would contribute to the elasticity of the currency in the same way that it does in
Canada, and doubtless Congress would favor such a measure.

830The proposition to establish a new bank in Wall Street with $50,000,000, or even
more, capital, orto increase the capital of an existing bank to that extent, to serve the
purposes of Stock Exchange borrowers, and regulate rates of interest, after the
manner of the Bank of England, is deserving of no consideration whatever. It would
merely excite and provoke the jealousy and opposition of other banking institutions,
and create a sort of monopoly with special privileges, without securing the end in
view. A Bank of Banks is not what we want, nor do we want a revival of the old United
States Bank.

Such a bank as the Bank of England, or the Bank of France, could not be created here,
either in a day or a generation, for those time-honored institutions are the growth of
ages. They are very much older than any of the other banks there; and, under the
control of their respective governments, they have grown up with their countries and
become practically, although not by ownership, government institutions. Hence their
prestige and power, and the impossibility of other banks superseding them.

It may, however, deserve consideration whether the New York Clearing House might
not exert power in regulating rates of interest similar to that exercised by the Bank of
England, providing the banks belonging to it would unite to give it that power; and is
there any reason why they should not? Even without any formal or concentrated
action in this direction, outside of the Clearing House Committee, it could appointa
committee to name every week, or oftener when necessary, as the Bank of England
does, a minimum rate of interest on call loans and discounts. It could also fix a
maximum rate for each. This need not be compulsory; buteven only as a
recommendation it would have a powerful moral effect, and the Wall Street banks, if
they approved of the innovation, would conform to it. The Clearing House could,
indeed, after the formal approval of this regulation by its members, enforce its



observance under penalties, if deemed necessary. In this alone, in my opinion, a
practical remedy 831would be found for the high rate evil on the Stock Exchange.

But, atthe same time, greater elasticity could be given to our national bank currency if
Congress would amend the law so as to permit of currency being issued against
specified bank assets, subject to the approval of the Comptroller of the Currency. This
is a feature of the banking system of other countries, which has always worked very
well and to the satisfaction of allinterests; and what our currency urgently needs is
greater elasticity.

Strictly speaking, according to economic principles, we cannot expect a perfect
currency, with all the resiliency and elasticity possible in a currency, so long as bonds
instead of gold are used as the basis of our bank circulation. Yet for security the bonds
are, under present conditions, just as good as gold; and there would be more elasticity
in the bank circulation based upon them if the restrictions imposed upon their
redemption by the Act of 1882, which are now unnecessary, were removed. Indeed,
the inability to promptly retire bank notes is one of the worst faults of our system, and
Congress should repeal the restrictions without delay. If this obstacle in the way of
resiliency were removed, and the unlimited retirement of bank notes permitted, we
may rest assured that free expansion, when demanded, would quickly follow
curtailment, and this ebb and flow of the currency would obviously be an elastic
movement.

As itis, thereis a great waste of banking power in our treatment of national bank notes
and reserves. We have $544,765,959 of nationalbank notes, andonly $337,130,321 of
United States legal tender notes, and, setting gold aside, the redemption of the former
in the latter is obviously absurd and inconsistent with sound finance and good
banking. We see in the present system this $544,765,959 of banking capital absorbed
and represented by non-reserve currency. The capitalis perfectly safe, butitis locked
out of any other use, and rendered inefficient for any other purpose. This calls for a
remedy. The percentage of reserves to loansin national 832banks has decreased from
more than 20 percent in 1898 to less than 15 per cent. Hence the bank reserves
require to be increased.

The law relating to the redemption of national bank notes in United States notes, or
greenbacks, was passed when the greenbacks very largely exceeded the banknotes in
amount, but the reversal of these conditions reminds us that the tail is now wagging
the dog. This alone makes it clear that the law should be amended.

But beyond all this we should open our money market more to the rest of the world by
establishing a new factor, which would always afford prompt relief in times of



stringency, by giving us cable transfers of gold, instead of gold shipments, and of itself
prevent abnormally high rates. Through this medium we could, instantly, practically
draw gold from Europe whenever wanted, and Europe could do the same from us,
when needed there. | refer to the establishment of an International Gold Transfer
System, or Clearing House, to supersede and dispense with what | may call the old-
fashioned gold see-saw. Gold in circulation is doing good work, but gold see-sawing
across the ocean is going to waste. The custom of shipping gold from one country to
another, in response to the ups and downs of the market rates for foreign exchange,
not only reminds me of the forward-and-back movementin a quadrille, but suggests
that, as the precious metalis rendered practically useless while in transit, it should
not be used in a dance of that kind across the ocean. The subject may not seem to be
very important, butitreallyis so, for “tall oaks from little acorns grow”; and itis
surprising thatin the march of modern improvement this method of settling
international balances has not been superseded by a shorter, quicker, and cheaper
cut to transatlantic adjustments. Bankers, in both hemispheres, are absurdly behind
this progressive and electric age, in transporting gold from the New World to the Old,
and vice versa, to adjust balances between them, whenever the rates of exchange
show a profitin the transaction. That they could profitably dispense 833with itis
obvious, as they could easily establish this transfer system, this international clearing
house for gold, at very small expense. Thus therisk, and loss of time, involved in the
old-fashioned method would be eliminated, while the new arrangement, being under
their own control, would beyond peradventure serve every necessary purpose of the
shippers, combined with perfect safety.

The disadvantage of shipping boxes or kegs of gold to and fro between America and
Europe is apparent when we consider that it is a time-wasting see-saw performance,
which involves the expense of packing, cartage, freightage, insurance, and loss of
interest while in transit, and still greater loss due to abrasion consequent on sea
transportation, to say nothing of bankers’ commissions, and risk of partial or entire
loss by robbery, accident, or marine disaster; ignoring, moreover, the restraints it
imposes upon our foreign trade.

All these disadvantages could be obviated and this handicap upon our commerce
removed by a mutual-interest arrangement, between the leading banks in the United
States and Europe, to deposit a sufficiently large amount of gold on each side of the
Atlantic, and issueinternational clearing-house certificates and draw bills of
exchange against the deposits. This gold could be counted as part of their reserve, if in
their own vaults; or the Bank of England, in London, and the United States Sub-
Treasury in Wall Street, could be used as the gold depositaries. We have a clearing



house for bank checks in each of the large cities, and one also for the transactions of
the New York Stock Exchange. London, too, has its bank clearing house. Why, then,
should the clearing house system not be extended to international transfers of gold,
so as to make them possible at any moment by cable-telegraph instead of the slow
process of six-days transfers? In this way our international dealings would be
quickened and extended and our financialand commercial relations become more
intimate.

There is no good reason why we should unnecessarily treat gold as we do, when we
can save time, money, and risk by 834keeping the metal where itis, and issuing
certificates of deposit againstit, and the use and transfer of which would serve as well
as gold shipments.

The present custom becomes a ridiculous “chasse” across the Atlantic, when we see
the same gold shipped to Europe, then shipped back to America within a few days
after reaching its destination, without being unpacked, owing to sudden intervening
changes in the rates of exchange, making it profitable for the former gold exporting
country to import the metal. Such wasteful shilly-shally procedure would be likely to
excite mirth in opera bouffe, but bankers who ship gold are very serious aboutit, and
seem to be without enough perception of the ludicrous to see anything funnyin its
coming and going, although they feel the shoe pinch in its costliness in both time and
money. As the world’s gold production increases the urgent need of this over-sea
change will become more and more conspicuous, and its adoption will accord with
the generally progressive spirit and methods of our telegraphic and telephonic age.

Had such an international gold clearing house existed the sagacious but
unprecedented action of the Secretary of the Treasury, to relieve the money market by
making deposits, as secured loans, in certain banks, to encourage and cover their
prospective gold importations from Europe, the sameto be returned on the arrival of
the gold, would have been unnecessary. While this expedient has well served a
temporary purpose, itis notto be relied upon as a permanent source of relief during
monetary stress, and it involves a stretch of authority under the law that is open to
grave objection. But, as it happened, the Secretary’s action, which was taken just
before the San Francisco disaster occurred, proved particularly fortunate, and
probably prevented a very serious aggravation of the stringency in the money market,
owing to the heavy remittances to California. It was a piece of good luck that seemed
almost providential, and the end justified the means. But it should always be regarded
as only a fortuitous circumstance and temporary expedient, not 835as a permanent
source of relief; and it emphasizes our need of a new international gold transfer
system. Moreover, the benefit Europe would derive from it would be equal to our own.



The Secretary, under the circumstances, acted wisely in also increasing the Treasury
deposits in the national banks, while the Government’s receipts were largely in excess
of its disbursements, so as to offset, as far as possible, this preponderance of
receipts, and lessen the drain of money into the Sub-Treasuries. But this method of
relief is, too, only a temporary expedient, to remedy the evils of the Sub-Treasury
system. While the Sub-Treasury system lasts Congress should authorize the Secretary
to deposit customs, as well as internal revenue receipts, in the national bank
depositaries, in time of stringency, when the Government’s receipts exceed its
disbursements, and it has more than a sufficient working balance. The Government
should, as a compensation to it, require the banks to pay interest at, say, two and one-
half orthree per cent per annum on such deposits, these not to exceed, in amount, 25
per cent of their paid-up and unimpaired capital, and to be returnable on demand, but
without requiring these special deposits to be secured. They should, however, be
made a first lien upon the assets of the banks.

If the changes above suggested were made, | am sanguine that they would prove to be
remedies forthe evils and disadvantages under which we now labor, and so increase
the stability of our money market and improve and fortify the machinery of the whole
monetary system, while giving more elasticity to the currency.

836

CHAPTER LXXVI.

INDIVIDUALISM VERSUS SOCIALISM.*

4. An address delivered by Henry Clews on Sunday afternoon, May 12, 1907, at the
Columbia Theatre, Brooklyn, in debate with Professor Kirkpatrick, graduate of Albion
College, Michigan, and former professor in the University of Chicago.

In order that | may present a clear understanding of my view of the subject, itis only
fair, in the first place, to state that the system of Individualism which | shall endeavor
to uphold is worthy and commendable. | hold it to be superior in every sense to any of
the various plans of Socialism offered by its advocates. By this | do not mean
Individualism in the extreme sense of the term, for, as we all know, in no civilized
country and under no form of government whatsoever does, or can, extreme
Individualism exist.

In the world of economics and politics Individualism has a distinct meaning, as a
name given to the theory of government which favors the non-interference of the State
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in the affairs of individuals. It has also been well defined, as the private ownership of
the means of production and distribution, where competition is possible; leaving to
public ownership those means of production and distribution in which competitionis
practically impossible.

It will, then, be at once apparent that, in the consideration of the forces helpful and
necessary to society, the individualist believes that competition which encourages
merit and develops skill should remain paramount. And right here the issue is made,
between Individualism and Socialism, the Socialist 837denying that competition is
beneficial to society, but contending rather that itis a deleterious and harmful force.

Upon this issue, so joined, | stand firmly in favor of the principle of competition, and
that system of Individualism which guards, protects and encourages competition. Itis
that system of government under which we live to-day—a government of the people,
by the people and for the people—the United States of America—a free system of
government, in the best and broadest sense of the term.

Under this free system of government, whereby individuals are free to get a living orto
pursue wealth as each chooses, the usual result is competition. Obviously, then,
competition really means industrial freedom. Thus, any one may choose his own
trade or profession, or, if he does not like it, he may change. He is free to work hard or
not; he may make his own bargains and set his price upon his labor or his products.
He is free to acquire property to any extent, or to part with it. By dint of greater effort or
superior skill, or by intelligence, if he can make better wages, he is free to live better,
just as his neighboris free to follow his example and to learn to excel himin turn. If any
one has a genius for making and managing money, heis free to exercise his genius,
just as anotheris free to handle his tools.

In this primary outline of the free system of Individualism, itis well also to consider
the good side of freedom or Individualism. It is an axiom, well established, that the
freer men are to choose their work and to use and enjoy its results, the more work they
are willing to do. Their energy and enterprise are called out, their wits sharpened, their
hopes stirred. If any one wins unusual success, others are encouraged to try better
methods. If anindividualenjoys his money, gained by energy and successful effort, his
neighbors are urged to work the harder, that they and their children may have the
same enjoyment.

Thus, every one accomplishes more in a condition of freedom or Individualism, and
the whole nation is richer, than if custom or a Socialistic community fettered and
restricted 838men, and compelled them to work according to rule. With matured
individuals, this is on the same principle that children enjoy their sports better, when



left to themselves, than if a parent or teacher were to meddle and make rules for
them.

| believe that it can be stated, as an established fact, that whenever men are, as
individuals, free to work, to earn and to save and use their earnings as they deem fit,
the capable, the industrious, the temperate and the intelligent everywhere tend torise
to prosperity. The skilful are always in demand and at good wages. And remember,
that a day’s wages never purchased so much in supplies as itdoes in the United
States, where we use the individual or competitive system of work, because high as
prices are, wages are still higher.

As afurther part of thissummary of Individualism and competition, let us also add the
moral side, foritis a considerable and importantitem. When men labor, earn or save
with perfect freedom, they develop many moral qualities, such as patience, self-
reliance, self-sacrifice, venturesomeness, integrity, generosity and respect for others’
rights.

If a Socialistic committee of the wisest men could manage and make rules for the
rest, and provide for every one’s necessities, men would not acquire or exhibit these
sterling qualities of manhood, as well as they would by being thrown upon their own
resources.

We know this, also, from the fact that the strongest characters have been worked out
in brave and patient competition and conflict, often under difficult circumstances;
whereas the men who have never been thrown upon their own resources rarely
amountto anything.

After this preliminary description of the worth and salient influence of Individualism,

under which our country has grown to be the greatest nation of the world, let us now

turn to Socialism—a system which, if adopted, would call a halt to our progress, tear
down our established institutions, and turn our great prosperity into ruin and decay.

It is difficult to tell just whatis meant by Socialism in the more modern sense of the
term.

839lt has appeared in the United States under five different and almost totally
disconnected forms. It has appeared as a movement towards the establishment of
Socialistic communities or communisms; it has appeared as Fourierism, as German
or International Socialism, as Nihilism and Christian Socialism.

Professor Mallock, the eminent English writer, in his lectures in New York, made a
careful analysis of Socialism, and exposed its plausible sophistries, some of which,



Socialists boast, are grounded on our defined principles of political economy, which
the learned writer asserts are rather incomplete. It may be admitted that this is so,
and that fuller and clearer distinctions could well be added to our text books on the
subject. But, joining theissuein a clean-cut way, between Individualism and
Socialism, obviates all necessity at this time of further considering such distinctions,
and clarifies our respective positions in this debate.

It was noticeable that, during the delivery of these lectures, hints and remonstrances
were freely thrown out that the structure that Dr. Mallock was attacking was not
Socialism at all, in the modern acceptation of the term, but something else that had
long ago been abandoned.

Now, while | have no unfriendliness whatever with the honest Socialist (mistaken,
deluded and sadly out of placein this grand Republic, as he may be), | do say, that this
position is but too often the wily subterfuge, sought to be taken advantage of by the
insincere agitator or pretended reformer, when he sees that he is beaten. His
invariable answer to an irrefutable argumentis: “Oh, that which you talked aboutis

'”

not modern Socialism

For the purpose of this discussion, however, we can agree that, as
contradistinguished from Individualism, Socialism opposes and denounces
competition as aninjurious and unnecessary force in society, and advocates the
collective ownership, through the State, of all the means of production and
distribution.

Socialists would, in other words, fence up the great field 8400f free opportunity,
deaden allincentive or inspiration for great achievement, and not only curtail, but
wholly remove, the right to compete and excel, and make itimpossible to write
“success” as the result of individual effort.

Just think of that! Why, the very thing that the Socialists attack, as untenable and
wrong in government—individual competition—has done more than anything else to
make us what we are as a nation to-day; has kept alive the precious fires of liberty and
freedom and has preserved the institutions of our country. Take away the spirit of
Individualism from the people, and you at once eliminate the American Spirit—the
love of freedom—of free industry—free and unfettered opportunity—you take away
freedom itself!

Andright here, | take the position and shall ever contend, that the United States (of all
countries in the world) is no place for Socialism. Let us never forget that it was
founded by the wisdom and patriotism of the Fathers of the Revolution, and that it is



blessed with a Constitution, framed by men who loved individual freedom and
national liberty, and who risked their lives and sacrificed their property in the struggle
to overthrow injustice and oppression and achieve independence and individual
equality. Let us not forget its past one hundred and thirty years of eventful history,
replete as they are with many chapters of severe trial, over all of which it has ever
risen superior. This splendid history has placed our system of government beyond the
line of experiment, and raised it to such an elevation of recognition and respect, that it
now ranks as the highest among all the nations of the earth.

Born of the spirit of resistance to oppression, with the broadest and freest
constitution that the world has ever known—a land of freedom and equality in the
best and most liberal sense of the term—it would seem that the sincere lover of liberty
and equality could ask no better home than this democracy of ours—whose glorious
flag floats over eighty-four millions of prosperous and enlightened people.

841To further add, the term “contented people” might, perhaps, not be a strictly true
assertion, and neither would it, in my opinion, be a desirable one to use; forto the
spirit of discontent and ambition, so predominantin the American character, are due
largely the grand achievements and the remarkable progress and advancement of our
nation in all things that make for greatness, strength, and public welfare. However, we
must be careful to draw a plain line of contradistinction between that discontent
which is really the mainspring of human activity, and which, appreciating the solidity
and soundness of our foundation, aspires to build thereon to the highest ideals of
perfection and success—and that misguided or malicious discontent of Socialism
which arrays itself as an enemy of all civilized forms of government and seeks their
utter destruction.

We can well understand and appreciate, in a country ruled by a despot, whose heel of
oppression and tyranny is ever on the necks of the down-trodden people, the feeling of
the masses who, desiring some measure of free action and equality, would revolt
against such conditions, and seek a reorganization of society. They would, naturally,
look as far away as they could from such a government of despotism—the only one
they had ever known—to the other extreme—a country where the State should own all
the land and capital, employ all the people, and divide everything, share and share
alike, among the community.

But the spirit of revolt, which in that case may be patriotism, becomes ridiculous and
open to the charge of insincerity when the tenets of its doctrine are transplanted and
cultivated upon American soil by our foreign population.



With further reason, also, must we question the sincerity of the Socialist, who, leaving
oppression behind, emigrates to this country, where tyranny and despotism are
unknown, and yet who continues to echo that war cry of destruction wrung from his
heart by the cruelty of his old-time oppressors.

He comes here from a land of want and thraldom to a 842land of plenty and freedom.
He may come without name, fame, or property, and he is received with open arms.
After a brief residence he is entitled to full citizenship, and is then a part of the
government, enjoying all the rights and privileges of the native born. Besides the active
or public equality—the equality possessed by all, the right to share in the government,
such as the electoral franchise and eligibility to public office—he has the rights of
private equality. He is possessed of legal equality—the equal possession of private
civil rights enjoyed by all citizens. Then there is the equality of material conditions—
that is, theright to acquire wealth and all that wealth implies.

Every opportunity to achieve success and happiness abounds on every hand, and
every incentive to industry and accomplishment awaits him; and if he is energetic and
skilful, there is nothing to hinder him from becoming prosperous, or, in other words,
successfulin whatever vocation in life he may pursue. With qualities that commend
themselves to his fellow men, there is no limit to the possibilities of his achievements,
and very soon (as has been very often the case) he may become a leader of men. If,
therefore, he is sincere, surely he must agree with me that, in view of these conditions,
this is no place for the Socialist. And does it not sound like a paradox to hear this cry
of Socialism still rending the air—while every avenue of fortune lies open to every one?






D G Reid

Socialism is self-contradictory, and opposed to deep-rooted and ineradicable human
instincts. Its origin is, of course, purely selfish; but there are two kinds of selfishness—
the enlightened and unenlightened. Unfortunately, Socialism belongs chiefly to the
latter. It is often overlooked that the identical love of gain which seeks to equalize the
distribution of wealth will not be satisfied with equality. A desire for gain will still
remain and seek to acquire. The most commendable objectin Socialism is the
uplifting of the down-trodden and poor. Yet that great commoner and tribune of the
people, William Jennings Bryan, tells us that under 843Individualism we have seen a
constantincreasein altruism. That the fact that the individual can select the object of
his benevolence and devote his means to the causes that appealto him has given an
additional stimulus to his endeavors. And Mr. Bryan pointedly asks the question:
“Would this stimulus be as great under Socialism?” Let it not be forgotten that by
means of present tendencies and existing economic laws the poor are constantly
growing richer. They were never so prosperous as to-day. Labor has made great
strides, and the upliftin the lower walks of life in all Christendom during the past
twenty years has been beyond precedent. Give us wise and just legislation, and
complaints about the inequitable distribution of wealth will quickly disappear.

The state of society that the Socialists seek to establish may be beneficial to a class
which, under any conditions, lacks frugality, thrift, and self-reliance; but just where
the general mass of humanity is to be bettered or elevated, socially, morally, or
politically, is a point not satisfactorily explained. A society in which allhuman beings
doright, forthe simple reason thatitis right, cannot exist unless human nature is
recast and reconstructed. Human nature must be treated as itis found in the general
makeup of man, and, therefore, a society in which all special desires, allambition,
and all self-esteem have been eliminated, precludes development and progress. It
reduces everything to utter shiftlessness and stagnation. In such a Society there can
be no incentive to great achievements in art, literature, mechanics, and invention. If
all are to be placed on an equalfooting, the ignorant with the educated, the dullard
with the genius, and the profligate with the provident, what encouragementis there for
special effort?

If you render accessible to each and every member of the human family the
achievements and benefits of civilization, holding “property in common,” why should
a manrack his brain or strain his muscles in producing something which he expects to
prove remunerative to himself in some way, but 844which, under the Socialistic state,
would go to the equal financial benefit of all?



Justfora moment, stop to think of the effect of bringing all men as nearto a dead level
as possible, for | recognize that not even Socialism would secure the equality which it
seeks. If one physician is more skilful than another, who could insist that he receive no
better reward than the less skilful, when many would be willing to offer it? Or how else
could he avoid having all the patients in the community upon his hands except by
charging more for his services than an inferior physician? If one lawyer shows greater
ability than another, is he not entitled to a larger fee for his talent? And how elseis he
to protect himself from taking all the business from the lawyer of less ability? Again, if
the skill of the cabinet maker is higher and rarer and worth more than that of the
carpenter, how can the latter expect the same compensation as the former? To put
both on the same plane would be unjust, and would lead to one being compelled to
work beyond his strength, while the less skilful would probably be insufficiently
occupied. Socialism, you thus see, would often place a premium upon laziness and
inefficiency.

Socialism would benefit the shiftless and lazy at the expense of the thrifty and
industrious. Is that a good system to advocate and follow? Which of you would be
willing to share your hard-won provision for your own family with another family, the
head of which you knew to be lazy, incapable, and dissipated? What incentive to
struggle would remain if the results of that struggle were to be taken away from you
and given to others who satidly by? What would be the effect upon the United States
of throttling the ambition to achieve? Take the necessity of struggle out of life, and we
should quickly weaken human nature. Civilization would decline and national decay
quickly follow. True, the competitive system works harshly upon the weak and
incompetent. This, however, opens a channelfor development of benevolence,
kindness, and patience, without which human 845nature would be exceedingly one-
sided and forbidding. The indigent, unfortunate, and weak will always be a charge
upon the stronger, whether in the family, the municipality, or the state. Itis folly to
think that life can be lived without struggle; and thatis one of the chief delusions of
Socialism which would quickly impair our national manhood and endurance. Trouble
and pain have their partin the plan of nature.

The Socialistis usually an unfortunate or misled individual. He has probably suffered
from reverses orunfortunate environment. He has perhaps been roughly or cruelly
handled. Perhaps he cannot get on satisfactorily, or his ambitions have been
disappointed. He is then in a condition of discontent ready to swallow Socialistic—or
any other—sophistries which hold out the delusive promise of relief.

Socialism attaches too little importance to the fact that men are made with an infinite
variety of tastes, abilities, and capacities. No two are precisely alike, and it is utter



folly for poor, weak man to undertake to equalize these differences. All progress in
history has been made through struggle and sacrifice; and Socialism, no matter how
beneficent its intentions, cannot change the inscrutable laws of nature or humanity.
All natural laws have their reverse side. Gravitation, which keeps us firm on our feet so
long as we are on solid ground, knocks us to pieces if we attempt to walk off a
housetop or over the opening of a pit. Itis not the natural law, but the attempt to
ignore it, that gives us trouble.

| most emphatically assert that we cannot get rid of competition, any more than we
can getrid of the law of gravitation.

The American inventor, mechanic, farmer, merchant, and financier, and the worker in
every profession, are, every one of them, proud, respectively, of their skill, knowledge,
and ability. Theirambition is to excel—to produce the most and best. Experience,
enterprise, and courage create opportune conditions most favorable to the State and
Nation and 846to themselves. Each vies with his fellow man in producing the best
results, and is always willing to tackle any obstacle—no matter how formidable—that
stands in the way of success. In his whole compendium and entire makeup, there is
no such word as fail. He aids, by his untiring and individual energy and effort, in
making his country the greatest in the whole agricultural, industrial, and financial
world. He reaps the reward of industry and accomplishment, and his home s blessed
with bounty; and he knows that his children have equal opportunity with himself to
learn and to achieve.

Shall he be asked to tolerate, or consider, the sacrifice of all these things, so dearto
him, for Socialism?

Shall he be led to believe in a foreign plan or system of government that degrades skill,
eliminates acquisition and thrift, and ignores genius? | cannot think so!

These are the very qualities and attributes that he prizes so highly, as essentialto the
prosperity of the home and nation. He knows (or should know) that to do so would be
to deaden and relinquish those God-given qualities of heart and brain that have
helped to make him and his country what they are to-day.

He knows (what the nations of the world concede) that the American people are the
most prosperous of all on the face of the globe; and that this high and commanding
position has been attained under existing conditions, and through the operation of our
admirable system of government.

Whatever, therefore, may be the pretexts used to make him dissatisfied with his lot,
his own experience tells him every day that the Constitution under which he lives is a



glorious one, and so implanted in the hearts of the American people as to be
impregnable against the assaults of Socialism.

At the same time, he is appreciative of the fact that it is not in the nature of things to
expect in this world blessings pure and unmixed; but he is thankful for the superior
good that he enjoys under our beneficent democratic form of government.

847A state of Socialism in the United States would tend to drive all our men of
superior ability, skill, and power out of the country. The strong would quickly seek
other fields where the qualities which they possess would have a free chance and an
open field. They would promptly desert a country that offered nothing better than a
dismal dead level, with no means of achievementin sight, and the nation would
quickly fallinto a state of miserable inertia or decay. Our forefathers came to this
country to establish religious freedom; they next fought for political freedom;
afterwards they sacrificed a million lives for race freedom; and now we, their
successors, with such glorious traditions behind us, must stand forindustrialand
socialfreedom. For, in the final analysis, Socialism can stop at nothing short of
industrial slavery and political bondage. Great achievements would be impossible
under it.

Having shown the force and importance of individual initiative and independence and
the necessity for the spur of competition to bring about the best results in human
welfare and achievement, | now turn to the rather concrete branch of the subject,
known as Municipal Ownership.

Naturally, a proposition involving the placing of the ownership and operation of our
railroads, telegraph lines, plants for supplying light and surface transportation, and
conducting manufactories and business, is one of such vital concern to all of us as to
arouse our keenest interest.

It is a partand parcel of the Socialistic plan of government, and, to a very great extent,
the arguments and illustrations presented in my treatment of Socialism, generally, are
of direct application to Municipal Ownership.

I would term it the entering wedge of Socialism, adroitly resorted to by its advocates.
These Socialists well know the temper of the American people toward their
propaganda and wild project, and at the same time they recognize the peculiar trait of
character disclosed by Americans in their curiosity and liking for anything new. Hence,
they grossly exaggerate the shortcomings and ills that existin our body politic 848as
constituted; and, atthe sametime, extol, in an extravagant manner, the superior



conditions that would follow the taking of a small portion of the Socialist’s infallible
cure.

Municipal Ownership, as far as | have been able to observe, is also a pure and simple
political move to secure votes for aspirants for office, and itis used for this purpose,
regardless of any other question. Itis one of those planks that we often see inserted
by parties in their platform, to stand upon, to attract and gather in the votes. So
Socialism has its uses—for them.

| willadmit that there are many economists who have presented a friendly side to the
Socialistic theories involved, and have prepared able and extended articles in their
endeavor to support or uphold such theories (either in whole or in part); and it would
be unjustto include them in the same category with politicians and Socialists.
However, if that statesman was only half right who, in speaking of the tariff, said that
the question was a business one, and that a condition and not a theory confronted us,
then I feel that | am right in saying that “Public Ownership” is a practical business
question entirely—and not a theoretical one.

There are so many logical and unanswerable reasons against this Socialistic
proposition that | feel itincumbent upon me to enlarge only upon the practical ones,
that | know more about, than upon those of the theoretical group.

The experience of years has demonstrated that at the present time all business
enterprises require rare ability and experience, if not genius, to ensure success.

Great financiers and successful men have devoted their lives to the study and
practice of their trade and business.

How is it possible, then, for municipalities to expect such qualifications from officers
whose term of office is for one or two years, or during the tenure in office of a political
party?
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In the economy of commerce and its daily conduct and operation, there are numerous
divisions or departments, each one of which can only be understood, appreciated,
and conducted by men of specialtraining and fithess—who have 849given years of
application thereto—and itis only by their watchful care and expert management of
each of these divisions that a possible success is derived or business made to pay.

The smallest neglect, the merest indifference to details, or the inattention that always
accompanies abstraction by something else—taking one’s mind off his business—



upsets the whole system, and means waste instead of saving economy, loss in place
of profit, and inevitable failure as the result. That this is true there is not the slightest
doubt, and would be readily confirmed by the leaders of every industry.

Animated by a desire to make the best possible showing, for use at the next election, a
false economy would be exercised under Municipal Ownership, and no attention
would be paid to obtaining useful new inventions; and needed improvements and
extensions would, likewise, beignored.

On the other hand, under private ownership, the best professionaltalentis employed,
at salaries unheard of in public office; and all the latest inventions and improvements
are at once utilized, giving the public up-to-date service.

The active, modern business man, keenly alive to the requirements necessary to
ensure profit and success, perceives at a glance the evils and mischievous results
that would infect everything carried on under this Socialistic plan. And as John Stuart
Mill well says: “The mischief begins when, instead of calling forth the activity of
individuals, the municipality substitutes its own activity for theirs.”

No serious attempt has ever been made to show the possibility of securing and
retaining, under some rule of municipal civil service, or otherwise, the best men to
assume the burden of management and responsibility. As already explained, it would
be practicallyimpossible to secure the best men, and no system of civil service has
yet been formulated, intended and able to provide for their retention.

In this connection, a fitting illustration is the case of Colonel Waring, who instituted
and maintained the best street-cleaning system we have ever seen. His work
was 850simply marvelous, and he made New York City a model of cleanliness.

No one ever questioned his ability or integrity; yet, while at the very zenith of his
success, he was asked to resign, and obliged to leave the city employment to make
room forthe choice of a new city administration.

The defects and fallacies of Municipal Ownership which | have described permeate all
government ownership. Official reports and statistics furnish convincing proofs and
conclusive evidence of the failure of this system as conducted abroad, and more
signalloss and damage—in an incalculable degree—would surely follow its adoption
here. Just in proportion as our interests and enterprises are the greatest and most
successful, as compared with other nations, would be the immensity of our
depreciation and collapse.



The United States is so different from other nations in its political system that this fact
alone precludes serious consideration of our adoption of this imported Socialistic
hobby and political heresy. Itis also a country whose every chapter of growth,
progress, and prosperity is a continuous narrative of individual efforts of its citizens.
They, naturally, prize individuality as they do independence itself, and have every
reason to believe that the present system of government is the best for them, and that
this land of Individualism is no place for Socialism.

Imagine New York under Municipal Ownership of our public utilities! We should then
have fastened upon us a more colossal and more corrupt Tammany than even existed
in Tweed’s times. Graft would thrive beyond all dreams of avarice. Let us take a lesson
from England in this respect, where public ownership has been tried on a larger scale
and under more favorable conditions than elsewhere. In a few instances the running
of street railways or city lighting plants has been successful, but exceptions do not
always prove the rule, and the conditions under which these enterprises have been
operated there must be taken into consideration. English cities are comparatively free
of political 851corruption, and are, moreover, often served by men of high character,
wealth, and ability—men having a strong sense of civic duty, who deem it an honorto
give their community efficient service. Unfortunately, we have notyet developed a
class of this sort in the United States; perhaps in due time we shall; but, until then, the
experiment of Municipal Ownership had better be indefinitely postponed. Aweak
point of Municipal Ownership has usually been the financial end of the business
concerning which the public has been poorly informed. Many of these enterprises in
English cities have proved unprofitable. The accounts have been juggled, and
expenses that should be charged against the plant were often transferred to city
accounts. Not a few of the English cities have so run into debt as to injure their credit
and impairthe sale of their securities. Already, the British taxpayer is beginning to
complain about the costliness of these Municipal Ownership schemes, and a decided
reaction againstthem is setting in. The London County Council has launched heavily
into these ventures, many of which have proved losing ventures, and some prominent
experts have gone so far as to predict that London will be bankrupt before long, unless
present tendencies are reversed. If Municipal Ownership has failed under the highly
favorable conditions which existin England, how can it succeed here? Again, the
English telegraph system operated by the British Government does not compare with
the private systems of the United States, either in efficiency or cheapness, and
England with its public telephones is very far behind the United States in efficiency
and cost. London does not begin to have the number of telephones per capita that



New York can claim. American railroads under private ownership perform the best and
cheapest service in the world.

If any further argument were needed to convince you that the United States is no
place for Socialism, its root or branches, it may be found in the radical and quite
amusing changeof front shown by MajorDalrymple, of Glasgow, upon the occasion of
his visit to this country. He came here 852at the request of Major Dunne, of Chicago,
and the Municipal Ownership League of New York, to aid the forces of Socialism in
their efforts in behalf of Municipal Ownership. He was the great Apostle of that
doctrine in Glasgow, and the very man, in their opinion, to convert our people to that
system.

Upon his arrival here, he was greeted with great éclat by the League of this city, and
gave out an interview in which he spoke as follows:

“l see no reason why any city in this country should not be able to own its street
railways, and to run them with as much success as we have achieved at Glasgow. |
admit that the propositionis a much larger one than the one we had to tackle, but at
the bottom itis the same.”

This was before he knew our country and its institutions. After an extended stay here,
he prepared for his homeward journey, but before sailing, he was again interviewed,
and to the surprise and discomfiture of the Socialists, he retracted all that he had said
before in favor of Municipal Ownership, in the following language:

“To put street railways, gasworks, telephone companies, etc., under Municipal
Ownership would be to create a political machine in every large city that would be
simply impregnable. These political machines are already strong enough, with their
control of policemen, firemen, and other office holders.

“If, in addition to this, they could control the thousands of men employed in the great
public utility corporations, the political machines would have a power that could not
be overthrown. | came to this country a believer in public ownership. What | have seen
here, and | have studied the situation carefully, makes me realize that private
ownership, under proper conditions, is far better for the citizens of American cities.”






From stereograph. Copyright, 1906, by Underwood & Underwood, N. Y.
JOHN W. GATES.

The New York papers aptly called this “The conversion of the Scot”; and this bluntand
honest admission coming from their own authority, that Municipal Ownership in

this 853country was wholly impracticable, stunned and paralyzed its agitators, and
caused many of its adherents to leave the ranks of Socialism.

Mr. James Bryce, the worthy newly appointed English Ambassador to this country,
pointed out some twenty years ago, in his “American Commonwealth,” how the then
future of the United States sometimes presented itself to the mind as a struggle
between two forces—the one beneficent, the other malign; the one striving to speed
the nation to a port of safety before the storm arrives, the other to retard its progress,
so that the tempest may be upon it before the portis reached. He further expressed
concern as to whether the progress then discernible toward a wiser public opinion
and a higher standard of public life would succeed in bringing the mass of the people
up to a high level, or whether the masses would yield to the temptation to abuse their
power and seek violent and vain and useless remedies—like Socialism—for the evils
which would affect us.

This able statesman predicted that the question would be decided early in the present
century, and would be evidenced by the condition of progress and prosperity brought
about by the people in the meantime.

When the Ambassador was recently welcomed to our shores, the answer to this
guestion concerning us, asked by him so long ago, was found awaiting him.

It was spoken clearly and loudly by our teeming products of agriculture and mining,
and echoed in thunder tones by our mammoth shops and factories of industry, and it
was seen shining in the happy faces of our busy and prosperous people.

Upon the golden page of to-day in our splendid history will stand out the assuring fact
that this surpassingly successful state of things has not blossomed and come forth
under the blighting shade of the deadly Upas tree of Socialism, butthatithas allbeen
developed by and through Individualism.

In conclusion, let me impress upon you that Individualism 854in the United States has
stood all tests—especially the crucial tests of time and experience—and it points with
pride and satisfaction to the great developments secured forthe American people
under the bright and beneficent rays of ouradmirable Constitution and Republican
form of government.



And if the aim of all government is to ensure prosperity to the country, and happiness
to the people it controls, the unrivaled excellence of Individualism may fairly be
judged by its magnificent results.

Edwin Markham, Esq., the Author and Poet, being agreed upon by both parties to the
debate, presided at the meeting.

At the close of the above address the chairman addressed the 5,000 assemblage as
follows:

“Ladies and Gentlemen: | hope you have enjoyed listening to Mr. Clews’s very able
address as much as | have. He swept the entire horizon and has left nothing more to
be said on his side.”

Mr. Markham then introduced Professor Kirkpatrick, to combat Mr. Clews’s
arguments.
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CHAPTER LXXVII.

GREAT WEALTH AND SOCIAL UNREST.*

5. An address delivered by Henry Clews at the Thirty-fourth Annual Assembly of the
Chautauqua Institution at Chautauqua, N. Y., July 29, 1907.

Mr. Chairman, Ladies and Gentlemen:

I think that you will agree with me when | say that there is nothing more commendable
and that augurs better for the future of the institutions of our country—our great
American Republic—than the interest shown by all classes in the important
sociological questions of the day. The general willingness of our citizens to solve the
serious problems involved by rationally debating them, and allowing careful
consideration and calm judgment to lead the way to honest conviction, is one of the
good signs of thetimes.

We are progressive in spirit as well as in our practical achievements, and, in many
respects, we have set the pace for other nations.

At one time, we know, capitalists and leaders of industry too often either wholly
ignored the discontent or appeals of the laboring people in their employ, or subject to


https://www.gutenberg.org/cache/epub/70377/pg70377-images.html#f5
https://www.gutenberg.org/cache/epub/70377/pg70377-images.html#r5

their influence, or, if appreciating the causes of their discontent, showed no
disposition whatever to right their wrongs, or even to define their own views and
position, or make any attempt to defend their own side of the case.

This was the attitude of Capitaltoward Labor in former times that | may liken to the
Dark Ages. It was, of course, radically wrong and unjust. The refusal, or, at least, the
unwillingness, of Capital to recognize the fact that there are two sides to every case
was not only oppressive, but often led 856to costly and destructive strikes, and,
doubtless, in a measure, retarded development and progress in industrial and other
human affairs. But now Capital is showing more readiness to meet Laboron the same
platform of discussion; and in keeping with this opening of the door to fair and full
two-sided discussion is the general tendency of legislation to improve the condition of
the masses, and the Chautauqua Institution in holding this Convention to consider
the question of Social Unrest s entitled to great credit for the performance of a most
laudable service in the interest of education and progress and the uplifting of
humanity. Itis sowing the seeds of future advancement and greatness in those
directions.

Thefact that Social Unrest exists, and moreover is very prevalent, not only here but
throughout the world, cannot be denied. Thus, in Russia, just emerging from the
throes of a deadly and costly war, the spirit of discontent and Nihilism is rampant, and
in France the Terrorists are gaining in numbers and clamoring for their rights, while
Austria and Germany are greatly disturbed by the constant persistence of the violent
and revolutionary Socialists in railing against society and government as they now
exist. In Great Britain, too, the Socialists have stirred the people to uneasiness by the
loud threats, and rule or ruin alarms, that they are sounding.

While this unrest and discontent are especially great in foreign countries, we cannot
shut our eyes to the fact that these exist in the United States—though notin such large
proportions as in Europe. Moreover, they are largely of a different kind and quality.

Butitis notwell for us to give undue recognition to the Socialistic outcries in this
country, for by so doing we might encourage and aggravate a condition that, to my
mind, is an equal menace to both Capital and Labor—the two great living forces of our
nationallife. We may increase an evil by magnifying it.

Too much appreciation and regard cannot, however, possibly be shown to that spirit of
unrest existing among us, 857which leads to individual betterment and national
development, and which is especially characteristic of the American people.



Ever since the blazing torch of civilization threw its bright light upon the world, it has
been the paramount disposition of man to add to his possessions and to aspire to
higher and better conditions. In this heis distinguished from savages and the lower
orders of animallife, which have no perception of what we call ambition and
achievement.

Man being endowed with a mind, itis through the exercise of his mental faculties that
he is made restless under unsatisfactory conditions; and civilized man is fired with a
desire forimprovement, and particularly to improve his own fortunes and position by
increasing his possessions, and acquiring distinction, or reputation in his business.
This is well, so long as it does not degenerate into graft, orthe misuse of other
people’s money.

It is this unrest and this aspiration that constitute the great incentive to human
progress, and that have given us our cultivated fields and teeming harvests, end