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MUSEUM OFFERINGS
The following items are offered for sale

exclusively by The Museum ofAmerican

Financial History. Allproceeds go

towardfurthering the Museums mission

ofcollection
,
preservation, and

documentation ofthe history of

America’s capital markets.

S<‘i'ipo|>liily—
The Art of Finance

By Keith Hollender. This hardcover book is the

definitive text for collectors of financial docu-

ments. For experienced collectors as well as

beginners, the book has 120 illustrations, many

in color. Published by the Museum ofAmerican

Financial History. Subjects include railroad

“barons,” gold rushes, early European trading

companies. $29.95

America, Money, ami War
The Museum’s insightful teaching resource kit

and exhibit catalogue on the financial aspect of

the Civil War. The educator’s resource kit is a

three-ring binder with subject overview/discus-

sion plates, 20 color slides of notes, bills, and

bonds, with a soft cover, 42-page illustrated cata-

logue. Catalogue available separately. $49.95

(Catalogue only, $14.25)

Tlic Rixhy Letter
Notecards of Abraham Lincoln’s handwritten

letter of condolence to a Massachusetts woman

who lost all five of her sons in Civil War battle.

The message is clearly legible and shows

Lincoln’s anguish for both mother and nation.

Shipped in a box of eight cards, with envelopes.

$13.00 (Price includes shipping and handling.)

Friemls of
Financial History

Our quarterly magazine offers feature stories on

great financial leaders, historic events, updates

on Museum exhibits and activities, and a special

section for collectors of financial memorabilia.

$25.00 (For educators, $20.00)

Please see order form on

inside back cover
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Some of the

“little start-ups”

you’ll find on

The Nasdaq

Stock Market.
Looking back today, it’s hard to imagine

that just over 17 years ago

Apple Computer began as

an idea in a garage in

Santa Clara Valley,

Calitornia.

Or that a little company

that offered truckers a better

two-way radio system would challenge the

biggest company on earth and grow into the

$12 billion telecom-

munications power-

house, MCI.

Or that in 1970, a new computerized stock

market would emerge and change the way stocks

have been traded for the last 200 years.

Today, just 25 years later, Nasdaq is

trading stock in more companies than

any other

market on

earth.

In that time

we’ve watched

many little

start-up companies like Intel,

Microsoft and MCI grow into

major corporations.

And although

Nasdaq lists companies

with market values

larger than $20 billion and as small as

$10 million, they all share one

thing in common. A visionary

approach to doing business. And

a willingness to challenge the status quo.

Where will the MCIs, Microsofts and Intels

of tomorrow be found? The same place you’ll

find the MCIs, Microsofts and Intels of today.

::::: ::::: :::::
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The stock market for

the next 100 years*
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Museum Fundraiser and
Internship Program Bring Great Success

By John E. Herzog

T he joys of summer also bring us

good news about developments at

the Museum. During the spring

term, the Museum had its first full semester

college intern, and the project was quite suc-

cessful. For two days each week, Kristen

Mooney, a then senior from Marist College

in Poughkeepsie, worked on a variety of

tasks for the Museum, and for a few other

firms. The Museum had a great benefit and

Kristen learned about many different office

activities. We are looking forward to the

next intern, who is also from Marist College

and will be working with us this summer.

Our annual benefit was a great suc-

cess, and the first one to be held in the

financial district. In past years, we have

migrated uptown for our events. The

venue was The Down Town Association, a

splendid private club on Pine Street, where

a warm fire greeted visitors. An Internet

demonstration let visitors see the Museum

site on the World Wide Web, recently in

the top 5% of all Web sites! The guest of

honor was Richard A. Grasso, Chairman of

The New York Stock Exchange (see page

11). Inevitably, there were some words

from your chairman, but the highlight of

the evening were the remarks well prepared

by Dick Grasso, whose command of his

subject combined with a creative use of the

Exchange’s records, make him an effective

and highly respected speaker. Attendance

was over one hundred, and many compli-

ments were received from our guests.

Some fine stories await you inside,

from a retrospective of “T + 3” and earlier

changes of the settlement process, to the

130th Anniversary of the founding of the

Pennsylvania Railroad, to the celebration

of the Herreshoff Yacht Company, boat

builders for the great financiers of bygone

palmy days. And who was it who said “If

you have to ask how much, you can’t afford

it.”? Find the answer inside, and have a

great short summer read.

Otherwise, many interesting projects

are working along, including a new fall show

in the form of a major exhibit on railroads,

with some seldom seen artifacts. Let us know

if you have something you feel should be

included, and remember, please, do not

throw any of your old stock market letters

and papers away without letting us know. We
are always interested in adding to the

Museum’s collection. Have a wonderful sum-

mer, and best regards from all of us here. iaa:i
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Museum of American Financial History
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Stephen A. Cooper
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Benefit Consulting & Related Services

14 East 60th Street, Suite 1000

New York, NY 10022

(212)421-5700

rm finds of Financial History Number 56



CHRONICLING THE HISTORY OF AMERICA’S FINANCIAL MARKETS

The Museum ofAmerican Financial History is the newest public repository ofdocuments,

stock and bond certificates, engravings, and other historically significant artifacts

dedicated to the origins and history ofthe American capital markets.

The Museum is located at 24 Broadway, New York City. Hours: 1 1:30am until 2:30pm, Monday through Friday.

Admission is free. Special hours can be arranged for group tours. For further information call 212-908-4519.

Coming this Fall! A Century of Railroads 1835-1935

^WEALTFI ofpennsvl\

21181

4m
A unique perspective on one-hundred years of railroad develop-

ment in the United States— as only the Museum of American

Financial History can bring— will open this Fall in the New York

City Gallery. Join the Museum staff in celebrating the trans-

portation technology that linked our vast country.

The certihcate featured here is a Pennsylvania Railroad

Company General Mortgage 4 / Gold Bond, Series D, $1,000,

due April 1, 1981.

The vignette represents the original Penn Station of New
York City. On September 8, 1910, the building was officially

opened and underwater tunnel service began between New York

City and New Jersey and New York City and Long Island. The

station covered an area of 28 acres! The Pennsylvania Railroad

annual report of 1910 stated that the cost of the tunnels under

the Hudson and East Rivers and the large station was

$112,965,415. As the railroad became the preferred vehicle of

travel, the then-traditional ferries from Brooklyn and Jersey City

were discontinued two months after the opening of the station.

To learn more about the once-great Pennsylvania Railroad,

please see p. 28, the Collector’s section.

The Museum of American Financial History is a New York State chartered non-profit educational and service corporation.

Summer I 996 Friends of Financial History 7
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University Students Learn Not-for-Profit

Business with the Museum

“Every student fears that, at an internship, the only task we will

get involved in is filing and photo copying,” said Museum Intern

Kristen Mooney, “But at the Museum of American Financial

History, the opportunities for project-oriented work are abun-

dant.” A student of Business Administration at Marist College in

Poughkeepsie, New York with concentrations in Finance and

Personnel, Kristen Mooney just completed a semester-long internship with the Museum.

Kristen worked with the Museum staff, Chairman John Herzog, and Ernst & Company,

while experiencing “life on Wall Street”.

“What I like about the people at the Museum is that they asked me what I wanted to

do, what would I feel comfortable with. Of course, I did many small organizational pro-

jects in the archives, but I also learned about cataloguing the Museum pieces on comput-

er and editing a magazine.” Kristen was asked to get involved in all the current projects ol

the Museum. In February, she helped to plan the Museum’s annual benefit. In April, she

worked on articles for this issue of Friends and much, much more.

“Of all my students, Kristen was one of the quickest studies. Kristen embraced informa-

tion technology and was always looking for ways to learn more about finance. She was a natur-

al first choice to start our internship experience with the Museum,” said Professor Dan Cooper

of Marist. Dr. Cooper, a Friends columnist and editorial board member, finds time between edi-

tions to help select prospective interns from the Marist College finance department.

Collections Manager Meg Ventrudo had praise for Kristen’s positive contribution.

“Kristen was very helpful with the Bond Club ofNew York archive inventory. Kristen came

to us with a great attitude, and she was always enthusiastic about the Museum’s projects.

We will miss her.”

New Acquisition Reminds Us
of Life Before Computers

“Why is a ‘Shaver’ on display in the Museum gift shop?,” you

may ask. Because the shaver is not the type of tool you find

next to the sink, it is a machine used to remove dictation from

a wax cylinder. Alexander Graham Bell, his cousin Chichester

Bell, and Charles Sumner Tainter invented the first dictaphone machine in 1881, and the

Museum acquired an antique dictaphone, dictaphone listening device, and dictaphone

shaver that were used at the Goodall Rubber Company of New Jersey in the 1940s.

When compared to the CD-ROM or even your pocket tape recorder, the three

machines seem quite large and, perhaps, medieval. Yet, at closer inspection, one finds that

the recording apparatus is a simple, easy to understand version of the incredible technolo-

gy of the 1990s. A steel stylus cut up and down grooves of the human voice into the wax

coating of the rotating drum. The cylinder was then transferred to the listening device for

transcription. “Shavers” were then used to remove the dictation grooves ol the human voice

from the surface of the cylinder for reuse. One cylinder could be used up to 30 times.

The Dictaphone Corporation, the company that mass-produced the machines, has

received world recognition and has had profitable years since its beginnings (except 197 I).

Dictaphone users include famous financier John D. Rockefeller. Like a paint palate to an

artist, the dictaphone was an-invaluable resource to the business people of the 1920s and 30s.

In the middle of a harsh, New York City

winter, a 350 year old red oak tree trunk

was transported to Bowling Green, the old-

est public park in America, right across the

street from the Museum Gallery. Many

remarked on its large size and moss-cov-

ered exterior. What is this massive piece of

wood doing on Broadway?

Arturo DiModica, the artist made

famous for his bronze “Charging Bull”

nearby, has agreed to create a masterpiece

from the venerable tree trunk from

Riverdale, in the Bronx, that was felled by

disease. Scaffolding is going up as we go to

press, and DiModica will begin work soon,

now that the winter is finally behind us.

He expects to complete the project by

Labor Day. He will work outside, for the

enjoyment of the Wall Street community.

“The project hopes to attract atten-

tion for the maintenance and care of New

York City’s millions of trees,” according to

a placard near the tree. The New York City

Department of Parks and Recreation and

the Bowling Green Association are the

main contributors to the project.

Everyone seems to have an opinion

on the sculptor’s odd choice of medium. I

wonder if the tree was really dead. If it last-

ed 350 years, why was it brought here

now?,” commented one maintenance

worker at 26 Broadway. The financial dis-

trict eagerly awaits the start of DiModicas

latest project. Will the tree become a bear

to accompany the Charging Bull?

of Financial History
Number 56



Museum’s Annual
Benefit at the

Down Town Association

Honoree Richard Grosso delivers

his acceptance speech.

Trustees William Behrens and William Pinzler

Trustee Thomas Asher; Chairman John Herzog,

and Friends Editorial Board Member
Dr Dan Cooper.

Read all about this exciting event,

which you surely won't want to miss

next year. See page 11.

Museum Gallery is Great for Students of all Ages

How many visitors to the Museum Gallery are too young to remember the 1970s? Not too

many. Yet, in April, the Museum staff hosted 22 fourth-graders from St. Augustine School

in the Bronx, New York. Teacher Stephen Simons guided the students through the Wall

Street attractions as part of their study of money.

Meg Ventrudo, the Museum’s collections manager, displayed her experience with chil-

dren and gave a thoughtful tour of the Bicentennial Exhibit of the American Banknote

Corporation. To keep the children involved and interested, she passed around stock cer-

tificates and asked the children questions. “Can everyone say ‘vignette’?”

The entire Museum staff joined in the fun. Normally, only one or two members will

be available for a tour, so the St. Augustine children received royal treatment. The children

were interested in the famous duel between Alexander Hamilton and Aaron Burr and the

anti-counterfeiting tools, like the hologram, of the American Banknote Corporation.

Museum Director Diane Moore was spotted giving away Penn Central stock certificates to

the young visitors.

Friends Reaches Larger Audience,
Bringing New Members to Museum

The Winter 1996 edition of Friends of Financial History was distributed to 3,500

Economics and Finance professors around the country. The Financial Management

Association supplied the Museum with address labels, and our first inquiries began

immediately after the mailing. One professor from Jersey City State College brought

her students to visit the Gallery and many more have called in to subscrbe.

Summer I 996 Friends or Financial History 9
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Edward I. Altman, “Z Man”, Trustee

By Kristen Mooney

E dward I. Altman, a professor with

a unique interest in finance, offers

his expertise to the Museum,

helping to preserve American financial his-

tory for future generations. Born and raised

in New York, he attended City College,

then later received his MBA and Ph.D. in

Finance at the University of California, Los

Angeles, finally relinquishing aspirations of

a career in professional baseball. In 1967,

Altman began a long career as a professor at

New York University.

AJtman was the first professor to

teach bankruptcy and reorganization in a

business school (in 1975). He became

interested in bankruptcy in the 1960s,

when he was researching a topic for his

doctoral dissertation. It was a virgin area.

There were few academics and little infor-

mation in this field. “I thought it would be

interesting to try to predict an event like

bankruptcy, which is so dramatic.” Altman

invented the “Z-Score Model” thirty years

ago. It is a bankruptcy prediction model

that is widely used, even today, because it is

accurate, important to many, and easy to

calculate. Altman is often affectionately

referred to as the “Z Man” by his students

and colleagues. He has written and edited

over a dozen books and more than 1 00

scholarly professional articles. His most

recent books are Corporate Financial

Distress and Bankruptcy (John Wiley and

Sons) and Distressed Securities (Probus).

In 1988, Altman became the first

chair of the newly endowed Max L. Heine

Professorship of Finance. Max Heine was a

partner in the Wall Street firm, Herzog,

Heine, Geduld Inc., and a noted portfolio

manager for Mutual Shares Corporation,

which invests in a variety of equity and

fixed income securities, including those of

distressed companies. “Heine was a legend

in the area of investment in bankrupt com-

pany securities,” states Altman. Museum

Chairman John Herzog was introduced to

Ed in 1981 and later invited him to be a

founding trustee.

In his spare time, Ed is a consultant to

a variety of financial, legal, and govern-

ment organizations and is on retainer to

Salomon Brothers Inc. in their Global

Credit and Fixed Income Areas. He is also

an advisor to Zeta Services, Inc., which

markets a second generation Z-Score

Model, called Zeta. He has testified before

the U.S. Congress, the New York State

Senate, and several other government and

regulatory commissions. He is in great

demand as a lecturer around the globe on

such topics as credit risk management, cor-

porate restructuring, and high yield and

emerging market corporate bonds.

While a professor at NYU, he has

traveled on sabbatical to Paris; Rio de

Janeiro; Australia and Milan to teach, com-

plete research, and just have fun. In 1989,

he was named Laureate de la Fondation

FIEC in Paris and later he received the

Graham and Dodd Award from the

Financial Analyst Federation for his accu-

mulated works on bankruptcy prediction

and firm rehabilitation.

When asked how he finds time to do

everything, he simply answers, “Ifyou have

enthusiasm for what you do and enjoy it,

you will do it better and more efficiently.”

Altman believes that financial history is a

tremendous educational vehicle to help

describe where finance is now and perhaps

where it is going. “It is a way for people to

appreciate the past, not only as history, but

also as a way of understanding what is

going on today and analyzing what may

happen in the future. Many people have no

idea that wars, for instance, have had a

tremendous financial and economic

emphasis. Why they were fought, how they

were financed, and the consequences of

winning or losing is fascinating.”

A subject currently close to Ed’s heart

is high yield “junk bonds”. “People think

that Michael Milken and Drexel Burnham

created junk bonds, but in fact, there were

those high yield securities that go back to

the French Revolution. The French

Government offered a bond that was tied to

the price of salt. Since this commodity was

so volatile, investors required the incentive

of high return. The interest rate was much

higher than for bonds that were tied to

more stable commodities, and resulted in

big discounts from par. This was perhaps

the first junk bond. Sometime later, people

thought that U.S. Government Bonds of

the Revolutionary period were junk. If one

calculated the early trading patterns, espe-

cially around the time of the Assumption of

State Debt for the new National Debt

under Alexander Hamilton’s plan. Treasury

Bonds were valued at around ten cents on

the dollar. These values reflected a dim view

of the government’s ability to pay our debts.

But investors are not always right, and in

this case, the optimist speculator carried the

day. Hamilton’s plan was a success, and by

the early 1800’s, U.S. Government debt

had a higher credit rating than the debt of

many other, more established European

nations. And it still does! You can learn

from the past.” Han

Editor’s Note: Ed is hoping to see the first

U.S. corporate, original issue junk bond on

permanent display in the Museum ? Which

one is it, Professor Altman?

Friends of Financ History Number 56



One of Wall Street’s Prominent Leaders

Receives the Museum’s Highest Honor

T his year, the Museum awarded its

“Outstanding Service to the

Capital Markets” honor to a per-

son many of us have watched at the close

of the business day. Chairman and Chief

Executive Officer of the New York Stock

Exchange Richard A. Grasso can often be

seen applauding the end of a high volume

day on CNN’s business report. Mr. Grasso

joined the Museum trustees and staff at the

sixth annual fund-raiser on February 21,

which was held at The Down Town

Association.

With over one hundred friends of die

Museum in attendance, Mr. Grasso

applauded the work of Chairman John E.

Herzog and all who are involved with the

Museum. He related tales of the exponential

growth of the U.S. stock exchanges and

noted the need for documentation of these

changes. Mr. Grasso warned against under-

estimating this growth. His theme was also

reiterated by other speakers Dr. Dan Cooper,

a Friends editorial board member, and

Trustee William Pinzler. The Museum pro-

vides a service to the financial community by

documenting and preserving the progress

and character of America’s capital markets.

A distinguished leader, Mr. Grasso

has held several offices at the NYSE: direc-

tor of listings and marketing, executive

vice-president of capital markets, presi-

dent, and chief executive officer. “We

chose Mr. Grasso to receive this year’s

award in recognition of his fine achieve-

ments with the Exchange. The New York

Stock Exchange, under Mr. Grasso’s leader-

ship, has maintained its bedrock corporate

values, respect for the individual, and a

customer-comes-first orientation,” said

Mr. Herzog. Mr. Grasso also is a trustee of

the Securities Industry Foundation for

Economic Education and currently serves

on the board of directors of Computer

Associates International, Inc.

Surrounded by the pleasant music of

the harp, benefit attendees had an oppor-

tunity to ask staff members about the

Museum’s projects. One of the ongoing

projects, the Museum’s World Wide Web

site, was displayed for all to explore. For

some, this was the first time they had seen

the site, and the response was overwhelm-

ingly positive.

Mr. Grasso is the fourth person to

receive the Museum's “Outstanding Service

to the Capital Markets” award. The first

recipient was Edward I. O’Brien, president

of the Securities Industry Association; the

second was Gordon S. Macklin, former

president of the NASD; and last year’s

recipient was Philip L. Carret, founder of

Carret and Company, Inc. and director of

Pioneer Group, Inc. HSU

The Museum wishes to thank the following donors for their generous contributions

Benefactors Dreyfus Corporation

American Banknote Corporation John Herzog

j. P. Morgan Charitable Trust Francis P. Maglio & Co., Inc.

Heine Securities Morgan Stanley & Co., Inc.

Herzog Heine Geduld, Inc.

Merrill Lynch & Co. Foundation, Inc.

Richter & Co., Inc.

Spear, Leeds & Kellogg Alexander Hamilton

Zweig Family of Funds Thomas J. Asher

Bernard Herold &; Co., Inc.

Patron Randy Cepuch

Douglas Ball Diana Herzog

Ernst & Company The Investors Company
George Liebert Foundation — Lynch, Jones &c Ryan, Inc.

Citibank Peter Madoff
Mercantile Exchange M J Meehan and Company
National Association of Security Scudder, Stevens & Clark

Dealers Stern & Kennedy
Nemco Brokerage T. Rowe Price

The New York Stock Exchange

Securities Industry Association

Jason Zweig

Donors:

Sponsor Benjamin G. Adams
Automate Data Processing Edward 1. Altman
Carl Marks & Co., Inc. Joseph Antizzo

Donaldson, Lufkin & Jenrette Alan Barnett, Inc.
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Gene Bloch Ingalls & Snyder

Andrew Blum Erick Kanter

David Bostian Allan M. Keene

Edward Bradley Eric G. Knauss

Sherman T. Brewer Fred Kneip

Daniel Cristofano Bennette Kramer

Oliver D. Cromwell Janies A. Lebenthal

Lawrence Dameron Joseph Liotta

Andrew Daponte Bobye List

Peter J. Dapuzzo William Mack
Howard Denberg Ricardo Miranda

Steve Ehrlich Ted Moudis

James W. Everett Richard M. Netter

Herbert Evers James J. O’Donnell

Robert J. Flaherty John O. Pickett

Robert H. Forney William Pinzler

Cono R. Fusco Joan Polcari

George Garrison Robert P. Rittereiser

Guilford Gaylord Karen Thoreson Schlesingi

David Goodrich John E. Sikorski

Robert N. Gordon Richard Sylla

Robert M. Greber Theodore Theodore

Richard Gregg James Waechter

Bill Hazen Robert Woldow
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i^s getting harder and harder to tell one clearing firm

from another... at first glance, that is. Dig beneath the

surface, however, and you’ll see why more than 280

financial institutions find U.S. Clearing Coip.’s prompt,

accurate real-time trade processing, record keeping

and reporting, as well as our competitive pricing,

utterly irresistible. If it’s results, not appearances, you

find appealing, the obvious choice is U.S. Clearing Corp.

We now provide $50 million in account protection

for your clients!

U.S.Clearing
Member New York Slock Exchange. Inc.

26 Broadway • New York, NY 10004-1798
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Bpwpwwawtii^wnH educators’ perspective

Of Buttonwood Trees and Beer:

The Beginnings of Exchanges Past and Present
By Dr. Dan Cooper and Dr. Brian Grinder

E xchanges exist to satisfy market

objectives such as bringing buy-

ers and sellers together, efficient-

ly distributing information, and helping to

assure a secure clearing process. Exchanges

in America were established or refined in

response to specific market needs. Unless

otherwise instructed, today’s finance stu-

dents might think that the exchange sys-

tem as it currently exists is engraved in

stone, unyielding to the pressures of time.

However, a closer examination of the evo-

lution of America’s exchanges suggests that

change has been a constant companion in

the evolution of the investing process.

The beginnings of the New York

Stock Exchange can be traced to 1792

when a group of twenty-four brokers signed

the famous “Buttonwood Agreement’’

which bound them to trade securities at a

commission of at least Z of one percent and

gave preference to members in trading

negotiations. The securities market in the

United States was virtually nonexistent

prior to the bull market of 1792, but as this

“first” U.S. bull market raged, more and

more investors entered the fray. The Stock

Exchange Office which began in March of

1792 was unable to prevent outsiders from

attending securities auctions solely for the

purpose of gaining pricing information. The

outsiders would then later trade the same

securities at auction prices but with lower

commissions. The “Buttonwood Agree-

ment” set up an exclusive auction system

which was closed to outsiders. While this

effectively ended competition in commis-

sions, it was the beginning of an orderly

exchange system where securities could be

bought and sold in an efficient manner.

Likewise, the American Stock Ex-

change arose out of the “curb trading”

activities of traders who were not members

of the NYSE. In fact, the AMEX was called

The New York Curb Exchange until 1953.

The financial problem the young, ambi-

tious curb traders helped to alleviate was

that of access to capital markets for smaller

firms who needed to raise capital but were

unable or unwilling to meet the listing

requirements of the Big Board. The out-

door traders disappeared from the scene

shortly after the Curb Exchange moved

indoors in 1921.

New York Curb Exchange, Summer 1920

The move indoors by the Curb

Exchange symbolized the acceptance of the

future American Stock Exchange into the

Establishment. While being a part of the

establishment has its advantages, it also

tends to ossify an organization making it less

able to react to change. When the bull mar-

ket of the late '60s left Wall Street’s back

offices awash in a backlog of paper work, the

Securities & Exchange Commission called

for changes in the exchange trading process

and challenged the exchanges to develop an

electronic trading system to further improve

efficiency.

The National Association of Securities

Dealers (NASD), established in the late

thirties by the Mahoney Amendment to the

Securities and Exchange Act of 1934,

accepted the challenge by the Security and

Exchange Commission for an electronic

trading system. The National Association of

Securities Dealers Automated Quotations

system (NASDAQ), which debuted in

1971, was the result.

NASDAQ currently lists quotes for

about 5,000 stocks. In addition to alleviat-

ing the paper backlog problem, this system

opened up the markets for the securities of

many small to medium size (unlisted)

issuers. This had the effect of greatly

improving liquidity and growth opportu-

nities for these firms.

The NASDAQ system is now about

to make another technological (and philo-

sophical) evolutionary jump. A new small

order system dubbed “NAqcess” is being

considered by the SEC. NAqcess would

replace the current Small Order Execution

System (SOES) that was implemented in

response to the 1987 stock market crash.

While opinions vary on the worth of the

new system, it is clear that NAqcess is

being given priority attention by the SEC.

The NASDAQ trading systems clearly

demonstrated the usefulness of new tech-

nologies in solving the problems and meet-

ing the needs ol the market. Some investors

are now turning to cyberspace for immedi-

ate information and access to low cost trad-

ing systems. The Internets World Wide

Web is bringing Wall Street right into

America’s homes. Discount brokers are set-

ting up virtual brokerages and passing along

Continued on page 27
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S
ociologists and historians call it

"Zeitgeist.

” Translatedfrom Gennan, it

means “spirit of the times. ” It is an

expression ofien linked with the theory that

even ordinary people can rise to an exceptional

level of achievement when faced with great

challenges or opportunities.

In the late 1800s through the 1920s

many people rose to gpeatness. Indeed, it was

a period ofextraordinary achievement, rang-

ing from the birth of aviation, to personal

fortune, to the emergence ofthe United States

as a world power.

The last decade of this era was tagged

with an enduring superlative: the “Roaring

Twenties. ” The period even included a war

so vast, so filled with carnage, that it was

Nathanael Greene Herreshojf, in 1876

misnamed with another extreme: “the war to

end all wars.
”

In America, some ofthe legendary names

in the history of the nation's capital markets

were making their reputations: Baker,

Morgan, Vanderbilt, Gould, Ford, Whitney,

Plant, Hearst, Cassatt. These entrepreneurs,

financiers and bankers were also spending

huge sums that showcased theirfortunes and

imaginations. Palatial residences were built

in New York City, Long Island and Newport.

Among their indulgences, particidarly those

with Wall Street ties, wasyachting. True to the

spirit of the times, the passion, competitiveness

and imagination oftheseyachtsmen, fueled by

rimancial History

great wealth, elevated the competition ofsail

racing to an extreme the world had never seen

— or has seen since.

Enter the partnership of Nathanael

Greene Hetreshojf and his brother John, a

blind boatbuilderfrom Bristol, Rhode Island.

From 1899 into the 1930s, the brother’sfirm

designed and built the largest, most complex,

powerful and expensiveyachts ever createdfor

the defense of yachtings greatest prize: the

America’s Cup. Funded by syndicates headed

by the likes ofJ. P. Morgan and Harold S.

Vanderbilt, Herreshojfbuilt or designed eveiy

firstplacefinisher. Secondplace?A member of

the Royal Family explained to the Queen as an

American yacht crossed thefinish line: “There

is no secondplace
,

your majesty.
”

“Ifyou have to ask how

much, you cant ajford it,”

quippedJ. Pierpont Morgan,

answering an inquiry on the

price ofa yacht. But the great

bankers andfinanciers at the

turn ofthe last century could

pay the price. To own the

fastest, most powerful racing

yachts the world had ever

seen, they turned to a blind

man and his genius brother.

In the Zeitgeist of this extraordinary

time, under extraordinary competitive pres-

sure, the Herreshojfbrothers set a record that

remains unmatched in the history ofall ama-

teur or professional sport.

In the following article, Stephen

Goldsmith writes ofhis casual acquisition of

the only Herreshojfstock certificate known in

existence. Today, the certificate is on display

at the Herreshojf Marine Museum, in

Bristol, Rhode Island, a gif from Mr.

Goldsmith. The article is illustrated with

photographs of Herreshojfyachts designed or

built for some of the giants in America’s

financial history. The Mariner's Museum, in

Newport News, Virginia, and the Herreshojf

Marine Museum
, in Bristol, Rhode Island,

graciously co-operated in researching and
providing information for this article.

— T. Patrick Harris

He made a mistake that lead to the death of

a man, yet at one time or another J.P.

Morgan, Cornelius Vanderbilt, Harold S.

Vanderbilt, Junius S. Morgan, Jr., A.J.

Cassatt, and Alfred G. Vanderbilt all relied

totally on his skill, judgment, and integrity.

His name was Nathanael HerreshofF, and

myth says these powerful people rarely even

dared suggest anything to him. They told

him what they wanted and they paid cash

on delivery, knowing that they got the finest

John Brown Herreshojfwith daughter Katie, circa 1874

product money could buy. For a period of

37 years, from 1 893 to 1 930, he was instru-

mental in defeating the Earl of Dunraven

and Sir Thomas Lipton in a series of nauti-

cal engagements that caught the fancy of the

entire world. I got to know him through a

stock certificate I acquired at a “paper

money” show, in Willamantic, Connecticut.

It was March, 1986 when a man rushed by

me, clutching a stock certificate in his hand.

I stopped him and asked if I might have a

look. “Sure,” he said, “but I bought this

thing five minutes ago, only because it’s

from my home town." 1 took a quick look.

At first glance it appeared to be a piece of

Numeer 56



Thefamous Corsair, built

for J.P. Morgan, seen at the

Harvard-Yale races offNewport,

Rhode Island. Morgan headed

the syndicate thatfunded the

America’s Cup campaign in 1903.

The America's Cup, and the

patronage offinanciers such as

Morgan, provided a financial

lifelinefor the Herreshoff

Manufacturing Company fi-om

1899 into the 1930s.
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“wallpaper,” common, inexpensive and

marginally collectable, but I found a few

things about the certificate that I really

liked. It was from the town where the sail-

boat I own was built— Bristol, Rhode

Island. It was serial number 1. The vignette

was nautical and the name, “Herreshoff

Manufacturing” had a familiar ring to it. It

was signed by “Nath’l G. HerreshofI” as

president. I told the gentleman why I was

interested and I asked if he could be per-

suaded to sell the item. He said, “Ifyou will

give me a decent profit.”

The timeless spirit of enterprise

smiled, and money changed hands.

Who was Herreshoff, the president of

the company? I knew I heard that name

before, but I could not place it. I knew the

company had something to do with sail-

boats. Why was a naval patrol boat used on

the certificates? The corporate seal shows a

small “1879” above a larger “1917”. This

suggests some form of reorganization or

change occurred in 1917. A little research

was certainly in order.

Tall Tales, Fast Ships
Nathanael Greene Herreshoff was born in

the seafaring town of Bristol, Rhode Island

in 1848. In earlier times, the inhabitants of

Bristol built and sailed slave ships, operat-

ing between Bristol, the Caribbean, and

Africa. During the War of 1812 they sailed

in fast blockade runners and served on pri-

vateers. Nat and his five brothers must have

spent many long hours listening to the tall

tales spun by retired sea captains and

watching the local boat builders at work.

No one was surprised when J.B., Nat’s older

brother, opened his own boat building

establishment. When J.B. became blind at

the age of fourteen, Nat became his eyes

and hands. Despite his blindness, J.B. went

on to become the chief executive of one of

the most successful yacht building compa-

nies in the world. Nat went to

Massachusetts Institute of Technology.

During the Civil War, Nat continued

his education, attending M.l. 1 . and gradu-

ating with a three-year degree in mechani-

cal engineering. He took a position with

the Corliss Steam Engine Company. In

1876, at the Centennial Exposition the

favorite attraction of the entire fair was the

1 ai History

giant Corliss stationary engine which sup-

plied the power for some 13 acres of

machinery on display in the Great Hall.

Visitors were greatly impressed that the

engine, bigger than the average house, was

entrusted to the care of one small man.

That man was Nathanael Herreshoff. Nat’s

knowledge of steam engines was to be

applied to the boats, yachts, and launches

brother J.B. was now building at his boat-

yard in Bristol.

In 1878, Nat and J.B. formed a part-

nership which they incorporated a year

later as the Herreshoff Manufacturing

Company. They were the sole shareholders.

Nat’s designing and engineering expertise

and J.B.’s business sense helped them to

i

The yacht Ventura, builtfor George F. Baker,

founder ofCitibank, in 1921. Baker was one ofseveral

Wall Street patrons ofthe HerreshoffManufacturing Co.

land contracts with the Spanish, Russian,

French, and British Governments for fast

gunboats and torpedo boats. Within a few

short years, the Herreshoffs gained an

unequaled reputation in the field. 1 hey

began to build high-speed steam driven

private yachts as well.

In 1888 Nathanael Herreshoffs pre-

occupation with high-speed steamboats

came to an abrupt end. I le was supervising

the speed trails of “Say When,” a 138-foot-

er with an 875 horsepower engine. Just

before she got up to the speed that he

anticipated she could reach, a safety valve

popped. In an uncharacteristic moment of

impatience he screwed the safety valve

down. Minutes later a tube in the boiler

exploded, fatally injuring a crew member.

Nathanael Herreshoff lost his steam engi-

neer’s license and his desire to build high-

speed steam yachts.

The Americas Cup
In the 1890’s Captain Nat began designing

large sailing yachts. He pioneered the devel-

opment of the fin keel and bulb keel, two

“modern” concepts he used in his designs in

the 1890’s. He invented crosscut sails. He

developed sail tracts and slides that replaced

the cumbersome hoops used previously. The

light, hollow metal spars that are in use

today were a result of his pioneering efforts.

These efforts did not go unnoticed in

Newport, just south of Bristol. J. P. Morgan,

Cornelius Vanderbilt, Harold S. Vanderbilt,

Jay Gould, Harr)' Paine Whitney, William

Randolph Hearst, A.J. Drexel, August

Belmont, William K. Vanderbilt, Harold S.

Vanderbilt, Junius S. Morgan, Jr., A.J.

Cassat, Alfred G. Vanderbilt all bought

yachts or tenders at one time or another

from the Herreshoffs. They would call

Captain Nat, tell him they wanted a yacht

of such-and-such length, sail or steam, and

the Herreshoffs would take it from there.

In 1892, when Lord Dunraven of

Great Britain challenged for the America’s

Cup, Captain Nat was ready. He designed

and built “Vigilant” for Newport resident

E. D. Morgan and C. Oliver Iselin of the

New York Yacht Club. Throughout the

Cup races of 1 893, Captain Nat was at the

wheel and he steered Vigilant to victory. It

was a feat he would accomplish five more

times between 1892 and 1920, designing

every America’s Cup winner built during

what has since become known as “1 he

Herreshoff Period.”

The End ofan Era
We now know who Nathanael Greene

Herreshoff was. We know why the date

1 879 is on the embossed company seal, but

what happened in 1917 to cause the

issuance of a new series of bonds? ( 1 9 1
7 is

mentioned on the company seal and the

Continued on page 37
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In 1995, Ernst & Company cleared 7.23 billion shares in equities

Take action and call our CEO, Bill Behrens, or our President,

Dan Cristofano, at (800) 48 ERNST.
Or contact us at our Internet site: http://www.ernst-co.com.

and $13 billion in bonds.

Ernst
^Company
The company that works for you.
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A History of Clearance and Settlement Changes

By Kenneth S. leume

o
ettlement— the exchange of cash in

^payment for securities— is a silent,

electronic process today. But it used

to resemble the chaos and peril of a frontier

town in the old Wild West. Consider this

description from 1873 by Wall Street

chronicler Matthew Hale Smith: “Out into

the street; down into cellars; through dark

alleys and narrow lanes; up narrow and

crooked stairs— in every direction the

messengers rush, loaded down with green-

backs and gold, checks, bonds, and gold

certificates. Desperate men track these

messengers, garrote them in dark alleys,

knock them senseless, and steal their trea-

sures; and more than once, on the corner

of William and Wall— the most promi-

nent part of the street— parties have been

robbed in the presence of a hundred men.

...As stout, energetic, pugilistic men are

needed on the Stock Exchange, so daring

men of courage, with the dash of a prize-

fighter about them, are needed as messen-

gers.” These days, of course, settlement is

rarely so life-threatening. In fact, it is the

easiest it has ever been. For the first time in

the history of the American markets, the

time allotted for settlement has been

reduced. On June 7, 1995, the settlement

date for trades in stocks and corporate and

municipal bonds changed from five busi-

ness days after the trade is executed to

three. The Securities and Exchange

Commission mandated the switch to

2 I
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“T+3” settlement in October, 1993, in an

effort to make the securities markets safer

overall. Since the shorter cycle reduces the

number of pending transactions, firms can

lower the exposure they have with each

other, and limit losses in case one firm fails.

The settlement date for the first 140

years of exchange trading was T+l. This

century the settlement period lengthened,

one day at a time, mainly because back-

office staffs needed more time to handle

the ever-increasing volume of trades and

the errors that occur when volume swells.

Trading volume on the NYSE
increased dramatically in the 1920s and

again in the 1960s. In 1962, average daily

volume was about lour million shares, and

the NYSE boldly predicted that it would

double by 1980. Instead, it quintupled: By

1968, the Exchange had 20 million share

days; the peak day in 1980 was over 84

million shares. Currently, the NYSE aver-

ages over 400 million shares a day.

The development of the systems to set-

tle securities trades is a history of miscalcu-

lation and poor planning that has hurt

investors and run brokerage firms out of

business. Until recently, back-office systems

were always catching-up to handle large vol-

ume. In late 1968, the back-up of paper-

work was so bad the exchanges closed down

on Wednesdays so brokerage houses could

allow their staffs time to process the work.

In the avalanche of trading, stock certificates

were “stuffed behind pipes in ladies’ rooms,

at the bottom of trash baskets, in the backs

of filing cabinets with old letters,” noted

Wall Street chronicler John Brooks.

“By hindsight,” the Securities and

Exchange Commission noted in its 1969

annual report, “it seems that the industry

cook longer than it should have to regard

the progressively higher levels of activity as

a new norm and to recognize that such lev-

els of activity would require fundamental

changes.”

flu Irmij of Messenger Boys"

Equity and bond trades settled on the day

after the trade was made, or 7 + 1 ,
from 1 792

to 1933. Until 1892, there was no clearing

house to facilitate settlement and offset, or

“net” out opposing trades, despite close to a

dozen earlier attempts to develop one.

During the pre-clearing-house days,

brokers cleared and settled trades directly

with each other. The selling firm would

bring trade tickets to the buying firm’s office

for “comparison”, generally within an hour

after each day’s trading ended. The two firms

would compare trading tickets to make sure

both sides agreed on the transaction.

Conflicts were resolved the next morning.

The trades settled by 2: 1 5 p.m. the next

day (there was no settlement on Saturdays:

trades made on Friday and Saturday both

settled on Monday). Some firms would, for

a fee, clear trades for other firms and became

known as “clearing firms”.

The settlement practices meant that

brokerage houses had to employ “an army

of messenger boys,” as one historian, John

Grosvenor Wilson, described it in 1905,

looking back on the days before the

Exchange set up the first system to help

clear trades.

“As 2 o’clock approached,” Wilson

wrote, “the streets of the financial district

presented a curious spectacle. By common

consent the delivery boys were given the

right of way. Running at top speed, their

hands full of securities and checks, the boys

were everywhere in evidence. Between 2 and

2:15 p.m. the large offices became blocked

with long queues standing at cashiers’ win-

dows with sales tickets and deliveries. In

busy times, ‘Past delivery hours— too late!’

was heard in almost every office.”

“It is little less than miraculous,” he

added, “that so few losses occurred, but the

liability to great loss was the ever present

cause of anxiety.”

The New York Stock Exchange

Clearing-House (Clearing-House) began

operation in May, 1892. It was limited in

scope, and did not eliminate the need for

messengers (who all had safe jobs in that

area of the industry well into the 1970s).

The Clearing-House recorded and netted

out securities movements and payments

among its brokerage participants. IfA sold

100 shares of a stock to B, and B sold 100

shares of the same stock to C, the Clearing-

House would instruct A to deliver the

shares to C. The securities still settled with

physical delivery.

The first stocks on the list to settle by

this new method, according to the minutes

of the Clearing-House on May 9, 1892,

'imancial History
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were shares of four railroad companies:

Reading, Sr. Paul (common), Northern

Pacific (preferred) and Louisville &
Nashville. “The list of stocks to be cleared

will be enlarged as members become famil-

iar with the clearing system," the minutes

said. Even with just four stocks, 261,000

shares worth $16 million cleared the first

day, and, according to one account, “obvi-

ated the employment of approximately

$7,000,000 in certified checks; the manag-

er of the clearing house and his ten clerics

could consequently look with real satisfac-

tion on this first day’s work.”

Three-hundred and forty brokers used

the clearing house at first, and by the end of

the year, 427 brokers were members

“embracing practically all the active opera-

tors,” wrote Alexander Noyes, a financial

journalist, in a scholarly article published in

July, 1893. “[A]nd at the present date twen-

ty-one stocks are cleared daily,” he said.

Clearing and settlement deadlines

changed little with its set-up. The Rules for

Clearing-House of the New York Stock

Exchange as of 1898 said:

As early as possible in the afternoon and

before 4:15 o’clock (before 1:15 o’clock

Saturdays), the seller who has contracted to

deliver securities through the Clearing-House

on the next clearing day, shall send to the office

ofthe buyer his own ‘Deliver Ticket,’and shall

receive in exchange the buyer’s ‘Receive Ticket.
’

Other comparison is unnecessary. The ‘Deliver

Ticket' must not be left unless the exchange is

made, and the tickets exactly agree.

The Clearing-House charged firms 2.5

cents per 100 shares cleared to recoup costs.

The Trouble Ulith llolume

Hie Special Committee of the Exchange,

which set out the plan for the Clearing-

House in 1892, said that if the NYSE “is to

take the proper place in the future among

the stock-markets of the world, a system of

doing business will be required which will

stand the strain of a volume of business

larger than any heretofore known.” Indeed,

volume did grow, but the systems were not

always able to handle the strain.

From 1900 to 1918, the yearly vol-

ume at the NYSE never exceeded 232 mil-

lion shares. Then, with the War over, the

markets became quite active. The average

volume from 1920 to 1924 was 339.8 mil-

lion shares per year; from 1925 to 1929 it

was 654.0 million shares per year; and

from 1930 to 1934 it was 558.2 million

shares per year.

The Stock Clearing Corp. (SCC) was

established in 1920 to help firms handle

the volume. Essentially, it added a “day”

branch, and retained the Clearing-House,

which stayed at its 55 New Street location

and was renamed the “night” branch. The

day branch, in the basement of the stock

exchange, acted like a bank clearing house.

The clerks recorded all of the debits and

credits from securities deliveries on the

books of the clearing members. At the end

of the day, SCC tallied up each firm’s net

balance, and either sent the firm a check or

told the firm to deliver a check made out to

SCC for the net amount.

As of 1931, SCC had 425 clearing

members, and 450 stocks out of 1,300

issues were available for the services (these

stocks accounted for “about 90%” of the

reported sales, according to J. Edward

Meeker, an economist at the NYSE).

Brokers had to keep a “Clearing House blot-

ter” for the trades they made in the securi-

ties eligible for the clearing services, and sep-

arate sheets for the remaining securities.

Volume still caused problems in the

system, especially during the 1929 Crash.

“Although the Stock Exchange refused to

suspend trading, the tremendous volume of

orders suddenly thrust upon the Exchange

system caused such congestion in the busi-

ness and physical exhaustion on the part of

trained employees, that several holidays

were declared, and temporarily shortened

hours of trading were employed,” Meeker

wrote in his book, The Work of the Stock

Exchange, published first in 1922 and

revised in 1930. Night Branch clerks did

not receive tickets and blotters for compar-

ison until very late in the evening, Meeker

wrote, which meant “they were compelled

to sleep in the Night Branch offices.”

In 1933, the NYSE made its first shift

in the settlement date. Speculative trading

in July led to such heavy volumes that the

NYSE shortened its hours from July 19 to

July 22 to rest tired clerks. In August, the

exchange decided that it would give those

clerks an extra day to clear trades for settle-

ment. A release on August 30, 1933, said:

Summer i 996
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“In periods ofunusual activity the fact

that deliveries must be made the next day

imposes an almost unbearable burden on

employees of members, and results in such

exhaustion ofthepersonnel that the Exchange

has at times been forced to shorten the hours

oftrading, or even closefor one or more busi-

ness days. ”

The new deadlines began September 8

of chat year. Friday’s and Saturdays transac-

tions were both settled on Tuesday instead

of Monday. No change was made to when

or how firms compared their trades.

Volume declined in the next few

years. After 1 . 1 billion shares traded on the

NYSE in 1929, and 810 million in 1930,

the yearly share volume did not exceed 600

million until 1955. The war years were

particularly slow, with yearly volume under

300 million shares from 1938 to 1944.

After the war, volume increased again.

In 1946, the NYSE dropped Saturday

trading in the summer, and on August 2 it

announced that settlement would move to

the third day after the trade was executed.

Comparisons, the release said, “will contin-

ue to be made the day of the transaction.”

The release gave no reason for the changes,

which began at the end of the month.

In 1952, the NYSE changed its hours

again as well as the clearance and settle-

ment deadlines. On February 21, it

announced that settlement would change

to T+4, and firms would have until the day

after the trade to compare the tickets. Later

that year, it extended the closing time of

day trading by half-an-hour, from 10:00

a.m. to 3:30 p.m., and eliminated the 10:00

a.m. to noon trading on Saturdays.

The lQ6Qs and the

Back-Office Crisis

In the 1960s, investor activity in the mar-

kets grew dramatically, and firms’ opera-

tions were ill-prepared. In 1961— when,

for the first time since 1929, more than one

billion shares traded for the year— one-

fourth of all the NYSE complaints dealt

with the late delivery of securities. Merrill

Lynch’s annual report for 1961 said that its

account for “failed to receive” securities

totaled more than $1 1.5 million. I he SEC

said in 1963 that late deliveries and failed

trades were occurring in the entire market,

and “these amounts greatly increase in peri-

ods of heightened market activity.”

The growth, and problems, contin-

ued. From 1965 to 1969, the combined

volume at the New York and American

Stock Exchanges more than doubled. In

1967, the situation was described as a

paperwork problem, a “problem with pros-

perity” or, less generously, as a “back-office

crisis.” In August, the exchange took the

extreme step of closing trading an hour

and a half early, at 2:00 p.m. instead of 3:30

p.m., for nine days to allow back-offices a

chance to catch-up. On January 18, 1968,

the NYSE, Amex and National Association

of Securities Dealers closed trading early

again: markets would shut at 2:00 p.m.

until further notice because “continued

unprecedented high volume in both listed

and unlisted securities requires a tempo-

rary reduction in the daily trading sessions

in an effort to enable operations personnel

of member organizations to catch up on

heavy workloads.”

Meanwhile, the one-day volume record

set on October 29, 1929, of 16.4 million

shares was broken for the first of 25 times

that year on April 1, 1968; on April 10, vol-

ume topped 20 million shares. The activity

was due in part to investor optimism that the

war in Vietnam was coming to an end.

Back-office delays continued, mainly

because brokers had to match up trade

tickets, tabulate positions, compare print-

ed forms manually and make many deliv-

eries by hand. The New York Times said in

November, 1968, that “NYSE should shut

down between Christmas and New Year’s

to clear the brokerage paper jam." The

NYSE annual report for 1968 noted that

“one broker pointed out that, even with

automation, a stock certificate had to pass

through 70 pairs of hands on its way in or

out of his firm’s back office.”

The peak of the problems occurred in

December, 1968. End-of-year activity, a

tired work force, and a flu epidemic in

New York, all converged to cause a record

number of settlement failures. I hat

month, the contracts that were overdue for

delivery were valued at $4.1 billion. In

January, 1969, the NYSE closed trading on

Wednesdays to give firms a chance to catch

up on their paperwork.
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All the delays meant that many

investors were not getting paid for their

trades on time, or receiving their securities

on time, or at all. The SEC said that com-

plaints jumped from 3,991 in fiscal year

1968 to 12,494 in 1969, and that more than

90% of them related to back-office prob-

lems. Three firms in particular had “critical
’

problems, according to a NYSE report the

next year: Dempsey-Tegeler & Co., Inc.,

McDonnell &c Co., and Blair & Co.

Goodbody & Co. also failed, in part because

of its back-office problems and was bailed

out by Merrill Lynch with $15 million in

Treasury bills. According to a Wall Street

Journal story on December 1 1, 1970, a joke

in the industry was: “Merrill Lynch delivered

$15 million in Treasury bills to Goodbody,

but Goodbody bounced them back, saying it

had no record of the transaction.”

The situation led to another exten-

sion in the settlement date. On February 2,

1968, the NYSE announced that begin-

ning one week later, trades would settle in

five business days instead of four. Brokers

considered the change just a small part of a

much larger situation.

“The change from T+4 to T+5 guar-

anteed a weekend before settlement,”

noted Junius Peake, now a finance profes-

sor at the University of Northern

Colorado, who was partner in charge of

operations at Shields & Co. at the time. “It

gave us an extra day for the mail to be

delivered. It helped a little bit, but it didn’t

deal with the underlying causes.”

As in the 1920s, the increase in the

trading volume caused the NYSE to create a

new clearance and settlement system for the

industry. In 1966, the exchange began oper-

ating the Central Certificate Service, or

CCS, the first stage in the critical develop-

ment of a securities depository that would

keep certificates in vaults instead of circulat-

ing on the Street. Under the CCS system,

certificates could be sent to the depository

registered under a generic name of the “cen-

tral depository (using a made-up name

“Cede & Co.”). CCS would keep track of

who owned what, and settlement could take

place as an accounting transfer in the ledger

books, not a physical movement.

CCS formally succeeded the Stock

Clearing Corp. in 1968. It was not a suc-

cess. First, CCS was reluctant to allow

banks and institutions to include their

shares in the depository, which cut off a

large universe of certificates. (Banks also

saw the depository as a threat to their

transfer agent business.) CCS was also slow

at transferring shares from a broker’s name

into the depository’s name, and therefore

did not have quick access to shares for

delivery out of the system. And, it did not

have a large enough floating supply of

shares to make all its deliveries, and ended

up settling many transactions late.

Richard Howland, president of the

Stock Clearing Corp., told Congress in

1971: “CCS got started in 1968, and fell

flat on its face in February or March of

1969. It has taken us 18 months to get

respectable again." A NYSE report to

Congress in 1971 said “operational diffi-

culties persisted through August 1969 and

had the effect of limiting CCS contribu-

tion to alleviating the paperwork problem

through the remainder of the year.”

The lack of institutional support meant

that any trade done between a broker-dealer

and an institution required a certificate to be

issued and delivered out of CCS.

Inter the Depository

Trust Company
The back-office crisis eased somewhat

mainly because markets went into a down-

ward spiral and pulled trading volume

down with them. A group of bankers, bro-

ker-dealers and stock exchange executives

formed the Banking and Securities

Industry Committee, or BASIC, which set

guidelines for how the industry should

proceed. It suggested a “super CCS,” with

a series of regional depositories all linked

together, and with banks, institutions and

broker-dealers all working together. It was

the framework for the Depository Trust

Company (DTC), which formally began

operations in 1973 and which exists today.

From its start, DTC worked to bring

banks and institutions into the system. It

was set up as a trust company and eventu-

ally was made independent of the NYSE,

with banks and brokers as owners. The

release announcing the changeover from

CCS to DTC quotes DTC’s first chair-

man, William Dentzer, Jr. (formerly the
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WITHOUT REGULATIONS, SETTLEMENT IN THE EMERGING MARKETS
Clearing and settlement refers to the dual

processes of verification; agreement in price

and quantity, and the transfer of security

ownership. As this article points out, the

manner in which clearing and settlement

transpires in the US markets has evolved

through the entire 200 year history of orga-

nized trading in the United States. It is

enlightening to see what can occur in a less

mature (emerging market) environment.

India’s market mechanisms are quite

young. Recent events highlight the differ-

ences between the Indian and US systems.

A case in point is Reliance of India.

Reliance is the most widely held firm in the

world boasting over 2.6 million sharehold-

ers. This manufacturer of synthetic fibers is

a large and generally well-managed firm.

Recently, however, the firm has been

plagued by settlement and clearing scandals

that have led Reliance to be dubbed the

New York State Superintendent of Banks,

who retired in 1994 from DTC): “It is

important that everyone understand the

reasons for this change. Our goal is to

immobilize securities certificates, thereby

reducing processing costs for our users

while increasing safety and speed of deliv-

eries. To achieve this goal, banks must be

attracted into the depository; quite apart

from their own huge holdings of securities,

investments and insurance companies will

be heavily influenced by banks’ decisions.”

DTC has been a success, and current-

ly, the clearance and settlement systems are

strong. DTC holds in its vaults about 70%

of all NYSE listed outstanding shares, 57%

of NASDAQ securities, 50% of American

Stock Exchange-listed stocks, 86% of cor-

porate bonds, and 95% of municipal secu-

rities— all of which increase each year. The

regional depositories— the Midwest

Securities Trust Company in Chicago and

the Philadelphia Depository Trust Com-

pany— have much smaller amounts of

securities on deposit. I he National

Securities Clearing Corp., which was

formed in 1977, works with broker-dealers

and other clearing organizations to com-

pare and clear trades early in the settlement

process to avoid mistakes. Deadlines for
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“Evil Empire” by India’s Free Press Journal.

One of the firm’s indiscretions was

the improper duplication of 26,000

Reliance stock certificates for a stockhold-

er who had sold the shares and then later

claimed the shares were lost. Issuance of

the duplicate shares effectively cleared the

way for the shareholder to sell the same

holdings twice. The firm might have been

able to claim that an innocent mistake had

been made had the stockholder not been

the Reliance chairman’s physiotherapist.

In a second example of settlement

abuse, Reliance is accused of share switch-

ing. Reliance was apparently attempting

to shift large capital gain tax liabilities to

unsuspecting purchasers of Reliance stock

by switching Reliance’s own lower-cost

basis holdings with the more recent high-

er-cost basis shares of new shareholders at

the time of registration.

clearing trades are moving up to intra-day

comparisons. Many trades on the NYSE or

Amex also avoid the comparison process

and are “locked-in” when transacted at the

exchange, meaning that buy and sell data

are automatically compared.

But there is still work to be done.

Physical securities, for instance, are slow

and expensive to handle, but are still pop-

ular. Many investors ask for the registered

securities because they either cannot have

services like dividend reinvestment plans if

they keep shares in Street name, or because

they do not trust their brokers.

Investors need a way to hold securities

in an electronic form, receive annual

reports and proxy materials, and still shop

their shares around easily from broker to

broker. At some point, all securities should

be issued in book-entry form only. (This

would, of course, eliminate paper certifi-

cates - permanently preventing the supply

from expanding. That would be good news

for collectors of old certificates.) And since

brokers often wait for customers to send

checks in the mail to pay for trades, a retail

payment mechanism needs to be devel-

oped, most likely using the automated

clearing house (ACH) system now used for

direct-deposit of paychecks, to allow retail

The Indian market is a prime example

of the difficulties of investing outside the

influence (and regulatory protection) of the

SEC. Reliance’s improprieties occurred as a

direct result of the lack of an independent

central depository in India. Firms shuffle

paper among themselves, handling all facets

of the settlement process. It can take

months for transactions to clear and there

are ample opportunities for deceit at each

step. In a recent interview with the Wall

Street Journal, Mathew Panikar, managing

director Reliance’s European operations,

offered little explanation for his firm’s

actions; “We learn lessons as we go along.”

While at times the system of clearing

and settlement in the United States may

seem unnecessarily complex and unwieldy,

when compared to similar processes in

emerging markets, the US system is the

very model of security and efficiency.

customers to make electronic money move-

ments to brokers quickly and cheaply. 333
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A PERSONAL PERSPECTIVE

by Paul Sarnoff, Contributing Editor

On May 1, 1937, it was "May Day.” The

workers were parading around New York

against the bosses. But for the owners of die

brokerage firms on Wall Street, it was the

kind ol May Day ship captains call when

they hit a reef. Why? President Franklin D.

Roosevelts watchdog agency, the Securities

and Exchange Commission (SEC), was hit-

ting Wall Street hard after years of studying

alleged abuses. The new, tough regulations

effected everything from order taking to

execution to clearing and settlement.

I had just started my Wall Street

career. I was 19 and, in the Bernard Baruch

tradition, I started at the bottom, as a run-

ner. I was paid ten dollars a week. My bonus

was all I could earn from delivering lunches

to the “customers’ men”, today known as

registered representatives, account execu-

tives, or some other fancy title.

Like all the other firms at the New
York Stock Exchange at the time, the firm

I did the running for was a partnership

consisting of general partners and limited

partners. General partners were the bosses

that ran the firm. Limited partners sup-

plied the money to expand the business.

This was because the SEC declared no

corporate bodies would be allowed; they

wanted personal liability to emphasize

honesty and sincerity.

Ironically, under the new SEC rules,

the general partners were really at the

mercy of the people who worked for them

— particularly those who worked in “the

Cage.” (Today, “the Cage” would be

known as back office operations.) Orders

to buy and sell, which had been executed,

had to be debited and credited to proper

accounts. And it was the job of the king of

the cage, the Cashier, to make sure every-

thing went smoothly. Under the rules, the

books had to be balanced out every night,

so the partners would know the exact cap-

ital position of the firm.

In this connection, it was imperative

that when the stocks were bought on the

Exchange, they be delivered within a cer-

tain span of time for payment. And if

stocks were sold, it was mandatory to

deliver the securities against a certified

check. When it came to stocks, most pur-

chased shares were put in the name of the

buyers and mailed after payment. But

since the number of clearance days then

was limited to three, the selling broker

would deliver the shares in “street name”

on behalf of the seller until his shares

arrived. For the services these brokers

extended—-especially in clearing— the

brokers charged regulated, fixed commis-

sions when buying or selling.

I remember May 1937 very well. The

Great Crash of 1 929 was fresh in all mem-

ories, as were stories of blind pools and

great legends such as Jesse Livermore.

There were even a rash of stock exchanges

opening up across the country and over-

seas, similar to today. It was also a time

when a lifelong fascination with the jargon

of Wall Street first caught my imagination.

I think I may have been hooked by this lit-

tle sidelight of die brokerage industry

when I first heard the advice: “Sit on your

can and let go of the gas.” I was to find out

that stocks had pet names among brokers,

and the advice really meant to hold your

shares of American Can and sell your

Baltimore Gas holdings.

Little did I dream that this fascination

with “street talk” would lead me to write the

first Wall Street dictionary many years later.

Buttonwood Trees and Beer

Continuedfrom page 13

savings to their clients. Some people believe

that on-line brokerages such as E*TRADE
(http://www.etrade.com), PAWWS (http://

pawws.secapl.com), and Lombard (http://

www.lombard.com) are doing to traditional

brokerages what Schwab did to full-service

brokerages in the mid-1980s.

The information technology of the

Internet is also being applied in very unique

ways by Andrew D. Klein, ex-Wall Street

lawyer turned brewmeister of Spring Street

Brewing Company. Klein took his compa-

ny public in the first Initial Public Offering

(IPO) on the Internet in 1993 and raised

$1.6 million. He then went on to establish

a trading mechanism called WIT-Trade

(http://www.wittrade.com) which brings

together buyers and sellers of Spring Street’s

stock. Klein’s web site solves at least two

problems for his very small firm. First, it
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allows an inexpensive and efficient way for

financial information to be delivered to

investors. Second, it increases the liquidity

of the stock by providing an exchange

mechanism, and by eliminating the mid-

dleman and his commissions.

Like the signers of the “Buttonwood

Agreement,” Klein is looking for a solution

to a problem by founding an exchange. In

contrast to those twenty-four 18th century

brokers, he has found a way to give the

small firm and the small investor access to

markets that were previously unavailable to

them. Klein’s innovations confirm the abil-

ity of the market to adapt to new situations

and problems as they arise. His new
exchange may well revolutionize the way

securities are traded.

This ever changing financial market-

place must be emphasized to students.

They need to understand not only that

change is constant but that change occurs

in response to market needs. SIS
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Relic of a Railroad Wreck

I
f 100 bonds are considered a round-

lot, and an odd-lot is less than 100,

what does one call a block of

$43,110,000? A mega-lot? A lotsa-lot? Or

perhaps, “A nice day’s work for the broker?”

The owner of the bond shown oppo-

site, State Street Bank & Trust Company, is

today a 30 billion dollar institution, alive

and well in Boston.

The issuer, on the other hand, the

New York Central Railroad went off the

track in 1968. In February of that year,

out of necessity, the monumental merger

of the New York Central and Pennsyl-

vania Railroad took place. With com-

bined assets of nearly seven billion, this

was the largest amalgamation in American

business history.

The two roads could no longer make

it as competitors, and they believed that

the economies of a joint operation would

restore them to financial viability.

The great expectations failed to mate-

rialize. The Penn Central Transportation

Company, 871 days after the merger, had

almost $750 million in current liabilities,

versus $462 million of current assets.

For the company, the harsh weather of

the beginning of 1 970 helped to make a bad

economic situation worse. Below freezing

temperatures and snow paralyzed the

Northeast and the railroad. Authors Joseph

R. Daughen and Peter Binzen wrote in The

By Sanford J. Mock

Wreck of the Penn Central, “In only one of

the thirty-one days in January did the tem-

perature stay above freezing in the eastern

cities Power lines snapped and switches

froze. Sections of steel rail split like dry tim-

ber under an ax. Trains of 100 cars or more,

crammed with freight, were stranded out-

side clogged yards.” It appears as if the ele-

ments were out to conquer the railroad.

Control had passed from Alfred E.

Perlman to Stuart Saunders and David

Bevan. Saunders also happened to be chair-

man of Chase Manhattan Bank. Manage-

ment desperately tried, but failed, to get a

cash guarantee from the U.S. government.

On June 21, 1970, the company filed for

bankruptcy, issuing this statement, in part:

Because ofa severe cash squeeze and hav-

ing been unable to acquire from any source

additional working capital, Penn Central

Transportation today filed... in U.S. district

Court. . . under Section 77 of the Bankruptcy

Act, which contemplates a reorganization of

the company and continuance ofits operation.

This procedure is unlike ordinary

bankruptcy, which contemplates liquida-

tion The railroad is notifying its more

than 94, 000 employees to stay on thejob and

continue to perform their usual duties.

Prior to the railroad wreck, and after,

shares of the Pennsylvania crashed below

$10, descending from an $86.5 high two

years earlier.

Among the major sellers were trust

departments of the biggest banks. Could it

have been mere coincidence that 16 of

Penn Central’s 23 directors were also chief

executives or directors of 14 banks?

Nobody went to jail, though the

House Committee on Banking and

Currency had this to say: “Which interest

were directors of Penn Central represent-

ing...when they were also connected with

the banking institutions lending money to

the railroad? Was it ever possible for these

men to act objectively, without violating

their fiduciary responsibility to at least one

of the several parties they were supposed to

be representing?”

Stock and bondholders’ suits fol-

lowed. The railroad continued operating

under court appointed trustees, and it was

not until 1978, eight years after the filing,

that the company was reorganized as Penn

Central Corporation. The Pennsylvania

Company, which owned the non-rail assets

— extensive real estate, hotels, olhee build-

ings, and pipelines— survived.

The $42,110,000 five percent mort-

gage bond (acquired by the author at an

R. M. Smythe auction in 1991) is of inter-

est for its size and its intended duration. It

was authorized by the New York Central

and its predecessor, the New York Central

and Hudson River Railroad Co., in 1913

with a maturity in 2013. One hundred
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IN WITNESS WHEREOF the Railroad Company hat caused this bond to be signed by its President or a Vice President and its corporate seal to be hereunto atfiaed and i

an Assistant Secretary. Dated the first day of October, nineteen hundred and twanty-one.
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id estent ol *be security, rhe fie 1", of the holdart ol said bonds under the same, an

the bonds of Series C of ssrhich this is ons is an entirety ors Hie first o«, of Octobr
interest nu.Ument in the nunitv. md upon the conditions and publication of notice o

outstanding prior debt of the *j"ioed Company, or ,i successor corporetic as such p’

or before maturity, shall be agual to three times the then outstanding capital stock of

declared and m»» become due and payable in 'he minim »<vd with th

a' its office or agency In the Borough of A'.'nhattan. C.'. of New i

issued to the transferee, in ex>: hangs th.

bearing ail unmaturvJ cuvpt-s. Any s

same • . vgate principal u-nount. for such tr«i-

THE NEW YORK CENTRAL RAILROAD COMPANY,

year bonds, common from the 1880s

through the turn of the century, are a rari-

ty today. The world-renowned Disney and

Coca-Cola companies issued them in

1993, and Columbia/HCA Healthcare

issued them recently. There has been talk

of others coming to market.

The New York Central issue was not

authorized for a specific amount, but addi-

tional bonds could be sold from time to

time, subject to the company not exceed-

ing a three-to-one debt to equity ratio.

The “Canceled by Treasurer” stamp

tells us that the bond was sold, redeemed,

canceled or exchanged, but we do not

know which or when. There is no signature

or date on the back, nor do we have a sep-

arate signed bond power, which would

have made the certificate negotiable.

The $42 million dollar question is

whether State Street Bank still owned the

bond at the time of the reorganization in

1978? They may have sold it along the way,

for pennies on the dollar, but if they were

still the registered owner, the bank would

have received an astonishing bonanza!

Under terms of the reorganization

plan, each $1,000 bond of this issue

became exchangeable for $1,388 in cash,

plus 9.38 shares of Penn Central stock.

The company evolved into American

Financial Group, whose primary business is

property and casualty insurance and annu-

ities, with a minor interest in television sta-

tions and Chiquita bananas— quite a

departure from its origins. The stock trades

on the New York Stock Exchange, tidely

symbol AFG, in the neighborhood of $30.

The (tilory Mays
The modest beginnings ofwhat became one

of the nation’s most important carriers began

as early as 1826, with 16 miles ol primitive

roadway between Albany and Schenectady.

By 1833, ten railroads operating between

Albany and Buffalo were consolidated to

form the New York Central. The great con-

solidator was the steamboat king, Cornelius

Vanderbilt, known as “The Commodore.”

He had been asked to invest in the Harlem

Railroad in 1831, but he said, “I’m a steam-

boat man, a competitor of these steel con-

trivances you tell us will run on dry land. Go
ahead. I wish you well, but I shall never have

anything to do with ’em.”

By the 1840s, The Commodore had

changed his mind. He began to buy major

positions in the New York and Harlem and

other roads. In 1869, Vanderbilt merged the

Hudson River Railroad, operating between

Albany and New York City, with the New
York Central, thus giving the combination

all-important access to the metropolis.

In 1873, Vanderbilt, as president of

the Central, brought in the Lake Shore and

Michigan Southern. By then, the line

extended from New York all the way ro

Chicago. This connection accelerated the

boom period of passenger railroading.
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Interior ofa luxurious sleeping car Fifth Avenue before the turn ofthe century

The comfort and security of cus-

tomers was important to the designers of

the passenger cars. The cars were heated

by coal stoves bolted to the floors and

lighted by coal gas lights attached to the

ceilings. By today’s standards, this design

would be considered highly dangerous.

The pride of the Central, the “20th

Century Limited,” made its initial run in

1902. For over half a century it was called

“The Greatest Train in the World.” passen-

gers boarded the train before dinner in

Grand Central Station and arrived in

Chicago in time for dinner the next day. It

set the standard for comfort, reliability and

speed. Their ad told the story. Only 20

hours between New York and Chicago!

Running time was cut to 18 hours in 1905

and 15.5 hours in 1958.

In the words of social commentator

Lucius Beebe, the “sailing lists” of the 20th

Century comprised, “...the names that

made news everywhere, the people one

encountered aboard The Maure-

tania, in the Via Mizner at

Palm Beach, in the bar of the Paris Ritz or

at Claridges in London.”

George Pullman designed the elegant

dining car, where stylish travelers could eat

heartily for $1.50 in 1902 (and $1.35 in the

depression year of 1931) for the finest dinner.

The Pennsylvania Railroad competed

vigorously with its “Broadway Limited,”

but “The Vanderbilt Train,” as the Century

Limited was known, was socially more

desirable, more prestigious. Its passengers,

like royalty, enjoyed the red carpet which

was spread in front of the train for depar-

flit
Va

P m\

tures and arrivals. Legend says this practice

was inspired by the red carpets Vanderbilt

footmen unrolled along Fifth Avenue in

front of his various Vanderbilt homes

whenever a family member came or went

to their carriage, or later, automobile.

I remember the red carpet, because, as

a boy, in the mid-thirties, I had the excite-

ment and pleasure of riding on the 20th

century Limited. And I'm so glad I didn’t

miss that train! 333

Sources

20th Century, by Lucius Beebe

The Railroads ofAmerica, by Merle Amitage

R. M. Smythe Research Department

The Wreck ofthe Penn Central, by Joseph R.

Daughen and Peter Binzen

The Scarlet Woman of Wall Street, by John

Steele Gordon

Sandy Mock, a senior vice president with

Paine Webber in Beverly Hills, is a collector

of antique financial documents.
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CAPITAL STOCK >8.000,000.

PART DE FONDATEUR AU PORTEUR

Here’s A Wonderful Opportunity To Add Value and Pleasure
To Your Financial History Collection

People who collect stocks and bonds are known as scripophilists, and if you are one of them you will

surely enjoy our latest price list, featuring Over Seven Hundred Different Stocks and Bonds!

What’s new this time? Rarities! An original Standard Oil of Ohio signed by John D. Rockefeller. A
New York and Harlem Railroad signed by Commodore Vanderbilt. A New Jersey Junction Railroad

signed by J.P. Morgan. What if your bank account is not quite as large as the aforementioned gentlemen?

Don t worry. We have included hundreds of popularly-priced certificates, and many new items never before

offered in our price lists.

Are you new to the hobby? We added a page that should take some of the mystery out of reading

scripophily descriptions. Whether you are a first-time buyer or an advanced collector we will do
everything we can to make your buying experience a pleasant one.

f° ge * your FREh copy ot our new, fully-illustrated price list of scarce, rare and historically interesting
collectible stocks and bonds. Call Today, and mention FRIENDS OF FINANCIAL HISTORY.

26 Broadway, New York, NY 10004

Established 1880

Toll Free: 1-800-622-1880
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KOOKS FOR T1IE COLLECTOR

THE WRECK OF THE
PENN CENTRAL

(1971 by Joseph R. Daughen

and Peter Binzen)

By Ray Boas

After ten years of “fighting, bargaining,

and negotiations” on February 1, 1968, the

New York Central and the Pennsylvania

railroads combined in the most ambitious

merger in American history to form the

Penn Central Corporation. In reading The

Wreck of the Penn Central, published in

1971 by Joseph R. Daughen and Peter

Binzen, both “crack” reporters on the edi-

torial staff of the Philadelphia “Bulletin”,

one can’t help but wonder why the merger

ever took place, since from “the Fifties, the

PRR and the Central started on a decline

which was never really reversed.” The

resulting conglomerate in the words of the

authors, “...was not really the wealthiest

dowager in town. It was, rather, like a

proud but aging widow secretly selling off

her jewelry and silver to keep up appear-

ances The house was big and impres-

sive, but there was very little money to heat

it and the pantry was nearly bare.” Less

than 900 days later, on June 21, 1970, the

largest railroad in our history became the

“largest single bankruptcy in the history of

the United States.”

The brief ceremony signaling the

merger, in typical railroad fashion, was

three minutes late. The key figures did not

get along well before the merger, and ten-

sions began to mount starting with the first

Board of Directors meeting on February 1,

1968. The engravings on the Penn Central

stock certificates (completed in July, 1966,

and stored in a vault until the merger)

depicted the conglomerate theme of the

Penn Central with “a locomotive, an air-

plane, a ship, a pipeline, a truck, and clus-

ters of houses and office buildings.” In con-

trast to the more than ten years with 128

Interstate Commerce Commission hearings

it took to put the Penn Central together,

the authors in the second chapter of their

book ponder how the robber barons of the

late nineteenth would have handled this

business. In the summer of 1885, the PRR

and the Central (the nation’s largest railroad

was the PRR with the Central number two)

were plotting to wreck one another. What

J.P. Morgan achieved in a few hours is

detailed in this history packed chapter enti-

tled “Ties to the Past.”

The reoccurring theme the authors

portray is doom from the start. From the

outset the Penn Central faced internal prob-

lems involving: operations, finances, and

people. These problems were interrelated,

but the most disruptive were the people

problems. The two railroads had been bitter

rivals for a hundred years, and the manage-

ments of each were incompatible. Computer

systems were incompatible. One line had

armrests in its locomotives for the engineers

and the other did not, and on and on.

Writing in a style of large scale inter-

pretive reporting, the authors have filled

this work with supporting facts of mis-

management, miscalculations, inefficiency,

gross personality conflict, bad timing and

bad luck. Easily this could have been an

intriguing unbelievable novel, proving

again that fact is often stranger than fic-

tion. With each chapter, however, there are

lessons to be learned. The failure of the

Penn Central is similar to any other busi-

ness failure in respect to the fact that it

spent more money than it took in. Not just

in operations, but in the extravagant

expenditures of its executives, and rubber-

stamp non-involvement of its Board of

Directors. Inefficiencies abounded. It is

difficult to turn a profit when the average

Penn Central freight car traveled only thir-

ty seven miles in a day, at an average speed

of seventeen miles per hour due to the

“poor” shape of the tracks. The average

freight car earned revenue for less than

three hours a day, and documents showed

that 20 percent of the cars generated less

than $100 in revenue on any given day.

The self-serving interests of management,

and the conflicts of interest addressed in

the bankruptcy hearings and outlined in

this book are sufficient to cause a collapse.

The authors further touch on the outside

forces impacting on the railroad and trans-

portation industries in this country. When

Eisenhower initiated the Interstate High-

way System in the mid 1950s, the growth

of the trucking industry and its speed of

delivery as compared to 37 miles per day

for a freight car can spell nothing but

doom for a mismanaged conglomerate.

A great deal is covered by Daughen

and Binzen in a quick-read fashion. They

used the phrase “corporate spaghetti” to

describe the complex intertwining of the

Penn Central subsidiaries. Much has tran-

spired in the business world in the 25 years

since The Wreck of the Penn Central was

published, but it still should be read for its

lessons on the concept of the Board of

Directors and its relationship with the

chief executive officer. The facts show that

boards can be worse than nothing because

they give you the feeling that someone

knows what is going on and keeping man-

agement honest. Robert Townsend said

that, “The villains are not nameless and

faceless. They are the directors and top

management ol our largest organizations.”

If you have an opportunity, pick up a copy

of The Wreck of the Penn Central, learn

some railroad history, and reflect upon the

lessons learned. 333
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LETTER TO EDITOR

Brazilian Railways

Dear Editor,

I am a subscriber to Friends of

Financial History and I am most interested in

railways, specifically Brazilian Railways. I am

sure that you know the name of Percival

Faquhar and his Brazil Rail Company and

Madeira Mamore Railway Company, Port ot

Para, etc. I wonder if FFH published articles

about the American tycoon; and, it not, may

I suggest one? If an article was published, can

you please inform me?

I am also looking for literature about

Percival Faquhar, the Brazil Railway Com-

pany, and the Madeira Mamore Railway

Co. to help with research I am doing for a

book I am writing. I would like to read the

American side of the history.

Yours very cordially,

Luiz Reginaldo Fleury

Brazil

Dear Mr. Fleury,

I checked the FFFI archive (listed at

our WWWeb site at http://www.netre-

source.com/mafli) and we do not have any

articles on the above subjects. Flopefully, one

of our readers will have some leads. Please

send information to the to the attention of

the editor, Museum of Financial History, 26

Broadway, New York, NY 10004-1763.

Sarah E. Massey

E-mail: mafh3@usa.pipeline.com

IVIKVIIIIM'
nrht (;o!

Spring cleaning

at the Museum

FOR SALE

Moody’s Manuals

Kidder Peabody Deal Books

Certificate Carrying Cases

For more information, please call

Meg Ventrudo at 212-908-4609

or fax 212-908-4601

FALL 1996
EVENTS CALENDAR

SEPTEMBER
3 International Bond and Share Society (IBSS) Meeting and Mini-auction,

London (44-170-787-5659)

14 HP Auction & Show Bern (41-31-312-6116)

24 Bonhams Auction - London (44-171-393-3949)

20 Currency, Stocks, & Bonds— Strasburg, PA.

R.M. Smythe (800-622-1880)

28/29 42nd Auction and International Collector’s Meeting,

Frankfurt/Main, Germany. Freunde Historischer Wertpapiere

(49-531-28184-0)

OCTOBER
1 International Bond and Share Society (IBSS) Auction and Meeting,

A London venue, please phone Bruce Castlo for more information

at (44-170-787-5659)

5/6 Altoona Railfest '96, “150 Years of Rail Heritage",

Altoona Railroaders Museum, (814-946-0834)

5/6 IAB Auction and Show— Berlin (49-30-815-8465)

11/13 Pennsylvania Railroad Company 150th Anniversary Symposium

and Celebration. Presentations by the nation’s leading scholars and

preservationists. Curators will explore the diversity of the Pennsylvania

Railroad. Strasburg, PA (717-687-8628)

12 Weyboda Auction— Vienna (431-512-0130)

15 NSFS Auction— Oslo (47-22-52-1308)

25 Currency, Stocks, & Bonds— St. Louis, MO.

R.M. Smythe (800-622-1880)

NOVEMBER
Scale Model of Abraham Lincoln's Funeral Train Exhibit, sponsored by the

Historical Society of Dauphin County, Harrisburg, PA. (717-233-3462)

5 International Bond and Share Society (IBSS) Auction and Meeting,

118 Eaton Square London SW1, at 6:00pm, (44-170-787-5659)

16/17 43rd Auction and Collector's Meeting, Munich. Freunde Historischer

Wertpapiere, (49-531-28184-0)

DECEMBER
Scale Model of Abraham Lincoln’s Funeral Train Exhibit, sponsored by the

Historical Society of Dauphin County, Harrisburg, PA (717-233-3462)

3 IBSS Christmas party and auction. A London venue, please phone
Bruce Castlo for more information at (44-170-787-5659)

Friends of Financial History is bringing these announcements
to our readers. If you know of an auction or event of interest

to historians and others interested in finance, please write to

Friends of Financial History, Sarah Massey, 26 Broadway,

New York, NY 10004-1763, or E-mail: mafh3@usa.pipeline.com
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J VSTOCKS & BONDS
BUY OR BID VIDEO CATALOGS

Stock and bond video catalogs; in color with audio descriptions and separate printed text and prices of each lot offered. Includes autographed, railroads, mining,

oils, automotive, foreign, etc, etc. Subscription in the U.S. (VHS) . . .6 video catalogs issued monthly $50 postpaid. In Europe(PAL) ...$100 postpaid.

Please phone if you would like further details. ..800-717-9529.

WANTED:
A professional marketing company that is seriously interested in selling American stocks and bonds on a large scale. In the past 1 6 years,

we have built up the largest and finest inventory in the world. We can supply and service such a company. Phone or fax George LaBarre.

WANTED:
A serious collector of the following categories. .

.

• RAILROADS (a collection of over 1,500 different pieces is now available).

• MINING (a collection of over 600 different pieces is available.)

• AUTOGRAPHED (hundreds of American stocks and bonds signed by the Vanderbilts, the Astors,

the Duponts, Edison, Rockefeller, Wells and Fargo, etc.)

GREAT RAILROAD BOOK:

"Railroad Stock Certificates" by Terry Cox. . .The book features. . .Complete Guide to Collecting, Listings of 8,000 plus certificates,

and with a flexible numbering system. $27.50 Postpaid in the U.S. $37.50 Postpaid for Foreign.

WE ARE VERY ANXIOUS TO BUY FINE QUALITY AMERICAN STOCKS AND BONDS

GEORGE H.

LaBARRE
GALLERIES

I INC.

P.0. Box746, Hollis, New Hampshire 03049

CALL: 800-71 7-9529 or 603-882-241 1 FAX: 603-882-4797
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Herreshoff
Continuedfrom page 18

certificate #1, indicating the first ot a new

series.) L. Francis Herreshoff, Captain Nat’s

son, dates the decline of the company back

to 1915. Captain Nat came home from a

trip abroad, and he discovered that his

brother, J.B., had made preliminary plans

to build a whole fleet of torpedo boats for

the Russian Navy. When the brothers

formed their partnership in 1879, J.B. had

promised never to over-extend the compa-

ny financially. Captain Nat objected to the

Russian business deal and J.B. became dis-

heartened. A few days later, J.B. was dead of

a heart attack. The trustees of J.B.'s estate

decided to sell out their shares and Captain

Nat sold most of his stock as well. The new

stock holders consisted of former customers

and none of them had the time or skill to

successfully manage the business. They

hired a professional manager. J.B.’s presence

was sorely missed. Things went from bad to

worse, and on Feb. 19, 1919 the company

was dissolved by court order. In 1924, the

physical plant was auctioned off. One can

begin to imagine Captain Nat’s thoughts as

he walked through the grounds of the

Company for the last time. Though he

lived to be ninety, it must have been the

saddest day of his life. Has

Stephen Goldsmith is Vice President ofR.M.

Smythe & Co. in New York City.

Editor’s note: As source material, the author

relied on Captain Nat Wizard of Bristol by

L. Francis Herreshoff. Published 1953. The

editor also thanks Carlton Pinheiro, curator

of the Herreshoff Marine Museum , Bristol,

RI, and Thomas Moore, of The Mariners’

Museum, Newport News, VA for their help

in preparing this article.
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Business & Financial

Histories & Biographies

Out-of-print books selected for collectors of

financial history and scripophily. Catalogs issued.

Ray Boas, Bookseller,

6 Church Street

New Preston, CT 06777

Phone (860) 868-9596 • Fax (860) 868-9939

http://www.rayboasbookseller.com

Ken Prag
Paper Americana

• Stocks & Bonds • Post Cards • Passes •

• Timetables • Etc. •

Catalog plus 3 beautiful stocks $4.95

Also buy!

Ken Prag, Box 14817,

San Francisco, CA 94 1 44

Tel. (415) 566-6400

AMERICAN FINANCIAL HISTORY

STOCKS, BONDS AND FINANCIAL DOCUMENTS
HIGHLIGHTING THE HISTORY
OF GOVERNMENT FINANCE,

WALL STREET AND AMERICAN ENTERPRISE.

WE ARE ONE OF AMERICA’S LEADING DEALERS
SPECIALIZING IN BETTER QUALITY

FINANCIAL INSTRUMENTS,
LETTERS, DOCUMENTS AND AUTOGRAPHS

RELATED TO AMERICA’S FINANCIAL HISTORY.

FOR A COPY OF OUR NEXT CA TALOG
PLEASE CALL US TOLL FREE IN USA (800) 225-6233

Scott J. Winslow Associates

Post Office Box 10240

Bedford, New Hampshire 03110

(800) 225-6233 (603) 472-76 '0 Fax (603) 472-8773

FREE—BUSINESSAND FINANCE
AUTOGRAPH CATALOG -#2

Probably theMOSTCOMPREHENSIVE
EVER OFFERED!

SEVERAL HIGHLIGHTS:
1. Andrew Carnegie signed stock
2. Jim Fisk signed stock
3. George Eastman signing unique bond
4. Hetty Green 'The Witch ofWall St."

letter regarding STOCKS
5. Unique Daniel Drew document
6. Fantastic Henry Ford document
7. Cryptic Howard Hughes notes
8. Harley-Davidson letters!!

9. Fantastic President Teddy Roosevelt
letter on MONOPOLY!!!
Please send Self-Addressed-stamped
large manila envelope with $1.70

postage to David M. Beach, P.O. Box
2026 Goldenrod, FI. 32733

407-657-7403 fax 407-657-6382

RAAB VfH A< HEuropean Auction House

Trading Company for Historic Securities

Our Auction

Schedule

21.06.1996

Postal auction

19.10.1996

Public auction Gelnhausen

with bazaar

8.12.1996

Postal auction

We deal in stocks

and bonds

You can view 150 albums

in our shop

We publish our own
magazine for customers

monthly brochures

quarterly catalogues

largest producer of security

calendars in the worlds - 82

different calendars with

offers of stocks and bonds.

Raab Verlag

P.O.Box 1432 • D-63554 Gelnhausen

Phone:01 1 49-6051-82081 3 • Fax: 01 1 49-6051-820822

Friends of Financial History
Number 56
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DEALERS IN OLD BONDS AND SHARES SINCE 1979

Located in Central London (nearest Underground, Bond Street)

Over 1000 different certificates on display from across the world

OPEN 10 am TO 5 pm MONDAY TO FRIDAY

Fully illustrated price list available on request

THE SCRIPOPHILY SHOP
BRITANNIA HOTEL, GROSVENOR SQUARE

LONDON W1A 3AN, ENGLAND
Telephone 071- 495 0580 Fax 071-495 0565

Summer I 996 Friends of Financial History 39



ntou THE 4 OLLE4 TIO\

INCORPORATED UNDER THE LAWS OF THE STATE OF NEW JERSEY.

/'-///• cJ Cy)jJ..z

zJ zzz/z//zz//z ^ 'ZZZZZ.J z///zz

ATLANTIC CITY AND CHELSEA
PASSENGER RAILWAY COMPANY
'/HjZ///rZZ/ r/r/y r////// //

'Z /'// ^////Z7<

zzz.zzzz

z/z jzzz'zzzzz/zz' ////zzj

Summer Fun, Family Values, and Gambling on the Boardwalk

by Meg Ventrudo

The Gay 90s (1890s that is), was a chal-

lenging time for many Americans.

Industrialization, urbanization, and a soci-

ety divided along class lines contributed to

a changing America. It was not, however,

all work and no play for the millions of

Americans who lived in these exciting

times. World Fairs, Amusement Parks—
the most famous one being Coney Island

— and beach resorts provided entertain-

ment for the masses while at the same time

responding to the challenges of industrial-

ization and urbanization.

Prior to the 1890s, the Northeastern

elite felt that leisure time should be ulti-

mately constructive, genteel, and educa-

tional as manifested in Frederick Law

Olmstead’s Central Park. As a new eco-

nomic elite with less ties to these Victorian

notions emerged, the 1890s saw an increase

in the development of amusement parks

and beach resorts. Improved mass trans-

portation— especially railroads— facilitat-

ed day trips to these popular resorts. The

working classes participated in these recre-

ational activities as they spent their money

on fun. Coney Island was a popular place

for working class New Yorkers to break

away from society’s constraints, whirling

around on mechanical rides as well as

twirling around the floor of a dance hall.

Atlantic City conquered some of the

challenges of urban society. It provided an

escape from the crowded city of Phila-

delphia. It was a city by the sea, combining

the elements of nature and technology.

Atlantic City had some small boardwalk

attractions, yet none were along the size and

scope of Coney Island’s Dreamland.

Atlantic City was the battleground for pro-

gressive reformers as urban society tried to

escape the constraints of Victorian America.

Some in the New Jersey government want-

ed Atlantic City to be a family resort to keep

it on a high moral ground.

Today we see Atlantic City as a resort

town. One hundred years later, gambling is

still popular, and the city remains a tourist

town. Bathing suits are more revealing,

boardwalk attractions spin us at faster

speeds, the lights are brighter, and the casi-

nos are bigger. We still spend our money

and our free time in pursuit of leisure, once

again proving the adage, “The more things

change the more they stay the same.”
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EXCLUSIVE MUSEUM OFFERINGS
The following items are offeredfor sale exclusively

by The Museum ofAmerican Financial History.

Allproceeds go towardfurthering the Museums mission

ofcollection, preservation, and documentation of

the history ofAmerica’s capital markets.

Hrosuhvay at Itoiv linsi (liiTen

By Kamil Kubik, the widely admired artist known lor designing

Christmas cards for the White House. The scene shows the

Alexander Hamilton U.S. Customs House, location of the

new American Indian Museum, and is available in a set ol

eight cards or in a handsome, silk screened limited edition

of 200 numbered posters signed by the artist!

Posters: $350.00; Notecards: $13.00

Tlie Groat Hall Street Game
This full-sized poster (26” x 32”) frames beautifully and is

guaranteed to bring smiles even to disgruntled investors! The art is

repioduced from the original illustration of an 1883 board game.

$49.95

ORDER FORM
Quantity

Bulls & Bears,

26" x 32" poster $49.95

Broadway at Bowling Green,

poster, limited edition,

22" x 27" $350.00

Broadway at Bowling Green,

notecards (includes shipping

and handling) $13.00

The Bixby Letter, notecards

(includes shipping and handling $13.00

Scripophily— The Art of Finance.

by Keith Hollender $29.95

Financing the Civil War,

Educator's kit (includes shipping

and handling) $49.95

Financing the Civil War,

catalogue only (includes

shipping and handling) $14.25

Friends of Financial History,

quarterly magazine,

annual subscription $25.00

Gift membership in the Museum
of American Financial History $50.00

NY Sales Tax

Shipping

TOTAL

Method of payment

Check Money Order Amount enclosed $

American Express MasterCard Visa

Card number

Signature Exp. date.

Shipping information

Name

Address

Shipping and Handling

USA & Terr. Canada Foreign

Posters $8.95 $10.95 $17.90

Books $4.00 $5.00 $7.00

City State Zip

Mail orders to: Museum of American Financial History,

26 Broadway, Room 200, New York, NY 10004.

Please make checks payable to Museum of American Financial

History. Orders may be faxed to 212-908-4600. Orders may be
placed by telephone by calling 212-908-4519.

Checks, credit cards, money orders are accepted.



...Has Required The Evolution

Of The Market Maker

Customized Investment Programs
For The Changing Markets From

Herzog Heine Geduld
Growth and change are at the foundation of the equities markets. Like the companies

whose issues we trade, Herzog Heine Geduld has been a leading technological

innovator, creating computerized trading and execution systems that

have led the industry. Today, as throughout our 70-year history, an account

with Herzog Heine Geduld provides our clients

with unparalleled service, expertise and market accessibility.

Stay on the cutting edge of the markets with the company that

has been a market leader-Herzog Heine Geduld. *•

Private Client Services:

New York (212) 908-4242

(gOO) 221-7864

Philadelphia »<fil5) 972-0813

(800) 223-7027

Established 1926. Member of the

New York Stock Exchange/SIPC.

New York / Jersey City / Miami

Philadelphia / Boston / Rhinebeck

(800) 394-5880

Rhinebeck (914) 876-5663

(800) 231-1314HERZOG
HEINE
GEDULD

This is one in a series of ads commemorating anniversaries of important American companies


