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• The two primary triggers of the 1907 financial panic were the San Francisco 
earthquake, and the Bank of England’s prohibition of finance bills from the U. S. 

• F. Augustus Heinze and Charles W. Morse sparked the panic when they attempted 
to corner the market on shares of the United Copper Company.

• Worried depositors made a run at Knickerbocker Trust because of Heinze and 
Morse’s ties to its president, Charles T. Barney.

• The run on Knickerbocker opened the floodgates to new runs on banks everywhere.

• Due to interconnectivity, trouble at each financial institution soon migrated to others. 

• The 1907 panic’s main effects included lack of capital and absence of liquidity.

• Time and again, financier J.P. Morgan performed magnificently to quell the panic.

• Morgan got U.S. Steel to buy a smaller steelmaker to head off more trouble.

• Without available capital for operations, the City of New York and the New York 
Stock Exchange both nearly went under.

• After the crisis, the U.S. Congress created the Federal Reserve System to regulate 
banks and to guarantee future liquidity in the financial system.
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  Relevance

What You Will Learn
In this Abstract, you will learn: 1) What caused the 1907 financial panic; 2) What its 
effects were; 3) How J.P. Morgan helped solve the crisis; and 4) What crucial lessons 
this debacle teaches. 

Recommendation
If you compare the 1907 crisis that struck U.S. and European financial institutions 
with 2008’s economic emergencies, you will discover striking similarities. (In fact, the 
uncanny parallels have made this fascinating book a bestseller.) Strong interconnectivity 
between financial firms meant that trouble at one migrated to others. Both crises 
involved serious credit and liquidity concerns. Both provoked populist attacks against 
Wall Street. In part, the trusts hit trouble in 1907 because of insufficient regulation. The 
1907 crisis started on Wall Street, and quickly jumped to European institutions. In 2008, 
the trajectory was even more global. Of course, marked differences also separate these 
episodes. In 1907, fabled financier J.P. Morgan exercised remarkable leadership to end 
the crisis, and to reassure depositors and investors that their savings and equity holdings 
were secure. Morgan calmed the waters so the panic would not spread. “This is the place 
to stop this trouble,” he said of the Trust Company of America. Robert F. Bruner and 
Sean D. Carr explain why the 1907 panic occurred and use it as a valuable case study 
for understanding other monetary crises. getAbstract is confident that history lovers, 
businesspeople, financial executives and anyone who enjoys a well-told, real-life drama 
will love this book.  

  Abstract

A Shock Wave from the West
The April 1906 San Francisco earthquake did not just destroy the U.S.’s western financial 
capital, it also sent enormous fiscal shock waves across America and around the world. 
Immediately, New York stock prices plummeted by $1 billion. U.S. and British insurance 
companies were suddenly on the ropes, unable to cover the immense new liabilities. To 
liquidate, many companies quickly converted their assets to gold, which they shipped from 
Britain to the U.S. To stem this flow, the Bank of England and other European banks 
increased interest rates. This made capital difficult to secure at a crucial time when the U.S. 
economy needed more – not fewer – major investments in railroads and heavy industry. 

As this took place, prices fell for the loans and bonds in the debt market, placing 
further pressure on interest rates. “A strain on the whole world’s capital supply and 
credit facilities set in,” wrote financial author Alexander Dana Noyes. This tightening of 
credit and money had enormous implications on Wall Street.  Equity prices fell. Rumors 
swarmed about the possible crash of financial institutions. Bankruptcies climbed. In 
this context, U.S. President Theodore Roosevelt, the ultimate progressive, kept sounding 
alarm bells against Wall Street and big business. Thus, inadvertently, he stoked public 
fear of financiers and their “plutocrat” allies. The Commercial and Financial Chronicle 
called him an “irritant” who made “security-holders” suffer.

In April 1907, the Bank of England moved to prevent Britain’s gold drain by prohibiting 
loans to secure funding for the flow of gold into America. U.S. debtors could no longer 

“The crash and 
panic of 1907 
reverberated 
in markets, 
governments 
and the lives 
of individuals 
throughout the 
United States and 
around the world.”

“Most of the crises 
of the nineteenth 
century had 
been unfettered 
panics; 1907 was 
more limited in 
its devastation 
because of 
[J.P.] Morgan’s 
leadership of the 
collective effort.”
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refinance their obligations in England. U.S. gold reserves contracted almost 10%, further 
straining the availability of capital and reducing liquidity. Short of operating funds and 
facing disaster, New York City’s government secured financier J. Pierpont Morgan’s 
assistance to underwrite $40 million in tax-exempt bonds. Meanwhile, U.S. Treasury 
Secretary George B. Cortelyou agreed to deposit up to $50 million in gold in N.Y.C. 
banks. Still, the capital strain continued. Its dire effects included harm to the market for 
natural resources, in particular copper. Its price dropped sharply.

Falling Dominoes 
Two prominent wheeler-dealers – bankers Charles W. Morse and F. Augustus Heinze 
– stepped into this dangerous breach. In an unscrupulous scheme, they tried to “corner 
the market” on shares in the United Copper Company. They failed, but still sparked 
an absolute frenzy for United Copper shares. At one point, it had five different share 
prices and dropped 50 points over three days. The brokerage that handled it went out 
of business. Another Augustus Heinze firm, State Savings Bank in Butte, Montana, 
declared insolvency. It was closely allied with New York’s Mercantile National Bank, 
where Augustus was president. He resigned, but investors and depositors launched a 
ruinous run on the bank to get their money. 

The U.S. had no central bank and, thus, no organized structure for managing the money 
supply and providing liquidity. Banks established protective “clearing houses” to pool 
their financial risks. Mercantile National sought protection from the New York Clearing 
House (NYCH). The organization agreed to provide nearly $2 million, but depositors 
continued a heavy run. Panicked depositors also began a run on two Morse banks, 
National Bank of North America and New Amsterdam National Bank. NYCH ordered 
Morse and Heinze out of the banking business. Its officials understood that the public 
was suspicious of any financial institutions connected to the two men. NYCH leaders 
hoped that by expelling the duo, they could stop the bleeding. For a while, it looked like 
this might work. Other banks reported a strong increase in deposits as people pulled 
their money out of the banks associated with Morse and Heinze. 

Yet, the repercussions continued. Heinze and Morse were closely tied to Charles T. Barney, 
president of the respected Knickerbocker Trust Company, the City’s third-biggest trust, 
and a board member at Trust Company of America. When the public learned of Barney’s 
ties to Heinze and Morse, 18,000 depositors stormed Knickerbocker to withdraw their 
money. Wall Street was in deep panic. Bank runs quickly spread to other institutions, 
including the Trust Company of America. Barney killed himself in November 1907 
and the prestigious Knickerbocker was soon out of business. All the while, J.P. Morgan 
organized funding to stem the tide by propping up Trust Company of America. He vowed 
to make it the firm where the runs and panic would stop. 

Morgan convinced 10 other trust company presidents to loan the ailing trust $300,000 
each. In return, he made the Trust Company of America turn over its securities. This 
enabled it to stay in business one more day. However, financial shock waves now pounded 
into Wall Street from around the country. Westinghouse Electric & Manufacturing 
Company was in receivership. Depositors made a run on New York’s Lincoln Trust. And, 
New York City could not pay salaries or contractors’ bills. Morgan summoned the trust 
executives again, telling them that they had to come up with more funds to support Trust 
Company of America or it would go down – and they would follow. Once again, they 
ponied up, this time $8.25 million. The Trust Company was still alive, but the panic was 
spreading like a deadly cancer. Morgan and the bankers had not seen anything yet. 

“In 1907, the 
United States 
held about 
16,000 fi nancial 
institutions 
(compared to 
about 7,500 in 
2007), all without 
a central bank 
or regulator.”

“It is entirely 
possible that 
capital market 
conditions alone 
in the fall of 
1907 would have 
been suffi cient 
to precipitate a 
banking panic.”

“Investigations, 
litigation and 
the rising 
regulation of an 
activist president 
impaired investor 
confi dence.”

“The market 
for stocks, debt, 
currency, gold, 
copper and other 
commodities form 
such a complex 
system…
fundamental 
changes in one 
can affect prices in 
the others.”
 



The Panic of 1907                                                              © Copyright 2008 getAbstract 4 of 5

Exchange Crisis
With credit dry and capital unavailable, the New York Stock Exchange (NYSE) no longer 
had sufficient funds to operate. Its president, Ransom H. Thomas, visited Morgan with 
startling news: “We will have to close the Stock Exchange.” Morgan ordered Thomas to 
keep it open no matter what, and promised to secure funds. This time, Morgan summoned 
the presidents of New York’s banks to his office. Once they had arrived, he explained 
that they needed to raise $25 million for the NYSE “within the next 10 to 12 minutes.” If 
not, a minimum of 50 stock exchange firms would go under. The bank presidents paid 
up; once again, Morgan saved the day. 

But, by now, the financial conflagration was roaring wildly out of control. Right 
and left, banks throughout New York failed. Even more alarming: Trust Company of 
America was in trouble again, along with Lincoln Trust. The bank closures sent new 
tremors through Wall Street. Once again, NYSE was out of money. Morgan quickly 
organized another money pool on its behalf. Now bank runs were everywhere. Seven 
more banks failed. To save themselves, the remaining New York banks issued an 
alarming edict: no future withdrawals without 60 days notice. Morgan and his peers 
understood that they could not continue to create endless money pools to bail out 
distressed banks. Instead, they began a public relations campaign to assure people that 
their money was safe.

European financiers were impressed with Morgan’s capable actions. A French manufacturer 
said that if Morgan came to France, he could quickly “find $100,000,000 [in] gold without 
the slightest difficulty.” That would help, because the City of New York was verging on 
insolvency. Once again, Morgan stepped in, agreeing to take $30 million in City revenue 
bonds that he would exchange for clearing-house certificates from two New York banks. 
He secured $30 million in new credit for the municipal government. And, the Trust 
Company of America began taking in more money than it was paying out. 

Facing a $30 million debt, brokerage Moore & Schley had to secure its liabilities with 
shares it owned in the Tennessee Coal, Iron & Railroad Company (TC&I), though the 
shares’ value had fallen in the depressed market. If the banks called the loan, and Moore 
& Schley had to sell its TC&I shares, their prices would fall even more, killing the 
brokerage and causing a new Wall Street furor. Morgan asked U.S. Steel, the giant firm 
he helped create, to buy TC&I. U.S. Steel was the world’s largest corporation, but its 
leaders thought TC&I was an inferior firm and said no.

Trusts Back in Trouble
While this drama played out, Morgan confronted another emergency. In the face of new 
bank runs, Trust Company of America and Lincoln Trust were back in deep trouble. This 
time, Morgan stayed clear. He would not be the white knight. He insisted that the trust 
companies had to work things out among themselves. To ensure that they did, Morgan 
summoned the trust executives to his mansion on Madison Avenue at 36th Street. He 
locked them in a library and did not let them out until they reached a deal – which they 
did, coming up with another $25 million in emergency funds. How Morgan secured their 
concurrence attests to his almost regal power and influence. Of course, the Moore & 
Schley and TC&I problems remained. Thanks to Morgan’s continued involvement, U.S. 
Steel finally agreed to buy TC&I, but only if it got a guarantee that the U.S. government 
would not bring monopoly charges against it under the Sherman Antitrust Act. President 
Roosevelt signed off on the deal which made Wall Street jubilant. 

“A century later, 
one is struck by 
how little the 
average depositor 
– or even J.P. 
Morgan himself 
– could know 
about the condition 
of fi nancial 
institutions.”

“Mr. Barney’s 
heart was broken 
by the cruel 
treatment of his 
associates; that is 
the cause of his 
death.”  [– Charles 
Morse on Charles 
Barney’s suicide]

“Ironically, the 
Fed, one of 
the landmark 
achievements of 
the Progressive 
Era, was a child 
of the ‘money 
trust’  that the 
Progressives 
feared.”

“With the end 
of the panic, the 
political landscape 
had changed…and 
a change of 
leadership was in 
the public mind.”
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New York’s financiers, brokers and businessmen were finally out of the woods, but the 
panic continued to roil across the United States. Bank runs persisted. Bankruptcies 
climbed. As commodity prices and industrial production dropped, Cortelyou moved 
cash to regional banks to provide needed liquidity. This helped the Treasury Secretary. 
In 1908, Congress approved the Aldrich-Vreeland Act to provide emergency currency 
to banks as needed. In 1910, U.S. government leaders planned a “National Reserve 
Bank.” This became the U.S. Federal Reserve System, which Congress created in 1913 
to regulate banks and “furnish an elastic currency.”        

Lessons Learned
Seven primary factors made the 1907 financial crisis possible and exacerbated its effects:

1. “System-like architecture” – In 1907, banks and other financial organizations were 
closely interconnected. They borrowed and lent money back and forth. As in any 
complex system, trouble at one institution quickly traveled to others.   

2. “Buoyant growth” – Prior to 1907, the U.S. economy grew strongly. This created a 
heavy demand for investment capital, which financial organizations were pleased to 
provide or secure, even when it stretched their assets. When their depositors began 
to demand their savings all at once, immediate liquidity problems ensued. 

3. “Inadequate safety buffers” – Trusts in 1907 did not have the clearing-house 
protection that banks enjoyed, so their assets carried a much higher risk.

4. “Adverse leadership” – As president, progressive trustbuster Teddy Roosevelt 
constantly railed against business interests, making Americans far more suspicious of 
Wall Street. This contributed to depositors’ mistrust and panic, leading to bank runs.    

5. “Real economic shock” – The San Francisco earthquake, and the Bank of England’s 
finance-bill restrictions were seismic waves that warned of and led to the 1907 panic. 

6. “Undue fear, greed and other behavioral aberrations” – The events of 1907 
roiled the emotions of investors, depositors, financial executives and the public. 
These groups fed off each other’s fear. Some people killed themselves due to intense 
financial pressure.    

7. “Failure of collective action” – Without J.P. Morgan’s commanding leadership, the 
1907 financial crisis certainly would have been much worse. Still, some financial 
leaders, especially those at the trust companies, were often slow to act. 

The 1907 financial crisis could repeat itself. Indeed, the 20th century saw 15 stock market 
crashes. Additionally, considerable financial and monetary instability has marked recent 
history, including the U.S. savings and loan debacle (1987-89), currency devaluations in 
Mexico (1994) and Asia (1997), the Russian debt problem (1998) and more. The seven 
drivers listed above have parallels in modern financial affairs. Like a perfect storm, 
such factors reinforce one another. The best ways to reduce their impact are increased 
transparency, more safety buffers and strong collective action by informed decision 
makers during times of financial trouble.

  About the Authors
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“Both the panic 
and the boom 
are eminently 
psychological 
phenomena.”  
[– G.C. Selden in 
The Psychology of 
the Stock Market]

“Let no man or 
woman selfi shly 
lock their 
hoardings in 
private security, but 
let them bring forth 
their surplus and 
add it to the public 
exchequer…to 
relive the present 
famine in the 
money market.”  
[– Andrew 
Carnegie]

“If people will keep 
their money in the 
banks, everything 
will be all right.”  
[– Morgan]


