
1 

 

The House of Morgan, Ron Chernow 
  
 J.P. Morgan and Company is probably closer to the 
world’s central banks than any other bank. This empire was 
shattered by the Glass-Steagall Act of 1933, which erected a 
high wall between commercial banking (making loans and 
accepting deposits) and investment banking (issuing stocks 
and bonds). In 1935 J. P. Morgan chose to remain a commer-
cial bank and spun off Morgan Stanley, an investment house. 
Today the banker no longer enjoys a monopoly on large 
pools of money. As world finance has matured, power has 
become dispersed among many institutions and financial 
centers. This is how it happened. 
 In the 1890s a small commercial banker, Peabody 
Morgan, specialized in what Dickens called telescopic philan-
thropy—bountiful love for abstract humanity combined with 
extreme stinginess toward the individuals he knew personally. 
Janius was his son. If an institution is the lengthened shadow 
of a man, then the shadow-caster of the House of Morgan was 
Junius Spencer Morgan. He pounded into his son, Pierpont, 
precepts that codified Morgan philosophy for a century: The 
banker’s calling is hereditary; the credit of the bank descends 
from father to son; this inherited wealth brings inherited re-
finement. Since merchant bankers financed foreign trade, their 
bill had to be honored on sight in distant places, so their name 
had to inspire instant trust. 
 The father-son team of Junius and Pierpont Morgan 
came on the world banking scene at a time of phenomenal 
expansion of banking power, called the Baronial Age. It co-
incided with the rise of railroads and heavy industry, new 
businesses requiring capital far beyond the resources of 
even the wealthiest individuals or families. Yet, despite 
these tremendous needs for capital, financial markets were 
provincial and limited in scope. The banker allocated the 
economy’s scarce credit. His imprimatur alone reassured in-
vestors that unknown companies were sound; there were no 
government agencies to regulate securities issues or prospec-
tuses—and he became integral to their operation. In this 
phase of the Industrial Revolution, companies were dy-
namic but extremely unstable. The line between finance 
and commerce would blur until much of industry passed 
under the control of the bankers. With such leverage over 
companies, the leading bankers developed a superior style, 
behaving like barons according to a set of customs we call the 
Gentleman Banker’s Code. They didn’t open branch offices 
and refused to take on new companies unless the move was 
first cleared with their former banker. 
 No less than to industry, bankers dictated terms to 
sovereign states, each of which had their traditional bankers. 
These bankers acquired such power because many govern 

 
ments in wartime lacked the sophisticated tax machinery to 
sustain the fighting. This provided the perfect mesh between 
merchant banks and statecraft. As private partnerships, these 
small banks were free of prying depositors or shareholders and 
could indulge their political biases. They didn’t have to submit 
to outside examination, and their naturally discreet style made 
them ideal channels for diplomacy. 
 The postwar (Civil War) railroad boom provided 
plenty to fight about. Railroads were in fact companies com-
bined for the purchase of land whose value they hoped to in-
crease by opening a road. Towns sprang up along the tracks, 
settled by European immigrants imported by the railroads. 
Because of their exorbitant fixed costs, they should have been 
public utilities. But this was politically impossible in an age of 
free-booting individualism. The generation between 1865 and 
1895 was mortgaged to the railways and no one knew it better 
than the generation itself. 
 Pierpont saw as a moral crusade what others might 
regard as simply competing self-interest. In his early years at 
least, he wasn’t always clearly distinguishable from the robber 
barons he was supposedly contesting. He took payment, not 
simply in money, but in power, becoming a director of the 
newly merged railroad. This first board seat was a sign of 
things to come, starting an era in which bankers sat on corpo-
rate boards and gradually came to rule them. This wedding of 
certain companies to certain banks—relationship banking-
-would be a cardinal feature of private banking for the 
next century. It came about not because bankers were strong 
but because companies were still weak. 
 The partnership of Drexel and Company in Philadel-
phia and Paris was the forerunner of J. P. Morgan and Compa-
ny. The 1873 panic ushered in a period of extended deflation 
and depression, during which it became hard to credit Junius’s 
injunction to “remember one thing always…Always be a ‘bull 
‘on America.” 
 In Pierpont’s hands, the simple device of the vot-
ing trust would convert Morgan into America’s most pow-
erful man, placing much of the country’s railway system 
under his personal control. Through such trusts, he would 
invert financiers from servants to masters of their clients. 
Strong-willed and opinionated, he had an unshakable faith in 
his own impulses—a quality that later made him appear as a 
force of nature. He differed from most of the Gilded Age rob-
ber barons in that their rapacity stemmed from pure greed or 
lust for power while his included some strange admixture of 
idealism. He believed that he knew how the economy should 
be ordered and how people should behave. He was active in 
the YMCA, which discouraged gambling among the working 
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class. He also sponsored revival meetings at Madison Square 
Garden. 
 He was chained to his bank by a sense of mission that 
never abandoned him. Perhaps never in financial history has 
anybody else amassed so much power so reluctantly.  What-
ever the general public might think of the Morgans, business-
men respected them for their honest dealings. After a deal with 
Junius where this was demonstrated, Carnegie decided that in 
the future he would never harm the Morgans, even though 
there was always friction between him and Pierpont. 
 Commodore Vanderbilt’s death was a pivotal mo-
ment in the shift of business from family to public ownership. 
He had merged 11 small railroads to form the 4500 mile NY 
Central. Because railroads required constant capital and 
exhausted the resources of lone entrepreneurs, they were 
ripe for banker domination. But legislators didn’t reckon 
that Pierpont would take scattered shares and effectively rec-
reate their combined power in himself. 
 Pierpont’s “savior complex,” was seen in his private 
life by his marriage to the tubercular Mimi and his business 
life by his crusades for the “London interests.” In his own 
mind he often acted to benefit others, not simply for self-
aggrandizement. Morgan partisans would praise the bank’s 
high ethical standards and reputation for fairness, while critics 
would see the self-congratulatory rhetoric as sanctimonious 
and hypocritical. And both sides would prove right. 
 The Morgan household was New York’s first electri-
cally lighted private residence. The Morgans shrank from ex-
travagance and shielded their lives from the newspapers. They 
would always be strong believers in the work ethic and the 
duties of the rich. Religion united his values—beauty, order, 
hierarchical relationships, veneration of the past, pageantry 
and pomp--in the Episcopal church. 
 In 1885 Pierpont staged a reconciliation between 
America’s 2 largest railroads, who were destroying each other 
through savage price-cutting. He performed the task of in-
dustrial arbitration that would later be left to courts and 
public commissions. In the Baronial Age, competition was 
naked and brutal, and businessmen lacked trade groups in 
which they could discuss common problems. Bankers could 
intervene as neutral parties, particularly where they had per-
formed work for both companies. 
 Unlike publicly traded companies, which have a cor-
porate life of their own, private merchant-bank partnerships 
often relied upon the name, capital, and reputation of a single 
family. Pierpont didn’t spin webs or plot paths to power. Ra-
ther, he had a messianic faith in his ability to reorder business. 
If he could tidy up America better than anyone else, so be it. 
Pierpont selected partners not by wealth or to fortify the 
bank’s capital but based on brains and talent. If the Morgan 

style was royal, its hiring practices were meritocratic.  In the 
1890s, Pierpont Morgan represented a fact unpalatable to 
Americans—that America was still financially dependent on 
Europe. As a debtor nation, the US had to placate its creditors 
abroad. 
 Wall Street bankers effected many of the industri-
al transformations and their power swelled in tandem with 
their creations. Since they appraised the value of participa-
tion companies, they had to be fair; since this appraisal was 
seldom accepted by everyone, they had to be stern. Most of all 
they had to be trusted. The populace might dread the power of 
Pierpont Morgan, but he paid his bill promptly, always stuck 
by his word, and was almost universally respected among 
businessmen. He once said, “A man always has 2 reasons for 
the things he does—a good one and the real one--a revealing 
comment from a man who styled himself Wall Street’s con-
science. While protecting public morals, Pierpont conducted 
amorous escapades aboard his yachts, in private railroad cars, 
and at European spas. Wall Street wits said he collected old 
masters (art) and old mistresses. His negotiation tricks were 
confinement of adversaries, a deadline, and the abrupt appear-
ance of the menacing host after long hours of bargaining. 
 US financial panic recurred with worrisome regu-
larity every 10 years. From the ashes of 1907 arose the 
Federal Reserve System: everybody saw that thrilling res-
cues by corpulent old tycoons were a tenuous prop for the 
banking system. 
 With the US defeat of Spain and the colonization of 
the Philippines and Puerto Rico, the country had acquired a 
new taste for imperialist adventure, and the House of Morgan 
would be one of its main instruments. Washington had forged 
Wall Street banks into an instrument of statecraft but was then 
dismayed when they cooperated at home. 
 In the era of relationship banking, board seats 
often meant a monopoly on a company’s business. Early 
merchant bankers used character and class as crude forms 
of credit screening. In the Diplomatic Age, companies re-
mained tied to their Wall Street bankers, but the strings were 
loosening. The Baronial Age was based on the immaturity of 
industry. Morgan offspring--AT&T, US Steel, and Interna-
tional Harvester--were now becoming established companies 
on a national and global scale, outgrowing the need for banker 
protection. 
 In 1913 President Wilson signed the Federal Reserve 
Act, providing the government with a central bank and freeing 
it of reliance on the House of Morgan in emergencies, with 
private regional reserve banks and a public Federal Reserve 
Board in Washington. In January 1914 Morgan partners re-
signed as directors from 30 companies, including banks, rail-
roads and industrial firms. The Clayton Antitrust Act forbade 
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interlocking boards of competing companies but didn’t stop 
bankers from sitting on the boards of client companies. 
 The NY Fed emerged as the focal point for dealing 
with European central banks and the foreign exchange mar-
kets. So real financial power remained where it had always 
resided—on Wall Street. The NY Fed and the bank would 
share a sense of purpose such that the House of Morgan 
would be known on Wall Street as the Fed bank. So, con-
trary to expectations, frustrated reformers only watched Mor-
gan power grow after 1913. 
 Leading up to The Great War Morgan told the US 
Secretary Treasure, “to maintain our prosperity we must fi-
nance it.” The House of Morgan offered a convenient cover 
for preserving the appearance, while denying the spirit, of 
neutrality. Americans sold the Allies $3B. Skimming off a 1% 
commission, the House of Morgan booked an astounding 
$30M in fees. Stettinius became the single most important 
consumer on earth, rounding up $10M in goods per day. He 
bought, shipped, and insured supplies on an unprecedented 
scale and stimulated methods of mass production. Though 
contracts were distributed to almost 1000 companies, many 
big winners—GE, Bethlehem Steel, DuPont, and US Steel—
were firmly in the Morgan camp. 
 WWI was perhaps the last war in which bankers be-
haved as if they were sovereign states, indulging their biases 
and waging their own foreign policy. On Wall Street, spoils of 
war were divided strictly according to political and religious 
differences among the bankers. If the Germans didn’t pay rep-
arations to the allies, how would the allies pay Washington? 
This created a destructive merry-go-round of debt that would 
spin ever faster until the whole system would break down in 
the 1930s. As the US became a creditor nation, Wall Street 
confronted that ageless problem of how to enforce payment 
from sovereign states. Washington seemed to be the answer. 
With the Harding review process came a notion that a gov-
ernment safety net was in place, which would catch investors 
who fell off the high wire. As early as 1825 nearly every bor-
rower in Latin America had defaulted on interest payments. 
The dilemma that accompanies every global debt crisis: the 
victim threatens to default unless he receives more money. 
 The Morgan bank’s power was more than monetary. 
No other firm had its political links or spoke with its authority. 
A dozen other institutions have much larger resources. What 
really counts is not so much its money as its reputation and 
brains. It thrived because it was cautious in boom times 
and aggressive in bad times. The outstanding partners, those 
who created the Morgan mystique, were chosen strictly on 
their merits. As much as any other factor, the caliber of the 
men recruited would explain the extraordinary staying 
power of the House of Morgan. 

 Germany’s market peaked in 1927, Britain’s in 1928, 
and France’s in 1929. With Europe devastated by war, Ameri-
ca’s economy outpaced competitors and created a large trade 
surplus, but the economic boom was lopsided. With sick sec-
tors in farming, oil, and textiles and half of America still living 
in rural areas, the Wall Street rally seemed unreal and irrele-
vant to farmers.  Excess cash was viewed as a sign of wealth, 
not as an omen of dwindling opportunities for productive in-
vestment. Some businesses had so much surplus cash that they 
engaged in stock speculation and margin lending—much as 
Japanese companies did in the 1980s, so that the Federal Re-
serve’s pressure on banks to stop margin lending was offset by 
unregulated industrial lenders. Morgan’s disdain for the stock 
market spared it involvement in some of the worst excesses. It 
was engaged almost solely in a wholesale bond and banking 
business. We shall never know whether wise economic man-
agement might have averted the Great Depression, but 2 
events led to the frightful, downward momentum.  
 On Jun 17, 1930 President Hoover signed the 
Hawley-Smoot Tariff act. Its heavy tariffs would account 
for more than half the price of some imports. Within 2 
years, 24 countries would retaliate by raising their own tariffs 
and slashing US imports. The age of “beggar they neighbor” 
economics had begun. The world was adrift in a full-blown 
war of economic nationalism fought with competitive curren-
cy devaluations. The second was made in mid-1930 by the 
Fed: it ended the liberal provision of credit and shrank the 
money supply. 
 Lamont’s Italian adventure with Mussolini in the 
1930s exposed other problems. The highly intimate style of 
“relationship banking” meant that bankers came to share their 
clients’ interest and identify with them. Loyalty to clients was 
always the vice of the House of Morgan. A concern with the 
financial standing of foreign states could slip over into ques-
tionable dealings with them. In extreme cases in the 1930s, the 
House of Morgan would function as an unfettered government 
in its own right. Lamont lost the habit of truth--a habit, 
once lost, that can never be regained. 
 After an incestuous relationship with Washington in 
the twenties, the bank would suffer the curse of eternal ban-
ishment. The Morgan partners were sympathetic to macroeco-
nomic management of the overall economy, even if they de-
plored microeconomic regulation of specific industries. Be-
tween the wars, the troika of the Bank of England, the NY 
Fed, and the Morgans had largely governed the international 
monetary order. At Bretton Woods, New Hampshire in 1944 
they were superseded by a proposed World Bank and IMF. 
Financial tasks entrusted to private bankers in the 1920s were 
placed irretrievably in public hands. Bankers were distanced 
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from politicians by a new sense of public propriety, with se-
cret collaboration regarded as corrupting by government.  
 In the post-WW II period capital markets would bur-
geon and become globally integrated. At the same time, the 
financial field would grow crowded with commercial banks, 
insurance companies, brokerage houses, foreign banks, gov-
ernment lending programs, multilateral organizations, and 
myriad other lenders. Wall Street would lose its unique place 
in world finance. Never again would a private bank such as J. 
P. Morgan be the most powerful financial agency on earth. 
 The new Bretton Woods bodies were shaped by the 
interwar lending disaster. The memories of the 1920s were 
fresh, with over a third of foreign government securities still in 
default. Since the World Bank had to tap US capital markets--
only the US had spare cash—it needed to please Wall Street 
and erase the stigma of foreign lending. They concluded that 
politics had gotten confused with finance, encouraging debtors 
to regard loans as disguised foreign aid. This destroyed disci-
pline and invited excessive borrowing, followed by default. 
Although the World Bank made Latin American loans, it in-
sisted that Peru and other nations first settle outstanding debt 
to private bondholders. This shored up creditors and prevented 
Latin American debt from contaminating the bank’s own cred-
it. 
 What took place after WWI was the forerunner of the 
Marshall Plan. But back then the rehabilitation of Europe was 
done in a private capacity. The scope of the Marshall Plan far 
exceeded Wall Street’s meager resources, still depleted by the 
Depression, war, and Glass-Steagall. The war, television, and 
foreign travel all acted to reduce American parochialism. In 
1947, “if you don’t ask Soviet Russia (to be part of the Mar-
shal Plan), there will be hell to pay. If you do ask them, they’ll 
tell you to go to hell,” which they did. DeGaulle can be and is 
a disturbing influence. He has never shown statesmanship, 
judgment or common sense. In a way it was the vary lack of 
these qualities which made him a great war leader of the re-
sistance. 
 Leffingwell championed minority rights but was im-
patient with minorities who asserted those right too aggres-
sively. The cozy banker-company ties would finally end, not 
through judicial ruling or executive fiat, but by structural 
changes in the marketplace. 
 The stereotypical banker had been a grumpy Scrooge 
who closely scrutinized loan applications and was congenitally 
biased toward rejecting them. That befit a historic situation of 
scarce capital rationed by bankers. But the situation was re-
versed in the Casino Age, which was characterized by new 
financial intermediaries and superabundant capital. NY 
State banking authorities noted certain altered facts of the Ca-
sino Age: corporations could now bypass banks and turn to 

life-insurance companies for capital, raise money through 
bond issues, or finance expansion from retained earnings. As 
banks lost their special position as providers of capital, the old 
fears of excessive bank power disappeared as a major issue in 
American politics. 
 In 1961, First National City figured out how to cir-
cumvent the regulatory cap on interest rates. By law, banks 
couldn’t pay interest on deposits held under 30 days. But by 
selling “negotiable certificates of deposits” that matured in 
more than 30 days, banks could pay interest. These CDs could 
also be traded. As banking switched from a deposit to a 
money-purchase business, the center of gravity shifted 
from the banking floor to the trading room. The leisurely 
pace of deposit banking was replaced by the traders’ snap 
judgments. 
 Gradually the House of Morgan drifted back into 
capital and money markets. Banned from corporate securities 
by Glass-Steagall, it became the most active dealer in Treas-
ury and municipal securities in the 1960s. Bankers had for-
merly been preoccupied with the “asset” side of the busi-
ness—making loans. Now the liability side—the money on 
which loans were based---took on equal importance. Profits 
could be expanded in 2 ways—by securing higher interest 
rates on loans or by buying money more cheaply in the mar-
ketplace. In this new environment Morgan elevated the trader 
to unaccustomed eminence. 
 Along with the new trend of buying money instead of 
gathering deposits, the creation of the Euromarkets lifted re-
strictions on growth. If the Fed tightened credit in the US, 
banks could sell large CDs in London and use Eurodollars to 
finance the domestic lending. In Volcker, Morgans had its 
paladin for the next 25 years. 
 In the 1960s, bankers were still more the instru-
ments than the engines of takeovers. In the Casino Age 
bankers were subservient to their corporate clients. At the 
Bermuda meeting in 1972 the House of Morgan ceased to be. 
Afterward the 3 firms (Morgan Guaranty, Morgan Stanley, 
and Morgan Grenfell of London) largely went their own ways 
and evolved into separate and quite combative competitors. 
 The investment banker’s historic role as middle-
man and gatekeeper of capital markets was being deval-
ued. Mature companies could now sell commercial paper 
or place debt privately with institutions. Some companies 
had grown so rich—Ford; Sears, Roebuck; and GE-- that they 
would serve as banks themselves. 
 With the Saudis, any attempt to modernize the mone-
tary system ran up against the Islamic injunction against pay-
ing or receiving interest. In 1952 when the Saudis created a 
central bank, they shrank from so labeling, in order to avoid 
inflaming the faithful. Instead, they cunningly anointed it the 
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Saudi Arabian Monetary Agency or SAMA. With semantic 
juggling, interest was turned into return on investment, permit-
ting SAMA to amass a modern securities portfolio without 
offending Allah. 
 Corporate America now did the work that was once 
solely the cause of reformers. One by one, corporate treasurers 
broke the links in the bankers’ chains. In the 1970s Texaco, 
Mobil, International Harvester, and other clients circumvented 
Morgan Stanley and placed their debt directly with institution-
al investors.  
 By the 1970s, gunboat diplomacy was passé. For 
reasons of foreign policy, Washington was often more eager to 
appease Latin American governments than bully them about 
loans. Banks turned to the IMF as a surrogate that could with-
stand political criticism in debtor countries. It seemed a useful 
shield behind which to effect painful economic reforms. 
 Embezzlement was rare in the world of high-finance 
for obvious reasons: people made stupendous amounts of 
money, and if they wanted more, there were legal ways to get 
it. Investment banks were the agents for the global integration 
of markets, much as they had welded together national mar-
kets in the era of Pierpont Morgan. But too many deals 
seemed to be hatched by investment banks and corporate raid-
ers merely for self-enrichment. Merger mania on Wall Street 
produced a stunning paradox in the 1980s: corporations 
grew financially weaker during the sustained Reagan 
boom. By the 1987 crash, nonfinancial corporate debt stood at 
a record $1.8T, with companies diverting 50 cents of every 
dollar of earning to pay off creditors—a far greater percentage 
than in earlier years. 
 The merger of industry and finance had made some 
sense in the Baronial Age and had given some stability to the 
American economy. Companies were then weak and had diffi-
culty tapping capital markets, especially abroad. Only the 
banker’s reputation could reassure skittish creditors. That was 
no longer the case in the Casino Age, when companies were 
often better known than bankers. 
 To mark its emancipation from commercial banking, 
the House of Morgan increasingly substituted J. P. Morgan in 
its advertising for Morgan Guaranty. In more innocent days, 
investment bankers had put companies on a sound footing and 
jealously guarded their credit rating. Now bondholders saw 
their A-rated bonds deteriorate into junk bonds with hostile 
takeovers. 
 Over 50 years later, J. P. Morgan appeared to have 
erred in its choice of commercial banking in 1935. If it saved 
Depression-era jobs, it also burdened the House of Morgan 
with what proved to be a dying business—wholesale lending. 
Large companies no longer turned to banks for short-term 
credit or seasonal lending—activities now relegated to the 

commercial paper market. [The relative shortage of global 
sized companies in Europe today may contribute to their 
over-dependence on banks for capital.] So Morgans had 
gradually undone its history and grown into a hybrid invest-
ment bank. 
 Then commercial banks became the clear casualties 
of the 1980s. The Latin American debt crisis showed that 
lending was now far riskier than trading. The crises 
mocked the spirit of Glass-Steagall, which had tried to guaran-
tee the stability of deposit banks. 
 The old House of Morgan’s power stemmed from 
the immature state of government treasuries, companies, 
and capital markets. It stood sentinel over capital markets 
that were relatively small and primitive. Today, money has 
become a commonplace commodity. 
 
[The Morgan story is the story of modern finance itself. 
Pierpont Morgan exercised powers that today are dispersed 
among vast global banking conglomerates.] 


