Europe

The Midas disease was like one of those highly contagious and rapidly
mutating viruses. Once it was transmitted, instilling unlimited
moneymaking as a virtue around the globe, it quickly morphed into an
epidemic of corruption. People in revolt against Kkleptocratic
governments can readily date the change from ordinary corruption to
something different—something unbearable. The pins in the calendar
cluster around the mid- to late 1990s.

Corruption is as old as government. No period in history is free of
bribe taking, sweetheart deals between public officials and their pals in
business—or even joint ventures with out-and-out criminality. Yet when
people tell me that, and then cite some specific scandal to support their
point, the examples they choose are not evenly scattered across time. The
events almost always fall within another specific span of years: the era in
the late nineteenth and early twentieth centuries known broadly as the
Gilded Age. The brazenness, the method, and the global spread of the
practices that are sparking indignation today were last seen a century
ago.

Like myths, perhaps this history has something to tell us.

It was Mark Twain (with his coauthor, Charles Warner) who gave the
period its name. Their 1873 satire was called The Gilded Age: A Tale of
Today. The plot follows the antics of an extended family of country
bumpkins peddling a land-speculation scheme for a railroad and
riverboat hub on a muddy little tributary of the Missouri River. They



want some bank to sponsor a bond offering—that is, a way for them to
borrow money from everyday investors, as if they were a company or a
government. But to entice the banks, they need a congressional
appropriation to dredge and widen the river.

Incarnating the fast-money Washington elite that the book parodies is
one “Patrique Oreillé (pronounced O-relay)”’—aka Patrick O’Riley. He’s
a former New York alderman, writes Twain, a job that

was just the same as presenting him a gold mine....By and by he
became a large contractor for city work, and was a bosom friend
of the great and good Wm. M. Weed himself, who had stolen
$20,600,000 from the city and was a man so envied, so honored—
so adored, indeed—that when the sheriff went to his office to
arrest him as a felon, that sheriff blushed and apologized....Mr.
O’Riley furnished shingle nails to the new Court House at three
thousand dollars a keg, and eighteen gross of 60-cent
thermometers at fifteen hundred dollars a dozen; the controller
and the board of audit passed the bills, and a mayor, who was
simply ignorant but not criminal, signed them.

Wm. Weed, no reader of the time will have missed, rhymes with
William Tweed, the boss of New York City’s infamously corrupt
Tammany Hall machine.

In 2000, New York mayor Rudolph Giuliani approved a project to
restore the courthouse that this passage winks at, which had come to
symbolize Tweed’s graft. The modern job was initially budgeted at $35
million, grew to more than $80 million—and the number kept rising.

And in 1984, O’Riley’s descendant stepped out of the pages of fiction
to sell real hammers to the U.S. Navy at more than five thousand dollars
a dozen, and toilet seats for six hundred dollars each. Twenty-five years
later, not even a blushing sheriff could be found to arrest the authors of
the global financial meltdown of 2008. “So honored” were those authors,
“so adored, indeed” (at least by their friends and relations in U.S.
political and economic leadership), that several were awarded senior
government positions, a privilege that would allow them to design the
conditions under which their former institutions were offered
approximately $73 billion of our money. A dozen years later, some



played a similar role in the award of trillions in emergency coronavirus
loans and corporate bond purchases, including of low-grade junk bonds.

Flush with cash, Twain’s O’Riley “retired from active service and
amused himself with buying real estate at enormous figures and holding
it in other people’s names.” This pastime has become a signature
occupation of the global Kkleptocratic class today. New York
condominiums at addresses like the Time Warner Center, whole streets
of mansions in London’s most elegant boroughs, are held in “other
people’s names.” Those names are usually of some limited liability
company domiciled on a Caribbean island and represented on the
documents by a lawyer. The private equity funds operated by public
figures from Madeleine Albright to Steven Schwarzman are deep in real
estate speculation of this sort, buying and selling marquee properties “at
enormous figures” for undisclosed investors. Another former New York
mayor, Michael Bloomberg, loudly encouraged such distortions of the
property market, calling on billionaires to buy New York’s buildings.

The Gilded Age was well timed. As traveling booksellers were delivering
the tooled-leather volumes to homesteads across the United States that
spring of 1873, the stock market in distant Vienna collapsed—due to
precisely the type of corrupt railroad and real estate speculation the book
lampooned.

The details differed, of course. The land that Vienna’s speculators
were feverishly racking up debt to buy was no wilderness backwater. It
stood under the fashionable faubourgs that were being laid out in the
Austrian capital, and in Berlin and Paris too. Amid an orgy of a new kind
of paper money—recently invented (and as yet completely unregulated)
financial instruments like stocks and bonds—nbuilding booms were lining
newly surveyed boulevards with the latest ornate edifices. The supply of
housing and office space was far outstripping demand.

So many joint stock companies, especially banks, were incorporated
in the years leading up to the crash that the whole period is called the
Grinderzeit, or “The Founders’ Period.” Nobles and government
officials jostled for their piece of the action. They joined company
boards to bolster investor confidence. They used their official positions



to manipulate markets—and even diplomatic negotiations—to lock in
their advantage and keep the helium pumping into that balloon.

“So many and doubtful have been the new speculative enterprises
presented to the German public,” editorialized the conservative New York
Times, “that the word griinder, or “founders,” has become synonymous
with swindlers.”

On May 9, in the midst of what was billed as a magnificent world’s
fair, putting Austria’s prestige on display, the bottom fell out of the
market. “The panic,” reported the New York Times correspondent on the
scene, “was fearful. About the doors of the Bourse there was a group of
some 200 speculators in a state of wild excitement, and at every moment
news came that some other house had closed its doors.” A last-ditch
effort to bail out top banks could not stanch the hemorrhage of bad loans.
The crash brought down dozens of banks, hurtling hundreds of other
companies into insolvency.

It took four months for the shock waves of this disaster to ricochet
across the Atlantic. They struck an economy whose foundations were
already shuddering.

Just a year before, Americans had discovered that their greatest
technological triumph, the Transcontinental Railroad, was also “the most
damaging exhibition of official and private villainy and corruption ever
laid bare to the gaze of the world.” In September 1872, New York Sun
investigative reporters revealed that the Union Pacific Railroad,
responsible for the eastern third of the line, had created a shell company
by which it had robbed the U.S. government of $40 to $50 million
(equivalent to as much as $1 billion in 2020). It had bribed dozens of top
officials to ignore the ongoing heist, in just one scandal that wracked the
notorious Ulysses S. Grant administration.

With a name as elegantly European as Patrique Oreillé’s, that shell
company, the Credit Mobilier of America, was captained by one of the
scheme’s masterminds, a U.S. representative from Massachusetts. Bribes
in the form of discount prices on stock went to Speaker of the House and
future vice president Schuyler Colfax, future president James Garfield,
and senator and vice-presidential candidate Henry Wilson. Coming just
months before an election, the scandal and the three federal
investigations it spawned touched off a furor.



Much of the frenzied rush to blast rock and lay iron across the
American West had been financed by European bond purchases. So
when—on top of this Union Pacific scandal—Austrian and German
banks collapsed amid a fire sale of U.S. securities, the blow was too
powerful to absorb. Railroad companies still racing one another to span
the vast wilderness went under, together with their Wall Street backers.

On September 18, the doors of one of the most prominent among
them, Jay Cooke & Co., failed to open; on the nineteenth, Fiske & Hatch
sent word to the exchange floor that it too could no longer cover its
obligations. “For a moment,” wrote Elisha Andrews, an economist and
historian, some years afterward, “there was silence; then a hoarse
murmur broke out...followed by yells and cries indescribable, clearly
audible on the street.” Throngs choked the corner of Wall Street and
Broad (where J. P. Morgan was just opening his office) and brokers
nearly came to blows on the exchange floor. Bank branches were
besieged by desperate depositors. On September 20, the stock market
suspended trading for the first time ever and stayed dark for ten days.

The Panic of 1873 set off an economic depression that lasted years.
Much of central Europe took a generation to recover. Some high-flying
speculators committed suicide. Many were ruined. So were thousands of
ordinary people who, trusting what they thought was expert advice, had
traded coins in their mattresses for now worthless securities.

But perhaps the hardest hit on both sides of the Atlantic were just
bystanders: store clerks, factory hands, laborers, their families. In the
American West, camps scattered across the wilderness emptied, as
railroad gangs were called off the job. Tracklayers and cooks and
stevedores, their lives upended, took to the byways as hobos—as did
their Depression-stricken children and grandchildren a half century later.
With demand and prices collapsing, small farmers revolted and shops
and factories closed. Unemployment touched 25 percent. It was a time of
pitched battles between the police and mobs of protesters demanding
work, a time of food lines and bitter strikes, of epidemic addiction to
opium.

In neither Europe nor the United States did this calamity jolt decision-
makers into much soul-searching. Explanations emphasized impersonal



forces of economic structure or policy, such as falling international
commodity prices, and the comparative virtues of paper money or the
gold standard, one of the big political debates of the day. The incestuous
relationships between public officials and the financiers and industrialists
who had brought the panic about did not draw much comment.

Within elite circles, challenges to what one historian calls the
“epidemic desire to become rich” were expressed indirectly. They
resonate in the shocked tone of some newspaper reports or the work of
Mark Twain and his towering French counterpart, Emile Zola, who wrote
two acclaimed novels about banking and real estate speculation,
L’Argent (Money) and La Curée (The Spoils).

In fact, far from marking a turning point in the ethos and behavior
Twain’s novel ridiculed, 1873 is usually considered the start of the
Gilded Age.

Or, as it is known in France, La Belle Epoque, the Beautiful Era. And
beautiful it was, for some. This was the period of the great Impressionist
painters. Floral motifs inspired by medieval tapestry and newly available
Japanese art, later dubbed art nouveau, twined across wallpapers and
jewelry. Craftsmen labored to tool them into blocks of stone or to bend
steel to their sinuous shapes for the railings of new bridges across the
Seine.

But like meteors colliding with the lush surface of those years came
scandal after scandal, crash after fiery crash.

In 1882, I’Union Génerale bank cratered. Speculation was already
back to its feverish pre-1873 pitch by the late 1870s, when this smug
start-up added commercial banking to an investment fund—allowing it
to gamble with ordinary people’s money. “A whole aristocracy,
fascinated by dreams in which pecuniary interests seemed to intersect
with political or religious ambitions, dashed blindly into mad financial
escapades,” wrote Le Temps newspaper afterward.

Zola’s 1890 novel L’Argent depicts these characters with merciless
realism. They are consumed with competitiveness. They force inside
information from relatives in government. They skid headlong into
fraudulent reporting and stock manipulation. They know everything has
its price. Wrenching scenes draw out the anguish of ordinary people
overriding their better judgment to throw their meager savings onto the
pile.



In one, an impoverished noblewoman whose lands have dwindled to
a single failing farm comes in, “so sad, so pale,” with her daughter, to
see the founder of the Universal Bank. She murmurs an idea “repugnant
to her until then”: to make money with money, by buying his shares with
her tiny stash of gold.

In another, a silk manufacturer from Lyon—where incomparable
fabrics flowed like shining water from looms that were the city’s pride—
pours contempt on his own life. “What’s the use of slaving thirty years to
gain a paltry million,” he wonders, “when in a single hour, one stock
market operation can bring in the same amount?...1t’s enough to disgust
a person with legitimate gain.”

La Banque Universelle’s founder *“had sold himself,” his loyal
assistant at last realizes, and was selling her and her brother too. He was
“minting coins out of their hearts and brains.”

He was Midas; she was Marygold.

The very year these words appeared in print, 1890, another crash hit.
The corruption that triggered it implicated dozens of members of
Parliament, three ministers, and none other than Gustave Eiffel, the
engineer whose iconic tower symbolizes Paris itself.

A delusional scheme to dig a canal across the Isthmus of Panama was
the basis for repeated bond issues, netting hundreds of millions of francs
from small-time investors. But a canal without locks, as per the initial
design, was a mechanical impossibility given the Central American
terrain.

According to official investigations after the fact, about 60 percent of
the capital raised was lavished on bribes for public officials, bank fees,
and payments to newspaper editors and reporters to ensure the glowing
coverage that lured investors. Shares and seats on the board of directors
were also doled out, just as in the Union Pacific scandal, weaving the
company into the fabric of French ruling networks. Fat executive salaries
and grossly inflated bills for supplies ate up the operating budget. “The
Panama Canal Company,” writes historian Frederick Brown, was “whale
blubber for every shark in the water.” On the isthmus itself, money
changers were busy scalping workers, more than twenty thousand of
whom died of tropical diseases.

Perhaps the most fantastic of these scandals was one | discovered
almost by accident. In the early days of my work on this period, | went



over to some friends’ place for dinner near the Place de la République in
Paris. | had lived partly in France for twenty-five years, but | knew little
about the Belle Epoque. So | asked. Apart from all that art and
architecture, the urban redesign of Paris, what had that time been like?

“Are you kidding?” my friend exclaimed. “It was I’argent fou: the
crazy-money time!” And he jumped up to pull a slim volume off his
bookshelf.

It was the spellbinding biography of one Thérese Humbert, daughter
of illegitimate parents, orphaned at fourteen, an impoverished nobody
from a nondescript village. So hypnotic was her talent for spinning tales,
however, that from her teenage years to her eventual disgrace in 1902,
she bamboozled whomever she met into giving her whatever she desired,
from stylish hats to huge cash loans. She always promised to repay with
interest well above the going market rate.

For collateral, as Humbert and her schemes matured, she would
brandish the reputation of her father-in-law (and accomplice), a member
of Parliament and justice minister. And she spun elaborate stories of a
promised inheritance. Proof of her future vast fortune, she insisted, was
there in black and white on securities and other papers she kept locked in
a safe. Except no one had seen the inside of that safe.

By the time police and prosecutors raided Humbert’s opulent Paris
apartment—and broke open the safe and found an old newspaper and a
button—she boasted multiple chéateaux across France; a flock of
admirers including several French presidents and magistrates and the
country’s top police brass; and a roster of creditors ranging from the
thousands of small-time investors in a bond issue the family floated, to
the major banks, to the jewelers who crafted the exquisite art nouveau
pieces she displayed on her person.

In Third Republic France as in the United States today, huge sums of
money—even fictitious money—commanded the utmost admiration.
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The Swindle of the Century—period postcard illustrating the Thérese
Humbert affair. Her apartment was raided and she was finally arrested in
1902.

Past my incredulity that such a house of cards could possibly have
been bewitched into solid stone and priceless gems, | could not shake the
sense that there was more to this episode than it seemed. This was not
just some fascinating circus exhibit, an outlandish exaggeration of the
excesses of a bygone era. The method that Humbert so expertly made her
own brings to mind current examples.

There were those two billion dollars that Commerce Secretary Wilbur
Ross persuaded Forbes magazine to add to his net worth, which reporters
could never track down. The magazine finally concluded he had simply
made them up.

There were Donald Trump’s depositions exaggerating his wealth,
Jonathan Greenberg, a reporter at Forbes, was just one of those taken in.



The main source for his story on Trump’s net worth was Trump, who
sometimes posed as someone else on the phone. He was bleeding money
at the time and, in the words of Bob Garfield, the host of the radio show
On the Media, “wanted the world to see not a house of cards, but a
gilded palace.”

Greenberg recalled that in 1982 he and Trump settled on a number
for the mogul’s net worth: $100 million. It was overblown, Greenberg
later worked out, by at least 2,000 percent. The real number was less
than $5 million. And there is Trump’s obsession with keeping his tax
returns locked away, like the button in Humbert’s safe.

The results are similar. The Trump family has had as little trouble as
the Humberts in securing new loans—even after numerous defaults.
These fabrications are not just an ego thing, | realized. They are integral
to the business model.

| confess | found the parade of nineteenth-century stories perversely
addictive. So many of their plots seemed familiar. As | drank in one
improbable episode after another, a few themes began to emerge.

First, the twists and turns are so extravagant that it is easy to get
drawn into any one story. They can seem to be separate incidents, their
culprits just grotesque aberrations. But across the whole series, the same
names keep appearing. These repeated debacles were the work of an
interwoven coalition. Often fierce political or economic rivals on the
surface, the members of this gang were co-conspirators in perpetuating a
syndrome.

Inside the cabal, the bylaw was an unspoken guarantee of impunity.
While a handful of perpetrators suffered disgrace and a few years in jail,
the “blushing sheriffs” of the day did not arrest their friends—or even
their competitors. The guilty survived with their prominent reputations
undented. And reputation was essential to prolonging the heist.

To these men, citizens and consumers counted as no more than
suckers for fleecing. In the same way that millions of Americans were
duped into buying preposterous houses in the early 2000s, so ordinary
Europeans—*“seduced and reassured” by wealthy investors and respected
professional advisors—Kkept staking money they could not afford to lose.



The Gilded Age financial institutions that lured them to buy all those
dodgy securities were at least as concentrated, multinational,
interpenetrated—and overleveraged—as ours are today. The large French
bank Paribas, for example, was founded in 1872, in a merger between a
French and a Dutch bank.” It had stakes in Vienna-based Wiener Bank-
Verein, as well as the recently established Deutsche Bank—which in
2017 was fined $7.2 billion for its role in helping to trigger the Great
Recession, and is the Trump Organization’s most loyal lender. Junius
Morgan and his son John Pierpont provided a key bridge for such
establishments to the United States.

Underlying most of the speculation these banks promoted were giant
infrastructure projects, partly government funded, or at least officially
supported. L’Union Générale, the bank whose collapse set off the 1882
crash, was founded to make fortunes on railroad deals—precisely what
had wreaked havoc in the United States a decade earlier.

Such public-private partnership arrangements crop up all the time in
corrupt developing countries. A chief way the networks | examined
siphoned funds out of government budgets was to earmark them for road
projects or sports stadiums, to be built by construction conglomerates.
Once the money was moved off-budget, private contract law hid the
details of how it was spent.

The useless hulks that usually result are known as “white elephants.”
They are not designed to work; they are designed to enrich people. In
“Power Failure: How Utilities Across the U.S. Changed the Rules to
Make Big Bets with Your Money,” the Charleston, South Carolina, Post
and Courier investigated changes to state laws across the country that
shifted the cost of building new power plants from electric companies to
ratepayers. “Utilities tried to build plants with unproven technology,”
reporter Tony Bartelme found. “They launched projects with unfinished
designs and unrealistic budgets; they misled regulators and the public
with schedules that promised bogus completion dates; they hid damning
reports.”

In this context, bipartisan plans for major infrastructure spending
bills may be cause for concern, not celebration.

A disturbing realization | came to was this: the late-nineteenth-
century syndrome, like the contemporary version, was nonpartisan. The
Midas disease and the systemic corruption it bred flourished in the



German and Austro-Hungarian empires and in the left-leaning French
Third Republic—just as it flourishes today under Egypt’s or Pakistan’s
military regimes, and in both free-market conservative and post-socialist
democracies. Without explicit measures to keep it in check, no system of
government or political party is inherently immune.

But even the cumulative magnitude of the repeated disasters, the
suffering caused to unwitting victims and active participants alike, and
the trials inflicted on millions as the price for the luxury of a very few do
not seem to have generated many such measures.

The reflex instead was to seek scapegoats. When I’Union Générale
bank went down, “an explosion of anger swept the conservative upper
classes against the Jews, who had, it was said, caused the disaster,” wrote
a contemporary reporter and politician known as Mermeix. He dates the
rise of organized anti-Semitism in France to that financial disaster. The
Panama Canal scandal, in which several Jewish financiers and
intermediaries had played key roles, bolstered the blame shifting. “It
seems that all of Jewry, high and low, congregated beneath the udder of
this milch cow,” editorialized the caricature-filled Libre Parole (Free
Speech), a popular anti-Semitic broadsheet launched in 1892. “In the
disaster that cost so many French their savings and so many good
deputies their reputations, one encounters Jews wherever one turns. They
were the authors of this foul mess.” Personified by the great Rothschild
banking house, Jews, went the stereotype, were too urbane, too
comfortable in the cosmopolitan capitals, too close to the money
everyone craved.

They were the perfect lightning rod for deflecting public indignation
away from the rigged system and its elite beneficiaries.

* “Netherlands” in French is “Pays Bas.” So the bank became La Banque de
Paris et des Pays Bas, eventually shortened to Paribas.



