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PICTURE
a party of the nation's greatest bankers stealing

out of New York on a private railroad car, hieing hundreds
of miles south to an island deserted by all but a few seivants, and

living there a full week under such rigid secrecy that the name of

not one of them was once mentioned lest the servitois learn their

identity and disclose to the world this histoiic episode in American
finance.

I am here giving to the world the real story of how the famous
Aldnch currency report, the foundation of our new currency system,
was written

Paul M Warburg is popularly supposed to have been the authoi
and writer of the Aldrich measure He wasn't.

The Aldrich Commission, headed by Senator Nelson W. Aldrich
and composed of a galaxy of American notables, visited Europe in

the spring of 1908. The members and their advisers assiduously

gathered banking information wherever they went and employed the

ablest experts to compile for them the fullest data The niatenal

prepared, when printed and bound, formed a unique financial libraiy.
The commissioners returned to America with the reputation of having
done their gigantic work most thoroughly, and the whole country-
looked forward to the issuance of the Aldiich Commission report as a

financial and political event of momentous impoitance*
Senator Aldrich did not attempt, singlehanded, to evolve a mag-

num opus out of the chaotic mountains of material tuined in by an

army of expert writers and investigators in Europe and at home
Instead, he issued a confidential invitation to Henry P. Davison

of J P Morgan & Co.; Frank A Vandeilip, president of the National

City Bank and an ex-Assistant Secretary of the Treasury; Paul M.
Warburg, then of Kuhn, Loeb & Company, and A. Piatt Andrew,
Assistant Secretary of the Treasury, to accompany him on an ex-

tremely important and secret trip Mr. Davison had gone with
the Commission to Europe as an adviser, Mr Vanderlip was a recog-
nized authority on banking and currency fundamentals, Mr. Warburg
had written most learnedly on the subject, and Mr. Andrew had done
a great deal of work for the Commission

After a journey hedged with the utmost secrecy, the party were
landed in a small boat at the deserted Jekyl Island, off Georgia

398

Mark
Highlight



PAUL M. WARBURG 399

"The seivants must under no circumstances leain who we are,"

cautioned Senator Aldrich.

"What can we do to fool them?" asked another member of the

group. The problem was discussed.

"I have it/* cried one. "Let's all call each other by our first

names. Don't ever let us mention our last names."
It was so agreed.
The dignified, veteran Senator Aldrich, king of Rhode Island and

a power second to none in the United States Senate, became just

"Nelson"; Henry P. Davison, everywhere recognized as among the

ablest international bankers America has ever produced, forthwith

became "Hany"; the president of the nation's largest bank became

"Frank," and the quiet, scholarly member of the powerful interna-

tional banking fiim of Kuhn, Loeb & Co. became
"
Paul,"

Nelson had told Hany, Ftank, Paul, and Piatt that he was to

keep them on Jekyl Island, cut off from the lest of the worl/J, until

they had evolved and compiled a scientific currency system for the

United States, a system that would embody all that was best in

Europe, yet so modelled that it could serve a country measmmg
thousands against European countries measuring only hundieds of

miles.

After a general discussion it was decided to draw up certain bioad

principles on which all could agiee Every member of the group
voted for a central bank as being the ideal comei stone for any national

banking system. One by one other features weie brought forward

and caiefully pondered. Day after day for mote than a week these

giant intellects wrestled with their colossal problem. They worked
not five 01 eight houis a day, but all day and far into the night. Each
contubuted the best in him. The actual dictating of the measure
was done largely by Frank and occasionally by Paul.

As quietly as they had left, the authois of the epochal Aldrich

report disappeaied from Jekyl Island and slipped into New York
undetected.

When Congress assembled, the aged Senator Aldrich was ill, and
he summoned his trusted friends, Harry, Frank, and Paul, to Wash-

ington and they joined him in writing the message that accompanied
the report to the Senate

To this day these financiers are Fiank and Harry and Paul to one

another and the late Senator remained "Nelson" to them until his

death. Later Benjamin Strong, Jr ,
was called into frequent con-

sultation and he joined the "First-Name Club" as "Ben "

I want to add explicitly that this information did not come from
Mr Warburg; indeed, he and other members of the group will be

very much astonished when they read this. While the details may
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not be exactly accurate in every case, the main facts are authentic

beyond question.
Paul M. Warburg more than any other man had made banking

reform possible in this country Trained scientifically in European
national and international banking, our anachronistic cuirency

system shocked him.

"The United States is at about the same point that had been

reached by Europe at the time of the Medicis We have been shown
bricks of the time ofHammurabi, the Babylonian monarch, evidencing
the sale of a crop and similar transactions, and I am inclined to believe

that it was as easy to transfer the ownership of these bricks from one

person to another as it is to-day for an American bank to realize

upon its discounted paper, if indeed ;t was not easier
"

Thus witheringly he wrote in 1907 But he did moie than criticize,

he applied his whole talents to bringing about a cure

It cost Mr Warburg an effort to enter the fray. Naturally shy,

averse to appearing in public or in the public prints, unable then to

speak idiomatic English with perfect confidence, then a foreigner not

naturalized, he shrank from coming forward He had to be pushed
to the front by friends who realized the value, the practicability, and

the timeliness of his proposed reforms. Only the consciousness that

the country was sitting precariously on a monetary volcano impelled
him to cast aside all personal considerations and do what he considered

an uncongenial but imperative public duty.
He opened fire in January, 1907, with an elaboiate article on

"Defects and Needs of Our Banking System," followed with a blast,

"A Plan for a Modified Central Bank,
'
several months later, and he

never ceased to raise his voice and ply his pen until currency legisla-

tion was engraved on our statute books He was a Central Bank

advocate, yet as early as 1910, realizing the political difficulties, he

evolved a plan for "A United Reserve Bank of the United States,"
the underlying principles of which are embodied in the law now in

force The centralization of reserves under properly balanced

authority and the rediscounting of an improved type of commercial

paper so as to transform immobile promissory notes into bills of

exchange, were the two cardinal reforms he constantly emphasized
reforms which were written into the Owen-Glass law.

It is no disparagement to other American bankers to say that Mr
Warburg is acknowledged to be the first authority in the land on na-
tional and international banking principles
The depth of his sincerity and of his zeal for currency reform can

be partly gauged by the fact that he gave up an income of at least

$500,000 a year to accept a salary of $12,000 a year as a member of

the Federal Reserve Board.
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What sort of a man is this Paul M. Warburg who cheerfully made
such a financial sacrifice? How did he gain his unparalleled reputa-
tion as a banking authority? What is his history?
The story differs from that of the typical self-made American of

lowly birth, early hardships, and final triumph
Paul Montz Warburg did not have the spur of necessity to prod

him forward, he was born nch, but he determined to overcome that

handicap For centuries Warburgs have figured prominently in

German commerce, particularly in Hambuig. Their entrance into

the banking field dates from the time George Washington was Presi-

dent of the United States. Mr Warburg's great-grandfather then

founded the banking house of Warburg & Warburg m Hambuig,
and Warburgs have conducted it ever since, no outsiders being eligible

for membership. None was ever needed, for the Warburg fathers

saw to it that the Waiburg sons were trained to maintain and expand
the business.

Paul's drilling was thorough. On graduating from the gymnasium
at 1 8 he was born m 1868 he was put to work with an expoitmg
firm His taste ran to study rather than barter. His duties in-

cluded sticking puce-labels on bundles of stockings, clothing, and
other merchandise, keeping tab of goods handled on the docks, and

other activities more menial than mental. But Hambuig's docks

formed an ideal foundiy for forging embryonrc international bankers.

Ships and men of all nations plied to and from the port, meichandrse
of all classes was constantly passrng over the piers, all tongues were

spoken, all national characteristics levealed The high-bom, sensi-

tive, scholarly youth did not flrnch It was a tradrtion of the War-

burg family that it did not breed idlers. He would not break that

tradition

Two years of this sternly practical commercial experience qualified
him to enter the family banking house to learn the A B C of the

financing of the merchandise he had handled and seen handled on
the polyglottic docks Next he was sent to England to learn how
things were done m the world's financial hub. For two years he
worked in one of those banking and discount firms which abound in

London as nowhere else, firms whose activities have for more than
a century made Britain the world's international banker. His Lon-
don experience was rounded out by a few months in a stockbroker's

office, a posrtron which drd not appeal strongly to the banker-in-the-

makmg, for he had no taste for stock speculation
France was his next training ground. Here he widened his knowl-

edge of practical banking Back to Hamburg he next went to finish

his banking education. To round it off he was dispatched, in 1893,
on a trip round the world, when, after visiting India, China, and Japan,
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he "took in" the United States Here he met a young lady who cap-
tured his affections, an occurrence that was destined to change the

whole course of his career

On returning to Hambuig he was considered fit to become a membei
of the firm This was not astonishing, seeing that he had gone

through the mill of commerce, had gathered fiist-hand experience

in the two leading financial centres of the world, had travelled ex-

tensively and observantly, had studied his profession fiom every

angle, and was deeply impressed with the value of the sei vices rendered

to the world by bankers engaged in financing domestic and interna-

tional trade

Two years later he returned and married Nina J. Loeb, daughter
of the late Solomon Loeb, of Kuhn, Loeb & Co. Yearly visits to

the United States were followed, in 1902, by his admission to his

father-m-law's international banking firm, a step induced by the

illness of his wife's parents and their desire to have their daughter
near them
The idea of becoming an American citizen did not at first enter

his mind He had taken his place in the life of his native country;
he was a member of the local legislative body, and also the Haendels-

gewicht, a court of aibitration foi the settlement of mercantile dis-

putes and was rapidly coming to be recognized as a powei in Hamburg
financing
He had not been in New York a month when Wall Stieet indulged

in one of its frequent displays of monetary fireworks Call money
that is, loans made from one day to another skyiocketed above

20 per cent. He was dumfounded. Such things did not occur

under the banking systems of England, France, or Geimany Why
should they occur heie, upsetting eveiythmg ?

He at once sat down and wrote an article explaining the basic

causes of the tiouble Then he promptly locked the aiticle away!
"I did not want to be one of those who try to educate the country

after they have been here a few weeks/' was the icason he gave
for tucking away the article, an explanation characteiistic of the

man
The article lay unused for four years Dm ing this time Mr War-

burg was carving foi himself a place in Amencan finance His firm

was then backing Harnman in railroad developments that caused
the country to gasp, so bold, daring, and original were the strokes

that followed one another The Pennsylvania Railroad, also one of

Kuhn-Loeb's clients, was spending many millions in defying nature
and nullifying geography by burrowing into Manhattan Island

Other powerful railroad systems had to be supplied with funds
And industrial enterprises likewise demanded attention and millions
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Mr. Warburg learned the game and played it with skill. But he

was still the student, the scholar, the investigator of banking principles

rather than a "Wall Street Banker" with one eye on his desk and the

other on the stock-ticker tape Bluntly, he hated speculation. His

conception of a banker was a man of unquestioned integrity and repu-
tation whose chief mission was to enable the wheels of commerce to

revolve by supplying a sufficiency of funds and credit.

When the clouds which culminated in the 1907 panic began to

gather, clear-sighted authorities turned their attention anew to

banking reform Mr Warburg was one of a party of bankers and

economists who gathered at the home of Professor Edwin R. A.

Seligman of Columbia University and discussed the ominous outlook,

Mr Warburg enunciated his theories They captured the intellec-

tuals.

Professor Seligman uiged Mr Warburg to publish his views.

Mr. Warburg demuired
Professor Seligman persisted and won
It was natural that Senator Aldrich should have enlisted the aid

of this erudite banker whose ideas weie based on first-hand knowledge
and practical experience, who knew every European banking system,
and who had had time and oppoitumty to learn the special requne-
ments of this vast democratic country. It was natural, too, that the

Democrats, when their turn came to prepare currency legislation,

should have tuined to Warbuig foi guidance They found him big

enough and not too bigoted to modify his proposals in accordance

with actualities instead of fatuously insisting upon the attainment

of the ideal at one leap
"The best appointment of his whole administration," Piesident

Wilson's selection of Mr Warbuig as a member of the Federal Re-

serve Board has been called.

In the eyes of certain Washington politicians all "Wall Stieet

Bankers" look alike They are a monstrous, xavenous, soulless lot,

ever seeking whom they may devour, perpetually scheming how to

keep their fists tightly clinched on the throats of the people Mr.

Warburg's name was received by these gentlemen with scorn and

rage They would put him through his paces before they refused

to confirm his nomination T They would show up the whole "Money
Trust" gang!
Mr. Warburg was incensed He had consented to give up his

profitable partnership in one of the greatest international houses

in America, he had reconciled himself to sacrificing all his New York

friendships; he had resolved to resign from every railroad, industrial,

financial, even philanthropic office he held solely because of the

hope that his example might stimulate others to accept public service
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and his profound conviction that the occasion demanded patriotism
of a high order.

For his voluntary immolation he was being bombarded with volleys
of suspicion and condemnation

At one stage Mr Warburg would have given a million dollars could

he have unwritten his letter of acceptance to President Wilson.

Finally, he consented to appear before his inquisitors on the con-

dition that "the affairs ofmy partners, who are not here as nominees,"
would not be taken "as a basis for discussion

"

For two days he submitted to being pelted with questions, many of

them insulting Heie is an example:
"You intend to go on this board, if you are confirmed, to lepresent

what ?
"
asked a Senator.

"To represent the country and the future of the country/' Mr.

Warburg replied with calm dignity.

Even his former bitteiest opponents have now come to lealize

that Mr. Warburg is in tiuth staving to represent the country and

its future, not any evil-motived Wall Street clique.

He has laboured incessantly to improve the working and the or^

gamzation of the country's cuirency system; he has left no stone un-

turned to enlighten the public on banking principles, he has lendered

invaluable service in cooperating with Governmental authoiities

during these crucial days to keep things on an even keel It is, in-

deed, well for the nation that a man of Paul M. Waiburg's calibre

has been available in Washington during the last year or more.

Analyzing world prospects, Mr. Warburg in an address before

the Commercial Club of Chicago in April, 1917, on "Government
and Business" after a plea for helpful cooperation between business

men and those chosen by the Government to discharge regulatory

duties, said:

"In the state of the future, particularly in Europe after the war,
the most efficient Government promotion of industries in many lines

will be held to exist in actual Government owneiship and operation.
More than ever before will States become solid industrial and finan-

cial unions effectively organized for world competition driven by the

necessity of perfecting a system of the gieatest efficiency, economy,
and thrift in order to be able to meet the incredible burdens created

by the war.

"Such is the futuie of the world in which we shall have to maintain
our own position, and it lequires, on our part, thorough organization
and steady leadership Under our democratic system this cannot
be furnished by changing party Governments, but can only be pro-
vided by fairly permanent, non-partisan, and expert bodies. These
bodies must combine the judicial point of view with that of active
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and constructive business minds They must be able to act as ad-

visers alike to Congiess and the mdustnes concerned. They must

bieak down suspicion and prejudice of Government against business

and of business against Government. They must stand for the m-
'teiest of all against the exaction or aggression of any single individual

or gtoup, be it called capital or labour, carrier or shipper, lender or

bouower, Republican or Democrat.

"Our ability to handle effectually the great economic problems of

the future will depend laigely upon developing boards and com-

missions of sufficient expeit knowledge and independence of character.

This will be possible only if both Government and the people fully

appreciate the importance of such bodies, so that the country may
find its ablest sons willing to render public service worthy of the

personal sacrifices it entails.

"Aristotle, in defining the essential characteristics of libeity, said
c

lt is to govern and m turn to be governed/ and this thought has lost

nothing of its force even though 2,000 years have passed since it was

expressed. Liberty without government is, anarchy. Government

without cooperation of the governed is autocracy To govern and

in turn to be governed is the only foim of true libeity. In this con-

ception there is nobody governing and nobody governed We all

govern and serve alike and together. We all serve one master, the

only master that noliberty-lovmgman need be Ashamed to serve we
serve our countiy

"

Personally, Mr. Waiburg would rather solve a knotty banking

problem for the benefit of the country than make a million dollars

He has given up money-making entirely, having resigned from all

diiectorships and partnerships both here and abroad.

His home is one of the most artistically furnished in Washington
He still maintains his old home at White Plains, where he spends

many week-ends and most of the summer with his wife and children.

Like his brother, Felix M. Wai burg, also a partner in Kuhn, Loeb

& Co., he has done a great deal of charitable and philanthropic woik,

especially among those of his own race. In this he has the energetic

cooperation of Mrs Warburg.
In June, 1917, Mr. Warburg received the honorary degree of

Doctor of Commercial Science from New York University.

If other brainy Americans could be induced to give up money-

making and dedicate themselves to public service, the United States

would be a cleaner, better-governed, less-agitated Republic.


